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Abstract

This study examines the role of trust in reducing financing costs for small businesses from
the perspective of Islamic banking. Trust is a key factor in the financing process, and within
Islamic banking systems, characterized by Shariah-compliant contracts such as Murabaha,
its importance becomes more evident. Data were collected from 55 Islamic banks across ten
countries, including Iran, Indonesia, Malaysia, Saudi Arabia, the United Arab Emirates,
Turkey, Pakistan, Egypt, Nigeria, and Bangladesh, comprising 850 observations from bank
managers during the second half of 2024. The analysis was conducted using a probit
regression model in EViews. The results reveal that trust has a negative and significant
effect on Murabaha allocation, indicating that higher levels of trust reduce the likelihood of
offering Murabaha contracts. In such cases, banks tend to adopt alternative financing
instruments such as partnership or Mudarabah contracts, which involve lower risk.
Furthermore, bank size shows a positive and significant impact, suggesting that larger
banks, due to greater financial resources and stronger risk management capabilities, are
more likely to provide Murabaha financing. Engagement with multiple banks also has a
positive and significant effect on Murabaha allocation. These findings underscore the role
of trust as a catalyst for promoting alternative financing mechanisms while highlighting that
larger banks exhibit a stronger propensity toward Murabaha, especially short-term
contracts. The study recommends that Islamic banks enhance trust, leverage soft
information, and improve transparency as strategic measures to create favorable financing
conditions for small businesses.
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Extended Abstract
Introduction

Trust is one of the key factors in the financing process for small businesses, and in Islamic
banking systems, its role is especially evident in reducing financing costs and mitigating
the associated risks. Given the unique characteristics of Islamic banking, including the
use of Murabaha contracts and other financial contracts compliant with Shariah, trust
between banks and small businesses can have significant impacts on financing conditions
and resource allocation. This study analyzes the role of trust in reducing financing costs
for small businesses from the perspective of Islamic banking, using data from Islamic
banks in ten selected Islamic countries.

Method

This research is based on primary data collected from 55 Islamic banks across ten selected
Islamic countries. The countries examined include Iran, Indonesia, Malaysia, Saudi
Arabia, the United Arab Emirates, Turkey, Pakistan, Egypt, Nigeria, and Bangladesh. The
selection of these countries was based on criteria such as their prominent role in the
Islamic financial system, diversity in Islamic banking structures, large Muslim
populations, and the relative development of their financial systems. The data, consisting
of 850 observations from Islamic bank managers, was collected in the second half of
2024. The sampling method involved randomly asking respondents to select four
customers from their bank’s customer list. The data were analyzed using a probit
regression model and Eviews software.

Results and Discussion

The findings of the study revealed that the variable of trust has a negative and significant
effect on the allocation of Murabaha in Islamic banks. Specifically, Bank Size had a
significant positive effect with a coefficient of 0.852, indicating that larger banks are more
likely to offer Murabaha, as they have greater access to financial resources and better risk
management capabilities. Engagement with Multiple Banks also had a positive and
significant effect with a coefficient of 0.156, suggesting that businesses that work with
multiple banks have a higher chance of receiving Murabaha financing. Trust had a
negative and significant impact in both short-term and long-term Murabaha models, with
coefficients of -0.281 and -0.295, respectively. This indicates that the higher the level of
trust between banks and customers, the lower the likelihood of offering Murabaha. This
suggests that in cases of high trust, banks may prefer alternative financing options, such
as partnership or Mudarabah contracts, which carry less risk. In the long-term Murabaha
model, the variable Relationship Duration showed a positive effect with a coefficient of
0.0385, although it was not statistically significant. This indicates that banks with longer-
term relationships with their customers may be more inclined to offer long-term
Murabaha, but other factors such as credit ratings and internal bank policies play a more
significant role in these decisions.

Conclusion

The findings highlight the significant effects of trust between banks and customers on the
process of allocating Murabaha. Although banks with higher trust levels are less likely to
offer Murabaha, this suggests that trust can serve as a catalyst for offering other financing
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options, such as partnership or Mudarabah contracts. Larger banks, due to their greater
financial resources and more risk-tolerant policies, are more likely to offer Murabaha,
especially in the form of short-term contracts. These results are consistent with the
theoretical foundations of Islamic banking and previous studies and emphasize the
importance of long-term credit relationships and trust in financial decision-making
processes. It is recommended that Islamic banks focus on strengthening trust, utilizing
soft information, and enhancing transparency as key policies to improve financing
conditions for small businesses.
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