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Pathology of Bank-Owned Enterprises and Optimal Strategies for Corporate

Financing Under Sanctions

Abstract

This article investigates the role and impact of banks in financing production in Iran
and the associated challenges of bank-owned enterprises within the banking system.
Banks, as pivotal institutions in providing capital for production and economic
activities, bear significant responsibility in the national economy. Based on available
data, changes in their share of production financing reflect both growth and
challenges faced by banks in recent years. Despite their critical role, issues such as
economic sanctions, international restrictions, and structural problems have had
adverse effects on their performance. These factors have diminished banks' ability to
attract new deposits and reduced their competitiveness in the market. The present
article also analyzes the existing financing methods, such as bank loans, lease-to-own
arrangements, and bond issuance, emphasizing the importance of selecting the most
appropriate financing method considering the current conditions. In conclusion,
several recommendations are proposed to improve the state of financing and enhance
banks’ efficiency in supporting production. Among the suggested strategies are
reducing credit constraints, developing innovative financial instruments, and
enhancing interbank cooperation, all of which could contribute to improved economic
conditions.
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Introduction

The financial sector in any country, particularly the banking system, plays a critical role in promoting economic
development, stabilizing currency values, and providing liquidity to productive sectors. In the case of Iran, the
importance of banks in supplying capital to businesses has grown significantly under the increasing pressure
of international sanctions and structural limitations. As traditional sources of foreign investment and credit
lines have diminished due to external constraints, domestic banks have become the cornerstone of industrial
and commercial financing. However, this heavy reliance on banks has exposed systemic vulnerabilities,
especially due to the deviation of banks from their core functions into profit-driven activities such as ownership
and operation of non-banking enterprises, a practice known as “bank-based conglomeration” or bank-
enterprise integration.

Over the past decade, Iranian banks have significantly expanded their operations into real estate, capital
markets, and corporate ownership, diverting financial resources away from productive sectors. This shift in
strategic orientation has raised regulatory concerns and exacerbated issues such as liquidity mismatch, risk
accumulation, and inefficiencies in monetary policy transmission. Furthermore, the prolonged imposition of
economic sanctions by the United States, European Union, and the United Nations has deepened the divide
between banking operations and national economic needs by limiting access to global financial networks and
increasing the cost of financial transactions. This study explores the roots, manifestations, and consequences
of bank-enterprise entanglement, while offering practical solutions to redirect financial flows toward national
production goals under sanctions and fiscal tightening.



Methods and Materials

This research employed a qualitative, descriptive-analytical approach. Data were gathered through two primary
sources: 1) document analysis of legislative, regulatory, and institutional records relating to bank ownership,
financial performance, and legal mandates; and 2) semi-structured interviews with subject-matter experts,
including banking executives, financial policymakers, and academic economists.

Participants were selected purposefully based on expertise and were interviewed using flexible guides that
allowed for in-depth discussions. The collected data were analyzed thematically through qualitative content
analysis, and results were validated via member checks and triangulation with existing literature. The study
also incorporated data from secondary sources such as Central Bank reports, financial statements of
commercial banks, and parliamentary research publications.

Findings

The findings of the study reveal a multi-layered crisis in the Iranian banking system rooted in an increasing
detachment from core banking mandates. Banks have allocated a growing portion of their financial resources
to owning and operating non-banking enterprises. The data show that over 35% of banking assets in 2023 were
tied to non-operational or speculative assets—a sharp rise from 30% in 2015. This allocation is well above the
legally permissible 20% threshold, indicating a clear violation of regulatory ceilings.

Investment analysis from eight major banks reveals that one institution alone invested over 121 trillion tomans
(approximately $2.5 billion USD) in affiliated companies. This was primarily motivated by the need to
generate short-term returns in light of declining interest margins and rising operational costs. The structural
factors contributing to this trend include high deposit interest rates, weak loan demand in productive sectors
due to economic instability, and the profitability of real estate and currency speculation amid inflation.

At the same time, sanctions have exacerbated credit constraints by limiting access to international liquidity,
increasing non-performing loans, and reducing trust in banking institutions. The table analyzing credit
allocation shows that 76.4% of bank loans in 2022 were directed toward working capital rather than long-term
investment or infrastructure development. Furthermore, the central bank's enforcement of mandatory lending
quotas and subsidized interest rates has undermined bank profitability and forced institutions to seek alternative
revenue sources via direct ownership of production firms.

Discussion and Conclusion

The analysis underscores a profound structural imbalance in the Iranian banking sector. While banks are legally
mandated to act as intermediaries channeling deposits into productive investments, the lure of profitability and
capital preservation amid inflation and sanctions has redirected them toward speculative and non-banking
activities. This not only contradicts the principle of functional specialization in financial markets but also
contributes to a misallocation of resources, stagnation in productive sectors, and weakening of monetary policy
efficacy.

The entanglement of banks in enterprise management has introduced significant governance challenges. Many
bank-owned firms are managed without adequate expertise, leading to inefficiencies, lower productivity, and
increased operational risk. Moreover, the dual role of banks as both creditor and owner creates conflicts of
interest and distorts credit allocation, ultimately reducing access to finance for independent firms and SMEs.
The impact of sanctions has further intensified these challenges. Blocked international assets, increased
transaction costs, limited correspondent banking relationships, and restricted access to foreign capital markets
have collectively squeezed bank balance sheets. To remain solvent and profitable, banks have increasingly
turned to domestic asset markets, particularly real estate and gold, which has had inflationary spillovers and
contributed to asset bubbles.

To reverse this trend, the study proposes a multi-pronged strategy. First, legislative reforms must reinforce
existing caps on non-banking ownership and enhance regulatory oversight by the Central Bank. Second, banks



must be incentivized to specialize by developing sector-specific financial instruments, such as industrial
development bonds or export financing tools, aligned with national priorities. Third, a gradual divestment plan
should be mandated for banks holding large shares in non-financial enterprises, accompanied by tax
disincentives for holding speculative assets. Fourth, transparency should be improved through public
disclosure of ownership stakes and consolidated financial statements of banking groups.

Additionally, in light of sanctions, a parallel financial strategy is needed to ensure capital availability for
production without reliance on external finance. This includes the promotion of FinTech platforms,
development of Islamic financial instruments, and establishment of special investment funds targeting strategic
industries. Public-private partnerships in financial infrastructure and stronger integration between universities
and banks for research and innovation can also help transition toward a more resilient financial ecosystem.

In conclusion, bank-based enterprise ownership in Iran is not merely a deviation from legal mandates but a
symptom of deeper structural inefficiencies and external constraints. Resolving this issue requires a
coordinated institutional response that blends regulatory reform, strategic divestment, and innovative financing
mechanisms to restore the banking sector’s role as a productive intermediary and driver of inclusive economic
growth.
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