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Microenterprises are gaining increasing importance in achieving
economic and social development, particularly in developing
countries that aim to combat poverty and reduce unemployment.
Islamic finance is considered an effective means to support such
enterprises due to its connection with the real economy and its
commitment to the principles of Sharia, which emphasize justice and
solidarity. This study aims to identify the key challenges hindering
Islamic  finance in supporting microenterprises, including
administrative, legal, marketing, and technical difficulties, as well as
issues related to governance, human resources, guarantees, weak
technological infrastructure, and lack of transparency.

The study adopts a descriptive-analytical approach by reviewing
relevant literature and banking reports and analyzing the current
reality to extract practical recommendations. It concludes that the
absence of a unified legal framework, weak government support, and
institutional shortcomings are among the main obstacles facing
Islamic finance in this sector.

The study recommends the establishment of a state-supported
financing fund, the creation of a Takaful fund, offering incentives to
financial institutions, enacting clear legislation, and forming a higher
council to oversee microenterprises. The findings affirm that
addressing these challenges is essential to stimulating Islamic finance
and enhancing its developmental role.
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EXTENDED ABSTRACT

Micro and very small enterprises play a crucial role in promoting economic
growth and achieving comprehensive development, especially in
developing countries suffering from high unemployment and widespread
poverty. Islamic finance is considered an effective financing tool for these
enterprises due to its close connection to the real economy and its
adherence to Islamic principles based on justice, solidarity, and the
prohibition of interest. However, this type of financing faces numerous
challenges and obstacles that hinder its development and widespread
adoption.

Administrative challenges are among the most significant obstacles, as
financing institutions suffer from bureaucratic complexities, lengthy
procedures, and weak coordination between relevant bodies, leading to
delays in processing financing requests and delivering services to
beneficiaries. Governance weaknesses also appear in many institutions,
including a lack of transparency, overlapping responsibilities, and weak
internal control systems, which negatively impact performance efficiency
and the quality of financing decisions.

On the technical level, many institutions lack the appropriate tools and
methods to evaluate micro and very small enterprises and suffer from poor
information systems and the absence of accurate data, which hinders
decision-making based on sound economic foundations. These institutions
also face marketing challenges, such as weak ability to reach target
segments and insufficient awareness among clients about the importance
and characteristics of Islamic finance.

Legal and regulatory challenges are among the most influential obstacles,
as the legislative environment is characterized by instability, overlapping
laws, and the absence of a unified legal framework regulating this type of
financing. Additionally, there are Sharia-related issues due to differing
fatwas among various bodies, creating ambiguity and inconsistency in
providing Islamic financial products.

Regarding clients, many lack financial literacy and the ability to manage
their enterprises, in addition to weak documentation and records required
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to obtain financing. Institutions also suffer from a shortage of qualified
human resources in the field of Islamic finance, which affects service
quality and weakens program efficiency.

On another front, Islamic finance faces challenges related to limited
financial resources, high financing costs, and limited participation from
banks and major institutions in financing this type of projects. Guarantee
and risk issues also pose major challenges, as most owners of micro
enterprises do not have assets to offer as collateral, increasing financing
risks.

Furthermore, weak technological infrastructure and limited reliance on
electronic services hinder the ability of financing institutions to expand
and serve a larger number of clients, along with a lack of transparency in
some procedures, reducing clients' trust in institutions.

To analyze these challenges accurately, the study adopted a descriptive
analytical methodology, gathering information from various sources such
as previous studies, banking reports, and government data. This
methodology helped provide a clear description of the reality and an in-
depth analysis of the various obstacles facing Islamic finance for micro
and very small enterprises. In addition, the inductive approach was used to
identify common patterns and factors by reviewing specialized literature,
while the deductive method was employed to extract appropriate
recommendations and solutions based on the results obtained.

To address these challenges, the study proposes several recommendations,
including establishing a state-supported financing fund, creating a national
takaful fund to protect small financiers, offering incentives to financing
institutions, forming a higher council for the care of micro enterprises, and
unifying the legal and regulatory framework to simplify procedures and
provide a supportive environment for the growth of this vital sector.
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