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Risks and Challenges of Corporate Financing by Banks

Abstract

The issue of corporate financing by banks faces multifaceted challenges, including
credit, market, and liquidity risks, as well as operational and regulatory obstacles.
These challenges reduce banks’ ability to lend effectively, consequently limiting
firms’ access to financial resources. The root cause of this problem lies in constraints
arising from stringent regulations, lack of transparency in financial information, and
misalignment with the innovative needs of enterprises. Legal restrictions imposed
after financial crises have led banks to adopt a more cautious approach to financing,
which is particularly challenging for small and medium-sized enterprises (SMEs) that
are more dependent on bank resources. The primary solution to address these issues
is to strengthen risk management systems in banks, update banking regulations, and
create supportive mechanisms for enterprises. Greater transparency in financial
information, the use of innovative financial instruments, and diversification of
funding sources can also be effective measures. Implementing these solutions
requires close cooperation between banks and enterprises, reform of supervisory
policies, and the adoption of modern technologies for risk analysis. Improving the
transparency of financial information through the creation of shared platforms can
facilitate the lending process and reduce credit risks. Ultimately, these measures
contribute to sustainable corporate financing and enhance economic growth.
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Introduction

Corporate financing through banks remains a fundamental pillar of economic development, particularly in
emerging markets where alternative financing channels are limited. Small and medium-sized enterprises
(SMEs) are often highly dependent on bank loans due to restricted access to capital markets, yet their financing
is increasingly constrained by a complex interplay of credit, operational, market, liquidity, and regulatory risks
(Jenkins & Nini, 2014). In economies facing structural challenges, such as Iran, these risks are magnified by
external factors including international sanctions, macroeconomic volatility, and sudden changes in monetary
policy (Huynh, 2024). Credit risk, stemming from the inability of borrowers to meet repayment obligations, is
particularly problematic where credit rating systems are underdeveloped and financial transparency is low
(Duong, Khalifa, Sheikhbahaei, & Sualihu, 2024). Market risk—driven by fluctuations in interest rates,
exchange rates, and commodity prices—further complicates banks’ ability to provide stable credit lines
(Kumar, 2014). Additionally, operational risks arising from technological failures, cyberattacks, and human
error are becoming increasingly prominent as banks expand their digital infrastructure. Regulatory risk, shaped
by evolving compliance requirements and costly supervisory measures, can limit banks’ flexibility in
extending credit (Sergi & Niglia, 2019).

Post-financial crisis reforms, including Basel III standards, have strengthened banking sector resilience but
also raised capital adequacy requirements, thereby restricting lending capacity, particularly to SMEs (Sergi &
Niglia, 2019). The constrained lending environment exacerbates the financing gap for smaller firms, which are
often more vulnerable to shocks and less able to absorb higher borrowing costs (Ismail & King, 2018). Limited



financial disclosure and inconsistent corporate governance structures undermine banks’ ability to perform
accurate risk assessments, leading to heightened risk premiums and reduced loan approval rates. Furthermore,
in the context of sanctions, restricted access to international funding forces banks to rely heavily on short-term
domestic deposits, intensifying liquidity risk and increasing vulnerability to depositor runs.

Given these multifaceted challenges, the central research question is: What are the primary risks and obstacles
in corporate financing by banks in Iran, and which strategies can mitigate these challenges to enhance financial
stability and economic growth? The present study aims to address this question by providing a comprehensive
analysis of the associated risks, evaluating the structural constraints of the Iranian banking system, and
proposing actionable policy recommendations. The findings are expected to offer practical insights for
policymakers, banking executives, and corporate managers seeking to navigate an increasingly complex
financial landscape.

Methods and Materials

This study adopts a qualitative-analytical approach to investigate the risks and challenges associated with
corporate financing by banks. Data were collected from multiple sources, including academic literature,
regulatory reports, and case studies of the Iranian banking system. International comparative analysis was
incorporated to benchmark Iran’s regulatory and operational practices against those in advanced economies
such as the United States, United Kingdom, Germany, and Japan. The research involved thematic content
analysis to identify and categorize risk factors into five principal dimensions: credit, operational, market,
liquidity, and regulatory risks. Within each dimension, specific sub-risks were examined, and mitigation
strategies were evaluated. The analysis also integrated examples from recent Iranian economic conditions,
including currency volatility, inflationary pressures, and the impact of sanctions on banking operations. Data
triangulation was applied to ensure validity and reliability of findings, combining regulatory data, industry
reports, and interviews with banking professionals.

