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Abstract: This study explores the potential of Islamic finance as a viable alternative for small and medium enterprises 
(SMEs) in Uzbekistan, a country where Islamic banking is not yet institutionalized. Using a qualitative approach based 
on semi-structured interviews with 12 SME owners and 3 financial professionals, the research investigates perceptions, 
ethical concerns, financial needs, and institutional readiness regarding Shariah-compliant financial instruments. Thematic 
analysis revealed four major themes: ethical and religious alignment, limited financial accessibility, latent demand for 
Islamic alternatives, and regulatory challenges. Findings indicate a strong interest among SME stakeholders in adopting 
Islamic finance due to its moral congruence and perceived fairness. However, widespread implementation is hindered 
by legal, institutional, and informational gaps. The study concludes that, while significant barriers remain, Islamic finance 
has the potential to enhance financial inclusion and SME development in Uzbekistan if introduced through gradual, well-
regulated, and context-sensitive reforms.

Key words: Islamic finance, SMEs, Uzbekistan, Shariah-compliant financing, qualitative research, financial inclusion.

I N T R O D U C T I O N
Small and medium-sized enterprises (SMEs) are vital to economic development, especially in developing 

and transition economies, where they contribute significantly to employment, innovation, and poverty reduction. 
However, many SMEs struggle to access affordable and ethically acceptable financing. In Muslim-majority 
countries, this challenge is compounded by a disconnect between conventional interest-based banking and 
the ethical-religious preferences of entrepreneurs seeking Shariah-compliant alternatives (Ahmed, 2002; 
Obaidullah & Khan, 2008).

Islamic finance, rooted in Shariah principles, offers interest-free financial instruments such as Murabaha, 
Mudarabah, Musharakah, and Ijarah, which emphasize ethical conduct, risk-sharing, and asset-backed 
transactions (Khan & Bhatti, 2008). These tools have been linked to enhanced SME financing and financial 
inclusion in various Muslim countries (Abdullah & Dusuki, 2006). Uzbekistan, a Muslim-majority nation 
undergoing economic reforms, lacks Islamic banking infrastructure, yet there is growing demand among 
entrepreneurs for ethical financing options, particularly in rural and religiously conservative areas (El-Gamal, 
2006; World Bank, 2023).



SOCIAL, ECONOMIC, SCIENTIFIC, AND TECHNICAL ACADEMIC JOURNAL
IN

N
O

V
A

T
IO

N
 S

C
IE

N
C

E
 A

N
D

 T
E

C
H

N
O

L
O

G
Y

01.07.2025-YEAR

t.me/scupus_IST2100
108

https://ist-journal.uz

This study explores the perceptions and readiness of Uzbek SME stakeholders regarding Islamic finance, 
using a qualitative approach based on interviews. While prior research has focused on macroeconomic or legal 
aspects (Iqbal & Mirakhor, 2011), this study fills a gap by centering SME voices. The findings aim to inform 
policymakers and financial institutions about the potential for Islamic finance to serve as a tool for inclusive 
economic development in Uzbekistan and contribute to the underrepresented discourse on Islamic finance in 
Central Asia.

L I T E R A T U R E  R E V I E W
Islamic finance, rooted in the centuries-old principles of fiqh al-muamalat, offers a Shariah-compliant 

alternative to conventional finance by prohibiting interest (riba), excessive uncertainty (gharar), and unethical 
investments. Instead, it emphasizes asset-backing, risk-sharing, and moral responsibility (Iqbal & Llewellyn, 
2002). These values have positioned Islamic finance as both a religiously acceptable and socially inclusive 
model, particularly beneficial for financially marginalized groups like SMEs (Khan & Bhatti, 2008; El-Gamal, 
2006). Instruments such as Murabaha, Mudarabah, Musharakah, Ijarah, and Salam are designed to reduce 
the burden of fixed repayments and align with entrepreneurial risk-taking (Obaidullah & Khan, 2008; Dusuki & 
Abdullah, 2007).

