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1.1 Introduction : 

Jordan’s economy is among the smallest in the middle east, with limited 

agricultural, water, and domestic energy resources, deficiencies that have hampered 

socio- economic development in the country. Beside that Jordan’s economy has still 

under pressures of traditional economic problems such as: budget deficit, high 

unemployment rates, accelerated rates of poverty, external debt, and declining in most of 

economic indicators.  

Over the past 10 years, Jordan has had success pursuing structural reforms in 

education, health and privatization and liberalization. The Government of Jordan has been 

introducing social protection systems and reforming subsidies, creating the conditions for 

public-private partnerships in infrastructure and making tax reforms, including tax 

administration and management. In 2015, it has also focused on identifying concrete steps 

towards enhancing the investment climate and ease of doing business. 

Since the late 1980s, when Jordan sank into deep economic crisis, the IMF and the 

World Bank have urged Jordan to engage in neoliberal economic reforms—including the 

extensive  privatization of state enterprises—so as to reduce government spending. From 

the mid of  2013, Jordan  government engaged in new economic reform program with 

IMF, and another one in political reform pushed by the formal efforts mainly come from 

Jordan spring protests and the deals between official government and protest movement 

(Ministry of Finance, 2015). 

Adverse regional developments, in particular with the Syria and Iraq crises, 

remain the largest recent shock affecting Jordan, as reflected in the large refugee inflow, 

disrupted trade routes and lower tourism inflows. Despite larger financing of utility 

companies in 2014, the central government fiscal deficit improved thanks to continued 

fiscal consolidation efforts and a steadily expanding economy. While fiscal policy 

remains tight through 2015, the Central Bank of Jordan (CBJ) maintains its expansionary 

monetary policy(Central Bank of Jordan, 2015). 

Real GDP growth is forecast at 2.5% in 2015, reflecting an unexpected 

deceleration in the first quarter of the year but yet stronger private consumption and a 

narrower trade deficit, in part driven by lower oil prices. Real GDP growth is forecast at 
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3.7% in 2016, additionally reflecting investment projects in the medium term 

(Department of Statistics, 2015). 

Nonetheless, Jordan faces daunting challenges due to the regional instability, high 

unemployment, a dependency on grants and remittances from Gulf economies and 

continued pressure on natural resources. It will remain indispensable for Jordan to 

continue diversifying its energy supply in the medium term in order to reduce the large 

twin deficits and macroeconomic vulnerabilities. Sound economic policies and growth-

enhancing reforms will also be necessary to reduce the country’s vulnerability to external 

shocks. 

Creating conditions for increased private investment and improved 

competitiveness will help deliver the growth needed to generate employment and reduce 

poverty. The most important thing that the private economy in Jordan, is almost entirely 

comprised of SMEs, which represent nearly 99.6% of all firms outside the agricultural 

sector. This number is based on the latest Department of Statistics Enterprise Survey and 

measures all firms with 99 employees or less as a percentage of the total number of firms 

(Department of Statistics, 2015). 

Under these hard and sensitive conditions ,the SMEs appear as the key factor to 

achieving the target growth in Jordanian economy. The major advantage of the SMEs 

sector is its employment potential at low capital cost. Furthermore the labor intensity of 

this sector is much higher than that of the large enterprises. SMEs are increasingly seen as 

an essential ingredient in promoting inclusive growth, improving the well-being of the 

poor and women by providing significant income and employment generating 

opportunities (Ariyo, 2011).  

For SMEs to be successful in improving competitiveness, growing sales and jobs, 

and contributing more broadly to economic growth, they need access to appropriate 

working capital loans, investment financing, risk capital, trade finance, and other 

financial services. Restricted access to finance constrains SMEs expansion of capacity, 

adoption of innovations, and ability to look for and take advantage of new market 

opportunities, which in turn prevents the increases in competitiveness and employment 

that the region needs. The proposed line of credit directly addresses these constraints 

(Nsour, 2009). 

1.2 The Problem Statement: 

The Arab uprisings and the global financial and economic slowdown have 

negatively impacted the Jordanian economy and highlighted demands for a more level 

economic playing field and equity in access to economic and social opportunities. 

