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The Role of Banks in Financing Business Enterprises (Case Study: Kish Island)

Abstract

This study examines the role and significance of banks in financing business
enterprises, which influences investment growth through debt financing (loans). Data
were collected through interviews based on a researcher-designed questionnaire
administered to 150 small and medium-sized enterprises (SMEs) on Kish Island.
Subsequently, using a linear regression econometric model, key factors affecting
investment growth financed by debt were identified. The statistical analysis tool
applied was STATA software. The findings of this research indicate that there is a
reciprocal correlation between firm age, size, business plan, the three sectors of
manufacturing, commercial, and service companies, ownership variables, financing
sources, and the growth of investment financed by banks. Therefore, the results of
this study suggest that access to external financial resources through bank loans is an
important factor influencing investment growth.
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Introduction

Small and medium-sized enterprises (SMEs) are widely recognized as the backbone of private sector
development across the globe, given their significant contributions to employment creation, poverty reduction,
income distribution, and the empowerment of women and youth. Beyond their economic role, SMEs also play
a crucial function in fostering social, political, and cultural development. Nevertheless, despite their
importance, SMEs consistently face considerable barriers to growth, with one of the most critical being limited
access to finance. These financial challenges are evident in the difficulty SMEs encounter in securing sufficient
funds for start-up, expansion, and innovation. Financing typically comes from two principal sources: formal
channels such as banks and financial institutions, and informal sources such as loans from family and friends
(Gudke-Vega & McCahry, 2019). However, banks, as the main suppliers of formal financing, are often
reluctant to lend to SMEs due to their lack of adequate collateral and insufficient track records, which banks
interpret as increased lending risk. Banks pursue profit maximization, which entails simultaneously seeking
high returns, minimizing risk exposure, and ensuring liquidity by managing their cash reserves prudently. This
operational logic makes lending to SMEs particularly complex and often unfavorable from a banking
perspective (Rostami & Goodarzi, 2022).



In practice, these obstacles manifest in information asymmetries, small firm size, lack of reliable financial
histories, and inconsistent accounting data, which complicate credit assessments and discourage banks from
extending loans (Soheili, Fattahi, & Hassani, 2020). This challenge is particularly acute in Iran, where SMEs
account for nearly 80% of all business entities but struggle disproportionately with financial exclusion. Data
from the Central Bank of Iran (2023) reveal that only 4.5% of SME investments are financed by bank loans,
while more than 95% rely on private resources. This imbalance highlights a structural financing gap that
restricts their growth potential. Similar patterns have been observed internationally, where restrictive monetary
conditions and lack of credit availability disproportionately affect SMEs, especially those that are smaller and
younger (Finnegan, 2023). For instance, financial segmentation often raises borrowing costs and leads to credit
rationing, thereby reducing firms’ expectations of future loan availability (Girardon & Calabrese, 2020).
Previous studies in Iran and abroad have underscored these challenges. Research on supply chain financing for
SMEs shows that current systems compel each enterprise to individually apply for bank loans, post collateral,
and request working capital financing, which increases costs and creates inefficiencies in production cycles
(Motameni, Amini, & Salamaty, 2022). Other studies demonstrate that while venture capital and banks may
not significantly influence SMEs’ long-term debt or financial reporting, they still have a modest but direct
positive impact on firm performance (Safarpoor, Khoshkar, & Khosrovanipour, 2021). Moreover,
microfinance initiatives, as examined in case studies of lIranian agricultural banks, reveal how such
mechanisms can empower SMEs by enhancing equitable income distribution, boosting production, and
stimulating economic cycles (Saeedi, Amini, & Afshani, 2018).