Empirical evidence from countries like Malaysia, Indonesia, and Pakistan highlights that SMEs utilizing 
Islamic finance often experience improved credit discipline, stronger partnerships, and long-term sustainability 
due to profit-and-loss sharing (Yusof & Bahlous, 2013; Haniffa & Hudaib, 2007). Moreover, Islamic finance 
encourages transparency and trust between clients and institutions (Abdullah & Dusuki, 2006). Yet, widespread 
adoption remains limited by factors such as low awareness, overreliance on debt-based products, and deviation 
from risk-sharing ideals (Karim et al., 2008; Khan, 2010). Critics argue that this divergence from the original 
vision undermines its transformative potential (El-Gamal, 2006).

Regulatory readiness plays a critical role in Islamic finance implementation. Advanced systems in Malaysia 
and the UAE have thrived under dual-banking legal frameworks (Iqbal & Mirakhor, 2011), while Central Asian 
countries like Kazakhstan and Kyrgyzstan have begun adapting Islamic finance laws (Siddiqi, 2018). In contrast, 
Uzbekistan lacks such infrastructure, and scholarly literature remains sparse. Although recent studies indicate 
public interest in Islamic finance—especially in conservative regions—barriers such as limited institutional 
capacity, legal ambiguity, and lack of practitioner expertise persist (Turaev & Rakhimova, 2021; Rahmatova, 
2022). To address these gaps, this study adopts a qualitative approach (Creswell, 2013), focusing on SME 
voices to assess how Islamic finance can be viably introduced in Uzbekistan.

Figure 1. Conceptual framework for exploring islamic finance and sme development in Uzbekistan.

M E T H O D O L O G Y
This study employed a qualitative methodology using semi-structured interviews to explore the perceptions 

and readiness of SME owners and financial professionals in Uzbekistan regarding Islamic finance. A total of 15 
participants (12 SMEs, 3 financial experts) were purposively selected to ensure diversity in sector, experience, 
and religious orientation. Interviews, conducted in-person and online, lasted 30–60 minutes and followed a 
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thematic guide covering awareness, challenges, and expectations related to Shariah-compliant finance. 
Data were transcribed and analyzed thematically (Braun & Clarke, 2006) to uncover patterns in a context 
with no formal Islamic banking. Ethical procedures—including informed consent, confidentiality, and cultural 
sensitivity—were strictly followed, with ethical approval obtained from the relevant academic institution. The 
approach enabled rich, contextual insights into a value-laden and underexplored domain (Creswell, 2013).

F I N D I N G S  A N D  D I S C U S S I O N
The interview data revealed four primary themes that reflect the complex interplay of religious, economic, 

and institutional factors influencing SME attitudes toward Islamic finance in Uzbekistan. As illustrated in 
Figure 2, the central theme of “Interview Findings” branches into four interconnected dimensions: ethical and 
religious alignment, limited financial accessibility, demand for Shariah-compliant alternatives, and institutional 
and regulatory challenges. These themes emerged consistently across respondents and highlight both the 
motivations for and constraints against adopting Islamic financial instruments. The ethical dimension underscores 
how religious principles shape financing preferences, while the accessibility theme illustrates structural barriers 
in the existing banking system. Simultaneously, a latent demand for Islamic alternatives points to an untapped 
market, despite widespread uncertainty stemming from institutional unpreparedness and legal ambiguity. The 
thematic map not only organizes the findings visually but also reinforces the interconnected nature of the 
barriers and opportunities discussed throughout this study.

Figure 2: Thematic map of interview findings.

