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Enterprise Ownership or Enterprise Creation;
The Approach of Development Banks

Abstract

Financing infrastructure projects and industrial development initiatives has always
been one of the main challenges faced by developing countries, in which development
banks can play a significant role. Development banks are financial institutions whose
primary function is to provide long-term financing for productive and infrastructural
sectors, often accompanied by technical and managerial assistance. The activities of
these banks, due to their developmental nature, differ fundamentally from those of
commercial banks. Commercial banks generally aim at generating profit and
maximizing shareholder wealth by extending loans that are short-term, quick-
yielding, and low-risk. In contrast, development banks, through mobilizing and
allocating medium- and long-term resources, encouraging and facilitating private
sector investment, and offering expert technical services in legal and economic
domains, seek to address investment-related challenges. The present study, using a
descriptive method, examines the financing mechanisms of selected development
banks in various countries and their role in investment and economic development.
The findings indicate that equity ownership in enterprises and providing their
financial needs, with a defined exit strategy—referred to as enterprise creation—is
among the common approaches adopted by these banks. This approach, for reasons
such as reducing information asymmetry between lenders and borrowers, mitigating
agency problems, aligning the interests of enterprises and banks, and granting
enterprises long-term access to financial resources, can play a critical role in capital
formation. Therefore, in the current state of the Iranian economy, where the need for
investment is strongly felt and where information asymmetry increases the likelihood
of diverting credit toward non-productive activities, adopting this approach in
financing can pave the way for higher levels of development and economic growth in
targeted sectors.
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Introduction

Financing large-scale infrastructure projects and industrial development initiatives has always been one of the
most pressing challenges for developing economies, where constraints on government budgets and limited
private sector capacity restrict capital formation. In such contexts, development banks play a critical role by
mobilizing medium- and long-term resources, supporting private sector initiatives, and providing technical and
managerial assistance to reduce investment risk and overcome financing barriers (World Bank, 2016). Unlike
commercial banks, which generally prioritize short-term, low-risk lending to maximize shareholder wealth,
development banks adopt a broader developmental mission, addressing market failures, fostering structural
transformation, and promoting inclusive growth (Hu, Schclarek, Xu, & Yan, 2022).

The literature emphasizes that development banks not only provide financial resources but also act as
instruments of policy to stimulate long-term investment in strategic sectors. For instance, Musacchio,
Lazzarini, Makhoul, and Simmons (2017) highlight their countercyclical role in crisis periods, while Ojo
(2013) stresses their potential to mitigate information asymmetry and agency problems between lenders and
borrowers. In addition, Jiang, Xia, Xu, and Yan (2023) demonstrate that development banks, through optimal
capital structures and dynamic contracting, reduce bankruptcy risks during infrastructure project construction
phases, thus enhancing stability in long-term financing.

Historical experiences further reinforce these arguments. The rise of late-industrializing economies such as
Korea, Brazil, and India was closely linked to proactive development banking policies, where state-backed
institutions mobilized resources for industrialization, coordinated complementary investments, and supported
infant industries (Amsden, 2001). Similarly, the African Development Bank (2020) has documented
contemporary cases where targeted interventions in infrastructure and utilities significantly enhanced
economic performance in emerging regions. In Iran, persistent challenges of high liquidity growth,
misallocation of credit, and weak monitoring have constrained investment in productive sectors despite
abundant monetary expansion (Roshani, Azizi Sales, & Amiri, 2019). This paradox underscores the urgent
need for institutional mechanisms that align financial flows with developmental priorities.

Recent studies have critically examined the implications of bank enterprise ownership on economic growth.
Poursefer and Masoumi Nia (2022), analyzing panel data of 20 Iranian banks between 2001 and 2018, found
that bank enterprise ownership had a negative effect on growth, primarily due to inefficiencies and diversion
of resources into non-productive sectors. By contrast, models of enterprise creation, where development banks



temporarily acquire equity stakes with a pre-defined exit strategy, have been shown to reduce information
asymmetry, align incentives, and provide enterprises with sustained access to financial resources (Jiang et al.,
2023; Hu et al., 2022). Therefore, within the Iranian economy, the adoption of such an approach—enterprise
creation rather than permanent enterprise ownership—can offer a viable solution to strengthen capital
formation and enhance economic resilience.

