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Abstract 

Despite the significance of finance as a major trade lubricant, evidence in the literature alludes to 

its scarcity and increasing cost, especially in developing countries where small and medium-scale 

enterprises are worst affected. The creation of the African Continental Free Trade Area (AFCFTA) 

in 2018, an organ of the African Union (AU), was meant to serve as a beacon for deepening 

economic integration through the removal of trade barriers inhibiting intra-African trade and 

movement of persons, among others. Hence, this research explores the role Islamic finance (IF) 

could play in promoting trade finance in the AfCFTA. The study involves six countries: Egypt, 

Kenya, Malaysia, Morocco, Nigeria, and Saudi Arabia, and employs survey research 

methodology, a total of 430 sample data, and SmartPLS Structural Equation Modelling (SEM) 

techniques in its analyses. Findings reveal strong evidence that Shari'ah, legal and regulatory 

compliance issues of IF institutions rhythm with the internal, national, and international 

compliance requirements equally as the unique instruments applied in IF. In addition, IF was 

found to be largely driven by global economic and political stability, socially responsible finance, 

ethical and moral considerations, risk-sharing, and resilience of the global Islamic finance 

industry. Furthermore, SMEs, governments, and importers are the major beneficiary sectors. 

SmartPLS results show that AFCFTA's protocols are in tune with the principles of IF and are 

therefore suited for the spread of Islamic finance institutions in the continent. And, while 

AML/KYC and BASEL requirements are crucial, compliance with the AAOIFI and IFSB 

standards, paucity of Shari'ah experts, threats to global security, and increasing global economic 

uncertainty pose as major impediments. The study calls for the licensing of more IF institutions in 

the continent, participation of multilateral institutions in Islamic trade finance (ITF), and 

harmonization of Shariah standards. 
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1.0 RESEARCH BACKGROUND 

1.1 Introduction 

Trade is an engine of growth in economic literature, and beyond the ‘Absolute’ and ‘Comparative 

Advantage’ principles by Adam Smith and David Ricardo, respectively, trade is preferable from a 

country’s point of view, if the external rate of exchange in the specialized product is greater than 

the pre-trade internal rate of exchange (Huric Larsen, 2019). Trade creates better jobs, and welfare, 

reduces poverty, increases economic opportunity, and is an important catalyst for regional 

economics (Broda Christian, Greenfield Joshua & Weinstein E. David, no date), (Irshad et al., 2018), 

(Keho, 2017), (Le and Tran-Nam, 2018), (Gumpert, 2019), (Bank, 2022), (Zeidy, 2022).3 Also, 

regional trade positively contributes to economic growth ((Gui-Diby, 2014), (Omri and Kahouli, 

2014), (Yilmaz Bayar  Marius Dan Gavriletea, no date)). Trade promotes the efficient allocation 

of resources as well as optimal decisions regarding cost, production as well and consumption at 

both firm and household levels (James Riedel, no date). With trade, untapped and tapped resources 

would be efficiently allocated ((Myint, 1958), (James Riedel, no date), (Eamonn Butler, no date)). 

A more outward-oriented trade leads to sustained economic growth ((Aliyu, 1994), (Romer, 1999), 

(T. N. Srinivasan & Jagdish Bhagwati, 1999), (Dollar, 2004), & (Woolcock, 2001)).  

 
Pieces of evidence abound in the literature that the formation of the AfCFTA is a novel 

development for the expansion of intra- and inter-African trade. The trade area encompasses all 

the countries in the continent that have a total population of approximately 1.3 billion people. For 

instance, (Songwe, 2019) posits that if successfully implemented, the agreement will create a 

single African market of over a billion consumers with a total GDP of over $3 trillion, while the 

impact on intra-African trade could be between 15 percent (US$50 billion) and 25 percent (US$70 

billion) by 2040 (World Economic Forum, 2022). Furthermore, creating a free market through the 

elimination of trade tariffs and non-tariff barriers (NTB) would increase regional trade by about 

16 percent, or US$16 billion, over time (Palomba & Cherif, 2019). The agreement promotes the 

whole of Africa as a significant player in the global market to rival larger economies (ITFC, 2021). 

Notwithstanding having the second largest continental land mass, after Asia, Africa’s share of 

trade accounts for just 2.7% of world trade (Afreximbank, 2018). 

 

Evidence shows that triggered by the COVID-19 pandemic, the value of global merchandise trade, 

which contracted by 7.5 percent in 2020, recovered strongly, growing by 27 percent in 2021 

whereas trade in commercial services expanded by 16 percent (WTO, 2022). Trade in current US 

dollar terms rebounded to US$44.23 trillion in 2021, from US$34.94 trillion in 2020, exceeding 

the pre-pandemic level of about US$37.79 trillion in 2019 (Afreximbank, 2022a). Similarly, the 

African Continent’s merchandise trade decelerated sharply by 0.14 percent to US$1,071.44 billion 

 

3Advantages and Disadvantages of International Trade, Chapter 1, pp. 22-27. [Online] Available from: 
http://schools.yrdsb.ca/markville.ss/teacher/business/business/Courses/12/BBB4M1/Notes/Chapter01/1-
4Note.htm.  
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in 2019, contracting by 16.18 percent to US$898.12 billion in 2020, as the widespread adoption of 

lockdown measures disrupted logistics networks, supply chains, and global demand 

(Afreximbank, 2022b). Commodity prices witnessed a dramatic decline and Algeria, Angola, 

Equatorial Guinea, the Republic of Congo, Libya, and Nigeria were adversely affected. Nigeria, 

Africa’s largest economy, suffered a 24.4 percent decline in its total merchandise trade, from 

US$111.43 billion in 2019 to US$84.21 in 2020, largely due to a drop in the country’s total 

merchandise export, from US$65.6 billion in 2019 to US$43.74 billion in 2020, equivalent to 33.3 

percent contraction (Afreximbank, 2022b). 

 

In terms of intra-African trade, Africa continues to trail other regions as well as in integration into 

the global economy. For instance, the intra-African trade (average of imports and exports) stood 

meagerly at 15.2%, as opposed to intra-regional trade in Europe (67.1%), Asia (61.1%), America 

(47.4%), and Oceania (7.2%) (UNCTAD, 2019). Notwithstanding the low value in percentage 

terms, the composition is highly value-added (Cole-Hamilton, 2021). Again, world trade figures 

show that African countries' exports of raw materials represent about 80% of their total exports, 

while their imports of manufactured goods represent the largest proportion of their total imports 

(ITFC, 2021). Increased intra-African trade can contribute towards the development of cross-

border infrastructure, catalyzing intra-regional investment, and reducing the constraints of 

unfavorable boundaries for landlocked countries (Making Finance Work for Africa, 2022).  

 

According to (WTO, 2016) although trade is an important enabler of development – but requires 

financing and capacity-building as necessary conditions. Trade finance refers to working capital 

loans and other means of financing trade credit (Amiti and Weinstein, 2011), including credit, 

insurance, and guarantees (Auboin, 2007), as well as short-term, medium, and long-term (Auboin 

and Meier-Ewert, 2003) & (SWIFT, 2016). Hence, trade finance or credit facilities used by 

importers and exporters to transact business are important enablers of global trade (World Bank, 

2021). Further, trade finance settles the financial needs of both the exporter and the importer, it is 

the lifeline of business transactions as more than 90% of transactions involve some form of credit, 

insurance, or guarantee (International Trade Center (ITC), 2009). An exporter needs to mitigate 

payment risk from the importer, and it would be to his benefit to accelerate the receivables, and 

most often, the importer stipulates payment after delivery ((Ahn, 2011) & (Marc Auboin, 2021)), 

described as a trade dilemma (ITFA, 2023).  

 

On the other hand, the importer wants to mitigate supply risk from the exporter, and it would be to 

his benefit to receive extended credit on their payment. Thus, financial instruments bridge the gap 

between when the exporter wants to receive payment for producing and shipping goods, and when 

the importer receives them (IFC, 2022). Yet, the level of risks in international transactions rises 

relative to domestic transactions during economic downturns, and pandemics (Ahn, 2011) & 

(Zeidy, 2022), and the exclusive use of a letter of credit in international transactions often 

exacerbates the collapse in trade during the financial crisis (Ahn, 2011). Therefore, trade finance 
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functions as a third party to remove both the payment risk and supply risk, at the same time 

providing the exporter with accelerated receivables and the importer with extended credit. 

 

Conventional trade finance is based on a number of payment instruments that create credits for 

both exporters and importers; open account payment, documentary collections, letters of credit, 

bills of exchange, line credit, pre- and post-export financing, factoring and forfaiting, etc., 

(Oramah, 2015) (see sample copy of letter of credit in Appendix I). Factoring which is a supplier 

financing mechanism avails the seller of immediate financing by selling its accounts receivables 

at a discount (Oramah, 2015) & (Marak and Pillai, 2021). It involves the purchase of receivables, 

including book debts by a financial institution (called factor) from a firm or client (Oramah, 2015). 

The underlying asset in factoring is the accounts receivables whose quality depends on the 

creditworthiness of the buyer (Marak and Pillai, 2021). Factoring is advantageous as it encourages 

firms to engage in cross-border trade on open accounts without fear of bad debts by offering 

exporting firms credit protection, working capital financing, and collection services and as well as 

helping the importing firm in availing a credit period. On other hand, forfaiting involves the 

purchase of specific receivables arising from export, without recourse to the exporter, often for 

capital goods destined to relatively high-risk markets (Oramah, 2015). These bundled services 

might also allow local exporters to enter new and riskier overseas markets (Klapper, 2006), 

(Vasilescu, 2010), (Ivanovic, Baresa and Sinisa, 2011) (Marak and Pillai, 2021).   

Notwithstanding the number of institutions offering trade finance credits, trade finance gaps 

continue to remain very wide globally, especially in the African continent. Importers and exporters 

in developing countries face chronic shortages in accessing trade finance credits (IFC, 2022). For 

instance, (World Economic Forum, 2018) found that the global trade finance gap would further 

expand in the future, reaching 2.5 trillion dollars by 2025. Further, (M. Auboin, 2021) found that 

while trade finance in Africa stood at some US$100 billion annually, a survey in the African 

continent reports that more than 40% of trade finance applications rejected by banks came from 

SMEs and half of the rejected ones abandoned the transaction completely while some resorted to 

"informal" funding. Rejections are explained by a variety of factors, mainly lack of collateral, lack 

of proper information available during the application process, lack of profitability for banks, weak 

savings, capacity issues in the financial sectors, inadequate risk management skills, as well as high 

corporate and counterparty risk, among others (AfDB and Afreximbank, 2020)). (Marc Auboin, 

2021) assesses the difficulties in estimating the amount of trade finance due to the paucity of data 

on trade flows, and the share of trade which is paid "cash-in-advance" (paid cash, in advance of 

the delivery of goods) and as well by other empirical studies (Amiti and Weinstein, 2011), 

(Bricongne et al., 2012) ((Manova, 2013). 

Trade finance data and comprehensive empirical analysis have been infrequent, especially in 

developing countries (International Monetary Fund (IMF), 2003). Equally, (BIS, 2014) laments 

that there is no single, comprehensive source of statistics allowing for an evaluation of the exact 

composition and size of trade finance markets, yet several aspects of trade finance remain 

unexplored (Schmidt-Eisenlohr, 2013). Evidence suggests that the scarcity of trade finance is 
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likely to slow down the level of world trade and output due to disruptions in supply chain 

operations and financial constraints for developing country suppliers (WTO, 2023). Precariously, 

access to trade finance and its impact on Africa’s participation in policymaking is scarce ((Ben et 

al., no date)), and costly in comparison to international benchmarks (IFC, 2022). As well, the size 

of the trade finance gap and its determinants in emerging markets remains meager (AfDB, 2014), 

(AfDB, 2017), (AfDB and Afreximbank, 2020) & (IFC, 2022) Although digitization of trade and 

trade finance transactions provided some succor, especially during the Covid-19 lockdown, there 

are complex legal and process issues that limit its usage across jurisdictions (GTR, 2021). 

While there is a need for multilateral institutions and policymakers to do more, Islamic finance, 

over the last three decades continued to gain wide acceptance as an alternative approach to finance. 

The system is based strongly on morals and religious beliefs as codified in Islamic law (Shari’ah), 

which divides how corporations and lending institutions raise capital as permissible (halal) or 

prohibited (haram). The former is a socially and ethically responsible investment as it avoids 

profiting from usury/interest (Arabic riba) while the latter, investment in sectors contrary to 

Islamic morals, is prohibited, that is, businesses involving alcohol, gambling, or pork 

(Afreximbank, 2022c; Puri-Mirza, 2023). Prohibition of riba, gharar (uncertainty), and maysir 

(gambling) in financial transactions is the fundamental of Islamic finance which distinguishes it 

from conventional finance (Najeeb, 2014). According to (World Bank, 2021), importers and 

exporters may opt for Islamic trade finance (ITF) as it becomes more widely available, as it 

emphasizes transparent and fair dealing, and prohibits elements of usury, uncertainty, and 

deception. In addition, importers may be able to benefit from the prohibition in ITF of 

compounding late payment charges, early settlement or extension fees, compounding financing 

rates, and hidden charges (Maybank Berhad, no date). Exporters may benefit indirectly from the 

provision of streamlined trade financing terms to importers. 

 

Islamic trade finance is contracted either on credit or on a participatory basis. Credit involves the 

delay of the price or delivery of the purchased commodities. Participatory finance involves the 

participation of the financier in risk-taking, that is, profits and losses basis. That is, contrary to the 

conventional mode of trade financing that is in the form of short-term and long-term loans, the 

Islamic financing modes of financing international trade are in the form of sale contracts (Arabic 

Murabaha, Musawamah, Istisna, & Salam), partnership contracts (Mudarabah & Musharakah), 

agency contract (Wakalah), suretyship contract (Kafalah), leasing contract (Ijarah), etc., (see 

Appendix I on definition of terms). Opportunities abound as evidence shows that (ITFC - Arab-

Africa Trade Bridges (AATB) Program, 2022), for instance, has been providing Shari’ah-

compliant trade finance to both public and private sector entities in Member Countries and beyond. 

As well, the Arab-Africa Trade Bridge programme strives to achieve higher economic integration 

through trade and investment among Arab and African countries (ITFC, 2022).  

 
Islamic trade finance contracts mimic their conventional counterparts except for the Shari’ah 

compliance requirements (Afreximbank, 2022c). For instance, a typical Murabaha contract adapts 
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a model of a conventional letter of credit and currency Salam that of futures trading (Bukhari and 

Sharif, 2018) (see Appendix II on Islamic letter of credits). The importer asks its bank to guarantee 

payment to the exporter (via its bank) that the importer will pay for the goods once received. Using 

the principle Murabaha contract, an Islamic Financial Institution (IFI) agrees to buy the goods on 

behalf of the importer using cash or a letter of credit and then sells it back to the importer with a 

profit margin. Herein, the bank’s creditworthiness replaces that of the importer, ensuring that the 

exporter will be paid and causing the importer’s financial institution to assume the risk of non-

payment. It is worth noting that in a Murabaha contract, even if the importer defaults on any 

payments, it generally is not made to bear additional charges. The importer only pays a fixed price, 

agreed in advance, above its bank’s cost for the goods, which is permissible in Islamic finance (Al 

Rajhi Bank, 2021). 

 
To date, Islamic banking has been widely accepted in both Muslim and non-Muslim countries 

globally. Besides its tremendous successes in the Middle Eastern countries and Asia, the nascent 

industry continues to blossom in non-Muslim countries like the UK, Russia, the USA, Argentina, 

Australia, India, Philippines, Senegal, South Africa, Switzerland, Thailand, Denmark, Germany, 

Guinea, Niger, and Nigeria as well as Muslim-majority countries (Abdullah, Sidek and Adnan, 

2012), (Lujja, Mohammad and Hassan, 2016), (Bananuka et al., 2018). The traction has largely been 

attributed to subjective factors like awareness, reputation, the perceived benefit of finance without 

zero interest rates, and its stable nature (Jamshidi and Hussin, 2013) & (Kaawaase and Nalukwago, 

2017). It has been argued that countries that have adopted Islamic banking have enjoyed great 

benefits such as interest-free loans, profit and loss sharing, and economic growth (Saif Al Nasser 

and Muhammed, 2013).  

 
Against this background, this study seeks to assess the role Islamic finance could play in spurring 

intra-African trade within the context of the AfCFTA from the standpoint of qualitative data 

analysis. In addition to evaluating the legal and regulatory requirements for the operations of 

Islamic trade finance in the continent, key instruments applied in ITF, and major beneficiary 

sectors, the study constitutes a major landmark in the literature space. The study is organized into 

six sections. Section one presents the background to the research; introduction, research objectives, 

and research hypotheses while section two dwells on a review of theoretical and empirical issues 

from both conventional trade finance and Islamic trade finance domains and an analysis of stylized. 

Section three dwells on the study’s methodology. Sections four and five contain presentation and 

analysis of data, and summary, conclusions, and policy recommendations, respectively. 
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1.2 Research Objectives 

The broad aim of the study is to explore the conditions under which Islamic finance (IF) could 

promote trade finance in Africa through provision of Islamic trade finance (ITF) services against 

the backdrop of the African Continental Free Trade Area (AfCFTA). The study utilizes a sample 

of countries within and outside the continent comprising of Egypt, Kenya, Malaysia, Morocco, 

Nigeria, and Saudi Arabia. The specific objectives are to:  

a) Evaluate the legal and regulatory framework for the operations of Islamic finance cum 

Islamic trade finance (ITF) in the study area. 

b) Identify the unique instruments applied in ITF in selected countries. 

c) Assess the drivers of ITF in the continent and beyond. 

d) Identify major economic sectors/activities financed using ITF principles. 

e) Examine what factors drive ITF financing to clients, importers, and exporters. 

f) Appraise the AfCFTA’s provisions apropos for attracting IF in the continent. 

g) Assess the benefits of ITF to customers–exporters and importers. 

h) Identify impediments to attracting IF flow; and  

i) Leverage on country experiences to identify prospects for sustained ITF in the African 

continent.  