Ethical and Religious Alignment
A majority of the interviewed SME owners expressed concern about engaging with conventional banks 

due to the involvement of interest (riba), which they considered religiously impermissible. Several participants 
mentioned that their reluctance to seek formal financing was not due to a lack of need, but rather a moral 
conflict. For instance, one participant stated: “We know bank loans are haram because of interest. Even if my 
business needs capital, I avoid loans to stay within my religious boundaries.” This sentiment reflects a strong 
desire among many Uzbek entrepreneurs to maintain ethical consistency in their financial dealings.

Such findings are consistent with previous studies suggesting that religious beliefs significantly influence 
financial behavior in Muslim-majority societies, even in the absence of institutionalized Islamic finance 
(El-Gamal, 2006; Rahmatova, 2022). The implication here is that the demand for Islamic finance in Uzbekistan 
may be rooted as much in ethical values as in economic rationality. This further supports the idea that Islamic 
finance can act as both a financial and moral service provider (Obaidullah & Khan, 2008).

Limited Financial Accessibility
Another major theme was the persistent difficulty SMEs face in accessing credit through conventional 

banks. Participants cited high collateral requirements, rigid repayment schedules, and perceived favoritism 
toward large enterprises. Many SME owners viewed themselves as either unqualified or undesired by formal 
lenders. One interviewee commented: “Banks do not trust small businesses like ours. We are too small, too 
risky. They ask for big collateral, which we simply don’t have.”
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These challenges are not unique to Uzbekistan and mirror structural issues faced by SMEs globally (Yusof 
& Bahlous, 2013). However, in the Uzbek context, these barriers are further exacerbated by the absence of 
alternative financing channels. Several participants noted that if Islamic finance principles such as Mudarabah 
or Musharakah were available—where risk and profit are shared—this would better reflect the economic 
realities of SMEs and reduce pressure during uncertain periods. These observations reinforce the notion that 
Islamic finance, in theory, offers mechanisms more tailored to the financial capacities and risk profiles of SMEs 
(Khan & Bhatti, 2008).

Demand for Shariah-Compliant Alternatives
While awareness of Islamic financial products varied, there was a noticeable enthusiasm for the idea of 

Shariah-compliant financing once its principles were explained. Many participants showed interest in models 
that promote partnership, profit-sharing, and equity financing, particularly those that reduce reliance on fixed-
interest debt. One SME owner remarked: “If there was a bank that follows Islamic rules, I would definitely try 
it—even if the procedures are longer or stricter.”

These findings suggest a latent demand for Islamic finance, especially among entrepreneurs who seek to 
align their business practices with religious ethics. Interestingly, even participants with limited formal knowledge 
of Islamic finance expressed curiosity and openness. This parallels Karim et al. (2008), who noted that 
awareness campaigns and targeted education could significantly enhance adoption rates in emerging markets. 
It also challenges the assumption that Islamic finance only appeals to highly religious demographics; in this 
study, even non-practicing Muslims voiced interest based on the perceived fairness and risk-sharing aspects 
of Islamic finance.

Institutional and Regulatory Challenges
Despite strong interest, participants were aware of the institutional void in Uzbekistan regarding Islamic 

finance. Financial professionals interviewed in the study highlighted several barriers: the absence of legal 
recognition for Islamic contracts, lack of qualified Shariah boards, limited technical capacity within local banks, 
and insufficient regulatory alignment. One expert noted: “Even if a bank wants to offer Islamic products, there is 
no law to support that structure. It would require a complete overhaul of the regulatory framework.”

These structural challenges have been echoed in broader Central Asian contexts. For example, in 
Kazakhstan and Kyrgyzstan, initial steps toward Islamic finance required legal amendments and policy 
coordination between central banks and religious institutions (Siddiqi, 2018). Without such efforts, any attempt 
to introduce Islamic finance risks being either superficial or operationally constrained. In Uzbekistan, where 
conventional banking still dominates and Shariah-based financial literacy remains low, stakeholders emphasized 
the need for cautious, phased implementation—starting perhaps with pilot programs, regulatory sandboxes, or 
partnerships with international Islamic banks.