Already challenged in providing jobs to the more than 60,000 youth who enter the labor 

market annually, Jordan has seen unemployment rising. Youth and women were most 

affected, with unemployment, reaching 22.8% and 22.3% respectively.  

Moreover, regional disparities continue to pose additional challenges. Limited 

private sector jobs are available in the outlying governorates, where employment relies 
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largely on the civil service and other public sector jobs. At the same time, the private 

sector is hampered by difficulties in the business environment and inadequate access to 

finance. Job creation and economic inclusion are key priorities for Jordan today these 

goals will be advanced by improving access to finance, enhancing competitiveness, and 

fostering sustainable, private sector-led growth. 

So that ,the need for a small and medium businesses within Jordan is large. With 

slipping scores in the international rankings, and a looming youth unemployment 

problem, entrepreneurship, and competitive and growing SMEs are essential to Jordan's 

success. 

Thus far, there has been no focused SMEs polices that looks specifically at their 

needs, and no unified lobbying effort to ensure that policy makers are aware of this 

policies. It is important to note that the governmental policy deals specifically with high 

sized businesses and their issues. Larger reforms that cover the economy as a whole are 

noted, but are not the focus of SME under Jordanian spring pressures or under financial 

and political problems facing the economy.  

This is the best time to maximizing the social and economic role of SMEs in the 

economy. The competitiveness still the best choice also to avoid the recession the  in the 

economy. So that the success strategy basically standing on the financial resources 

available to fund these enterprises, and the researcher thinks that financial institutions are 

the main source of funding for this type of enterprises , and the Islamic banks still the 

main source of finance SMEs.               

1.3 Research Questions:   

The study statement begins from the following questions : 

1. Is there an effect of SMEs financed by Islamic Banks in decreasing the 

unemployment rate in Jordan? 

2. What is the level of productivity of SMEs  financed by Islamic Banks 

comparing with SMEs financed by specialized micro finance institutions in 

Jordan?  

1.4 Research Objectives:  

This study aims to achieve a set of objectives as follow:  

1. Measuring the effect of SMEs financed by Islamic Banks in decreasing the 

unemployment rate comparing with SME’s financed by specialized microfinance 

institutions in Jordan. 

2. Measuring the level of productivity of SMEs  financed by Islamic Banks 

comparing with SMEs financed by specialized microfinance institutions in Jordan. 

1.6 Research Significance:  

The importance of the current study comes from the following considerations : 

- It is from the rare scientific studies which try to measure the role of Islamic 

banks in economic development in Jordan . 
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- The study feedback of decision makers and the largely sized business’s 

managers. 

- This study try to measure the impact of SMEs on Macroeconomic level 

indicators such as unemployment rates and economic growth. So that it seems 

an important and valuable contribution to the literatures. 

1.7 Literatures Review :  

Most of studies, especially those dealing with Islamic finance, aimed at finding 

out the impact of such financing on a set of macroeconomic variables ,particularly the 

rate of economic growth, the domestic investment and the inflation rate. The results have 

confirmed the positive and strong impact of Islamic finance in promoting growth in local 

economies. Other studies found that financial constraints have clearly affected on SMEs 

profitability, and have clearly reduced them. The other studies have confirmed the 

positive impact of the Islamic banking on both the entrepreneurial motivation and the 

level of competitiveness of the SMEs.  

For instance, the Study of Fawwaz,Alawneh&Shawaqfeh (2015) shows a 

statistically significant positive relationship between Islamic finance and GDP, domestic 

investment, and economic growth. This means that the Islamic finance contributes 

significantly to the promotion of the economic activity and supports the process of 

economic development. The study confirmed that the negative correlation between 

Islamic finance and inflation rate means that Islamic finance enhances the production of 

goods and services in the economy and leading to decline the general price index.  