 

1.3 Research Hypotheses 

In line with the identified specific research objectives, the testable null hypotheses are craved as 

follows: 

a) Ho: The legal and regulatory framework for the regulation of operations of Islamic finance 

and provision of Islamic trade finance (ITF) services are not sufficient. 

b) Ho: ITF instruments are not dissimilar to those of conventional trade finance banks. 

c) Ho: No robust factors are driving ITF in the continent and beyond. 

d) Ho: ITF services are used to finance all kinds of economic sectors/activities. 

e) Ho: ITF financers do not consider any factor in granting finance to clients. 

f) Ho: The AfCFTA’s environment/protocols are not suited for attracting IF. 

g) Ho: There are no unique benefits derivable from ITF by exporters, and importers. 

h) Ho: There are no impediments to attracting IF flow in the continent. 

i) Ho: ITF holds no prospects for sustained trade in the African continent.  

 

2.0  LITERATURE REVIEW AND THEORETICAL ISSUES 

2.1 Introduction 

 
The term trade finance refers to any form of financing that uses trade credit as collateral. It 

otherwise simply implies the provision of a letter of credit and working capital financing for 

international transactions. Conceptually, it consists of four elements: payments, financing, risk 
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mitigation, and information (Malaket, 2016), whereas in practical terms, it involves loans and 

guarantees from banks that underpin imports and exports (DiCaprio and Yao. Y., 2017).  Pieces of 

evidence abound in the literature that trade finance responds more swiftly during economic crises 

than other macroeconomic variables (Auboin, 2009), (Baldwin, 2009), (Levchenko, Lewis, and 

Tesar, 2010), (Ahn, 2011), (Amiti and Weinstein, 2011) & (Asmundson et al., 2011). Although 

empirical evidences on trade finance abound, there is however lack of theoretical foundation 

underpinning the nature of trade finance (Ahn, 2011).  

Therefore, one simply assumes that international trade is more costly and less in volume than 

domestic trade because both importers and exporters, at different levels, need some form of 

financing or guarantee but both importer and exporter finance are important. History taught us that 

since the "great trade collapse" which occurred between the third quarter of 2008 and the second 

quarter of 2009, there has been a great motivation for a variety of theoretical and empirical 

exercises. Paramount in this regard is the fact that trade finance helps to allocate risk and finance 

the time gap between production and sale through a wide range of payment contracts. An 

examination of the relationship between financial market conditions and international trade could 

provide a clue for optimal decision-making. Thus, (Schmidt-Eisenlohr, 2013) posits that an 

equilibrium finance contract is determined by financial market characteristics and contracting 

environments in both the source and the destination country. This section reviews empirical 

evidence in the literature on trade finance from both conventional and Islamic perspectives. 

 

2.2 Conventional Trade Finance: Review of Conceptual and Empirical Evidence 

Evidence on trade finance in Africa continues to emerge with the bulk of the studies largely 

employing qualitative tools of analysis and often by multilateral bodies. The trade finance gap in 

Africa hovers around an estimated USD 82 billion to USD 120 billion and the worst hit is the 

SMEs that lack collateral and creditworthiness ((Sy et al., 2016), (AfDB and Afreximbank, 2020), 

(Kleos Advisory and ITFA, 2022)). Often, trade in emerging markets would not occur without 

trade finance (IFC, 2017). Hence, we conduct a review of some of these studies here. 

 
(Sy et al., 2016) found that banks intermediate almost only a third of trade activities across the 

African continent. In addition, banks still reject a colossal value of trade finance applications 

largely due to weak client creditworthiness and inadequate collateral. The financing gap, the study 

observes, is sizeable, at about $90 billion to $120 billion out of which a disproportionate share is 

provided to large corporates (top ten clients) at the expense of SMEs that make up more than 80% 

of all businesses in Africa. The study posits that by improving the credit assessment environment 

and providing targeted support to both banks and enterprises, particularly SMEs, national 

governments and development finance institutions can play a significant role in improving the 

trade finance landscape in Africa.  

(DiCaprio and Yao. Y., 2017) investigate the drivers of trade finance gaps using augmented data 

from a global survey of financial institutions. The study estimates the relative drivers of trade 
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finance rejections in emerging markets; country and bank-level features, among small and 

medium-sized enterprises. Findings reveal that trade finance rejections are largely driven by three 

broad factors: those drivers that are inherent to the trade finance transaction including risk and 

income, those requiring redirection of the bank’s business lines–termination of correspondent 

relationships, and implementation of improved client screening mechanisms. The study posits that 

reversing the trade finance gap is most likely to be found in addressing these issues. 

(IFC, 2017) surveys the relationship between correspondent bank de-risking, correspondent 

banking stress, and compliance challenges, among other external challenges, and banks’ abilities 

to serve their customers. The survey assesses the effects of corresponding banking relations (CBR) 

on trade Finance, remittances, foreign currency settlement, and smaller markets and firms. Further, 

the survey found that emerging market banks require assistance in understanding basic anti-

money-laundering (AML) and combating the financing of terrorism (CFT) concepts, interpreting, 

and implementing regulatory guidance, correspondent bank reporting and systems alignment, 

interpreting US/EU regulatory requirements, and technology-based solutions. In particular, the 

survey reveals that 64 percent of respondents seek ways to share data and mutualize their efforts, 

to make AML/CFT compliance more efficient for both emerging markets respondents and cross-

border correspondents, along with upgrading the consistency of information quality. In a related 

development, (World Bank, 2018) finds that low profitability due to increased compliance cost, 

declining risk appetite, and high cost of customer due diligence are the top three reasons for 

declining corresponding banking relationships globally.  

(AfDB, 2017) surveys the level of trade finance in Africa and the need for overcoming the trade 

finance challenges faced especially by the SMEs covering the period 2013-2014. The survey found 

that bank-intermediated trade finance constitutes only one-third of total trade in the continent and 

only 20 percent of bank-intermediated trade finance was devoted to intra-African trade summing 

that the bank-intermediated trade finance gap in Africa remains significant. This, however, pushed 

down slightly from an estimated USD 94 billion in 2013 to USD 91 billion in 2014. Access to 

trade finance by SMEs remains negligible at only 28 percent of total trade finance while First-time 

applicants face significant challenges in accessing trade finance facilities. On a positive note, it 

was found that trade finance continues to be a relatively low-risk activity for commercial banks in 

Africa with an estimated default rate of 4 and 5 percent compared to 9 and 12 percent Non-

Performing Loan (NPL) ratios for all bank asset classes between 2011 and 2014, respectively. 

Adequate financial infrastructure, including credit information systems, is required to de-risk 

transactions and enhance banks’ ability to supply trade finance. 

 

(AfDB and Afreximbank, 2020) conduct a joint survey with the African Development Bank on 

trade finance in Africa covering 10 years, that is, from 2011 – 2019. Among many other findings, 

the survey found that while Africa’s trade finance gap steadily decreased from US$120 billion in 

2011 to US$70 billion by the end of 2016, it, however, increased to an estimated gap of US$81.8 

billion. The average unmet financing demand in the continent was estimated at US$82.5 billion 

which is equivalent to 5.5 percent of the global trade financing gap during the review period. Also, 

the level of participation in trade financing activities by banks in the continent steadily decreased. 
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Factors responsible for the decline include, among others, competition, new banking regulations 

on know your customer (KYC)/anti-money laundering (AML), and strict capital requirements 

which were introduced after the global financial crises. Increasing costs for KYC and AML 

activities continue to be a challenge as up to 90% of respondents affirmed that AML and KYC 

issues are the leading obstacles to trade finance (ICC, 2016). Development finance institutions 

played a more active role in supporting trade financing as no less than 60 percent of banks that 

engaged in trade financing activities were supported by these institutions in the continent according 

to the survey. The survey’s findings were re-echoed and expounded by (Nyantakyi and Drammeh, 

2020). 

(Afreximbank, AfDB and UNECA, 2020) assess the impact of COVID-19 on African trade finance 

through a survey of over 370 commercial banks across the continent– a balanced survey with 

geographical coverage of participating banks accounting for close to 58 percent of the US$1.5 

trillion in total assets held by commercial banks in Africa. Findings of the survey, among other 

things, show a significant reduction in L/C business (rejection of L/C by small banks is higher at 

50 percent than among medium banks at 32.1 percent) and correspondent banking operations at 

varying degrees across the continent. Further, the survey found that insufficient collateral and 

client creditworthiness were the primary reasons for bank rejections of trade finance applications 

during the first four of 2020. Domestic and privately owned banks appeared to be as risk-averse 

as their foreign counterparts, while government-owned institutions had a higher risk appetite. The 

survey reports bold interventions by multilateral and export credit agencies such as the 

Afreximbank and AfDB and by central banks as well. Some central banks were however able to 

respond to pandemic-related regulatory measures in an agile fashion to ease impediments to the 

flow of trade financing during the pandemic. The survey calls for greater engagement between 

central banks and industry, improved dialogue between governments and development finance 

institutions, and more reforms and the generation of reliable data to contain the effect of the 

pandemic on trade finance in the continent. (See: (Boissay, Patel & Shin, 2020), (Nyantakyi & 

Drammeh, 2020) & (Marc Auboin, 2021)). 

 

(Nyantakyi, Mabuza and Amoussou, 2021) opine that the root cause of Africa’s widening trade 

finance gap could be linked to two major global events: the great trade collapse that occurred 

between 2008-2009 and the decline in commodity prices between 2011 and 2016. For instance, 

between 2012 and 2016, the total African trade finance gap falls by about 10 percent. Further, the 

report found that stringent capital requirements on trade finance assets from Basel III and new 

anti-money-laundering/know-your-client (AML/KYC) measures have resulted in higher due 

diligence costs and lower margins. Thus, the share of banks that engaged in trade finance in Africa 

fell from 92 percent in 2014 to a low of 71 percent in 2019–a decrease of 21 percentage points. 

The report found that regardless of the improvement in SMEs’ creditworthiness with a fall in 

default rate from 14 percent in 2014 to 10 percent in 2019, the rejection rate disdainfully increased 

from 21 percent to 40, respectively. 
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In addition, (Mabuza and Nyantakyi E. B., 2022) assess the depth of correspondent banking 

relationships (CBR) and trade finance in Africa. Citing the Financial Stability Board’s 2018 report, 

the study posits that while SWIFT data analysis reveals that the number of correspondent banking 

relationships involving US dollar transactions decreased globally by about 25 percent between 

2011 and 2017, Africa saw a decline of 18.6 percent compared to an average of 17.9 percent for 

all regions over the same period. Meanwhile, the study found that among the top 5 banks engaged 

in CBR, all but Citibank registered a decline in correspondent banking relations between 2011 and 

2019 in the continent. In particular, Standard Chartered Bank in 2012 had 9 percent of African 

Banks’ confirmation relations compared to only 5 percent in 2019, while the Dutch Bank CBR 

decreased from 7 percent in 2012 to 4 percent in 2019. Notwithstanding, West Africa, among the 

subregions, on average, accounted for close to 40 percent of all CBR on the continent, which is 

twice the share in Southern Africa’s 19 percent, followed by East Africa at 29 percent and North 

Africa, with only 2 percent. The constraints listed by the study are lower competition, rising 

transaction costs due to increased AML/KYC regulations, and unequal access to trade finance. The 

development of risk mitigation instruments and reassessment of the level of capital requirements 

are the study’s key recommendations for greater trade facilitation in Africa.  

 

In a survey by (IFC, 2022) on trade finance in four major West African countries: Cote d’Ivoire, 

Ghana, Nigeria, and Senegal, trade finance is not only relatively scarce and constrained but 

expensive as well in comparison to international benchmarks. The survey’s evaluations of the total 

size of the trade finance market in the ECOWAS countries under investigation in 2021 was around 

$42 billion, which only supports 25 percent of their merchandise trade. Further, the average 

rejection rates of trade finance applications by banks are high at 21 percent of requests and 25 

percent of their total value resulting in $14 billion of annual unmet demand for trade finance. This 

is, however, lower for bigger clients with pools of collateral and strong credit history. On the cost 

side, the survey further reports at the rate of 2-4 percent, the price of a letter of credit in the 

countries under study is higher than 2 percent for emerging markets and 0.25–0.50 percent lower 

in more advanced countries. 

A position paper on prioritizing sustainability in African trade entitled “Giving an African voice to 

evolving global standards for sustainable trade finance”, (Kleos Advisory and ITFA, 2022) lament 

Africa’s widening trade gap over the past decade caused by the Covid-19 pandemic and lack of 

access to trade finance, especially the SMEs. The paper cautioned that the global sustainability 

agenda for sustainable trade finance could be detrimental to African trade. It extols Afreximbank’s 

Pan-African Payment and Settlement System (PAPSS) for boosting intra-African trade by enabling 

African traders to settle payments in their currency without having to use USD and the structured 

LCs by the ITFA. The paper particularly calls on the need for capacity building for African banks, 

corporates, and SMEs by institutions such as the IFC and Afreximbank to quantify the 

sustainability risks and impacts of trade to guide them in integrating the risks into their business 

planning and risk management. The paper further emphasizes the need to develop sustainable 

financial products for African SME traders, which could involve the next generation of structured 
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LCs and financial instruments linked to environmentally sustainable goals (ESG) metrics and 

targets. 

 
It is evident from the foregoing literature review that while trade finance data is both scarce and 

incomplete globally (BIS, 2014), (World Economic Forum, 2018) & (WTO, 2023), it is 

particularly worse for the African continent (IFC, 2022). The level of correspondence banking 

relationships (CBR) also declined both globally and contently (IFC, 2017) & (Mabuza and 

Nyantakyi, 2022). The trade finance gap remains sizeable and is put between USD 82 and $120 

billion annually ((AfDB, 2014), (AfDB, 2017), (AfDB and Afreximbank, 2020), (Marc Auboin, 

2021), (IFC, 2022) & (Kleos Advisory and ITFA, 2022)). Comparatively, it is also more expensive 

in the continent (Sy et al., 2016), though inevitable (IFC, 2017). Several factors responsible for high 

costs in the continent include but are not limited to new banking regulations on know-your-

customer (KYC)/anti-money laundering (AML), and strict capital requirements ((SWIFT, 2016), 

(IFC, 2017), (World Bank, 2018), (AfDB and Afreximbank, 2020), (Nyantakyi and Drammeh, 

2020) & (Nyantakyi, Mabuza and Amoussou, 2021)). Further, SMEs are the worst hit in terms of 

access to trade finance (Nyantakyi, Mabuza, and Amoussou, 2021) and reasons for the rejection 

of SMEs have been adduced by (AfDB and Afreximbank, 2020) & (Mabuza & Nyantakyi, 2022). 

Despite the virtues of digitization of trade, complex legal processes hinder its usage across 

jurisdictions (GTR, 2021). The literature, however, extols the Pan-African Payment and Settlement 

System (PAPSS) introduced by Afreximbank aimed at boosting intra-African trade (Kleos 

Advisory and ITFA, 2022). 

 
2.3  Stylized Facts on Trade Finance in Africa: Afreximbank Case 

Industrialization and export development constitute one of the four pillars of Afreximbank’s Plan 

VI. Others are to promote intra-African trade, strengthen trade finance leadership, and improve 

financial performance and soundness. Evidently, the promotion of intra-African trade remains a 

core mandate and the main strategic priority for Afreximbank as it embarks on implementing its 

sixth strategic plan, ‘Impact 2026: Extending the Frontiers’ (Plan VI), over the year 2022–26 

(Afreximbank, 2022a). Therefore, Afreximbank is poised to drive diversification and structural 

transformation of the African economies into higher value-added and manufactured export 

economies in the continent, especially since the coming of the African Continental Free Trade Area 

(AFCFTA). In this regard, the Bank’s trade finance products include line of credit, syndications, 

financial future flows pre-financing, note purchase, direct financing, trade-related project finance, 

asset-backed lending, receivables purchase/discounting, Afreximbank’s guarantee, and Pandemic 

Trade Impact Mitigation Facility (PATIMFA) and other innovative products that the Bank develops 

in response to emerging need. Prominently, in 2022, in response to the threat posed by the Russia-

Ukraine war, the Bank launched the Ukraine Crisis Adjustment Trade Finance Programme for 

Africa (UKAFPA) and devoted the sum of US$4 billion to support member countries in mitigating 

the impact of the Russia-Ukraine conflict.  
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Thus, this section presents a review of Afreximbank’s performance across these four pillars from 

2015 to 2022 using trends of loan distribution by trade direction, category of beneficiary 

institutions, and sectors, over the sampled period. Although other multilateral and domestic 

financial institutions are equally involved in trade finance in the continent, the review of stylized 

facts hinges only on Afreximbank financing given its specialty and traction as a trade finance bank 

over the last three decades. 

 

Looking at the figures presented in Table 2.1 on loan approval by trade direction reveals that 

Afreximbank’s total loan distribution between 2015 and 2022 totaled the sum of US103.66 billion. 

For want of emphasis, the Bank’s total loan approvals further show that the intra-African trade 

component attracted the sum of US$18.19 billion, which is equivalent to 17.6 percent. Extra-

African trade was financed to the tune of US$10.31 billion, equivalent to 9.9 percent, and mixed-

directional trade, with the largest share of 72.5 percent stood at US$75.15 billion over the period 

under investigation. Loan approvals for the year 2022 had been quite outstanding for intra-African 

trade and mixed-directional trade finance. While the former increased from US$2.98 billion to 

US$7.78 billion, a whooping increase of 160.58 percent over 2021, the latter increased by 62.7 

percent, that is, from US$7.47 billion in 2021 to US$12.16 billion in 2022. Approvals in support 

of mixed-directional trade-related transactions are expected to impact both intra- and extra-African 

trade (Afreximbank, 2022a). 

