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Experiences of Countries in Enterprise Formation Through Financing and Its

Developments

Abstract

Enterprise formation by banks refers to their role in establishing, growing, and
developing businesses, a process that is fundamentally dependent on enterprise
financing. However, the global financial crisis of 20072008 profoundly transformed
the landscape of financing, including enterprise finance. To clarify this issue and
examine the direction of these changes based on global experiences, this article
evaluates the developments and evolution of various business financing channels
before and after the crisis in European Union countries (including bank-based,
market-based, and Eastern European countries), the United States, and Japan. The
findings indicate that even in bank-based economies, enterprise financing through
banks has come under pressure, primarily due to the Basel III requirements
implemented after the aforementioned crisis, which obligated banks to shrink their
balance sheets. This credit tightening has been particularly severe for small
businesses compared to large corporations. Meanwhile, in market-based economies,
equity-based financing has declined due to market conditions and has been
increasingly replaced by debt-based financing, such as corporate bonds. Furthermore,
as both bank-based and equity-based financing channels face growing constraints,
alternative financing—although still limited—is gradually increasing, offering a
partial solution for the financial needs of small and medium-sized enterprises (SMEs).
A more detailed analysis of Germany, the most bank-based economy in Europe, also
reveals a shift from a purely bank-based financing system toward strengthening
market-based financing. Therefore, although bank financing in Iran—as a bank-based
economy—tremains the primary option for enterprise creation and growth, it is
recommended, based on international experience and the domestic credit constraints
caused by quantitative balance sheet controls, that market-based financing should
also be developed.

Keywords: Bank-led enterprise formation, bank financing, bank-based financial
system, global financial crisis.
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Introduction

The concept of bank-led enterprise creation (or enterprise facilitation by banks) has garnered increasing
attention in recent years as policymakers in bank-dominated economies seek alternatives to direct equity
ownership by banks. Traditionally, banks in many countries—especially in Iran and Germany—played a
central role not just in financing but also in owning and managing enterprises. However, concerns over
inefficiencies, resource misallocations, and conflicts of interest prompted a shift in regulatory paradigms
toward curbing such direct involvement.

The global financial crisis of 2007-2008 profoundly reshaped the landscape of corporate financing. What had
long been considered reliable financial intermediation channels—especially bank credit—suddenly became
restricted due to deleveraging pressures and tighter regulatory capital requirements. This upheaval highlighted
the vulnerabilities of bank-centered systems and emphasized the need to diversify financing mechanisms
(Levine, 2005; Shularick & Taylor, 2012). As a result, many economies, including those traditionally
dominated by bank finance like Germany and Japan, began to explore capital-market-based and alternative
financing channels.

At the same time, the Basel III framework introduced stricter capital adequacy norms, pushing banks to shrink
their balance sheets and improve liquidity ratios. This regulatory shift further constrained the lending capacity
of banks, especially towards small and medium-sized enterprises (SMEs), which already face difficulties in
accessing formal credit (De Haas & Van Lelyveld, 2014; OECD, 2024). Meanwhile, market-based economies
such as the United States experienced shifts from equity financing to bond issuance, adapting to investors' risk
appetite and regulatory shifts (Bijlsma & Zwart, 2013; Kalara & Zhang, 2018).

In this context, the present study seeks to answer two core questions: (1) To what extent has corporate financing
evolved in different economic blocs—namely, bank-based EU countries, market-based EU countries, Eastern
Europe, the U.S., and Japan—after the financial crisis? (2) How has Germany, as the most bank-centric
economy in Europe, adjusted its financial system to these global shifts?



Methods and Materials

This research adopts a comparative, cross-national approach to examine the evolution of corporate financing
mechanisms across major economies before and after the global financial crisis. The data were drawn from
publicly available international financial statistics, including corporate credit volumes, bond issuance, equity
market capitalization, and alternative financing flows. The analysis was conducted through time-series
observation, principal component analysis for country clustering, and structural trend identification across
bank- and market-based systems.

The countries were grouped into four categories: (1) bank-based EU economies (e.g., Germany, Italy, Spain);
(2) market-based EU economies (e.g., France, Sweden, UK); (3) Eastern European economies (e.g., Hungary,
Romania); and (4) outliers or financial hubs (e.g., Luxembourg, Malta). The United States and Japan were
included for comparison.

Germany was selected as a case study to evaluate internal financial policy reforms, including regulatory
changes, shifts in banking business models, and the development of capital markets for SMEs.

Findings

The study’s findings reveal clear shifts in the financing patterns of enterprises across all country groups post-
crisis. First, corporate bank lending experienced significant contraction, especially in European countries. Even
in bank-centered economies, credit to non-financial corporations declined and never returned to pre-crisis
levels. For example, Germany and Southern European countries observed deep credit shortages post-2009,
largely due to the implementation of Basel III requirements.