All of above result have confirms by the study of Imam and Kpodar (2015), which 

has shown that Islamic banking is positively associated with economic growth even after 

controlling for various determinants, including financial depth level. But the study of 

bank for international settlements (2014) shows that start-ups which report finance as 

their greatest constraint receive smaller new loans and evidence that financing constraints 

reduce start-up profitability. We do not find a similar relationship for older SMEs in pre-

crisis data. Therefore, policy initiatives which ease financing constraints for start-ups 

could play an important role in boosting economic growth. However, following the 

protracted financial crisis in Europe, we also find that financial constraints reduced 

profitability in the cohort. 

In 2014 a study by group of researchers (Oqool, Okab & Bashayreh (2014) 

showed that there is bi-directional long-run causality between real GDP and FINC 

(financial Islamic banking development) reflecting a positive contribution of Jordanian 

Islamic banks in financing the social and economic development in Jordan. The relation 

appears to be unidirectional relation between real GDP and DEPT running from real GDP 

to DEPT reflects the excess liquidity problem that all Jordanian Islamic banks suffer from 

it. With regarding to short-run causality there isn’t any significant relations between 

FIBD and EG.  
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The study of Hove, Sibanda & Pooe (2014) adds that Islamic banking has a 

positive impact on both entrepreneurial motivation and firm competitiveness while the 

relationship between entrepreneurial motivation and the business performance of SMEs 

was not statistically significant. Furthermore, the study found that competitiveness has a 

highly significant and strongly positive impact on business performance of SMEs.  

By the same token, the study of Sarwer, Ramzan & Ahmad (2013) showed that 

that Islamic banking in Pakistan had positive impact on economic development. Some 

scholars around the world consider the use of Islamic banking more convenient for 

economic development. This result also indicates that improving the infrastructure of 

Islamic finance in Pakistan could benefit economic development. Islamic banks can play 

an important role in Pakistan today.  

The study of Moruf (2013) showed the positive and significant relationship 

between microcredit delivery service and SMEs performance. However most micro 

finance businesses seem to be competing with the commercial banks in universal banking 

rather than the microfinance banking they were purposely established to undertake. This 

manifested in the hesitation of credit to SMEs for fear of repayment. We can say also, 

according to Onakoya & Onakoya (2013), that Islamic microfinance in concert with the 

right fiscal and monetary policies framework, will contribute positively to poverty 

alleviation in Nigeria. 

Consequently, The study of Asri & Ab.Manan in 2011 revealed that start up SMEs 

do not require much external funding for set up, and besides they are commonly deficient 

of the means to obtain added funds. As SMEs grow and expand, the need for additional 

fund will arise, thus the external financial needs will start to increase even though the 

internal funds represent a significant proportion of their available funds. Among the 

SMEs that have obtained external finance, the amount and tenure of the funds tend to be 

small and short to medium terms respectively. The finding indicated that the age and 

assets of SMEs are insignificantly correlated to their accessibility to finance. Thus, the 

study concludes that a wide variety of financial facilities provided by various agencies 

and financial institutions lead to greater accessibility to finance SMEs in the country. 

There is no doubt that the previous studies have shown the importance of Islamic 

finance in developing and improving SMEs and seeing it as an effective strategy in 

achieving growth and development, and its ability to absorb labor supply and creating 

new opportunities for Job seekers and increasing the incomes, and here (Santos, 2009) 

shows that SMEs are considered sustainable solutions that are reflected positively on the 

economic growth. But the study of Johnson (2013) showed that Islamic banks are not 

significantly correlated with economic growth. Most notably, including the Islamic 

banking instrument affects the strength of beta-convergence.  

Basic Solovian specifications show that convergence occurs; countries with higher 

initial GDP per capita grow more slowly. After accounting for the intensity of Islamic 

banking, this effect becomes much less statistically significant, suggesting that some of 



IJEBR / February, 2018/ Volume -V /Issue – 2/ Research Article –6 / 91-105                         ISSN:2395-2237  

International Journal of Economics Review & Business Research 
 

 96 

 

the effect of convergence may operate through the propensity to adopt Islamic banking. 

The results disaffirm the hypothesis that Islamic banks minimize the explanatory power 

of legal origin on economic growth due to their independent implementation of Shariah 

law; the results show that accounting for Islamic banks has no effect on the determinative 

power of legal origin. Finally, the correlation of Islamic banking and financial deepening 

is largely dependent on legal origin, resulting in negative effects for countries with British 

legal origin and positive for those with French legal origin. 