Table 2. 1: Distribution of Loan Approval by Trade Direction (US$ million) 

Trade Direction 
Year 

2015 2016 2017 2018 2019 2020 2021 2022 

Intra-African Trade 375.3 283.4 2468.8 1836.1 1,015.4 1,444.7 2988.0 7786.3 

Extra-African Trade 483.9 316.8 148.8 479.9 1152.0 583.2 4511.2 2635.8 

Mixed-Directional 4,180.9 11431.1 5312.8 10096.2 10,232.2 14,267.2 7473.8 12161.3 

Total 5,040.0 12,031.2 7,930.4 12,412.3 12,399.5 16,294.9 14972.9 22583.4 

Source: African Export-Import Bank (Afreximbank) Annual Reports, various issues 

Table 2.2 presents loan approvals by category of beneficiary institutions from 2015 to 2022, that 

is, over the span of eight years. From a total sum of US$103.66 billion as reported above, 

distribution across the three bodies shows that financial institutions are leading with a total sum of 

US$64.81 billion representing 62.5 percent, followed by corporate bodies with US$26.89 billion, 

which is equivalent to 26.0 percent, and lastly, sovereign approvals with US$11.96 billion, 

equivalent to 11.5 percent. Noticeably, the year 2017 recorded a decline in loan approval to 

financial institutions and sovereign bodies which was attributed to the winding down of the Bank’s 

2-year Counter-cyclical Trade Liquidity Facility (COTRALF). On the contrary, the share of 

approvals to corporate bodies increased by 33.8 percent to US$2.67 billion compared with 

US$1.35 billion in 2016 (Afreximbank, 2017). In 2022, however, financial institutions’ share rose 
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by 36.8 percent from US$8.71 billion in 2021 to US$11.91 billion as the Bank channeled more 

support to African economies through financial institutions acting as its trade finance 

intermediaries (Afreximbank, 2022a). In addition, financial institutions accounted for up to 52.8 

percent of the total loan approvals in the year 2022.  

Table 2.2: Distribution of Loan Approval by Category of Beneficiary Institution (US$ million) 

Category of 
Beneficiary Institution 

Year 

2015 2016 2017 2018 2019 2020 2021 2022 

Financial Institutions 3439.9 10236.3 5100.7 7012.3 7408.8 10982.6 8,712 11,916.8 

Corporate  1600.2 1358.2 2679.8 4232.9 3593.5 2404.2 2,890 8136.4 

Sovereigns 0.00 436.7 150.00 1167.2 1397.2 2908.2 3,371 2,530.1 

Total 5040.0 12031.2 7930.4 12412.3 12399.5 16294.9 14972.9 22583.4 

Source: African Export-Import Bank (Afreximbank) Annual Reports, various issues 

 

Intra-African trade transactions spanned several economic sectors, including financial services, 

energy, manufacturing, transportation, and services. Table 2.3 captures loan distribution by the 

Bank in the review period, 2015 to 2022. As in the two preceding Tables, the sum of US$103.67 

billion was distributed to eight sectors in the last eight years. Conspicuously, financial services 

dominated as the Bank’s transactions umbilically connect with one or another financial service. 

Accordingly, total approvals to the sector in the period under review stood at US$68.3 billion, 

which is equivalent to 65.9 percent. The energy sector attracted US$19.7 billion representing 18.9 

percent while other sectors, by no means less important, accounted for the balance of US$15.7 

billion or 15.2 percent. In particular, the Bank in 2022 approved US$13.68 billion for the financial 

services sector, equivalent to 56.2 percent more than in 2021 (US$8.76 billion). The increase was 

on account of the Bank’s interventions under the UKAFPA and the higher utilization, at US$2.77 

billion, under the Afreximbank Trade Facilitation Programme (AFTRAF) (Afreximbank, 2022a). 

Further, it was also in line with the Bank’s model of channeling funding to various economic 

sectors through its Trade Finance Intermediaries (TFIs), which are usually local and regional 

financial institutions. Also, the Bank’s approvals to support the energy sector in the continent due 

to the ongoing Russia-Ukraine war stupendously increased from US$2.45 billion in 2021 to 

US$6.22 billion in 2022, which is equivalent to a growth rate of 153.5 percent.  
 

Table 2.3: Distribution of Loan Approval by Sector (US$ million) 

Sector 
Year 

2015 2016 2017 2018 2019 2020 2021 2022 

Financial Services 3439.9 10086.3 5100.7 7312.3 7728.4 12168.6 8762.2 13688.34 

Energy 698.9 1052.0 677.9 2743.0 3383.2 2419.4 2456.2 6226.05 

Telecommunications 65.8 119.5 105.0 1024.1 429.1 240.0 55.0 20.00 

Services 210.7 179.9 294.5 353.9 339.4 268.5 621.6 1059.40 

Manufacturing 182.8 140.2 1210.3 363.1 270.4 483.8 2161.1 123.00 

Metals and Minerals 11.00 170.0 60.9 0.00 142.0 10.00 494.0 634.08 

Transportation 150.00 33.52 113.0 445.1 98.68 303.1 231.5 727.49 

Agriculture 280.9 249.8 368.2 170.8 17.39 401.7 191.4 105.00 
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Total 5040.0 12031.2 7930.4 12412.3 12408.5 16294.9 14972.9 22583.36 

Source: African Export-Import Bank (Afreximbank) Annual Reports, various issues 

 

In line with the data presented in Table 2.3, Figures 2.1 and 2.2, briefly depict the percentage of 

loans distributed by sectors in 2021 and 2022. The dominance of the financial services and energy 

sectors reflects the strategic direction of the Bank as stated above. Put together, the two accounted 

for 74.9 and 88.2 percent in 2021 and 2022, respectively and the other sectors, equally very 

important, accounted for 25.1 percent and 11.8 percent of the total loans distribution in 2021 and 

2022, respectively. 

 

 
Source: Adapted from Afreximbank 2022 Annual Report: Extending the Frontiers in a World of Polycrisis. 
 

 
Source: Adapted from Afreximbank 2022 Annual Report: Extending the Frontiers in a World of Polycrisis. 
 

2.4  Islamic Trade Finance: Conceptual and Empirical Evidence 

The genesis of international trade business among Muslims dates back over 14 centuries ago when 

ethical values were introduced in a society that was plagued with pre‐Islamic exploitative practices 

in the Arabian Peninsula (Koehler, 2011). The grand reforms were introduced through divine 
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revelation and the corresponding practices of Prophet Muhammad (PBUH) together unveiled a 

new economic order, which was later to become the bedrock of the modern practice of Islamic 

finance (Koehler, 2011) & (Iqbal, 2014). Islamic finance after being in limbo for a long period of 

decline and in Shari’ah-compliant international trade, the later part of the twentieth century saw 

the gradual drift towards Shari’ah-compliant products with the re‐emergence of the Islamic 

financial system.  

 

Evidence shows the Islamic Finance sector recorded double-digit growth in both asset and 

financing volumes over the last couple of years and grew at 10.7 percent year-on-year in 2021 

(ITFC, 2021), which is despite economic recessions experienced in many jurisdictions because of 

lockdowns and heightened uncertainty due to the Covid-19 pandemic (IFSB, 2021). Equally, 

(ITFC, 2021) posits that the Islamic finance sector could mitigate some of the challenges arising 

from Covid-19, notably via financial inclusion of the MSMEs using risk-sharing financing 

instruments and micro-insurance to enhance access to finance. Also, safety-net instruments such 

as Zakah, Sadaqat, Waqf, Kafalah, and Qard-al-Hassan complement risk-sharing instruments to 

target the poorest segments of society (Mohieldin et al., 2011) & (Tahiri-Jouti, 2022). 

Evidence shows that despite the devastating effects of the Covid-19 pandemic, Islamic finance 

reported remarkable double-digit growth in both asset volumes and financing over the past five 

years (IFSB, 2021). The ITFC, for instance in 2021 approved 95 transactions worth US$6.5 billion 

of trade finance, which is up by 38 percent YoY, benefitting 21 member countries. The report 

notes that out of every US$5 disbursed by the ITFC, US$4 was mobilized from external partners. 

Notably among these transactions is the Murabaha Facility signed between the ITFC and 

Afreximbank to the tune of US$250 for procurement of Covid-19 vaccines and to drive a trade-

based economic recovery in Africa. In addition, in March 2022, a Murabaha financing agreement 

was sealed with the ITFC worth US$250 to support Afreximbank’s Ukraine Crisis Adjustment Trade 

Financing Programme for Africa (UKAFPA). 

Using a content analyses research approach, (Oseni, 2013) evaluates the subsisting legal 

framework for payment system in international Islamic trade finance vis‐à‐vis the new regime 

introduced by the Accounting and Auditing Organization for Islamic Financial Institutions 

(AAOIFI), and Shari'ah Resolutions of selected Shari'ah Boards. The study found that the AAOIFI 

Shari'ah Standard on Documentary Credits and Shari’ah resolutions of other Islamic financial 

institutions provide a good framework for a Shari'ah‐compliant documentary credit system, which 

is unique to trade in Islamic finance products. However, the study posits that there is scope for 

further refinement, that is, either harmonization or bifurcation of rules. It observes that AAOIFI’s 

UCP 600 framework alludes to the exclusion or modification of the rules to suit the specific needs 

of the Islamic finance industry. It therefore calls on Islamic financial institutions to implement the 

provisions of the AAOIFI Shari'ah Standard on documentary credits even though it may require a 

different framework for international trade financing involving both Islamic banks and 

conventional banks. 
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(Gündoğdu, 2016) categorizes risk management in Islamic trade finance from the point of view of 

asset-based and asset-backed, and sub-categories of exports and imports. The author posits that 

each cluster of products necessitates specific risk measures for the healthy management of lending 

and borrowing processes. For instance, asset-based Murabaha requires the transfer of ownership 

simultaneously from supplier to financier and from financier to the beneficiary of the trade finance 

facility. Here, the risk management practice is better than conventional lending as it involves direct 

disbursement into the supplier’s account as against the loan seeker’s account in the latter case and 

this increases control and proper usage of funds. Asset-backed Murabaha necessitates holding 

ownership of the goods financed. Though this feature impedes any claim that may arise from the 

beneficiary’s other creditors and debt subordination, it gives rise to a certain risk as well; risks 

associated with processing, transport, shipment, storage, etc., hence necessitates the involvement 

of third parties: the collateral manager, the insurance/Takaful providers, the warehouse operator, 

etc. The paper recommends the need for financiers to raise technical capabilities to work with these 

third parties to take an educated risk in pursuit of healthy lending practices. 

 

Also, (Radzali et al., 2019) review two Islamic financial contracts; Murabaha and Bai Al-Dayn as 

applied by Islamic banks. The paper utilizes data from the product disclosure sheets and official 

websites of sampled Islamic banks in Malaysia. Evidence shows that some banks avoid Bai Al-

Dayn in favor of financial instruments that are less controversial. For instance, four out of ten 

Islamic banks use the contract of Commodity Murabaha for Islamic Accepted Bills for sale or 

export (RHB Islamic Berhad, Bank Islam Malaysia Berhad, Bank Rakyat, and HSBC Amanah) 

whereas Kuwait Finance House (KFH) and Al-Rajhi Bank do not offer Bai Al-Dayn at all. 

However, despite Shari’ah controversies regarding its acceptability, three banks use Bai Al-Dayn 

mode of trade finance (Maybank Islamic, Public Islamic, and Bank Muamalat). Affin Islamic Bank 

offers Islamic Accepted Bills on the principle of Bai Al-Dayn Bi Al-Sila, which refers to the 

purchase of debt in exchange for a commodity, followed by the disposal of the commodity by the 

customer for cash (Affin Islamic, 2017). The paper recommends that to improve the current 

regulatory framework of Islamic trade finance, a global governance framework and guidelines for 

Islamic trade finance need to be installed to solve issues of non-standardization. 

 

Using a qualitative research methodology, (Binti Ismail and Hassan, 2021) assess the issues and 

challenges that hinder the growth of Islamic trade finance in Malaysia. The study argues that most 

evidence in the literature emphasizes general issues to do with political risk, legal risk, currency 

and foreign exchange risk, and financial crisis, whereas the most common to all is the Shari’ah 

issue which pertains to the operations and contracts applied in ITF. The study seeks to address 

these issues in the context of the Malaysian ITF industry. Based on analysis of responses to the 

research questionnaires across three selected Islamic bank practitioners directly involved in ITF, 

findings show that indeed all the issues are significant to Malaysia. The legal aspect in particular 

poses the most significant challenge in Islamic trade finance.  
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According to (World Bank, 2021) finance, competitiveness, and innovation report, Islamic Trade 

finance opens a great opportunity for the Malaysian booming Islamic finance industry. The report 

found that Malaysia is the third-largest merchandise exporter, and the third-largest merchandise 

importer, amongst OIC countries despite being the seventh-largest economy among OIC members. 

The numbers notwithstanding, Malaysia’s bank-intermediated trade finance (conventional and 

Islamic) is relatively low, estimated at US$40.2 billion in 2020. In particular, the share of Islamic 

banking within the total banking market, by contrast, is 41 percent which suggests significant 

potential for ITF to grow according to the report especially as the top ten Islamic financial 

institutions (IFIs) all offer trade finance products. Equally, trade finance solutions are provided by 

both local and foreign banks as well as non-bank financial institutions (NBFIs). The Bank Negara 

Malaysia (BNM), and the Securities Commission (SC) play the roles of supervisor regulators of 

banks, NBFIs, and capital markets, respectively. The report further tasks Malaysia to take 

advantage of its large public-listed companies that meet SC’s Shari’ah requirements, other 

companies in the agricultural sector, and the halal industry in boosting ITF.  

 

(Abdulkadir, Sapian and Ibrahim, 2022) posit that the SMEs operating in North-West Nigeria, 

which is predominantly Muslim, need a specialized form of financing for the smooth flow of trade 

and commercial activities. In a preliminary investigation, the authors assess the adoption of Islamic 

trade financing facilities among SMEs in the region. The study surveys 36 randomly selected 

SMEs and applies a hierarchal multiple regression approach in its data analysis. Results of 

hypotheses testing reveal that religious obligation and awareness have a direct and significant 

influence on the adoption of Islamic trade financing products. On the contrary, relative advantage, 

compatibility, complexity, perceived risk, social influence, and government support were found to 

be insignificant. Also, age, gender, and education were found to be insignificant moderators in this 

study. The results further unveil the need for massive awareness and the importance of promoting 

the “Islamicity” of Islamic trade financing facilities by Islamic banks in North-West Nigeria.  

 

(Ali, 2022) assesses the challenges of Islamic finance in promoting the growth of SMEs in IsDB 

Member countries. Using secondary data from member Countries, the paper identifies the binding 

constraints in using Islamic trade finance in promoting SMEs, Islamic trade, and Islamic finance 

infrastructures. The paper argues that Islamic trade finance is the legitimate alternative to 

conventional baking in providing SMEs with the required working capital, lessening the liquidity 

gap, reducing the risks of insolvency, and improving competitiveness. Despite the recent growth 

of Islamic institutions and the development of new Islamic financing products, the environment is 

still not favorable for Islamic finance to play a vital role in the development of SMEs in the IDB 

member countries. Reasons largely due to weaknesses in the development of trade and the Islamic 

financing infrastructures. The paper notes that because of rising unemployment in many member 

countries, it is pertinent that Islamic banks’ management, governments, as well as the IDB group, 

should remove the challenges of low capital and the high-risk nature of SMEs, invest in Islamic 
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trade infrastructure, and create an enabling macroeconomic to encourage Islamic finance further 

the cause of the SMEs among IsDB member countries.  

As Islamic trade finance grows, the need for Takaful (Islamic insurance) also grows in tandem. 

Accordingly, (Al-Fori and Gani, 2022) investigate the effect of Islamic trade finance on trade in 

insurance services in four MENA countries (Bahrain, Egypt, Jordan, and Saudi Arabia). The study 

adopts the gravity modeling framework and panel data estimation procedure. Empirical findings 

reveal a statistically significant positive correlation between Islamic finance and Takaful 

associated with exports and imports. It was also found that economic size (domestic and trading 

partners), growth in trading partners, cost of doing business, legal rights, and financial freedom 

are other statistically significant determinants. The study is one of the earliest investigations into 

the role of Islamic finance in fostering trade in insurance services within an inclusive modeling 

framework. 

Recently, (Jatmiko et al., 2023) postulate that the contemporary Islamic banking Murabaha 

financing model aggravates financial fragility with waning economic efficiency due to its fixed-

income nature, that is, through markup. This, the paper argues, is contrary to the Maqasid Al-

Shari’ah.4 The study adapts the working capital framework of successful US companies as its 

sample; Amazon and Walmart and an innovative model for the Murabaha facility as trade credit 

within the real sector of the economy. Simulation results indicate that the innovative trade credit 

Murabaha not only transforms debt into a risk-sharing one but also offers more competitive 

financing rates, reduces systemic risk, and improves financial stability. Impliedly the trade credit 

Murabaha can increase the efficiency of Islamic financial systems and make them more resilient 

to shocks. Thus, the paper proposes the integration of its novel Murabaha trade credit model within 

the realm of Universal Banking. This will alleviate the twin agency debt costs (risk shifting, 

underinvestment) and solve the ownership transfer problem of modern Islamic banking. 

 

2.5  Islamic Trade Finance: Stylized Facts 

The Islamic finance market was valued at US$2,510.88 billion in 2018 and is expected to reach 

US$6,752.12 billion by the end of 2030 growing at a compound annual growth rate (CAGR) of 

11.91 percent between 2023 and 2030 (Cognitive Market Research, 2023). Islamic trade finance 

represents an unassuming segment of the Islamic finance market. (CIBAFI, 2018) reports that the 

size of global ITF has reached US$186 billion, which is less than 5 percent of total estimated trade 

finance activities by the OIC member countries and by far a small fraction of global figures. 

 

4 The objectives of Islamic law (Maqasid Al-Shari’ah) are to ensure the preservation of faith, intellect, life, 
lineage, and wealth of human beings (Kamali, 2000). They were developed by several jurists in the 
medieval ages to deeply comprehend the meaning of the Qur’ān and the traditions of Prophet Muhammad 
(Kamali, 2000). This subject is the most important intellectual means for the reform and renewal of the 
Muslim world. This is because it can induce fresh ideas dynamically. The jurists stressed on treating 
economic agents equitably (Adl) and on curbing harm (Darar). These two issues have an ethical connotation 
as they impact on the welfare (Maslaha) of economic agents. 
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Nonetheless, it is growing both in intensity and in relevance as Islamic finance has played a larger 

role in OIC countries since the emergence of the ITFC in 2008. For instance, the ITFC signed a 

landmark US$250 million facility with Afreximbank for procurement of COVID-19 vaccines and 

driving a trade-based economic recovery in the African continent in 2021 and onward in 2022 the 

sum of US$250 Murabaha financing facility to support Afreximbank’s Ukraine Crisis Adjustment 

Trade Financing Programme for Africa (UKAFPA). 