Second, equity financing through public markets, while rebounding in nominal value in countries like the U.S.
and Japan, remained depressed in many EU countries. The value of stock markets as a percentage of GDP rose
in the U.S. and market-based EU countries, but this often reflected price recovery rather than increased equity
issuance. In fact, the volume of new share issues and venture capital investment declined in most countries
between 2000 and 2016, only slightly recovering in select EU market economies post-2012.

Third, debt financing via corporate bonds rose significantly. In market-based EU countries and the U.S., bond
markets became an attractive source of financing, particularly due to historically low interest rates. The average
ratio of corporate bond issuance to GDP increased steadily, rising from around 10% to 15% in the EU over a
decade.

Fourth, alternative financing mechanisms such as factoring, crowdfunding, and angel investment saw rapid
growth, especially in EU bank-based countries. The use of factoring as a percentage of GDP increased
markedly, driven by constrained bank lending. However, despite this growth, the overall share of alternative
financing remained small—rarely exceeding 1% of GDP.

In the German case study, despite the persistence of a bank-dominated system, several structural adjustments
were evident. Large banks shifted towards fee-based businesses such as investment banking and asset
management. Regulatory authorities supported capital market development, including the promotion of SME-
focused stock exchange segments. Nevertheless, Germany’s financial system remains predominantly bank-
centric, with ongoing reliance on traditional credit mechanisms.

Discussion and Conclusion

The empirical analysis suggests that the global financial crisis acted as a major inflection point in corporate
financing dynamics. Across both bank- and market-based economies, conventional bank lending declined
significantly post-crisis, particularly due to regulatory capital constraints and credit risk aversion. This was
most pronounced in bank-centered economies, which had previously relied heavily on bank intermediation for
corporate financing. As banks were forced to deleverage and comply with Basel I1I, they curtailed lending,
disproportionately affecting SMEs.



Market-based economies responded by expanding the role of bond markets, with corporate debt becoming a
more prominent source of funding. However, equity financing did not follow the same recovery trajectory;
while market capitalization rebounded, actual equity issuance and venture capital funding remained subdued
in most regions. This limited the capacity of high-risk ventures and startups to raise funds through traditional
equity markets.

Alternative financing mechanisms, though growing rapidly, have not yet matured into a systemic solution.
Their limited scale and institutional reach constrain their effectiveness as a full substitute for traditional
channels. Nonetheless, their targeted role in bridging financing gaps for SMEs and innovative enterprises
cannot be underestimated.

The German case illustrates both the resilience and rigidity of a bank-centric system. Despite deliberate efforts
to enhance market mechanisms and reduce reliance on direct bank lending, structural inertia remains strong.
Cultural, institutional, and regulatory factors continue to uphold Germany’s traditional financing model.
However, changes in bank business models and international regulatory pressures are gradually nudging the
system toward greater hybridity.

From a policy standpoint, these findings imply that relying solely on bank-based financing in countries like
Iran may not be viable in the long term. While such systems can provide stable funding during normal times,
they are vulnerable to systemic shocks and regulatory tightening. As such, diversifying financing sources by
developing capital markets and fostering alternative financing ecosystems becomes crucial.

In conclusion, enterprise facilitation through banks in a post-crisis world must adapt to a multi-channel
financing paradigm. Policymakers must recognize the limitations of traditional models and embrace hybrid
systems that integrate banking, market, and alternative mechanisms. Such diversification is especially essential
for supporting SMEs, fostering innovation, and ensuring financial system resilience in the face of future
economic disruptions.

Beck, T., Degryse, H., & Kneer, C. (2014). Is more finance better? Disentangling intermediation and size effects of
financial systems. Journal of Financial Stability, 10, 50-64.

Bijlsma, M. J., & Zwart, G. T. (2013). The changing landscape of financial markets in Europe, the United States and
Japan (Bruegel Working Paper No. 2013/02). Bruegel.

De Haas, R., & van Lelyveld, I. (2014). Multinational banks and the global financial crisis: Weathering the perfect
storm? Journal of Money, Credit and Banking, 46(1), 333—-364.

Kalara, N., & Zhang, L. (2018). The changing landscape of firm financing in Europe, the United States and Japan
(CPB Discussion Paper No. 383). CPB Netherlands Bureau for Economic Policy Analysis.

Levine, R. (2005). Finance and growth: Theory and evidence. In P. Aghion & S. Durlauf (Eds.), Handbook of
Economic Growth (Vol. 1, pp. 865-934). Elsevier.

Mian, A., & Sufi, A. (2014). House of debt: How they (and you) caused the Great Recession, and how we can
prevent it from happening again. University of Chicago Press.

Organisation for Economic Co-operation and Development. (2024). Financing SMEs and entrepreneurs 2024: An
OECD scoreboard. OECD Publishing.

Shularick, M., & Taylor, A. M. (2012). Credit booms gone bust: Monetary policy, leverage cycles and financial crises,
1870-2008. American Economic Review, 102(2), 1029-1061.