Generally, a lot of studies have tried to find and identify the impact and the 

relationship between the concept of Islamic finance, and a lot of economic indicators, and 

some studies differed in reaching an agreed about outcome. According to the concept of 

Islamic microfinance still there are a limited number of those studies that have tried to 

search this concept on certain variables, which is considered an important justification for 

conducting this study. 

1.8 Testing The Hypothesis: 

1.8.1 The First Hypothesis: There  is a statistical positive impact of SMEs financed 

by Islamic Banks in decreasing the unemployment rate comparing with 

SMEs financed by specialized microfinance institutions in Jordan . 

To test this hypothesis, it will be used Cobb–Douglas Production Function (C-D). 

This function is defined as the physical relationship between the quantities of production 

of the commodity and the quantities of inputs used in the production of each and can be 

expressed in the following form:  

Q = A       …............................................................ (1) 

 

Whereas:  A is Technological Progress. B0  is Elasticity of Production for Labor Factor. 

B1 is Elasticity of production For Capital Factor. Q is Value Added (Quantity of 

Production)  In JD. K is Capital granted In JD.  L is Number of Workers . 

This function will be used to measure the impact of increased funding resources 

on increasing the employment of workers in SMEs funded by Islamic banks under study 

after estimating the parameters in formula 7 and converting them into the logarithmic 

formula, adding the random error limit, which assumes that it achieves the conditions of 

applying the method of the ordinary least squares ( OLS), then calculate returns to scale 

of those projects and accordingly: 

1. If (B0 + B1) is greater than one, it means that the returns to scale are 

increasing. 

2. If (B0 + B1) is less than one, it means that returns to scale are decreasing. 

3. If (B0 + B1) is equal to one, then the returns to scale are constant. 

Based on the results of the logarithmic estimation of the Cobb-Douglas production 

function, and after adjusting the estimation process to take into consideration the 

autocorrelation problem experienced by the initial estimates, the results of the previous 

table (1) show that the capital factor (value B1) in SMEs financed by the Islamic banks 
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under study has no effect on production (as measured by value added) and this is shown 

from the "t" test value (1.147)  or by the (significant) which reached (0.295). Such an 

outcome indicates that SMEs financed by Islamic banks operating in Jordan (Jordan 

Islamic Bank, Islamic International Arab Bank) depend mainly on the labor factor of 

creating production (value added) more than the capital factor. Based on this result, we 

accept that SMEs financed by the Islamic banks under study are labor intensive. 

Although the results are attributable to SMEs financed by Jordan Islamic Bank as 

they achieved a statistically acceptable level for the labor factor (0.48), and consider it an 

important factor in generating production as measured by value added. The results were 

reversed in the SMEs financed by Islamic International Arab Bank. It was found that 

these enterprises rely on capital as a key factor in generating production according to the 

value of the significance level of t test (0.035). Therefore, the labor factor is not important 

in these projects, and it cannot be relied upon in the creation of production. Therefore, 

SMEs are not considered to be intensive or generating labor-factor nor labor intensive. 

Although the results of the assessment have been adjusted to eliminate the 

problem of self-correlation, the problem remains in the results of the estimate of all SMEs 

financed from all sources in the previous table except for all projects operating in the 

Jordanian economy. SMEs financed by Islamic banks were found to be characterized by a 

decrease in volume returns (0.338) compared to SMEs financed by specialized lending 

institutions (1.122) or by the total number of SMEs operating in the economy (1.748) 

Which is in the stage of increasing yields: This means that the productivity level of 

production factors in SMEs funded by Islamic banks under study is low, therefore there is 

a clear and substantial potential for increasing production levels. Perhaps more training of 

workers on modern job training methods in work place, as well as improving qualification 

levels will have the greatest impact on increasing the productivity of SMEs. 