 

For the African continent and 56 OIC member countries, ITFC has been instrumental in supporting 

trade finance through a wide range of financial products and services comprising sovereign 

financing facilities to governments, 2-step Murabahah financing, line financing, credit insurance, 

and unsecured financing. Other services include bank guarantees for food and agriculture, oil and 

gas, healthcare, industrial manufacturing, mining, and metals, and financial services to both the 

public and private sectors. In addition to its engagements with Afreximbank and indeed other 

multilateral institutions globally, evidence shows that in 2022 alone, the ITFC granted US$6.8 

billion of trade finance approvals (an increase from US$6.5 billion in 2021), and total 

disbursements of US$7.4 billion (an increase of almost 42% from US$5.2 billion recorded in 

2021). In particular, the private sector received a total of US$757 million in 2022 and a total sum 

of US$17.1 billion since inception (ITFC, 2022). These bring the total cumulative trade finance 

approvals and disbursements to US$69 billion and US$57.5 billion, respectively (ITFC, 2022).  

 

 
Source: International Islamic Trade Finance Corporation Records 2015-2023Q1 
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In Figure 2.3, we present the disbursement made to twenty-two African countries between 2015 

and 2023Q1 by the ITFC. Total disbursement to both public and private sectors stood at US$20.51 

billion and out of this, Egypt accounted for 52.58 percent equivalent to US$10.78 billion. Seven 

other countries comprising Burkina Faso Cameroon, Comoros, Djibouti, Morocco, Senegal, and 

Tunisia had shares that ranged between a little above 3 percent and 9 percent. As depicted in Figure 

2.3, the rest of the countries received financing between the lowest sum of US$8.079 million for 

Mozambique and the highest sum of US$570.045 million for Mali. The private sector in Burkina 

Faso received the highest financing of the sum of US$131.96 million, while Senegal and Togo trail 

with US$67.26 million and US$56.04 million, respectively between the period 2015 and 2023Q1. 

 

Figure 2.4 presents, at the global level, the trends of Islamic finance revenues between 2018 and 

2023. This comprises revenues earned from trade finance, infrastructure, and others–largely by 

Islamic banking and Takaful institutions. Although ITF remains quite low in terms of total revenue 

of US$135.36 billion in 2018 constituting a modest 5.4 percent, it is however projected to grow to 

US$196.95 billion in 2023 at an average rate of 5.9 percent between the period. This further 

underscores the need for more institutions, especially at the multilateral level, such as by 

Afreximbank, to venture into the area. Nonetheless, ITF has grown consistently through the Covid-

19 period.  

 

 
Source: Cognitive Market Research: Global Islamic Financing Market 2023  
 

Islamic infrastructure equally records modest revenue growth over the period with revenues from 

sovereign Sukuk leading the component. Other revenues comprise earnings by Islamic banks, 
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2019 and 2020 witnessed a decline in revenues in the three components in response to the Covid-

19 pandemic and a sustained recovery afterward. 

 

  
3.0 RESEARCH METHODOLOGY 

3.1 Introduction 

The section discusses the methodology employed in the investigation. The research design is 

exploratory in nature which suggests the use of exploratory tools. We employ a survey research 

method which often involves the use of nonparametric measures and structural equation modeling 

(SEM) techniques. 

 

3.2 Survey Research Methodology 

An exploratory research methodology is employed to assess the conditions under which Islamic 

trade finance could promote international trade in Africa using selected countries. A survey is a 

valuable instrument, commonly used in research practice to collect quantitative data for statistical 

analysis from a variety of different respondents in a cost- and time-efficient manner ((Ticehurst 

and Veal, 1999); (Page and Meyer, 2000); (Greig, 2002); (Zikmund, 2003); (Lukas et al., 2004); 

(Kurzhals, 2021)). Thus, survey research is critical to getting answers for informed decisions about 

everything, especially from industry practitioners as in this case. Exploratory research responses 

although may not be statistically measurable, nonetheless give richer quality information leading 

to the discovery of new initiatives or problem-solving. Often, survey research techniques using 

closed-ended questions require the respondent to choose from among a structured set of responses 

(Lisa McIntyre, 1999).  

The survey research method was applied recently by, among others; (Sy et al., 2016), (WTO, 2016), 

(AfDB, 2014), (AfDB & Afreximbank, 2020), and (IFC, 2022). The study covers six countries, four 

in Africa–Egypt, Nigeria, South Africa and Sudan, Malaysia, and Saudi Arabia, leading Islamic 

trade and finance centers in Asia, and the Gulf Cooperation Countries (GCC), respectively. The 

research employs a headhunting technique in selecting respondents from the selected countries 

across government ministries, agencies, and departments (MDAs), industry practitioners, 

exporters-importers, academia, and Shari’ah experts. To achieve the target of obtaining a total of 

360 responses, at least 60 from each country, 750 questionnaires were distributed electronically 

through emails and other social accounts: WhatsApp, and linkedin.edu. (Osei and Bentum-Ennin, 

2022) espouse the use of automated data collection tools to facilitate data tabulation and 

manipulation.  

 

It was found that with increased internet access, online surveys have become popular methods for 

collecting data given their perceived advantages such as reductions in research cost, the shorter 

time required for implementation, fewer transcription errors, and ease of analysis ((Andrews, 

Nonnecke, & Preece, 2003); (Saleh and Bista, 2017)). Notwithstanding, it is characterized by a lower 
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response rate compared to other modes of survey at an average of 11 – 12 percent lower than other 

modes of survey ((Shih & Xitao Fan, 2008); (Manfreda et al., 2008); (Daikeler, Silber and Bošnjak, 

2022); & (Wu, Zhao and Fils-Aime, 2022). 

 

(Lucas and Henry C., 1991) suggest the use of nonparametric statistics when small sample sizes 

are involved. Likewise, the analysis was done within (Braun & Clarke, 2006) thematic approach, 

an exploratory process that aims to find out people’s experiences, views, and opinions. 

Consequently, this study employs both quantitative and qualitative research tools, percentages, 

mean, median, and figures. In addition, stylized facts on trends in Islamic trade finance were also 

analyzed. In addition to assessing the legal and regulatory environment for the operations of 

Islamic finance institutions in Africa, qualifications or requirements for Islamic trade finance, the 

study ushers in other ways and means of trade financing by leveraging on country/bank 

experiences from Malaysia and Saudi Arabia. The following outline will be adopted for the 

execution of the research. 

 

3.3 Structural Equation Modelling Technique  

Structural Equation Modeling (SEM) is a highly valued statistical technique in research across 

diverse fields, offering simultaneous analysis of complex relationships between observed and 

latent variables (Byrne, 2016). This method is particularly beneficial for modeling intricate 

relationships among multiple factors, considering both observed and latent constructs. SEM has 

two main categories: covariance-based SEM (CB-SEM), typically used in confirmatory studies 

and involving software like AMOS, and variance-based SEM, employed in exploratory studies, 

using tools like Partial Least Squares (PLS) for instance, Smart-PLS ((Chin, 1998); (Chin and 

Newsted, 1999)). 

In this study, SEM serves as the analytical framework. For hypothesis testing in this study, PLS 

path modeling using Smart-PLS version 4.0 was employed. The choice of Smart-PLS in this study 

was motivated by its compatibility with Partial Least Squares, a regression technique enabling 

simultaneous estimation of relationships between measurement models (indicators) and structural 

models (constructs) (Duarte and Roposo, 2011). In addition, Smart-PLS has gained prominence as 

an analytical tool in other research disciplines, including operations management and finance 

(Hair, Sarstedt, Ringle & Mena, 2012). 

The adoption of Smart-PLS Structural Equation Modeling in this study aligns with previous 

research in the literature ((Chin, 1998); (Hulland, 1999); (Henseler, Ringle, and Sinkovics, 2009); 

(Duarte and Repose, 2011); ((Hair et al., 2012); and (Hayes, 2013)), emphasizing its suitability for 

analyzing complex relationships within datasets. This approach facilitates a robust examination of 

the hypothesized relationships in the study, ensuring a comprehensive understanding of the 

interplay between various constructs and indicators. 

Researchers differ on how to present SEMs, with some (Bentler and Weeks, 1980); (Bentler, 2010)) 

favoring the use of equations and simple diagrams, and others (e.g., (Iacobucci, 2010)) preferring 
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the use of matrix algebra and diagrams with Greek letters. In line with the former, we follow the 

standard graphical SEM convention in specifying our Islamic trade finance (ITF) model as shown 

in Figure 3.1. The central variables in ITF are shown as ellipses adjacent to circles, with arrows 

used to connect them in line with the formulated hypotheses. For example, the hypothesis that 

unique Shari'ah-compliant banking services determine the factors shaping Islamic trade finance in 

Africa is conveyed by the arrow going from unique Shari’ah-compliant services to Islamic trade 

finance in Africa. The nomenclature for the central variables includes latent variables, theoretical 

variables, constructs, unobservable variables, and factors (Bagozzi and Yi, 2012). In turn, each 

latent variable in Figure 3.1 is connected to more than one rectangle, which indicates 

measurements of the latent variables. The measurements are also referred to variously in the 

literature as manifest variables, empirical variables, observed variables, observations, indicators, 

or simply, measures, which are also represented by arrows.  

 
Source: Survey Data (2023) and computed by the author using Smart-PLS. 

Figure 3.1: Conceptual Model 
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Meanwhile, Figure 3.1 further depicts the interplay between exogenous latent variables with the 

endogenous variable or construct through a mediator variable, that is, the importance of AfCFTA’s 

protocols. In this way, we analyze the strength of the mediator variable’s relationships with the 

other latent variables thus authenticating the mechanisms that underlie the cause-effect relationship 

between an exogenous construct and an endogenous construct. For instance, the AfCFTA’s 

protocols mediate the relationship between the crucial issues affecting Islamic trade financiers & 

regulators and the factors shaping Islamic trade finance in Africa.   

 

Accordingly, the regression model generated and supported by previous studies is specified as 

follows: 

 

��= �� + ����� + �	��	 + �
��
 + ����� + �����+
�                                        (1)         

                                                  

������=�� +  ������� + �	����� + �
����� + ������� + ������� + 
�         (2)                         

        
Where:  

������  = Shaping Islamic trade finance in Africa 

�����  = Crucial issues to Islamic trade financiers and regulators 

�����  = Concerned Shari'ah-compliant issues 

�����  = Crucial factors for granting financing 

�����  = Shari'ah, Legal, and Regulatory Compliance Issues 

�����  = Unique Shari'ah-compliant banking services 

β
�
= Intercepts/ autonomous variable. It depicts the degree of the dependent construct even 

without the existence of independent constructs. 

��� � = coefficients of exogenous or independent constructs.  

e�  = the error term or the amount which account for other possible factors that could influence 
endogenous variable that are not captured in the model. 

On a priori grounds: ��, ��, �	, �� & �� > 0 and �
 < 0 

We employ the partial least squares structural equation modeling (PLS-SEM) in the estimation of 

equation (2). We developed the following hypotheses to test the coefficients of the regression. 

 

3.4 Hypotheses for Testing SEM Regression 

The following hypotheses are formulated to support the main research hypotheses and specifically 

for testing results of the SEM model. 
 

o H01: Shari'ah, legal, and regulatory compliance issues do not positively and significantly 

influence the factors shaping Islamic trade finance in Africa. 
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o H02: Unique Shari'ah-compliant banking services do not positively and significantly influence 

the factors shaping Islamic trade finance in Africa. 

o H03: Crucial factors for granting financing do not positively and significantly influence the 

factors shaping Islamic trade finance in Africa. 

o H04: Concerned Shari'ah-compliant issues do not positively and significantly influence the 

factors shaping Islamic trade finance in Africa. 

o H05: Crucial issues affecting Islamic trade financiers and regulators do not positively and 

significantly influence the factors shaping Islamic trade finance in Africa. 

o H06: AfCFTA’s protocols do not mediate the relationship between the Shari'ah, legal, and 

regulatory compliance issues, and the factors shaping Islamic trade finance in Africa. 

o H07: AfCFTA’s protocols do not mediate the relationship between unique Shari'ah-compliant 

banking services and the factors shaping Islamic trade finance in Africa. 

o H08: AfCFTA’s protocols do not mediate the relationship between the crucial factors for 

granting financing and the factors shaping Islamic trade finance in Africa. 

o H09: AfCFTA’s protocols do not mediate the relationship between the concerned Shari'ah-

compliant Issues and the factors shaping Islamic trade finance in Africa. 

o H010: AfCFTA’s protocols do not mediate the relationship between the crucial issues affecting 

Islamic trade financiers & regulators and the factors shaping Islamic trade finance in Africa. 

 

Insert Box 1: Trade Finance Initiatives: 

Case Study I: Arab-Africa Trade Finance and Promotion Program (AATFPP) 

Background:  

The AATB Program is a multi-donor, multi-country, and multi-organizations program, aiming 

to promote and increase trade and investment flow between African and Arab member 

countries; provide and support trade finance and export credit insurance; and enhance existing 

capacity-building tools relating to trade. The AATB Program is geared towards increasing 

economic integration and supporting sustainable growth across Arab and African countries. 

Specifically, trade promotion efforts focus on sectors where significant added value is created, 

especially in industries that rely on a more highly skilled workforce and those that can promote 

greater investment and knowledge diffusion. The program targets the following sectors based 

on the current economic targeted countries: manufacturing, agricultural inputs, health, and 

pharmaceutical industries. 

Aim:  

The program aims to enhance trade cooperation, promotion, and financing among African and 

Arab countries. As a partner to the ITFC, Afreximbank commits US$500 million to the Arab 

Africa Trade Finance & Promotion Program – AATFPP.  

Outcome:  

(ITFC, 2021) reports that the AATB’s business matching activities have linked exporters and 

importers from 18 African countries and 10 Arab countries with a total value of the transactions 
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amounting to US$230 million, that is, US$190 million and US $40 million for pharmaceutical 

materials and their accessories and foodstuff, respectively. 

 

Insert Box - Afreximbank-ITFC Strategic Partnership 

In 2017, the African Export-Import Bank (Afreximbank) and the International Islamic Trade 

Corporation (ITFC) embarked on a mutual relationship with the signing of the first trade financing 

agreement. By the agreement, the duo aims to promote and finance exports amongst African countries 

and between Africa and the rest of the world. The mutual and strategic cooperation was expanded in 

the year 2020 following the signing of a financing facility for the COVID-19 Response Package and 

Agriculture finance in Africa. In a related development, the two institutions are collaborating on quite 

a number of projects under the Arab Africa Trade Bridges (AATB) Program. On 14 September 2020, 

Afreximbank and ITFC partnered with the African Organization for Standardization (ARSO) to launch 

a new Arab-Africa Trade Bridges Program (AATB) initiative called the “Harmonization of Standards 

for Pharmaceutical and Medical Devices in Africa”. The initiative aimed at promoting the quality and 

safety of medicines and medical devices imported or produced on the continent. It also seeks to enhance 

the quality of African manufacturing and boost intra-African and Arab-African trade and investment 

which is one of the cardinal objectives of the AATB. From a trade development standpoint, harmonizing 

the standards of pharmaceutical products and medical devices in Africa is a crucial first step in 

facilitating local production and trade within the sector, the ITFC CEO, Eng. Hani Salem Sonbol said. 

Leveraging on the African Continental Free Trade Agreement (AFCFTA), Mrs. Kanayo Awani, 

Afreximbank’s Managing Director of the Intra-African Trade Initiative, argues that the joint initiative 

will also facilitate increased intra-African trade in pharmaceuticals and medical consumables. 

Further, to support the procurement of COVID-19 vaccines and drive a trade-based economic recovery, 

Afreximbank and the ITFC signed a US$250 million facility for the Bank to advance on 10 November 

2021. In addition, in March 2022, a Murabaha financing agreement was also sealed with the ITFC worth 

US$250 to support Afreximbank’s Ukraine Crisis Adjustment Trade Financing Programme for Africa 

(UKAFPA). The President of Afreximbank Prof. Benedict Oramah, and Eng. Hani Salem Sonbol, CEO 

of ITFC signed the deal at the ITFC Headquarters in Jeddah. Instructively, with ITFC being the leading 

provider of trade solutions for Organization of Islamic Countries (OIC) member countries, the two 

organizations are industriously working to promote trade cooperation and reassert the benefits of South-

South cooperation. The financing facility significantly facilitates Afreximbank’s execution of strategic 

interventions, promoting employment, increasing economic activity, and expanding tax receipts by 

stimulating economic dynamism, the President of Afreximbank observed. On his part, Eng. Hani Salem 

Sonbol posits the ITFC and Afreximbank through this facility mark another milestone in mutual 

mandate to support the recovery of our member countries, especially in Africa. 

 

4.0  DATA ANALYSIS, HYPOTHESES TESTING AND DISCUSSION 

4.1 Preamble  

The study presents and analyzes the field data collected as well as conducts tests of hypotheses in 

this section. These comprise of analysis of a total of thirteen (13) research questions from the 
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research questionnaire and eight (8) research hypotheses. A total of over 750 structured 

questionnaires were electronically sent uniquely to selected respondents from a sample of six 

countries: Egypt, Kenya, Malaysia, Morocco, Nigeria, and Saudi Arabia out of which 430 were 

completed and returned. Administration of the questionnaire was through social media platforms 

such as email, WhatsApp, and LinkedIn. The selection of the countries was based on their level of 

interaction with Islamic finance within and outside the African continent. The objective is to 

assess, based on the perception of the respondents, the prospect of Islamic trade finance in promoting 

intra and inter-African trade against the backdrop of the African Continental Free Trade Area (AfCFTA). 

The following table presents the distribution of questionnaires filled out across the six countries from 

September to November 2023. 

