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Abstract

Small and medium enterprises
(SMEs) are fundamental pillars of

economic growth, contributing to job
creation, fostering innovation, and
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crucial role in financing SMEs but still
face challenges, including a lack of
innovation in financial instruments and
the need for more flexible financing
policies. The research recommends
expanding Islamic banking products
tailored for SMEs and encouraging
innovation in financing tools, such as
Islamic crowdfunding and specialized
investment funds. Additionally, it
emphasizes the importance of
enhancing collaboration  between
Islamic banks and government entities
to support SMEs, thereby contributing
to sustainable development .
Keywords: Islamic banks, Islamic
finance, small and medium enterprises
SMEs.
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driving  economic  development.
However, these enterprises face
significant ~ financial  challenges,

particularly in securing loans from
conventional banks due to high
collateral requirements and elevated
borrowing costs. In this context,
Islamic banks offer a Sharia-compliant
financing alternative based on various
financing modes such as Mudaraba
(profit-sharing), Musharaka
(partnership), Murabaha (cost-plus
financing), and Istisna (manufacturing
finance). These methods enable SMEs
to obtain necessary funding without
resorting to interest-based loans. This
research aims to analyze the role of
Islamic banks in financing SMEs by
examining the reality of Islamic
financing, the challenges it faces, and
its effectiveness in supporting the
growth and sustainability of SMEs.
The study also compares Islamic and
conventional financing, highlighting
the advantages of Islamic finance, such
as risk-sharing, promoting economic
justice, and enhancing financial
stability. The study adopts a
descriptive-analytical approach to
examine banking data and assess the
efficiency of Islamic finance in
supporting SMEs . The findings
indicate that Islamic banks play a
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