In comparison with SMEs financed from various sources in Jordan, it was found 

that those financed by specialized lending institutions rely more on the capital factor than 

on the generation of production in terms of value added. The total SMEs operating in the 

Jordanian economy are considered to be intensive for labor and capital, mainly reliable in 

generating production. When comparing the total number of projects operating in the 

economy of different sizes, it was found that labor productivity was negative in some 

periods, and it was found that these projects positioned within the decreasing part of the 

returns to scale . 

Table 1: The Results of Applying Cobb-Douglass Function and Its Statistical Indicators. 

Statistical indicators 

 

B1 B0 SMEs Type  

r=0.867   R
-2 

=0.752    F=9.109 

Siq.=0.015 D-W=1.545 t*=1.895 

0.109 

(1.147) 

0.295 

0.229 

(2.477) 

0.048 

SMEs Financed By Islamic Banks  

r=0.981   R
-2 

=0.95    F=77.607 

Siq.=0.0    D-W=1.213   t*=1.895 

0.663 

(3.886) 

0.008 

0.459 

(1.941) 

0.1 

SMEs Financed BY Specialized  Institutions  
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r=0.972    R
-2 

=945    F=51.32 

Siq.=0.0   D-W=1.138    t*=1.895 

0.199 

2.311 

0.05 

1.549 

(6.427) 

0.001 

Total SMEs Operating In The Economy 

 

r=0.31    R
-2 

=0.096      F=0.32 

Siq.=0.73 D-W=1.865   t*=1.895 

-0.1296 

(0.765) 

0.473 

-0.468 

-0.695 

0.513 

Other Types of Projects Operating In The 

Economy 

*The values between the brackets indicate the value of the t test.  

* All values of " t "  with significant value 0.05 .      *"t" represents the value of the tabular test. 

 

In general, SMEs in the Jordanian economy are considered to be labor intensive 

and capital intensive and depend mainly on the labor factor to generate the value-added. 

This is largely in line with the arguments that SMEs are important in creating 

employment opportunities and absorbing surplus labor supply as opposed to larger 

projects which consumes a lot of capital and employs few workers. According to SMEs 

financed by Islamic banks under study, they are still less capable than their counterparts 

financed by specialized lending sources in the creation and provision of additional 

employment opportunities for many of the reasons to be discussed later. 

1.8.2 The Second Hypothesis : The productivity level of SMEs financed by Islamic 

Banks is higher than the Productivity level of SMEs financed by specialized 

microfinance institutions in Jordan commercial banks in Jordan.  

The partial measures of productivity refer to the average of production volume 

(measured by value-added) for each factor of production. It is called partial because it 

deals with each factor individually. These measures can be calculated by dividing the 

value added by the two factors of production (labor and capital), as the results of division 

show the average productivity of labor and capital. 

Table (2) shows the results of the average productivity calculation of the labor and 

capital factors using the value added for the year 2016 . SMEs financed by Islamic banks 

recorded higher average for the productivity of the labor factor compared to those SMEs 

funded from other sources under comparison. The productivity of the labor factor in other 

types of projects operating in the economy exceeded that of the SMEs operating in the 

economy, as well as of SMEs financed by financed specialized institutions. 

Average productivity of the capital factor in SMEs financed by the Islamic banks 

under study is less than that of the same factor in other types of projects operating in the 

economy. The average productivity of the capital factor in SMEs financed from other 

sources under comparison (except Islamic banks and specialized lending institutions), 

achieved the highest level of productivity. 

 

Table 2:  Average productivity of labor and capital factors for SMEs According to the 

source of funding in 2016 in JD. 

V/K V/L SMEs Type 

0.718 39529.6 SMEs Financed By Islamic Banks 
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0.778 3361.9 SMEs Financed By Specialized  Institutions  

7.8 8433.1 Total SMEs Operating In The Economy 

6.3 9369.1 Other Types of Projects Operating In The Economy 

 

In general, SMEs financed by the Islamic banks under study have achieved the 

highest average productivity for the labor factor, and surpassing the achievements of 

various small and large enterprises operating in the economy and financed from other 

sources. This result reinforces the belief that SMEs financed by these banks, and the 

efficiency of its production factors, particularly the labor factor. On the level of Islamic 

banks, SMEs financed by Jordan Islamic Bank have achieved the highest productivity of 

the labor factor, while these enterprises have achieved the least productivity of the capital 

factor compared with the SMEs financed by Islamic International Arab Bank. 