Table 4.1: Number of Questionnaires by Country 

Period Covered September – November 

2023 

Percentage 

Overall Response Rate 430 57% 

Egypt 92 21% 

Kenya 72 17% 

Malaysia 33 8% 

Morocco 31 7% 

Nigeria 93 22% 

Saudi Arabia 88 20% 

Others 21 5% 

Total 430 100% 

Source: Researchers computation, December 2023 

4.2 Analysis of Research Questionnaire 

The rest of the section analyses responses to each question on the questionnaire as follows:  

Q1: What is your profession? 

The question seeks to evaluate the profession of the research respondents. Expectedly, the more 

the number of professionals from the Islamic finance industry, academics, and practitioners, the 

better the reliability of the responses. Thus, Figure 4.1 depicts the distribution of respondents by 

profession. Evidently, the ‘Islamic bank practitioners’, with a total of about 42 percent, and 

together with the ‘Shari’ah scholars’, add up to 50 percent. ‘Academics’ with bias in Islamic 

finance constitute the second dominant group with 31 percent. The next important category is the 

‘Top government executives’ whose official activities involve Islamic finance–staff of the Ministry 

of Finance, Debt Management Office, and Ministry of Trade, accounted for 4 percent. The 

remaining 15 percent indicated ‘Other’ as their profession which comprises of graduates of Islamic 

banking and finance, conventional bank operators, solicitors, consultants, and investment experts.  



29 
 

Source: Survey data, December 2023. 

Figure 4.1: Distribution of respondents by profession 

 

Q2: Shari'ah, Legal, and Regulatory Compliance Issues 

The dataset from this question helps to evaluate the importance of Shari'ah legal and regulatory 

compliance issues. That is, whether Islamic Banks’ operational guidelines satisfy the internal 

Shari'ah Committee requirements, those of the Regulatory institutions, and other International 

Standard setting organizations. Using multiple series bar charts, statistics in Figure 4.2 

overwhelmingly show that 76.3 percent (equivalent to 325 respondents) either ‘Agree’ or ‘Strongly 

agree’ with the notion while 15 percent ‘Neither agree nor disagree’. The rest, equivalent to only 

8.6 percent, sum up to those who either ‘Strongly disagree’ or ‘Disagree’ with the notion. On 

whether non-interest banks operating in a dual legal regime do not encounter serious inhibitions 

in their operations, only 4 percent, and 12 percent, respectively, ‘Strongly disagree’ and ‘Disagree’ 

with the notion. 18 percent could ‘Neither agree nor disagree’, while a total of 66 percent, ‘Agree’ 

and ‘Strongly agree’ with the notion. Thus, the legal system under which Islamic banks operate 

does not strongly impede their operations.   

Furthermore, given the key roles regulators play in ensuring smooth operations of Islamic banks, 

especially on trade finance, a question was asked regarding whether the institutions, i.e., the 

Central Bank, Securities Commission, Deposit Insurance Commission, etc., constitute a burden or 

rather create a level playing field and ensure compliance. Again, the responses almost mimic the 

earlier pattern with about 3 percent, and 9 percent under the categories of ‘Strongly disagree’ or 

‘Disagree’, respectively. 12.7 percent are neutral, while 53 percent and 23 percent adding up to 

about 76 percent, ‘Agree’ or better with the proposition. This suggests that regulators not only 

license Islamic banks but also play vital roles in stimulating their smooth operations, growth, and 

stability in the surveyed jurisdictions.  
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Source: Survey data, December 2023. 

Figure 4.2: Shari'ah, Legal and Regulatory Compliance Issues 

To ensure Shari’ah compliance in the trade finance operation of non-interest banks, the issue of 

how Shari'ah violations are treated by the internal audit and external compliance bodies was raised. 

Less significant 10 percent ‘Strongly disagree’ or less, about 19 percent are ‘neutral’ while 70.7 

percent ‘Agree’ or better with the fact that Shari’ah violations are sanctioned by both the internal 

and external auditors, reflecting the importance of religious adherence in their operations. Further, 

in the event of aberrations, any income earned from any transaction is channeled to charitable 

organizations.  

Given the need to propagate Islamic finance to beef up the level of trade finance in the African 

continent, a question on whether establishing an Islamic finance institution in a particular 

jurisdiction requires radical legal and institutional amendments or not. From Figure 4.2, the 

majority, 55 percent ‘Agree’ or better with the position while 32 percent ‘Strongly disagree’ or less 

with the same position. The rest, that is, 14 percent are ‘neutral’. This implies that non-interest 

finance institutions could be established with minimum adjustment in a country’s legal and 

regulatory frameworks. In a related study, Oseni, (2013) evaluates the legal framework for 

payment system in international Islamic trade finance vis‐à‐vis the regime introduced by the 

Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFI), and Shari'ah 

Resolutions of selected Shari'ah Boards. The study although hails the AAOIFI and other Shari'ah 

standards in force, calls for further bifurcation/harmonization of the standards. 

 

Q3: What Islamic import financing services do you offer? You can tick more than one option. 
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Source: Survey data, December 2023. 

Figure 4.3: Respondents’ view on Types of Islamic Banks’ Import Financing Services 

Islamic banks offer a wide variety of import financing services that are often customized based on 

demand and in line with the known Islamic finance, contracts explained in the preceding sections 

as well as in Appendix III on definition of terms. Across the six jurisdictions covered in our sample, 

responses using a single series bar chart show that Islamic import financing services are the most 

widely offered with a score of 61.3 percent followed by Import documentary credits with a score 

of about 36 percent. Here, the respondents were allowed to tick more than one option leading the 

observations to exceed 100 percent. Moreover, Figure 4.3 shows that the respondents scored banks’ 

Shipping guarantees at 35 percent and Islamic banker’s acceptance services at about 34 percent. 

About 29 percent and 10.5 were the lowest scoring for Islamic accepted bills services and ‘other’ 

trade finance services, respectively. For instance, Affin Islamic Bank offers Islamic Accepted Bills 

on the principle of Bai Al-Dayn Bi Al-Sila, which refers to the purchase of debt in exchange for a 

commodity, followed by the disposal of the commodity by the customer for cash (Affin Islamic, 

2017). In addition, (Radzali et al. 2019) found that four out of ten Islamic banks studied offer the 

contract of Commodity Murabaha for Islamic Accepted Bills for sale or export (RHB Islamic 

Berhad, Bank Islam Malaysia Berhad, Bank Rakyat, and HSBC Amanah) whereas Kuwait Finance 

House (KFH) and Al-Rajhi Bank (Saudi Arabia), do not offer Bai Al-Dayn at all due to rulings of 

Shari’ah scholars in their jurisdictions. 

 

Q4: What Islamic export financing services do you offer? You can tick more than one option. 

Islamic Banker's Acceptance, 33.51%

Islamic Accepted Bills, 28.53%

Import Documentary Credits, 35.86%

Shipping Guarantee, 35.08%

Islamic Import Finance, 61.26%

Other (Specify), 10.47%



32 
 

 
Source: Survey data, December 2023. 

Figure 4.4: Respondents’ View on Types of Islamic Banks’ Export Financing Services 

 

Similarly, trade finance is offered to customers in the form of export financing services using any 

of the well-known traditional Islamic finance contracts (see Appendix III). Figure 4.4 depicts the 

level of responses regarding the various types of Islamic export financing services offered. Again, 

with the option of ticking more than one item, it can be seen clearly that the three most offered 

services are the Islamic Pre-Shipment Export Finance services with 41 percent, Islamic Post-

Shipment Export Finance services with 44 percent, and Letter of Guarantee with 44 percent. 

Currency Salam services offered based on a forward contract attracted 14 percent. While 30 

percent expressed that the Islamic banks offer Corresponding Banking Services, 35 percent concur 

on Banks’ Payment guarantee and only 10 percent agree on other forms of trade finance services 

in the countries under investigation. 

 

Q5: What major economic units or sectors do you finance? You can tick more than one 

option. 

Invariably, Islamic banks finance real sector activities (Jatmiko et al., 2023). Therefore, to gain 

insights into the nature of sectors financed, question five was posed. The responses are presented 

in Figure 4.5.  
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Source: Survey data, December 2023. 

Figure 4.5: Respondents’ views on Funding of Major Economic Sectors 

Figure 4.5 shows that across the sample, small and medium-scale enterprises (SMEs) were 

adjudged by the respondents to receive the greatest share of trade finance by Islamic finance 

institutions with a score of 59 percent which was followed by Governments at both the national 

and subnational levels with 49 percent. Similarly, respondents ranked Islamic trade finance to 

importers at 46 percent, manufacturing/industrialists at 44 percent, and trade finance to exporters 

at 39 percent. Like the preceding question, note that the respondents were allowed to tick more 

than one option because the banks indulge in more than one aspect of trade finance activity. For 

instance, an empirical study by (Abdulkadir, Sapian, and Ibrahim, 2022) using a sample of 36 

SMEs in North-West Nigeria unveiled the need for a specialized form of financing for the smooth 

flow of trade and commercial activities. Further, (Ali, 2022) posits that Islamic trade finance is the 

legitimate alternative to conventional banking in providing SMEs with the required working 

capital, lessening the liquidity gap, reducing the risks of insolvency, and improving 

competitiveness. 

 

Q6: What options is your Islamic Bank considering for its trade finance model?  

 

To understand what the future holds for Islamic trade finance in the jurisdictions under review, 

respondents’ opinion was sought, and Figure 4.6 indicates the various options available to Islamic 

banks. Most of the respondents (60 percent) believed that exploring and serving new customers is 

the best strategy for expansion in the future. That is, Islamic banks can expand their Islamic trade 

financing if more consumers are attracted and served. In the same vein, more than half of the 
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respondents (54 percent) opined that expanding Shari’ah-compliant products and services is 

another financing model for Islamic banks in expanding their non-interest financial service 

provision equally reflecting the significance of religious adherence in service provision. In this 

case, several Shari’ah complaints products and services would be unveiled and thus be able to 

serve more customers. 

 
Source: Survey data, December 2023. 

Figure 4.6: Respondents’ view on Options for Islamic Trade Financing Model 

Furthermore, expanding market participation is another financing model that was equally 

identified by 42 percent of the respondents, as well as the transition to IT and Fintech (35 percent). 

Undoubtedly, the adoption of modern technology will not only reduce cost, improve efficiency, 

and reduce risks, but will surely, among others, raise the competitiveness of Islamic trade finance 

services offerings of Islamic banks. Most respondents, as little as 3 percent and 7 percent, believed 

that reduction in product offering and market participation, respectively, are weak strategies for 

expansion in trade finance in the respective jurisdictions. For instance, a study posits that Fintech 

can enable Islamic finance to attract more customers, increase productivity, cut costs, and offer a 

more extensive range of products, thus making the subsector to become more impactful (Shaikh, 

Sarea, and Irfan, 2022). Another study explored the level of Fintech adoption among Islamic banks 

from the MENA region and findings reveal that the level of adoption of Fintech in the region by 

the banks is still at the nascent stage (Hassan et al., 2022).  

 

Q7: Given our unique Shari'ah-compliant banking services, our customers/clients benefit 

more than their counterparts from conventional banks. 
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We posit that Shari’ah-compliant services offered by Islamic banks accord their customers greater 

leverage than their counterparts from conventional banks. Five critical points were highlighted to 

elicit responses from the respondents. Figure 4.7 exhibits that many of the respondents, up to 65 

percent agree or better with the fact that clients of the Islamic banks enjoy shorter trade cycles than 

their counterparts from conventional banks. This is against the view of the minority, 10 percent 

who strongly disagree or less with the proposition. About 25 percent remained neutral, neither 

agree nor disagree. This finding implies that Islamic trade finance is not only attractive to potential 

clients but competitive as well by helping them to shorten their trade cycles. In another 

development, most respondents, up to 73 percent agree or better with the fact that Islamic trade 

financing helps customers to meet their export-import requirements without dipping into their 

working capital. This suggests that the Islamic mode of trade financing has the potency to ensure 

the continuity of trade across international borders and back their clients to meet their daily 

operational needs. 

 
Source: Survey data, December 2023. 

Figure 4.7: Respondents’ view on the benefits of Shari’ah-compliant banking services over that 
of conventional bank 

 

The Figure further shows an overwhelming 81 percent agree or better that Islamic trade solutions 

help in strengthening their customers' negotiation position by offering prompt services while 

another 79 percent concur that Islamic trade financing services offer customers greater flexibility 

and secure their business opportunities. Lastly, on the issue of competitive and invariable margins 

over the contract period offered by the Islamic banks, 74.4 percent agree or better with the 

proposition while 22 percent could neither agree nor disagree. Less than 4 percent ‘Strongly 

disagree’ or disagree’ with the proposition. This finding conforms to the intuition that an invariable 

margin which is unique to Islamic banks is an added advantage stimulant in Islamic trade 
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transactions in an intertemporal environment. Overall, Shari'ah-compliant banking services are 

viewed positively by the respondents in terms of mitigating vulnerabilities associated with trade 

cycles, meeting export-import requirements, and offering greater flexibility and competitive 

margins. A study on customer satisfaction in the digital era: evidence from Islamic banking utilizes 

five dimensions of service quality, i.e., confidence, compliance, digitalization, tangibles, and 

human skills. Findings demonstrate a positive and significant relationship between all the main 

dimensions of customer service quality and customer satisfaction, except for tangibles (Zouari and 

Abdelhedi, 2021). 

 

Q8: On average, what is the duration of your export/import financing services?  

 
Source: Survey data, December 2023. 

Figure 4.8: Average duration period of export/import financing services 

 

Figure 4.8 presents the responses on the duration of export/import financing services. Without 

prejudice to Figure 4.5 on sectors/nature of businesses financed by the Islamic banks, the responses 

in Figure 4.8 clearly show that 31 percent of the respondents believed that export/import financing 

takes up to a period of 1 year and could take more than 1 year, depending on the nature of the 

transaction requirements, according to 16 percent of the respondents. For a very short 

export/import financing, 12 percent financing opine that it could be consummated within 1 month 

equivalent to 30 days. Meanwhile, 20 percent and 22 percent concur that the duration could be up 

to 60 days and 180 days, respectively. This is in line with a priori expectation because various 

clients have different financing period choices dictated by the need for the financing and therefore 

are considered based on the agreed period between the bank and the client. Any of the contracts or 

financing arrangements outlined in Figures 4.3 and 4.4 could be applied.     
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Q9: How crucial are the following to your bank in deciding whether to grant financing to a 

customer or not? 

 
Source: Survey data, December 2023. 

Figure 4.9: Factors influencing Islamic trade finance grants by Islamic banks. 

 

In line with existing evidences in the literature such as Afreximbank (2020) and (Ali, 2022), we 

identified eight binding constraints that could influence Islamic bank’s decisions in granting 

Islamic trade finance to their clients, and the responses are presented in Figure 4.9. Evidently, 

across all the constraints, respondents alluded largely that the constraints are either important or 

extremely important jointly, and on average, by 82.1 percent. For instance, in line with the rules 

observed by conventional banks, Islamic banks join hands in stemming money laundering and 

hence respondents flagged KYC requirements and customer’s ill credibility high at 90.8 and 87.3 

percent, respectively. Though not very significant, it is however worthy to mention that 15.4 

representing 63 respondents) and percent, 14.3 percent (equivalent to 58 respondents) identified 

insufficient limits with corresponding banks and forex constraints as not very important. In 

addition, single obligor limit and insufficient collateral with 8.7 (36 respondents) and 7 percent 

(29 respondents). These buttress the fact of Islamic banks’ emphasis on tangibility, that is, the real 

sector on mutual partnership. It also emphasizes more on character than collateral, and on 

compliance to Islamic values and viability of the project for finance than on illiquidity.  

 

Q10: As Shari'ah-compliant service providers, we are concerned with the following issues. 
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Source: Survey data, December 2023. 

Figure 4.10: Key issues of concern to Shari’ah-compliant financial services providers 

 

Issues of Shari’ah compliance and regulatory supervision constitute the livewire of Islamic 

banking and are core to their existence and smooth operations. Shari’ah non-compliance, for 

instance, could pose a reputational risk which can undermine their very existence. In Figure 4.10, 

respondents concur on how significantly the issues identified affect Shari’ah-compliant financial 

services providers with an overall average of 82.9 percent (equivalent to 339 out of 416 

respondents) in the categories of ‘Concerned’ and ‘Extremely concerned’. Manifestly, compliance 

to extant Shari’ah rules, legal and regulatory provisions, and other globally established standards 

are either simply matters of concern or extreme concern clocking 89.7 percent and 90.4 percent, 

respectively. Further, AML/KYC and BASEL requirements were both flagged highly as issues of 

concern or extreme concern by 88.9 percent and 78.3 percent, respectively. The duo is especially 

critical for Islamic trade finance institutions. Other issues as well were equally highly rated as 

matters of concern or better at levels exceeding 70 percent. Nevertheless, respondents signposted 

the client’s lack of familiarity with Islamic trade products and competition with conventional banks 

as issues of less significant concern by 12 percent (equivalent to 50 respondents) and 20 percent 

(equivalent to 83 respondents). As for the former, it simply underscores the need for an increase in 

advocacy campaigns to raise the level of customer awareness. Intuitively, the latter implies that 

because conventional banks cannot offer similar financial products in the market, competition does 

not matter.  
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Our findings on KYC and AML are consistent with those of the (IFC, 2017) survey on the 

relationship between correspondent bank de-risking, correspondent banking stress, and 

compliance challenges, among other external challenges, and banks’ abilities to serve their 

customers; and (AfDB and Afreximbank, 2020) on a joint survey on trade finance in Africa 

covering 10 years, that is, between 2011 and 2019. 

 

Q11: How important are the following drivers of Islamic finance in shaping Islamic Trade 

Finance in Africa?  

 
Source: Survey data, December 2023. 

Figure 4.11: Drivers driving the future of Islamic finance of Islamic Trade Finance in Africa 

 

To adjudge the future of Islamic trade finance, we analyze responses in Figure 4.11 on which driver 

drives Islamic trade finance in Africa. Respondents concur that all the key drivers of Islamic trade 

finance are either simply important or extremely important, which sums up to an average of 89.3 

percent (378 respondents). The global economic and political stability tops with the sum of 92.5 

percent (important/extremely important), that is, conflicts, like the Russia-Ukraine war, Gaza 

Military occupation by Israel, Military coups in Africa, and so on, undermine global trade 

generally, and hence Islamic trade finance in the continent. The Figure further shows that 

competitive and stable returns, and socially responsible finance top with 91.5 percent and 90 

percent, respectively. Risk sharing nature, ethical and moral consideration also attract 89.9 percent. 