On a broader scale, empirical evidence suggests that access to external financing is essential for investment-
led SME growth. For instance, Maziku (2012) demonstrates that coherent business plans are critical for
reducing information asymmetries and enabling banks to approve loans. Similarly, evidence from Brazil
highlights the financing gap created by insufficient collateral availability, even when guarantee schemes exist
(Gudke-Vega & McCahry, 2019). From the perspective of leverage and investment theory, excessive reliance
on debt can constrain new investments by diverting cash flows toward debt repayment (Ahn, Denis, & Denis,
2006). Taken together, these findings underscore the importance of understanding how banking access
influences SME growth in specific local contexts. Against this background, this study investigates the role of
banks in financing SMEs in Kish Island, Iran, with a particular focus on debt financing as a driver of investment
growth.

Methods and Materials

This study adopts an applied research design with a descriptive—survey method. The population includes SMEs
located on Kish Island, with a simple random sampling technique used to select 150 firms. Data collection
relied on a researcher-designed questionnaire administered through face-to-face interviews with firm owners
or financial managers. The instrument was validated through expert review and achieved a Cronbach’s alpha
reliability coefficient of 0.88. The questionnaire was divided into four sections: general firm and owner
characteristics; future development and investment orientations; business operations (including trade and
exports); and the existence of written business plans. The data were analyzed using linear regression
econometric modeling, with investment growth (measured by changes in employee numbers in 2023) as the
dependent variable. Independent variables included firm age, size, ownership structure, sector (manufacturing,
trade, or services), financing sources, and business plan status. Data analysis was conducted using STATA
software.

Findings

Regression analysis revealed that the model explained 36% of the variance in investment growth, with an
adjusted R2? of 0.36. Out of nine independent variables, six were statistically significant predictors of
investment growth. Business plans were found to have a positive and statistically significant effect, indicating



that firms with formal business plans exhibited higher investment growth compared to those without plans.
Sectoral differences emerged, with trade and manufacturing firms showing negative effects relative to service-
sector firms, suggesting that services invested more actively and experienced faster growth.

The ownership variable, measured by the number of firm owners, was positively significant, implying that
firms with more owners tended to achieve greater investment growth. Conversely, firm size (measured by
employee numbers) had a negative and significant relationship, highlighting that smaller firms demonstrated
stronger investment growth relative to larger ones. Firm age also showed a negative effect, consistent with the
idea that younger firms grow more rapidly than older counterparts. Educational attainment of owners or
managers, however, was not statistically significant, indicating that in this context, human capital did not
directly influence access to external financing or investment growth. These findings align with descriptive
statistics showing that SMEs in Kish Island suffer from chronic capital shortages, short operating histories,
and insufficient retained earnings, making bank loans their only viable option for financing.

Discussion and Conclusion

The results of this study provide empirical evidence on the role of banks in SME financing in Kish Island,
demonstrating that access to external debt financing significantly shapes investment growth. A key conclusion
is that having a formal business plan substantially improves the likelihood of securing bank loans, thereby
supporting higher levels of investment. This finding reinforces earlier research emphasizing the importance of
structured documentation in overcoming information asymmetries and facilitating bank decision-making.
Moreover, sectoral differences reveal that service firms are more capable of leveraging bank financing for
growth compared to manufacturing and trade firms, possibly due to faster capital turnover and reduced
collateral requirements.

The positive influence of ownership structure suggests that diversified ownership enhances financial
confidence and willingness to invest, whereas smaller and younger firms display greater dynamism in terms
of growth potential. The absence of significance for educational variables reflects the structural financing
constraints of Kish Island SMEs, where capital scarcity overrides the advantages of managerial expertise.
Taken together, these findings highlight both the opportunities and challenges SMEs face when relying on
banks for growth financing.

From a policy perspective, the study underscores the importance of reducing information asymmetries, creating
guarantee schemes, and fostering greater banking competition to improve financing conditions for SMEs.
Practically, it suggests that SMEs can enhance their growth prospects by developing robust business plans,
forming broader ownership structures, and targeting sectors with faster capital returns. Overall, the study
concludes that while banks play a pivotal role in SME financing, structural reforms and institutional
innovations are required to unlock the full potential of SMEs in driving economic growth in Kish Island and
beyond.
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