 

Table 3: Average Productivity of SMEs Funded by Islamic Banks. 

V/K V/L  

0.61 51859.3 JIB 

0.96 27165.9 IIAB 

Other measures called total average productivity which mean the average of total 

productivity of the of production factors, and the average volume of production 

(measured by value added) of all the productivity factors used in the production process. 

Table 4: Average of total productivity of SMEs according to sources of funding for the 

year 2016. 

ATP B1 B0 K L VA SMEs Type 

-0.342 1.752 2.769 150000000 1767 91599973 SMEs Financed By 

Jordan Islamic Bank 

0.557 1.5279 0.5279 88360000 2403 65279755 SMEs Financed By 

Islamic Arab Bank 

2.142 0.3225 0.6775 218360000 4170 156879728 SMEs Financed By 

Islamic Banks 

13.164 0.591 0.4091 4585952 15182 35685659  SMEs Financed By 

Specialized  

Institutions 

67.7 0114 0886 594944566 548455 4625766878 Total SMEs Operating 

In The Economy 

29.08 0.2169 0783 2039818954 1376588 12897316550 Other Types of 

Projects Operating In 

The Economy 

 

The table above (4) shows that SMEs funded by the Islamic banks under study 

have the least average total productivity of the production factors compared to SMEs 

funded from other sources under comparison. By this result, we refuse the first hypothesis 

which sees that SMEs financed by the Islamic banks operating in Jordan have the most 

efficient productivity. 



IJEBR / February, 2018/ Volume -V /Issue – 2/ Research Article –6 / 91-105                         ISSN:2395-2237  

International Journal of Economics Review & Business Research 
 

 100 

 

SMEs funded by specialized funding institutions have more total productivity of 

production factors than those of Islamic banks but less productive than SMEs financed 

from other sources operating in the economy. The reason for these differences in the 

average productivity of the production factors is mainly due to the quality of the labor 

factor in terms of training, skill and experience as well as the quality of machinery and 

equipment used in production. 

In the third hypothesis, we have, formerly, shown that SMEs financed by Islamic 

banks operating in Jordan are less economically efficient compared to their counterparts 

funded by other sources under comparison. It was found that the SMEs financed by 

Jordan Islamic Bank have negative productivity compared with their counterparts funded 

by the Islamic International Arab Bank. 

It has become clear that the average total productivity of production factors in 

SMEs financed by other lending sources (excluding specialized lending institutions and 

Islamic banks) exceeds the total productivity achieved by other types of projects 

operating in the economy 

1.9 The Discussion : 

The results found that SMEs financed by Islamic banks are less capable than their 

counterparts financed by different sources of creating additional job opportunities. The 

enterprises financed by these banks may focus on professions that require capital and 

technical equipment such as medical and engineering professions. Available data helped 

reach that result, as it indicates that the  average cost of one job opportunity in SMEs 

financed by Islamic banks is about JD 83,000 (53.5 thousand USD), and this clearly takes 

them away from being small projects in accordance with the capital standard. 

The SMEs financed by Islamic banks operating in Jordan were found to be in a 

period of diminishing returns, i.e., lower levels of productivity than those funded from 

other funding sources under study, perhaps improved work methods and management in 

these enterprises, and more training and development opportunities for employees in 

small enterprises funded by Islamic banks, will contribute to a short-term increase in their 

levels of productivity.  