Strikingly, the three unequivocally personify the true features of Islamic finance, among others. 

Others like: ‘Resilience of global Islamic finance’, 88.4 percent; ‘Digitalization and fintech’, 87.6 

percent and ‘Religiosity and large Muslim population in the African continent’, 85.1 percent, for 

the ‘Important’, and ‘Extremely important’ categories. Instructively, religiosity and the large 
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Muslim population in the African continent seem less critical as a driver compared to other factors 

like ethical considerations or industry resilience given its highest response, 10 percent, in the 'Not 

very Important' category.   

The above findings are supported by empirical studies in the literature. For instance, (Rexhepi and 

Ramadani, 2017) assert that all operating business entities must, in addition to national laws, and 

regulations, adapt to the world economy and globalization, they must function according to the 

tenets of Islamic Law which provides rules and norms of life that are based on ethics and social 

responsibility. Further, Islamic finance is akin to socially responsible investing; both place 

principle-based limits on profit motive and have grown considerably over the last two decades–

much more so than their “non-responsible” counterparts (Moghul, 2015). And a study on ‘ethical 

and socially responsible investments in Islamic banking firms’ finds significant proof for reciprocal 

altruism, that is, when someone’s behavior is not free and can extend certain benefits to another 

person and the beneficiary, in return will act identically in the future (El Melki and Ben Salah 

Saidi, 2023). 

 

Q12: In your assessment, how strategically important are the following protocols of the 

African Continental Free Trade Area (AfCFTA) in driving Islamic Trade Finance in the 

continent? 

 
Source: Survey data, December 2023. 

Figure 4.12: AfCFTA’s Protocols and Islamic Trade Finance in Africa   

 

The creation of a single and liberalized market for goods and services in the continent is among 

the key objectives of the AfCFTA which was established on 21st March 2018. The operational 
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instrument governing trade under AfCFTA was subsequently launched in July 2019. This question 

assesses the respondents’ view on the compatibility of the AfCFTA protocols in promoting Islamic 

finance in the continent. Figure 4.12 shows that on average, the percentage for ‘Important’ and 

‘Extremely important’ categories is 85.2 percent (equivalent to 363 out of 426 respondents), which 

is quite remarkable. In particular, the protocol on trade in goods and services was flagged high at 

83.4 percent (important/extremely important categories) implying the strategic importance of the 

protocol for trade creation and promotion in Africa. Only 0.7 percent (3 persons) constitute the 

‘Not at all important’ category as far as the protocol is concerned.  

Meanwhile, the protocol on setting a transparent legal framework for investment in the African 

continent tops with 90 percent (important/extremely important categories), and only 0.71 feel 

otherwise. Similarly, aside from those in the ‘Don’t know’ category, all the respondents concur on 

the strategic importance of the protocols on the creation of a liberalized market, dispute settlement, 

competition policy, and digital trading. For instance, amicable, transparent, and swift resolution of 

disputes among parties will not only bring harmony and an equal sense of belonging but an 

important driver of intra-African trade in general and Islamic trade finance in particular. 

Further, a forerunner to the attainment of a liberalized single market is the gradual elimination of 

tariff and non-tariff barriers to trade, rules of origin, and management of the borders and evidence 

adduces to its strategic importance. Equally, protocol aimed at supporting women, youth, small 

and medium scale Enterprises (SMEs) as well as integrating informal cross-border traders was 

tagged remarkably as an important driver of Islamic trade finance in Africa. Overall, analysis of 

the data underscores the recognition of the influence of AfCFTA's protocols on the promotion of 

Islamic trade finance in Africa. Especially, having a transparent legal framework for investment, 

promotion, and protection of intellectual property rights is of utmost importance. 

            

Q13: Going forward, how crucial is each of the following to Islamic trade financiers and 

regulators? 
 

Pushing the frontiers of Islamic trade finance in Africa requires boosters from regulators, 

governments, and multilateral/continental institutions, particularly for the development of a robust 

regulatory framework and policy enablers, and from within the Islamic banks themselves, and the 

global community. Figure 4.13 depicts levels of respondents’ evaluation of how crucial each of the 

factors identified is in the promotion of Islamic trade finance in the continent. On average, all the 

factors were flagged highly at 90.1 percent (equivalent to 389 out of 428 respondents) and this 

unambiguously outlines their overall significance to the Islamic banks and regulators as well. 

Specifically, the most highlighted factors, seen as 'Crucial' or 'Extremely crucial' are 'Policy 

Support' at 93.2 percent and ‘Awareness and promotion’ at 91.8 percent, respectively. ‘Global 

economic and financial stability’ and ‘Robust regulatory framework’ trail with 91.6 percent each. 

As well, ‘Institutional enablers and ‘Digitalization and fintech’ are scored 91.5 percent and 88.6 

percent, respectively. 
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Source: Survey data, December 2023. 

Figure 4.13: Factors that are Crucial to Islamic Trade Financers and Regulators 

Especially for policy support, the ranking underscores the need for financial market regulators; 

Central Banks, Securities Commissions, Deposit Insurance Commissions, and the like should 

strive to install a robust and transparent framework to spur growth in Islamic trade finance in the 

continent. Similarly, factors like 'Awareness and promotion', 'Digitalization and fintech’, and 

‘Harmonization and consensus in the application of Shari'ah Standards’ equally received 

significant recognition and largely, these are tasks before the industry operators. This indicates a 

recognition of the importance of market awareness and stable global economic conditions. 

Generally, we posit that while advancement through digital technologies is unstoppable and 

Islamic banks must catch up with it, traditional aspects like robust regulations framework, policy 

support, and awareness and promotion, remain paramount for the future Islamic trade finance. 

A study by (Abdulkadir, Sapian & Ibrahim, 2022) unveils the need for massive awareness and the 

promotion of the “Islamicity” of Islamic trade financing facilities by Islamic banks in North-West 

Nigeria. Similarly, Oseni (2013) posits that there is scope for further refinement, harmonization, 

or bifurcation of Shari’ah rules in line with those of global standard-setting institutions. See 

(Shaikh, Sarea, and Irfan, 2022) and (Hassan et al., 2022) on digitalization and fintech in the Islamic 

finance industry. 
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4.3 Analysis of PLS-SEM Path Model Results  

4.3.1 Assessment of Measurement Model  

First, we obtained the coefficients of the estimated model (outer or measurement model) using 

Smart-PLS as depicted in Figure 4.14. Meanwhile, it is essential to assess the individual item 

reliability, internal consistency of items, and assessments of convergent and discriminant validity, 

using appropriate tests as outlined by (Henseler, Ringle and Sinkovics, 2009). 

 
Source: Survey Data (2023) and computed by the author using Smart-PLS. 

 

Figure 4.14: Measurement Model/Outer Model  

 

4.3.2  Individual Item Reliability  

This pertains to the factor loading of items or indicators associated with a specific latent construct. 

(F. Hair Jr et al., 2014) posit that the evaluation involves analysis of the outer loadings of each 
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measure for a given construct. Conscientiously, the criteria for retaining an indicator include 

loading lying above 0.50. In this examination, all the 51 indicators meet this criterion, as none was 

deleted due to having loadings below the 0.50 threshold. 

 

4.3.3 Internal Consistency  

We applied three criteria/statistics in checking the internal consistency in the outer model: 

Cronbach’s alpha (Cronbach, 1951), rho_A, and composite reliability ((Fornell and Larcker, 

1981); (Dijkstra and Henseler, 2015)). For instance, (Bagozzi and Yi, 1988) and (Dijkstra and 

Henseler, 2015) guidelines recommend a minimum reliability of 0.70. Table 4.2 reports the study's 

Cronbach’s alpha, rho_A, and composite reliability values. All values exceeded 0.70, which 

satisfactorily confirms the level of internal consistency reliability for the measures employed in 

this study. 

 

Table 4.2: Individual Item Reliability, Internal Consistency Reliability, and Convergent Validity 

Variable  Factor 

loading 

 

Cronbach 

Alpha 

 

rho_A Composite 

reliability 

(pc) 

Average 

Variance 

Extracted 

AfCFTA protocols  0.952 0.953 0.951 0.686 

AfCFTAP1 0.735     

AfCFTAP2 0.800     

AfCFTAP3 0.808     

AfCFTAP4 0.776     

AfCFTAP5 0.844     

AfCFTAP6 0.862     

AfCFTAP7 0.872     

AfCFTAP8 0.865     

AfCFTAP9 0.879     

Crucial factors for granting financing  0.922 0.924 0.922 0.598 

CFGF1 0.790     

CFGF2 0.811     

CFGF3 0.688     

CFGF4 0.760     

CFGF5 0.705     

CFGF6 0.839     

CFGF7 0.824     

CFGF8 0.758     

Crucial issues to Islamic trade financiers 
and regulators 

 0.906 0.907 0.906 0.580 

CITF1 0.755     

CITF2 0.709     

CITF3 0.760     
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CITF4 0.768     

CITF5 0.799     

CITF6 0.764     

CITF7 0.774     

Concerned Shari'ah-compliant issues  0.918 0.919 0.917 0.526 

CSCI1 0.673     

CSCI2 0.727     

CSCI3 0.790     

CSCI4 0.706     

CSCI5 0.772     

CSCI6 0.786     

CSCI7 0.662     

CSCI8 0.754     

CSCI9 0.686     

CSCI10 0.681     

Shaping Islamic trade finance in Africa  0.892 0.894 0.892 0.542 

SITFA1 0.776     

SITFA2 0.659     

SITFA3 0.791     

SITFA4 0.744     

SITFA5 0.773     

SITFA6 0.676     

SITFA7 0.722     

Shari'ah, Legal, and Regulatory 
Compliance Issues 

 0.761 0.773 0.751 0.384 

SLRC1 0.754     

SLRC2 0.461     

SLRC3 0.597     

SLRC4 0.724     

SLRC5 0.509     

Unique Shari'ah-compliant banking 
services 

 0.800 0.803 0.802 0.448 

USCB1 0.631     

USCB2 0.646     

USCB3 0.728     

USCB4 0.667     

USCB5 0.671     

Source: Survey Data (2023) and computed by author using Smart-PLS 

 

4.3.4 Convergent Validity  

The convergent validity test examines the degree to which a specific indicator accurately 

represents the intended latent variable and correlates with other indicators of the same latent 
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variable (Fornell and Larcker, 1981; Hair, 2007). In line with the criterion by Fornell and Larcker 

(1981), the study sets a value greater than 0.5 for adequacy. The average variance extracted (AVE) 

is displayed in Table 4.2 where the values range from 0.526 to 0.686, thus, indicating satisfactory 

levels of convergence validity in the study. However, Shari’ah, legal and regulatory compliance 

issues, and unique Shari’ah-compliant banking with values of 0.384 and 0.448, respectively failed 

to satisfy the criteria. 

4.3.5 Discriminant Validity  

The test aims to assess distinctions between latent variables in a study (Barclay, Higgins, and 

Thompson, 1995) and gauges the extent to which a specific latent variable differs from others 

(Duarte and Raposo, 2010). The underlying assumption is that despite their common aim of 

explaining a particular phenomenon, latent variables are expected to exhibit differences among 

themselves. To achieve this, we compare the correlations among latent variables with the square 

root of the Average Variance Extracted (AVE). In Table 4.3, the bold-faced values of the square 

root of the AVE were largely greater than the correlations among latent variables, thus, indicating 

satisfactory discriminant validity (Fornell and Larcker, 1981). 

 

Table 4.3: Discriminant Validity 

 Variable 1 2 3 4 5 6 7 

Concerned Shari'ah-compliant issues  0.725             

Crucial factors for granting financing  0.800 0.773           

Crucial issues for Islamic trade 
financiers and regulators 

0.634 0.500 0.762         

Importance of (AfCFTA) protocols  0.546 0.587 0.643 0.828       

Shaping Islamic trade finance in Africa 0.717 0.524 0.797 0.700 0.736     

Shari'ah, Legal, and Regulatory 
Compliance Issues 

0.445 0.455 0.230 0.298 0.309 0.620   

Unique Shari'ah-compliant banking 
services 

0.506 0.459 0.275 0.406 0.400 0.599 0.669 

Source: Survey Data (2023) and computed by author using Smart-PLS 

4.3.6 Assessment of Significance of the Inner Model  

The study employs the standard bootstrapping procedure, 5000 bootstrap samples and 307 cases 

to assess the significance of path coefficients within the inner model. The inner model analysis 

encompasses considerations of R2, coefficients, P-values, predictive relevance (Q2), and effect 

size (F2). These aspects, elucidated by the structural model, were examined through bootstrapping, 

as presented in Figure 4.15. 
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Source: Survey Data (2023) and computed by the author using Smart-PLS. 

 

Figure 4.15: Structural Model/Inner Model  

 

4.3.7 Direct Relationship  

The graphical representation of the inner model in Figure 4.15 illustrates the regression coefficients 

(β) and t-values associated with the hypotheses in this study. We use both the 1 percent and the 5 

percent significance level for the test of the hypothesis. Table 4.4 complements this by presenting 

standardized path coefficients (β), t-values, and confidence intervals, following the 

recommendations of (Hair et al., 2010). 
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Table 4.4: Examination of Direct Relationship 

Ho Relationship (β) Beta t-Value p-Value Findings 

1 
Concerned Shari'ah-compliant issues -> Factors 
shaping Islamic trade finance in Africa 

0.367 5.381 0.000 Supported 

2 
Crucial factors for granting financing -> Factors 
shaping Islamic trade finance in Africa 

-0.155 2.204 0.028 Supported 

3 
Crucial issues to Islamic trade financiers and 
regulators -> Factors shaping Islamic trade 
finance in Africa 

 
0.388 

 
4.864 0.000 

 
Supported 

4 
Shari'ah, Legal, and Regulatory Compliance 
Issues -> Factors shaping Islamic trade finance in 
Africa 

 
0.01 

 
0.262 0.793 

Not 
Supported 

5 
Unique Shari'ah-compliant banking services -> 
Factors shaping Islamic trade finance in Africa 

0.04 1.202 0.229 
Not 

Supported 

Source: Field Survey Data (2023) and computed by author using Smart-PLS 

 

4.3.8 Test of Hypothesis 

4.3.8.1 H01: Concerned Shari'ah-compliant issues do not significantly influence Factors 

Shaping Islamic trade finance in Africa. 

The hypothesis posits that Concerned Shari'ah-compliant issues do not have a significant influence 

on the Factors Shaping Islamic trade finance in Africa. The results demonstrate a robust effect 

between the variables, at the 1 percent level of significance. We, therefore, reject the null 

hypothesis. Consequently, it is concluded that Concerned Shari'ah-compliant issues exert a 

positive and significant influence on Factors shaping Islamic trade finance in Africa.  

4.3.8.2 H02: Crucial factors for granting financing do not significantly influence Factors 

Shaping Islamic trade finance in Africa. 

This asserts that crucial factors for granting access to finance do not significantly influence the 

factors shaping Islamic trade finance in Africa. Also, the results indicate a significant negative 

effect between the variables at the 5 percent level. The null hypothesis is also rejected as well. 

Thus, we infer that Crucial factors for granting financing exert a negative and significant influence 

on the Factors shaping Islamic trade finance in Africa, indicating an inverse relationship between 

the variables in the continent.  

4.3.8.3 H03: Crucial issues on Islamic trade financiers and regulators do not significantly 

influence Factors Shaping Islamic trade finance in Africa. 

The hypothesis proposes that Crucial issues related to Islamic trade financiers and regulators do 

not exert a significant influence on the Factors Shaping Islamic trade finance in Africa. However, 

the findings unveil a strong statistical effect between crucial issues on Islamic trade financiers/ 

regulators and the Factors Shaping Islamic trade finance in Africa at the 1 percent level. 

Accordingly, the null hypothesis is rejected, leading to the conclusion that crucial issues related to 
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Islamic trade financiers and regulators significantly influence the shaping of Islamic trade finance 

in Africa. 

4.3.8.4 H04: Shari'ah, Legal, and Regulatory Compliance Issues do not significantly influence 

Factors Shaping Islamic trade finance in Africa. 

The hypothesis postulates that Shari'ah, Legal, and Regulatory Compliance Issues do not exert a 

significant influence on the Factors Shaping Islamic trade finance in Africa. The results indicate 

an insignificant statistical effect between the variables of interest. Hence, the null hypothesis 

cannot be rejected. Although counterintuitive, it implies that the Shari'ah, Legal, and Regulatory 

Compliance Issues do not significantly influence the shaping of Islamic trade finance in Africa. 

4.3.8.5 H05: Unique Shari'ah-compliant banking services do not significantly influence Factors 

Shaping Islamic trade finance in Africa. 

The hypothesis assumes that the Unique Shari'ah-compliant banking services do not influence the 

Factors Shaping Islamic trade finance in Africa. The results indicate an insignificant effect between 

the Unique Shari'ah-compliant banking services and the Factors Shaping Islamic trade finance in 

Africa. Thus, the null hypothesis is rejected. Again, this is counterintuitive as it implies the 

uniqueness of the Shari'ah-compliant banking services does not significantly influence the factors 

shaping Islamic trade finance in Africa. 