Findings

The findings reveal that Iranian banks face significant credit risk due to limited financial transparency and
inadequate credit rating systems. Economic downturns and inflation have reduced corporate repayment
capacity, leading to an increase in non-performing loans (NPLs). Market risk is amplified by exchange rate
instability, oil price fluctuations, and interest rate volatility, all of which directly affect loan pricing and
borrowing demand. Operational risk is exacerbated by outdated IT infrastructure, rising cyber threats, and
insufficient disaster recovery planning. Liquidity risk remains a critical issue, as overreliance on short-term
deposits and maturity mismatches between assets and liabilities leave banks vulnerable to funding shocks.
Regulatory risk is heightened by inconsistent policy implementation, high compliance costs, and sudden shifts
in monetary policy that disrupt lending conditions.

Sanctions have had a severe impact on banks’ ability to access international capital markets, compelling
reliance on unstable domestic funding sources. This has further constrained long-term financing for corporate
projects, especially in infrastructure and industrial sectors. Moreover, the absence of robust credit scoring and
financial disclosure mechanisms impairs risk assessment and increases loan default probabilities. SMEs are
disproportionately affected, facing higher borrowing costs and lower loan approval rates due to perceived
higher credit risk.

The study also identified several systemic weaknesses, including limited diversification in banks’ investment
portfolios, insufficient use of modern financial instruments such as derivatives and securitization, and a lack
of collaborative mechanisms between banks and enterprises to improve financial transparency. These
weaknesses collectively restrict banks’ capacity to innovate in product offerings and adapt to changing market
conditions.

Discussion and Conclusion



The analysis underscores the necessity of a comprehensive and integrated risk management framework to
strengthen the resilience of the Iranian banking sector and enhance its ability to support corporate financing.
Addressing credit risk requires the development of advanced credit rating systems and the institutionalization
of mandatory financial disclosure standards for borrowing firms. Such reforms would enable more accurate
risk pricing and reduce the incidence of NPLs. To mitigate market risk, banks should adopt hedging strategies
through derivative instruments and actively manage their asset-liability portfolios to reduce exposure to interest
rate and currency fluctuations.

Operational risk management must involve significant investment in cybersecurity infrastructure, employee
training, and disaster recovery systems. Liquidity risk mitigation can be achieved through the diversification
of funding sources, including the development of domestic bond markets and the introduction of emergency
liquidity facilities. Regulatory risk can be addressed by fostering transparent and consistent policymaking,
reducing the frequency of abrupt policy changes, and enhancing constructive dialogue between regulators and
financial institutions.

Sanctions-related constraints necessitate innovative domestic solutions, such as the creation of centralized
trade and settlement platforms to facilitate inter-firm transactions without relying heavily on foreign currency
transfers. Diversification of banks’ investment portfolios into real estate, securities, and other asset classes can
also distribute risk more evenly and reduce overdependence on traditional loan products.

The adoption of modern financial instruments, including structured finance products and risk-sharing
mechanisms, could expand corporate access to funding while reducing pressure on bank balance sheets.
Moreover, fostering close collaboration between banks and enterprises can improve the exchange of reliable
financial data, streamline the loan approval process, and build mutual trust. Drawing on international best
practices, such as Basel III compliance and the implementation of capital adequacy ratios, can further enhance
systemic stability and investor confidence.

Ultimately, ensuring sustainable corporate financing in Iran requires both institutional reforms and
technological innovation. Strengthening governance frameworks, aligning regulatory requirements with global
standards, and encouraging market diversification will position banks to better navigate volatility while
supporting long-term corporate growth. By integrating risk management with strategic lending practices, banks
can not only safeguard their financial health but also contribute to the broader goal of economic development
and resilience in an increasingly uncertain global financial environment.
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