There is no doubt that such results are contrary to the basic philosophy or 

argument behind the establishment of this category of projects, both in developing and 

developed countries alike. Here we clarify e.g. the development of this category of 

enterprises has been strongly associated with the levels of employment in the EU 

countries, which accounted for 99.8% of the total number of projects operating in the 

economy and managed to employ 650 million people (Ariyo, 2011), and in Eastern 

Europe, Japan and the USA, SMEs managed to operate a percentage ranging between 

55% - 80% of the total workers  in these countries (Katua, 2014). It also contributed to 

the creation of 79 million jobs in the Indonesian economy (Bps & Kukn, 2003) and about 

80% of the labor force in India (Indian Government, 2017) 
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At the level of the Arab countries, despite the modest contribution of SMEs in 

these countries, it is better than what  Islamic banks offer in this place, while their 

contribution reached 38% of the job opportunities in the Saudi market ( World Bank, 

1996) and 71% in the Tunisian economy (Arab Industrial Development & Mining 

Organization, 2002), and about 52% of the total labor force in the Yemeni market 

(Central Bureau of Statistics, 2007), their contribution did not exceed (0.76%) of the total 

new employment opportunities provided by the Jordanian economy for 2016 , also their 

share of the total labor force in the Jordanian economy did not exceed (0.3%), and this at 

a time when the share of the Development and Employment Fund alone in 2016 was 

about 13, 443 job opportunities which means (3.2) higher than that of Islamic banks under 

study, at a cost that did not exceed (16%) of the cost  of loans that Islamic banks  offered 

to provide this. 

Hence, we point out that the results of our study indicate that the capital used in 

SMEs financed by Islamic banks, despite its large size compared with those provided by 

other sources of lending did not have any effect on the added value generated by SMEs 

from those banks. The focus here is on the labor factor that uses developed capital 

equipment to generate this value. This conclusion is consistent with what is indicated by 

the fact that the performance of SMEs financed by Islamic banks is significantly lower 

than that financed by specialized lending sources. There is also a clear difference between 

the various studies that have confirmed the role of Islamic finance in providing job 

opportunities, especially in less developed countries (Onakoya, 2013).These studies also 

pointed out that the use of Islamic microfinance in a manner consistent with financial and 

monetary policies in the country will contribute positively to reducing poverty and 

unemployment rates. However, there are some studies that have confirmed that Islamic 

Finance has not had any positive role in promoting economic growth based on reducing 

poverty rates (Johonson, 2013). The reason for these results may be that the increasing 

demand for Islamic microfinance is based mainly on the religious concept of this type of 

credit (HALAL & HARAM), as well as the decrease in the cost of obtaining it compared 

to commercial banks and this clearly distanced it from the economic and social role that is 

supposed to be based on. 

This paper used two methods to measure the level of productivity in funded 

SMEs. The first used the partial measures of productivity that deal with each production 

factor separately from the other. The results of this method showed that SMEs financed 

by Islamic banks under study achieved the highest average of labor productivity 

compared to SMEs financed from other sources or even other categories of projects 

operating in the economy. The lowest level of productivity of this factor was in SME 

financed by the specialized lending institutions. On the level of productivity of the capital 

factor, the total of SMEs working in the economy achieved the highest average of this 

factor, while those financed by the Islamic banks ranked the lowest average.  
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This is due to the high cost of the job opportunity which reached JD 38000 in 

SMEs financed by Islamic banks as we have shown previously, It also shows that, 

according to the World Bank (1985), these projects are more likely to use capital factor 

compared to the labor factor. This is consistent with what is mentioned in the first 

hypothesis in this study. This result also shows that capital-intensive SMEs financed by 

Islamic banks are working at lower levels of productivity compared to the rest of the 

SMEs funded from other sources or even compared with other larger categories of 

enterprises operating in the economy. 

Using the second method to calculate the total productivity of the production 

factors, it was also found that the SMEs financed by the Islamic banks under study 

achieved the lowest average of total productivity relative to the two factors of production 

(labor and capital) together and this corresponds to what we explained in the previous 

paragraph that the quality of the labor force in SMEs under study lacks the expertise, skill 

and training necessary to manage these enterprises financed by Islamic banks. Islamic 

banks deal with all clients or borrowers with different objectives in a kind of equality 

without taking into account their suitability for this category of loans which are supposed 

be assigned to unemployed or low-income categories. 