 

4.3.9 Assessing the Mediating Effects of AfCFTA’s Protocols 

The primary objective when testing a mediating effect is to determine whether the influence of the 

independent variable on the mediating variable extends to the dependent variable (Ramayah, Lee, 

and In, 2011). As shown in Figure 4.15, we explore the mediating (indirect) effect to ascertain the 

indirect effects of five exogenous variables (Concerned Shari'ah-compliant issues, Crucial factors 

for granting financing, Crucial issues related to Islamic trade financiers and regulators, Shari'ah, 

Legal, and Regulatory Compliance Issues, and Unique Shari'ah-compliant banking services) on a 

single endogenous variable, that is, Factors Shaping Islamic trade finance in Africa. We employed 

the same robust method of bootstrapping techniques or re-sampling mediation technique using 

version 4.0 of PLS-SEM. Table 4.5 presents the results of indirect relationships as follows: 

Table 4.5: Mediating Effect (Indirect Relationship) 

Ho Relationship Beta 
T-

values 

P- 

Values 
Findings 

1 
Concerned Shari'ah-compliant issues -> Importance 
of (AfCFTA) protocols -> Shaping Islamic trade 
finance in Africa 

-0.015 0.525 0.600 
Not 

supported 

2 
Crucial factors for granting financing -> 
Importance of (AfCFTA) protocols -> Shaping 
Islamic trade finance in Africa 

0.098 2.503 0.012 Supported 

3 
Crucial issues to Islamic trade financiers and 
regulators -> Importance of (AfCFTA) protocols -> 
Shaping Islamic trade finance in Africa 

0.131 3.518 0.000 Supported 
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4 
Shari'ah, Legal, and Regulatory Compliance Issues 
-> Importance of (AfCFTA) protocols -> Shaping 
Islamic trade finance in Africa 

-0.002 0.139 0.890 
Not 

supported 

5 
Unique Shari'ah-compliant banking services -> 
Importance of (AfCFTA) protocols -> Shaping 
Islamic trade finance in Africa 

0.043 2.422 0.015 Supported 

Source: Survey Data (2023) and computed by author using Smart-PLS 

 

Results from Table 4.5 clearly show that three out of the five hypotheses support the proposition 

made regarding the statistical effect in the indirect relationship, otherwise the mediating effect of 

the AfCFTA’s protocols at the 5 percent or better level, whereas the remaining two cannot be 

supported. Note that the three propositions reinforce our findings reported earlier on the 

importance of AfCFTA protocols in promoting ITF in the African continent. 

 

4.3.10 Assessment of Variance Explained in the Endogenous Latent Variable 

We computed the R-square value, which is a crucial element in evaluating the validity of the 

structural model. R-square clarifies the variance explained in the endogenous variable due to a 

change in one or more exogenous. The acceptable level of R-square value depends on the research 

context (Hair et al., 2010). 

Table 4.6: Variance Explained in the Dependent Variable 

 Variables Variance explained (R-Square) 

Shaping Islamic trade finance in Africa 0.769 

Source: Survey Data (2023) and computed by author using Smart-PLS 

Table 4.6 reports a value of R-square of 0.769, which is equivalent to 76.9 percent. Therefore, in 

the context of the variance of factors shaping Islamic trade finance in Africa, the R-square is 

considered very strong. 

 

4.3.11 Assessment of Effect Size (F2)  

A corollary of the R-square test is the F2 test which is used to assess the size effect of the structural 

model. The effect size indicates the relative impact of a specific exogenous latent variable on 

endogenous latent variable(s) through changes in the R-square. F2 statistic is calculated as the 

increase in R-squared for the connected latent variable relative to the proportion of unexplained 

variance in that latent variable (Chin, 1998). According to (Cohen, 2013), F2 values of 0.02, 0.15, 

and 0.35 are classified as having weak, moderate, and strong effects, respectively. Table 4.7 

presents the respective effect sizes of the latent variables in the structural model. 

Table 4.7: Assessment of Effect Size (F2) 

Independent variable Dependent variable F2 Effect size 

Concerned Shari'ah-compliant issues  
Factors shaping Islamic trade 
finance in Africa 

0.254 Moderate 
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Crucial factors for granting financing  
Factors shaping Islamic trade 
finance in Africa 

0.097 Weak 

Crucial issues for Islamic trade financiers 
and regulators 

Factors shaping Islamic trade 
finance in Africa 

0.334 Moderate 

Shari'ah, Legal, and Regulatory Compliance 
Issues 

Factors shaping Islamic trade 
finance in Africa 

0.000 Weak 

Unique Shari'ah-compliant banking services 
Factors shaping Islamic trade 
finance in Africa 

0.003 Weak 

Source: Survey Data (2023) and computed by author using Smart-PLS 

 

From Table 4.7, it can be inferred that the effect sizes of some variables exhibit a range from weak 

to moderate impact. This suggests that certain variables have a limited to moderate influence on 

the endogenous latent variable(s) within the structural model. 

 

4.3.12 Assessment of Predictive Relevance 

The study assesses the predictive relevance of the model using Stone-Geisser’s Q² ((Geisser, 

1974); (Stone, 1974; Chin, 1998)). The test involves a resampling technique where data are 

systematically omitted, and predictions are made for each indicator of the endogenous construct. 

It measures how effectively the study model predicts or represents excluded cases (Chin, 1998; (F. 

Hair Jr et al. 2014)). A value of �2 > 0 "#$"%&'() that the model has predictive relevance (Hair et 

al., 2014).  

 
Table 4.8: Assessment of Predictive Relevance 

Total   SSO SSE Q² 

Factors shaping Islamic trade finance in Africa 2,940.000 1,857.252 0.368 

Source: Survey Data (2023) computed by the author using Smart-PLS 

 

Table 4.8 reports the value of Q2 = 0.368, which signifies strong predictive relevance of the model 

at large. 

 
4.3.13 Multicollinearity Test 

Multicollinearity is an econometric phenomenon in which two or more of the independent 

variables in a multiple or multi-variate regression model are highly correlated ((Haitovsky, 1969); 

(Samaila, 2014); (Shrestha, 2020)). This problem may distort the results of the regression results. 

We apply this testing using the Variance Inflation Factor (VIF) as shown in Table 4.9. The VIP of 

all the variables is below the threshold of 5.0, whereas the tolerance value exceeds 0.2. The result 

further reveals that on average the VIP value is 2.502. Consequently, the results confirm the 

absence of multicollinearity (Hair et al. 2010). 

 

Table 4.9: Multicollinearity Test 
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Variables VIP 1/VIF 

Concerned Shari'ah-compliant issues  3.837 0.261 

Crucial factors for granting financing  3.246 0.308 

Crucial issues for Islamic trade financiers and regulators 2.254 0.444 

Importance of (AfCFTA) protocols  2.153 0.465 

Shari'ah, Legal, and Regulatory Compliance Issues 1.676 0.597 

Unique Shari'ah-compliant banking services 1.843 0.543 

Mean VIF 2.502  

Source: Survey Data (2023) and computed by author using Smart-PLS 

 

4.4 Interpretation of SmartPLS Results 

Shari'ah-compliant issues–legal & regulatory requirements, supervisory issues, 
accommodativeness of legal regime, etc., are strong indicators of Islamic trade finance in Africa 
via risk sharing, competitiveness, resilience, religiosity, global environment, and digitalization. 
Meaning, a unit change in concerned Shari'ah-compliant issues, for instance, mitigates the trade 
finance gap by 0.367 percent in the continent. Furthermore, factors considered by Islamic finance 
banks when granting access to financing to clients–creditworthiness, KYC, credibility, Balance 
Sheet, collateral, etc., exert a strong adverse effect on Islamic trade finance in Africa. That is, as 
the client’s credibility worsens, for instance, his access to trade finance diminishes by 0.155 
percent. Similarly, access to trade finance diminishes when new KYC requirements are put in place 
or stringent collateral requirements. Another strong predictor of Islamic trade finance in Africa is 
the latent variable for issues of great concern to Islamic trade financiers and regulators–robust 
framework, global financial stability, awareness, policy support, digitalization, and Shari’ah 
harmonization. The greater the harmonization in the implementation of Shari’ah standards for 
Islamic trade finance transactions, the better trade finance in the continent. A unit change in any of 
the components or measurement variables of the constructs will mitigate the trade finance gap by 
0.388 percent. This is the strongest impact from the direct model. 

On mediating or indirect SmartPLS model’s results, the AfCFTA protocols were found to be strong 
mediators between factors influencing access to trade finance by clients and Islamic trade finance 
in Africa. Similarly, the AfCFTA protocols mediate between the effects of matters of great concern 
to Islamic trade financiers and regulators and Islamic trade finance in Africa, and between the 
unique Shari'ah-compliant banking services and Islamic trade finance. Thus, the AfCFTA protocols 
strong mediators in three out of the five hypotheses postulated. 

Several empirical studies point to some key constraints affecting access to trade finance in Africa. 

The SMEs’ lack collateral and creditworthiness the primary reasons for bank rejections of trade 

finance applications ((Sy et al., 2016), (AfDB and Afreximbank, 2020), (Afreximbank, AfDB and 

UNECA, 2020) (Kleos Advisory and ITFA, 2022), (Nyantakyi, Mabuza and Amoussou, 2021). In 

addition, new regulations on KYC/AML (AfDB and Afreximbank, 2020), (Nyantakyi, Mabuza 

and Amoussou, 2021), (Mabuza and Nyantakyi E. B., 2022).  
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4.4 Overall Test of Hypotheses and Interpretation  

This study on Islamic finance and trade promotion in the African Continental Free Trade Area 

(AFCFTA) broadly aims to assess the prospects of Islamic trade finance in promoting intra-African 

trade in the AfCFTA. In line with the stated research objectives and hypotheses identified in section 

one, this section proceeds with tests of the hypotheses descending from the extensive data analysis 

conducted in section four. The null hypothesis is often stated with the ultimate aim of rejecting it 

in empirical research. The test proceeds as: 

 

a) Ho: The legal and regulatory framework for the regulation of operations of Islamic 

finance and provision of Islamic trade finance (ITF) services are not sufficient. 

Our analysis of the question on the importance of Shari'ah legal and regulatory compliance issues 
form the basis for testing this hypothesis and the issues are summarized as follows: 

i) The operational guidelines of Islamic banks satisfy the internal Shari'ah Committee 

requirements, those of the Regulatory institutions within, and those of international Standard-

setting organizations overwhelmingly according to 76.3 percent which is equivalent to 325 

respondents. 

ii) The operations of Islamic banks under a dual legal system are not adversely affected as 

attested by 66.4 percent which is equivalent to 280 respondents. 

iii) The regulatory institutions, like the Central Banks, Securities Commissions, Deposit 

Insurance Commissions, etc., do not constitute a burden to the operation of Islamic banks in 

the sample under investigation as alluded to by 322 respondents representing 75.8 percent of 

the sample.  

iv) The internal and external audit/compliance bodies sanction Shari'ah infractions and declare 

proceeds from the infractions null and void according to 301 respondents representing 70.7 

percent of the sample. 

v) According to 54.8 percent, which is equivalent to 235 of the sample respondents, establishing 

Islamic finance institutions and tapping from the global industry's enormous financial 

resources do not require radical legal and institutional amendments. 

Based on the foregoing, we strongly reject the null hypothesis and accept the alternate 

hypothesis on the sufficiency of the legal and regulatory framework for the regulations 

of Islamic finance institutions and the provision of ITF in the continent. 

b) Ho: ITF instruments are not dissimilar to those of conventional trade finance banks. 

 

Questions three and four outlined an array of Islamic trade finance products that are both in form 

and substance different from those obtained in conventional banks. These include among others, 

Islamic Pre-Shipment Export Finance, Islamic Post-Shipment Export Finance, Currency Salam, 

Islamic Banker's Acceptance, Islamic Accepted Bills, and Islamic Import Finance. These 
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products/services are structured based on Shari’ah established contracts of Murabaha, 

Musharakah, Mudharabah, etc., that disallow the giving and charging of interest as is practiced 

widely and globally. In addition, our analysis of question ten (10) reveals that competition with 

conventional banks is of less significant concern according to 20 percent (equivalent to 83 

respondents) of the sample because the two offer dissimilar products. 

Therefore, we reject the null hypothesis and accept the alternative hypothesis which implies that 

Islamic banks’ trade finance instruments are uniquely different from those of their counterparts. 

 

c) Ho: No robust factors are driving ITF in the continent and beyond 

 

To test this hypothesis, we utilize the analysis of responses to question eleven (11) on the 

significance of drivers of Islamic trade finance in the continent. Findings on key drivers are 

summarized as follows:  

 

i) The global economic and political stability tops with the sum of 92.5 percent (392 

respondents) (important/extremely important), that is, conflicts, like the Russia-Ukraine 

war, Gaza Military occupation by Israel, Military coups in Africa, and so on, undermine 

global trade generally, and hence Islamic trade finance in the continent.  

ii) Competitive and stable returns, and socially responsible finance top with 91.5 percent and 

90 percent, respectively.  

iii) Risk sharing nature, ethical and moral considerations also attract 89.9 percent.  

iv) Resilience of global Islamic finance, 88.4 percent; Digitalization and fintech, 87.6 percent, 

and Religiosity and large Muslim population in the African continent, 85.1 percent, for the 

‘Important’, and ‘Extremely important’ categories. 

v) Overall, respondents concur that all the key drivers of Islamic trade finance are either 

simply important or extremely important, which sums up to an average of 89.3 percent 

(378 respondents).  

 

Going by the weight of the ranking on the impact of the drivers by the respondents, we strongly 

reject the null hypothesis and accept the alternate hypothesis. This implies that Islamic trade 

finance in the continent is influenced not only by internal factors but also by global economic and 

political upheavals.  

 

d) Ho: ITF services are used to finance all kinds of economic sectors/activities. 

To test this hypothesis, we utilize the analysis carried out in question five (5) and blend it with the 

Shari’ah principles governing Islamic banking and finance. Islamic banks only finance Shari’ah-

complaint activities. in financial transactions is the fundamental of Islamic finance which 

distinguishes it from conventional finance. For instance, on prohibition of riba (interest), gharar 

(uncertainty), and maysir (gambling), (Najeeb, 2014) and, prohibition businesses involving 

alcohol, gambling, and pork (Puri-Mirza, 2023). The summary of responses runs as follows: 
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i) Small and medium-scale enterprises (SMEs) were adjudged by the respondents to receive 

the greatest share of trade finance by Islamic finance institutions with a score of 59 percent 

which is equivalent to 222 respondents. 

ii) Governments at both the national and subnational levels with 49 percent, that is,185 

respondents.  

iii) Importers and exporters 46 percent and 39 percent, equivalent to that is 174 and 148 

respondents, respectively.  

iv) Manufacturing/industrialists at 44 percent, which is a total of 166 respondents.  

 

We proceed to reject the null hypothesis and accept the alternate hypothesis that the top three (3) 

key economic sectors financed in line with the principles of Islamic finance are the SMEs, 

Government, and Importers. Other sectors that are Shari’ah compliant in their operations are also 

recognized.  

 

e) Ho: ITF financiers do not consider any factor in granting finance to clients. 

 

To promote trade finance in the African continent, it is crucial to determine what factors Islamic 

trade financiers consider when granting trade finance to their clients. The hypothesis is tested 

following the responses to question nine (9) as analyzed based on Figure 4.9 as follows: 
 

i) Respondents alluded on average that all the factors are either important or extremely 

important by up to 82.1 percent which is equivalent to 338 out of 412 respondents.  

ii) Specifically, KYC tops with 91 percent while four others, customers’ creditworthiness, ill 

credibility, insufficient collateral, and balance sheet constraints were flagged as either 

important or extremely important by more than 80 percent.  

iii) Further, single obligor limit, forex illiquidity, and insufficient limit with corresponding 

banks were signposted by over 70 percent.  

iv) Also, we infer from the test of hypothesis using the SEM model that crucial factors 

influencing financing exert a negative and significant influence on factors shaping Islamic 

trade finance in Africa.  

Thus, given the weight of the findings, we accept the alternate hypothesis that ITF is greatly 

adversely affected by the factors highlighted.  

 

f) Ho: The AfCFTA’s environment/protocols are not suited for attracting ITF. 

 

We formulated this hypothesis to test the suitability of the AfCFTA protocols in creating a 

favourable environment for Islamic trade to thrive. Based on the analysis of responses received to 

question twelve (12), supported by SmartPLS analysis of mediating effect of the AfCFTA protocols 

in Table 4.5. We summarize the key points as follows:  
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i) Protocol on setting a transparent legal framework for investment in the African continent 

tops with 90 percent (important/extremely important categories), translating to 381 

respondents. 

ii) Protocol on competition policy aimed at promoting efficiency, innovation, and healthy 

competition among businesses in the continent scored 87.1 percent (370 respondents). 

iii) Protocol on custom and trade facilitation through the gradual elimination of tariff and non-

tariff barriers to trade, rules of origin, and management of the borders 85.4 percent (363 

respondents).  

iv) Protocol on promotion and protection of intellectual property rights scored 84.4 percent, 

which translates to 357 respondents. 

v) Protocol on digital trading was ranked 84.2 percent (359 respondents). 

vi) Protocol aimed at supporting women, youth, small and medium scale Enterprises (SMEs), 

etc., was scored 84.1 percent by 359 respondents. 

vii) Protocol on trade in goods and services was flagged high at 83.4 percent 

(important/extremely important categories) equivalent to 356 respondents. 

viii) Protocol on the creation of a liberalized market, dispute settlement, competition policy, 

and digital trading 83.3 percent (355 respondents). 

Based on the remarkable ranking of all the protocols with an overall average score of 85.2 percent 

(equivalent to 363 out of 426 respondents), we strongly reject the null hypothesis. The implication 

is that the AfCFTA environment is receptive to Islamic trade finance. 

 

g) Ho: There are no unique benefits derivable from ITF by exporters, and importers 

 
This hypothesis is stated against the backdrop that Islamic trade and finance services are unique 

because of their compliance to Islamic values. Clients therefore derive benefits that are uncommon 

with their counterparts from conventional banks. We test this based on the following grounds: 

i) An overwhelming 81 percent, which is equivalent to 339 respondents ‘Agree’ or ‘Strongly 

agree’ that Islamic trade solutions help in strengthening clients’ negotiation position by 

offering prompt services. 

ii) Another 79.4 percent (336 respondents) concur that Islamic trade financing services offer 

customers greater flexibility and secure their business opportunities more than their 

counterparts from conventional institutions. 

iii) On competitive and invariable margins over the contract period offered by the Islamic banks, 

74.4 percent (314 respondents) agree or better with the proposition. 

iv) Other 73 percent (309 respondents) agree or better that Islamic trade financing helps clients 

to meet their export-import requirements without dipping into their working capital.  
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v) 65 percent of respondents (274), ‘Agree’ or ‘Strongly agree’ that Islamic trade financing 

benefits clients by shortening their trade cycles compared to their counterparts from 

conventional banks. 