This study investigates the role of development banks in financing mechanisms across selected countries, their
contribution to investment and economic development, and the potential application of enterprise creation
strategies in the Iranian context. By drawing on descriptive analysis and comparative experiences, it aims to
propose an alternative financing model that addresses structural inefficiencies in Iran’s financial system and
leverages development banking as a catalyst for long-term growth.

Methods and Materials

The study applied a descriptive and comparative research design, focusing on the financing approaches of
development banks in selected countries, including Korea, Brazil, India, and Canada. The analysis
incorporated historical data, secondary reports, and institutional documents to trace the evolution of
development banking practices and their implications for capital formation. Special attention was given to the
contrast between commercial bank lending patterns and development bank interventions, with a particular
emphasis on tools such as direct and indirect lending, equity participation, guarantees, grants, venture capital,
and project-based funds. The Iranian case was examined using macroeconomic indicators, liquidity trends,
credit allocation reports, and structural challenges documented by national statistics and central bank data.
Findings

The findings indicate that development banks in selected countries played a pivotal role in mobilizing resources
for industrialization and infrastructure development. For instance, the Korea Development Bank, during its
early years, allocated more than 80% of its resources to equity participation and infrastructure projects,
financed through industrial bonds and foreign capital inflows. Similarly, the Brazilian Development Bank
actively shaped the stock market and supported strategic industries through equity financing and venture
capital initiatives. In India, the Industrial Development Bank’s portfolio up to 1993 comprised domestic
currency loans (78%), foreign currency loans (10%), direct equity participation (7%), guarantees (4%), venture
capital (0.5%), and leasing (0.5%), with 60% of resources mobilized domestically.

Cross-country evidence also shows that development banks address diverse market failures. By financing small
and medium-sized enterprises (SMEs), high-tech ventures, and socially beneficial projects such as clean
energy, they mitigate information asymmetry, overcome coordination failures, and support projects with high
social but low private returns. Tools such as guarantees, grants, syndicated loans, and venture capital funds
were widely deployed to complement direct lending and reduce financial risks.

In Iran, despite rapid growth in liquidity—averaging 30% annually over the past decade—economic growth
remained modest at around 3%, with gross fixed capital formation experiencing negative average growth of -
0.3%. Analysis reveals that misallocation of credit, primarily due to information asymmetry, agency problems,
and weak monitoring, has diverted resources into non-productive activities. This has led to rising non-
performing loans, banking sector imbalances, and high inflation rates.

The descriptive analysis highlights that enterprise creation, involving temporary equity acquisition by
development banks with an exit strategy, is an effective approach to reduce agency problems, align incentives,
and extend long-term financial access. This model contrasts sharply with enterprise ownership, which has been
shown to have negative economic effects. Moreover, legal provisions in Iran, particularly Article 12 of the
Law on Financing Production and Infrastructure, allow banks to participate in project financing, asset
acquisition, and project funds through enterprise creation models, providing an institutional basis for policy
implementation.



Discussion and Conclusion

The results underscore the strategic importance of development banks as institutional mechanisms for
addressing financing gaps in developing economies. Historical evidence and contemporary practices
demonstrate that development banks not only provide long-term financing but also act as developmental agents
by coordinating investments, supporting structural transformation, and promoting socially beneficial projects.
The Iranian case illustrates the adverse consequences of information asymmetry, weak monitoring, and
misaligned credit allocation, which have constrained capital formation despite high liquidity levels.

By adopting enterprise creation as a financing strategy, Iranian banks can bridge these gaps, reduce non-
performing loans, and redirect resources into productive sectors. This approach enables banks to participate in
project development during the high-risk initial stages, provide technical and managerial assistance, and exit
once the enterprise reaches maturity. Such a model prevents the inefficiencies associated with prolonged
enterprise ownership and fosters a cycle of reinvestment, thereby enhancing overall economic resilience.

In conclusion, the study highlights that development banks, through enterprise creation, can play a
transformative role in the Iranian economy. By mobilizing long-term capital, aligning incentives, and
supporting private sector initiatives, they can contribute significantly to higher levels of investment and
sustainable economic growth. The findings suggest that reorienting Iran’s financial system toward a
development banking model, grounded in global best practices, is a pragmatic pathway for addressing
structural challenges and achieving long-term development objectives.
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