Implications for Policy and Practice
The findings suggest a notable opportunity for Uzbek policymakers to consider Islamic finance as part of 

a broader financial inclusion strategy. Given the ethical resistance to interest-based finance, combined with 
SMEs’ financial marginalization, Islamic finance could address both moral and economic gaps. However, the 
successful adoption of Islamic finance would require the establishment of enabling legal infrastructure, training 
of banking personnel, and widespread awareness-building campaigns to inform both potential clients and 
service providers.

Moreover, public-private partnerships may play a catalytic role. Government-backed initiatives, perhaps in 
collaboration with institutions such as the Islamic Development Bank, could help initiate demonstration projects 
that test Shariah-compliant products in selected sectors or regions. Simultaneously, academic institutions and 
religious scholars could contribute by developing standardized curricula, offering professional certifications, 
and guiding the creation of independent Shariah supervisory boards.

In sum, the findings reveal a favorable socio-cultural landscape for Islamic finance in Uzbekistan, particularly 
among SMEs that are ethically motivated and financially underserved. While challenges in institutional 
readiness remain, the expressed willingness of entrepreneurs to embrace alternative models opens a policy 
window for gradual experimentation and regulatory innovation. These findings underscore the importance of 
aligning financial product design with both the economic realities and value systems of the target population—
an approach central to the ethos of Islamic finance.

Limitations and Suggestions for Future Research
While the findings of this study offer valuable insights into the potential role of Islamic finance in supporting 

SMEs in Uzbekistan, certain limitations must be acknowledged. First, the qualitative nature and relatively small 
sample size limit the generalizability of the results, though the goal was to capture depth rather than breadth. 
Second, the study’s scope was geographically concentrated and may not reflect the full diversity of SME 
experiences across all regions of Uzbekistan. Moreover, since Islamic finance is not yet institutionalized in 
the country, participant perceptions were largely speculative and based on conceptual understanding rather 
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than practical experience. Future research could expand the scope by employing mixed-method approaches, 
involving a larger and more representative sample, or by conducting comparative studies with neighboring 
countries that have implemented Islamic finance frameworks. In addition, longitudinal studies may be valuable 
in assessing the actual performance and impact of Shariah-compliant financial instruments once pilot programs 
or regulatory reforms are introduced.

C O N C L U S I O N
This study has explored the perceptions, aspirations, and potential demand for Islamic finance among 

small and medium enterprise (SME) stakeholders in Uzbekistan—a country where formal Islamic banking is 
currently absent. Through qualitative interviews, it became evident that a significant number of SME owners 
are ethically averse to interest-based financing and seek Shariah-compliant alternatives that align with their 
religious values and financial realities. The findings highlight that Islamic finance is not merely a theological 
preference but is perceived as a practical and equitable solution for addressing the systemic barriers faced by 
SMEs, such as collateral constraints, rigid repayment terms, and exclusion from mainstream financial systems. 
Importantly, participants viewed Islamic financial instruments—particularly risk-sharing models like Mudarabah 
and Musharakah—as promising tools for fostering entrepreneurship, especially in sectors prone to volatility and 
uncertainty.

Despite this strong interest, the study also reveals considerable structural and regulatory barriers that 
inhibit the adoption of Islamic finance in Uzbekistan. The absence of legal frameworks, institutional expertise, 
and public awareness poses serious challenges to its implementation. Nevertheless, the findings point to a 
clear policy window for initiating foundational reforms, such as pilot programs, regulatory amendments, and 
public-private collaborations, aimed at introducing Islamic financial practices in a phased and sustainable 
manner. As Uzbekistan continues its transition toward a more inclusive and diversified economy, integrating 
Islamic finance into the national financial architecture could significantly enhance SME development, promote 
financial inclusion, and respond to the ethical preferences of its population. Future research should continue to 
explore stakeholder readiness, legal feasibility, and comparative regional experiences to support this emerging 
financial paradigm.
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