We strongly reject that null hypothesis and accept the alternate implying that clients; importers 

and exporters enjoy unique benefits using ITF compared to their conventional counterparts. 

 

h) Ho: There are no impediments to attracting IF flow in the continent. 

 

For Islamic trade finance to thrive in the continent, impediments need to be profiled and their 

severity established for appropriate policy responses by stakeholders such as Islamic financial 

institutions, regulators, government, standard-setting organizations, multilateral institutions, etc. 

Accordingly, the hypothesis is evaluated based on responses from question 10 and supported by 

hypothesis testing using the SmartPLS model in Table 4.4. the summary runs as follows: 

 

i) Respondents flagged ‘Legal and regulatory requirements’ and ‘compliance to extant 

‘Shari’ah rules’ as matters of ‘concern’ or ‘extreme concern’ by 90.4 percent (378 

respondents) and 89.7 percent (376 respondents), respectively.  

ii) Further, AML/KYC and BASEL requirements were equally signposted as issues either of 

concern or extreme concern by 88.9 percent (370 respondents) and 78.3 percent (324 

respondents), respectively.  

iii) ‘AAOIFI, IFSB, and other Standard Setting bodies’ and ‘Inadequacy of Islamic banking and 

finance and Shari'ah experts’ also pose concern or extreme concern to Islamic finance 

institutions engaged in ITF by 85.2 percent (358 respondents) and 83.9 percent (348 

respondents), respectively. 

iv) ‘Low credit rating of client/obligor’ was scored 83.7 percent (344 respondents), ‘Client's lack 

of familiarity with products’, 78.5 percent, and ‘Competition from conventional banks’, 70.9 

percent (295 respondents), respectively. 

v) Singularly, ‘Increasing multilateralism, trade tension, and increasing global economic 

uncertainty’ was ranked as a matter of concern or better by 79.5 percent (329 respondents). 

 
Given the foregoing and an overall average ranking of 82.9 percent (equivalent to 345 out of 416 

respondents) in the categories of ‘Concerned’ and ‘Extremely concerned’, we reject the null 

hypothesis and accept the alternative hypothesis. 

 

i) Ho: ITF holds no prospects for sustained trade in the African continent.  

 

Pieces of evidence adduce to the existence of a very wide trade finance gap in Africa hence Islamic 

trade finance is coveted as a potential gap filler. To foretell what the future holds for the emerging 

Islamic trade finance in the continent, this hypothesis was formulated. We test the hypothesis based 
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on responses to question 13 and supported by analysis using the SmartPLS model presented in 

Table 4.4. the summary is as follows:  

i) For Islamic finance to thrive in the near future, respondents highlighted 'Policy Support' as 

'Crucial' or 'Extremely crucial' at 93.2 percent (398 respondents) and ‘Awareness and 

promotion’ at 91.8 percent (394 respondents), respectively. 

ii) ‘Global economic and financial stability’ and ‘Robust regulatory framework’ are either 

‘Crucial’ or better and were both flagged at 91.6 percent which is equivalent to 393 

respondents.  

iii) Respondents adjudged that the ‘Institutional enablers and ‘Digitalization and fintech’ ranked 

at 91.5 percent (386 respondents) and 88.6 percent (380 respondents), respectively. 

iv) ‘Harmonization and consensus in the application of Shari'ah Standards’ are tasks before 

Standard Setting organization the industry operators and are 'Crucial' or 'Extremely crucial' 

for the future Islamic trade finance at 88.6 percent (380 respondents).  

Given the individual scores and the overall average score of 90.1 percent, which is equivalent to 

389 out of 428 respondents, we strongly reject the null hypothesis and posit that the factors 

identified hold sway for the future Islamic trade finance in Africa.  

 

5.0 CONCLUSIONS AND RECOMMENDATIONS 

5.1 Conclusions  

Trade finance is fundamental in strengthening global economic development by safeguarding 

liquidity in international trade arrangements for an efficient movement of goods and services 

across borders. However, the trade finance gap remains very wide globally, and in Africa, which 

is put at about $2.5 trillion by 2025, and S$100 billion, respectively. It is worth noting that even 

before the Covid-19 pandemic, global demand for trade finance outpaced supply and more so with 

the unfolding adverse effects of the Russian-Ukraine, and Israel war on Gaza. With the emergence 

of alternative financing arrangements under Islamic finance over the last five decades, particularly 

in the Middle East and Asia, this pioneering study explores the conditions under which Islamic 

finance trade promotes trade in the African continent against the backdrop of the African 

Continental Free Trade Area (AFCFTA). Since the establishment of the AfCFTA and its drive for 

trade promotion and economic integration in the continent, several empirical studies have assessed 

the trade and finance implications based on conventional instruments. However, none has emerged 

on the role of Islamic trade finance in promoting trade in the continent, to the best of our 

knowledge.  

 

Therefore, this study fills this gap and contributes to the literature in many ways. First, it assesses 

the legal and regulatory environment for successful operations of Islamic finance institutions and 

the roles of regulatory bodies in the undertaking. Second, it contests the trade finance instruments 

used by Islamic finance banks against those employed by conventional banks. Third, appraises the 
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factors that are driving Islamic finance in the African continent. Fourth, it identifies the key sectors 

that attract Islamic trade finance. Fifth, it investigates factors that determine trade finance by 

financiers. Sixth, the study examines the suitability of the AfCFTA protocols in creating a favorable 

environment for Islamic trade to thrive in the AfCFTA. Seventh, highlights the unique benefits 

derivable from ITF by exporters, and importers. Eighth, appraises the impediments to attracting 

IF flow in the continent. Ninth, assesses the prospects for sustained trade in the African continent. 

 

Data for the study was collected from six countries: Egypt, Kenya, Malaysia, Morocco, Nigeria, 

and Saudi Arabia, using an online survey for administration of the research questionnaire. The 

selection of the sample was based on each country’s level of exposure to Islamic finance within 

and outside the continent. Research respondents were collected using a head-haunting technique 

from Islamic finance institutions, Shari’ah scholars or experts, the academia, and other Islamic 

finance professionals. We employed a survey method for data collection and applied a non-

parametric technique for the analysis of the data, a total of four hundred and thirty responses (430), 

which were collected across the sample. 

 

Results from preliminary investigations show that out of the total number of 430 respondents, four 

countries; Egypt, Kenya, Nigeria, and Saudi Arabia, had over 70 respondents each while Malaysia 

and Morocco had only 33 and 31, respectively.  Further, on respondents’ background, ‘Islamic 

bank practitioners’, top with 42 percent, and when joined together with the ‘Shari’ah scholars’, 

adds up to 50 percent. ‘Academics’ with bias in Islamic finance had 31 percent while the rest 

constitute those from the ‘Top government Executives’ and ‘Other’ categories.  

Using the SMART-PLS SEM model, the study found that Shari'ah-compliant issues – legal & 

regulatory requirements, supervisory issues, accommodativeness of the legal regime, etc. – are 

strong predictors of Islamic trade finance in Africa via risk sharing, competitiveness, resilience, 

religiosity, the global environment, and digitalization. Further, access to trade finance 

determinants, that is, factors considered by financiers in granting financing – creditworthiness, 

KYC, credibility, Balance Sheet, collateral, etc. – adversely affect Islamic trade finance in Africa. 

Moreover, issues of concern to Islamic trade financiers and regulators – robust framework, global 

financial stability, awareness, policy support, digitalization, and Shari'ah harmonization – strongly 

influence Islamic trade finance in Africa.  

Regarding the mediating effects of AfCFTA protocols, the study establishes robust indirect effects 

of the protocols on the link between factors influencing access to trade finance by clients and 

Islamic trade finance in Africa. Also, AfCFTA protocols mediate between the effects of matters 

of great concern to Islamic trade financiers and regulators and Islamic trade finance in Africa. 

Equally, unique Shari'ah-compliant banking services exert great influence on Islamic trade finance 

in Africa through the robust mediating effects of AfCFTA protocols. These imply all eight 

protocols of the AfCFTA rhythm and are well-suited for the proliferation of Islamic finance on the 

continent. These come at a time when the implementation of the AfCFTA guidelines reaches a 
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critical milestone with rules of origin (ROOs), now at 90 percent completion, as disclosed by the 

Secretary-General of the AfCFTA in January 2024. 

On constraints affecting ITF, it was discovered that the AML/KYC and BASEL requirements, 

compliance to AAOIFI and IFSB standards, paucity of Shari'ah experts, low credit rating of obligor 

and increasing multilateralism, threats to global security, and increasing global economic 

uncertainty are among the key impediments. Similarly, the prospects of ITF in the continent were 

found to hinge on the level of institutional and policy support to Islamic finance institutions, global 

economic cum political stability, robust regulatory framework, and adoption of digital technology 

and fintech by the industry operators. Equally important is the need for harmonization and 

consensus in the application of Shari'ah rules by Islamic trade finance institutions. 

 

5.2  Policy Recommendations 

The need to bolster trade finance in the continent should take cognizance of the role of Islamic 

trade finance. The investigation and the findings therefrom have consented to this need. 

Accordingly, the role of various stakeholders in this regard is paramount. The AfCFTA and African 

governments, multilateral institutions and other regulatory bodies, and the Islamic trade finance 

institutions themselves, have important roles to play. 

 

As for multilateral institutions and governments, the recommendations are: 

i) The need for the AfCFTA to ensure quick resolution of issues about its protocols and their 

implementation. The progress recorded in ROO is quite commendable, but a lot needs to 

be done on other aspects as well.  

ii) Encourage African governments to accommodate adjustments in the legal and regulatory 

frameworks to allow for the establishment and operations of Islamic finance institutions in 

their jurisdictions. 

iii) With global disruptions to the global economy, peace and health threats, accentuating 

change in trade directions, multilateral institutions like the African Export-Import Bank 

(Afreximbank) and Trade and Development Bank Group (TDB Group) should take the lead 

in innovating trade finance solutions such as establishing an Islamic banking window or 

unit to expand its reach on trade finance in the continent and beyond. 

iv) Continue to promote harmonization of standards and resolution of Shari’ah issues. 

v) Partner with multilateral institutions and practitioners to promote knowledge sharing and 

capacity development, particularly in Islamic finance in the African continent. 

 

The Islamic trade finance banks need to ensure the following: 
 

vi) With the client’s lack of familiarity with Islamic trade finance contracts and services, it is 

pertinent for the banks to educate clients on ITF concepts and products. That is, equally as 



61 
 

the Islamic banks are disallowed by the Shari’ah principles to sell what they do not 

have/own, it is only fair for the clients to buy what they are knowledgeable about.  

vii) Invest in IT and digitalization of operations to meet up with the fast-changing technology. 

That is, with the fast-changing pattern of global trade from the physical movement of goods 

to generative artificial intelligence (AI) of transactions through streaming, Islamic trade 

finance ought to go digital or seamlessly electronic as well. 

viii) ITF institutions should equally fund capacity generation within the industry and in 

collaboration with standard-setting organizations and academic institutions. This could be 

through short training, medium to long term, and through funding of research and 

development. 

 

To drive Islamic trade finance in the continent, Afreximbank needs to  

ix) Collaborate with the Islamic Development Bank (IsDB) Group and other global Islamic 

finance institutions like the International Islamic Finance Liquidity Management 

Corporation (IILM), Islamic Financial Services Board (IFSB), Accounting and Auditing 

Organization for Islamic Finance Institutions (AAOIFI), in human capacity development 

through training and workshops on the mechanics of Islamic finance. 

x) The need to introduce the Murabaha mode of trade finance to increase the number of its 

trade finance products in its menu for more market coverage. 

xi) Arrange to guarantee countries in the continent to access trade finance resources from the 

ITFC, IsDB, and 

xii) Increase participation in the Arab-Africa Trade Bridge (AATB) programme with the IsDB 

to deploy more trade finance resources. 
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Figure 2: Structure of Conventional Letter of Credit 

 

Source: Accominotti and Ugolini (2019). 
 

Note: An exporter in country A sells goods to an importer in country B. The importer asks his 

local bank to issue a letter of credit in his favor guaranteeing the exporter that payment will be 

made upon presentation of documents. Payment is also guaranteed by the exporter's bank (the 

letter of credit is confirmed). The letter of credit is accepted by the issuing bank and the exporter 

discounts it to his local bank (obtains a credit). The arrows go as – 1. Applies for a letter of 

credit; 2. Sends a letter of credit; 3. Confirms letter of credit; 4. Sells letter of credit; 5. 

Discounts letter of credit/provides cash; 6. Ships goods; 7. Sends documents; 8. Presents 

documents at maturity; 9. Pays at maturity/provides cash; 10.  Credits at maturity. 

 

Based on the description of the instrument in Amiti and Weinstein (2011), BIS (2014), Niepman 

and Schmidt-Eisenlohr (2017), and World Bank (2021). 
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APPENDIX II 

                 

Figure 1.2: Structure of Murabaha Transaction 

Source: CIBAFI (2018) 
 

Note: 

1) The Importer/Applicant asks the Islamic bank to import the goods. 

2) The Applicant promises to buy the specific goods as agreed. 

3) The Islamic bank appoints the Applicant as the agent. 

4) The applicant signs the sale contract with the Exporter on behalf of the Islamic bank. 

5) The Islamic bank releases the Letter of Credit (LC) 

6) The Advising bank confirms the LC and informs the Exporter/Beneficiary. 

7) Exporters deliver the goods, and shipping documents are forwarded to the advising bank after the 

goods are shipped. 

8) The Exporter claims payment from the Advising bank. 

9) The Islamic bank forwards the payment to the Beneficiary through the Advising bank, and the 

Islamic bank sells the goods to the Importer based on the Murabaha contract. 

 
Seller/Exporter/Beneficiary Buyer/Importer/Applicant 

Issuing /Applicant/Bank 

Islamic Bank 

Advising/Negotiating/ 

Beneficiary Bank 

1 23 9 8 6 

5 

4 

7 
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Appendix III 

Definition of terms 

Name Description 

Islamic finance 

Islamic Finance is a moral system of finance that emphasizes the balance 

between for-profit activities, justice, tolerance, risk sharing, and social good 

as well as not-for-profit activities. It derives from the principles and practices 

of the Islamic legal system of Shari’ah 

Musharakah 

A case when an Islamic bank and the client form a partnership and jointly 

purchase the goods from the exporter through Documentary Credit, whereby 

the client’s ownership ratio in the value of goods is equivalent to the cash 

margin placed with the Bank. On arrival of the goods, the Bank sells its 

ownership share to the client on a cost-plus profit (Murabaha) basis. If the 

client opts for subsequent finance, financing profit is built into the Murabaha 

price and is paid on a deferred basis. 

Mudharabah 

The financier (rabbul mal) and the client (mudharib) form a joint venture, 

with the former taking investment of performance risk and the latter 

responsible for managing the venture. Profits are shared between the parties, 

while losses are borne entirely by the financier unless there is wilful neglect 

by the client.  

Murabahah 
This is a sale contract where the financier takes ownership of an asset (even 

briefly) before reselling it to the client at a higher price or markup. 

Ijarah 

A lease contract in which the financier leases the asset to the client, 

maintaining ownership of the asset for the duration of the lease, and possibly 

beyond. The lessee pays rent for the beneficial value of usufruct he/she 

enjoys. 

Istisna’a 

A business contract under which one party requests another to manufacture, 

construct, or build for a fee payable in advance, on a fractional basis or 

term. Otherwise, it can be a contract for acquisition of goods by specification 

or order, where the price is paid progressively per the progress of a job 

completion  

  

Wakalah 
Agency contract where an Islamic bank acts as the agent for the client to open 

a documentary credit against commission, without any ownership obligation. 

Kafalah 

A suretyship contract is a unilateral contract of guarantee where one party, 

such as an Islamic bank, agrees to stand in the place of a debtor before his or 

her creditors. Kafalah contract (when issued as a letter of guarantee) can 

serve as a credit enhancement and can greatly reduce the cost of borrowing. 

Islamic Letter of credit 

This is when the importer’s financial institution guarantees payment to the 

exporter once agreed-upon terms are met (e.g., goods have been shipped or 

delivered and are in satisfactory condition). 

Islamic Accepted Bills 

A short-term facility whereby a usance bill of exchange is drawn by the seller, 

accepted by an Islamic trade finance provider, and payable on a specific 

future date. 
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Import Documentary 

Credits 

A payment method that reduces risk and strengthens the client’s negotiating 

position with the seller. Payment is made only when the supplier has shipped 

the goods and complied with all the terms and conditions prescribed in the 

Documentary Credits. 

Shipping Guarantee 

An indemnity given by the buyer, countersigned by an Islamic bank, to a 

shipping company or its agent to allow the shipping company to release the 

merchandise to the consignee's name in the Bill of Lading. It is often issued 

under a Kafalah contract. 

Islamic Import finance 
A Shariah-compliant solution that assists clients in meeting their obligations 

under documentary credits or collections. 

Islamic Pre-Shipment 

export finance 

This is a Shariah-compliant solution that assists clients in fulfilling export 

orders at hand. Clients can obtain financing to buy raw materials, and 

manufactured goods, and pack them before shipment against the presentation 

of a Documentary Credit or confirmed purchase order from their buyer. 

Islamic post-shipment 

export finance 

A Shariah-compliant solution that provides access to exports or sales 

proceeds ahead of the due date. 

Letter of Guarantee-i 

Bank Guarantee-i is an irrevocable written obligation issued under the 

contract of Kafalah by the Islamic bank to assure payment in case of demand 

by the beneficiary. The Islamic bank, in essence, serves as a guarantor.  

Corresponding 

banking services 

When an Islamic bank undertakes any of the import or export banking 

services on behalf of its clients on the principles of Islamic finance. 

Currency Salam 

A case where a currency of one country is fully paid in advance to the seller 

and the seller provides the currency of the other country on an agreed future 

date to the buyer. It is arranged on the principle of Salam contract. 

Sources: Saudi Awwal Bank (SAB Bank), Maybank Malaysia,  

 

 