In general, many studies have shown that SMEs are the most productive for both 

factors: labor and capital. (Abu Al-Hija, 1991) showed that the Jordanian industries 

achieved the highest productivity of the production factors. They also achieved positive 

growth rates in total productivity during periods of economic prosperity, while it achieved 

negative rates of productivity growth during economic slowdown periods (Al-Badri, 

1994). All of the above reinforces the hypothesis of exceeding the productivity levels of 

SMEs operating in the economy as a whole. This is evidenced by the results of our 

current study, which showed that SMEs achieved total productivity of the production 

factors that reached JD (67.7), which is the highest compared to the rest of the other 

categories of projects that have achieved only JD(29). However, the level of productivity 

achieved by SMEs financed by Islamic banks has achieved only JD ( 2.1) as an average 

of the total productivity of their production factors combined.  

The Implications:  

In this study, the results found that SMEs financed by Islamic banks are less 

capable than SMEs financed by different sources of creating additional job opportunities. 

The enterprises financed by these banks may focus on professions that require capital and 

technical equipment such as medical and engineering professions. Available data helped 

reach that result, as it indicates that the  average cost of one job opportunity in SMEs 

financed by Islamic banks is about JD 83,000 (53.5 thousand USD), and this clearly takes 

them away from being small projects in accordance with the capital standard. 

SMEs funded by Islamic banks operating in Jordan were found to be in a period of 

diminishing returns, i.e., lower levels of productivity than those funded by other sources 

under study, perhaps improved work methods and management in these enterprises, and 
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more training and development opportunities for employees in small enterprises funded 

by Islamic banks, will contribute to a short-term increase in their levels of productivity.  

This study used two methods to measure the level of productivity in funded 

SMEs. The first used the partial measures of productivity and the second used the total 

measures of productivity. The results showed that SMEs financed by Islamic banks under 

study achieved the highest average of labor productivity compared to SMEs financed by 

other sources or even other categories of projects operating in the economy. On the level 

of productivity of the capital factor, the total of SMEs working in the economy achieved 

the highest average of this factor, while those financed by the Islamic banks have the 

lowest average.  

Using the second method to calculate the total productivity of the production 

factors, it was also found that the SMEs financed by the Islamic banks under study 

achieved the lowest average of total productivity relative to the two factors of production 

(labor and capital) together and this consistent with the idea explained that the quality of 

the labor force in SMEs under study lacks the expertise. Skills and training necessary to 

manage these enterprises financed by Islamic banks. Islamic banks deal with all clients or 

borrowers with different objectives in a kind of equality without taking into account their 

suitability for this category of loans which are supposed be assigned to unemployed or 

low-income categories. 

According on the research problem, it can be highlighted by trying to answer the 

key question which says ’there  is a significant impact of Islamic Microfinance on 

economic growth in Jordan , and the two sub hypotheses were derived? There is more 

obvious in the role of SMEs funded by Islamic banks under this study. The high ratio of 

the cost of labor to capital is the main reason to decrease the SMEs ability in employing 

and absorbing surpluses of labor force. 

Based on previous findings, the study recommends  that there is a great necessity 

to change the structure of SMEs dependence on funding from specialized financial 

institutions (governmental) to depend on Islamic and commercial banks as a major source 

of financing for economic development in Jordan. The banks should establish joint units 

to provide microfinance to their applicants. This unit will collect the contributions of 

banks and capital and then be granted to the SMEs sectors in Jordan. This may require the 

presence of higher governmental authorities interested in planning and establishing 

SMEs, as well as developing legislation and laws governing this sector as well as building 

the infrastructure necessary to increase investment in this sector, especially in cities and 

villages that need it, and may need more mechanisms that link with the provincial 

development councils and strengthen the mechanisms of understanding and harmony 

among them. 

The government should also provide the necessary facilities to qualify and train 

microfinance applicants in the fields and sectors needed by the economy, and to link this 

training as a condition for obtaining microfinance from Islamic banks or government 
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financing institutions. Based upon that, the Vocational Training Corporation provides 

trainees and microfinance applicants with certificates and qualifications that ensure that 

they receive the necessary funding. As The Institute of Public Administration, represented 

by the National Training Center, provides training courses for the microfinance applicants 

in administrative, marketing and financial fields needed by the applicants for the small 

project to ensure its success and continuity in the market. 
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