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The role of Islamic banks in financing small and medium enterprises
Case study of Al Baraka Bank of Algeria

Abstract : Recent years have noticed a growing realization in most countries with versatile degrees
of their developments where small and medium businesses play crucial role in the process of economic
and social development and to achieve basic development goals.

As the small and medium enterprises play important and key role in economic development
strategies in most countries of the world, providing job opportunities, making investment costs low and
maximizing the use of local materials and contribute in satisfying the needs of some of the large-scale
industries, both in raw materials or providing them the services.



For small and medium enterprises, finance is considered to be one of the significant obstacles.
The owners of these enterprises are generally neither craftsmen nor professionals, they don’t have
sufficient fund to enable them establish their enterprises, neither they have bank guarantees to get
loans.

Hence, the method of Islamic Finance System gives an important hope to small and medium
enterprises to play their roles in the economies of developing and developed countries alike. This
system of Islamic Finance, for those countries facing the problems of unemployment and poverty,
contributes to tackle with these problems. It also helps small and medium enterprises in achieving
development. That is because this method includes the use of available funds into the real projects
which is not achieved by other conventional methods in which the funds are used in the needs other
than those projects for which the funding was made, which exacerbates the problems of those projects.

Therefore we see the Islamic Banks play very positive role in financing and investment and in
different financial and socio-economical activities while being committed to the Islamic Law in
dealings, having such methods of finance that distinguish them from conventional banks, by
interdicting the usury in their financial dealings and prohibiting the interest rates in the implementation
of banking services.
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