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Abstract

Banks and financial institutions play a vital role in Iran’s economic development and stability. In
Kurdistan province, these institutions are particularly essential in addressing the financial needs of
enterprises. However, they face multifaceted challenges that hinder their effectiveness. This study
seeks to identify and evaluate the key banking challenges in the province using a qualitative thematic
analysis approach.This research adopts a qualitative thematic analysis method, engaging banking
and economic experts from the Kurdistan provincial system. Data was gathered through semi-
structured interviews, with participants selected via stratified snowball sampling. A total of 12
interviews were conducted, reaching data saturation. Experts highlighted and prioritized the most
pressing banking challenges.The challenges were categorized into three main domains: economic,
macroeconomic, and banking-specific. Economic issues include poor data on private bank resource
distribution, limited credit allocation to the productive sector, weak enforcement of account transfer
policies, and insufficient legal communication on loan support. Macroeconomic challenges
encompass low bank involvement in enterprise financing, perceptions of budget discrimination, high
deposit interest rates, and misuse of bank guarantees. Banking-specific problems involve inefficient
resource utilization, limited liquidity for loan repayment, restrictive central bank policies, and poor
repayment rates, particularly in the agricultural sector.To overcome these barriers, it is essential to
improve the local business climate, increase national resource allocation to provincial banks, and
promote lending to economic enterprises. Strategic reforms can enhance financial system
performance and drive sustainable development in Kurdistan.
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Introduction

In today’s global economy, banking and financial institutions are widely regarded as the backbone of
economic stability, growth, and development. In countries like Iran—where the economy is strongly
bank-based and access to capital markets is limited—banks are not merely intermediaries but act as
critical vehicles for economic mobilization and policy implementation. These institutions play a central
role in credit allocation, investment support, job creation, liquidity management, and promoting economic
inclusion. However, the Iranian banking system, particularly at the provincial level, has encountered
significant structural and operational constraints. The dual pressures of macroeconomic instability—such
as inflation, budget deficits, and sanctions—and micro-level inefficiencies—such as poor governance,
outdated banking technologies, and policy ambiguities—have cumulatively impeded the system’s ability
to support local economic activities effectively.Kurdistan province, similar to other less-developed
regions of Iran, relies heavily on the proper functioning of the banking system to stimulate investment,
support businesses, and enhance regional economic resilience. The economic environment of Kurdistan
is marked by a combination of underinvestment, weak infrastructure, and limited access to formal credit,
making the role of banks even more indispensable. Yet, the banking infrastructure in this region continues
to grapple with limitations in terms of resource mobilization, credit disbursement, enforcement of
regulations, and alignment with national economic policies. Addressing these challenges is crucial not
only for the region’s financial ecosystem but also for achieving broader goals such as reducing inequality,
increasing provincial competitiveness, and ensuring financial inclusion.Given the above, there is a
pressing need to systematically identify, classify, and analyze the challenges confronting the banking
system in Kurdistan province. By doing so, policymakers, financial regulators, and bank managers can
make informed decisions and adopt targeted interventions. This research thus aims to fill the gap by using
a rigorous thematic analysis to extract insights from field experts directly involved in the banking and
economic ecosystem of Kurdistan. Understanding these challenges can serve as a foundational step
toward strengthening financial infrastructure and enabling sustainable provincial development.

Methodology

This study employed a qualitative research design using thematic analysis to explore the multifaceted
challenges faced by the banking system in Kurdistan province. The research population consisted of
experienced banking and economic experts actively engaged with or recognized by the Kurdistan
provincial banking sector. Participants were selected through a stratified snowball sampling method,
ensuring representation across various institutions and organizational roles. Data collection was carried
out through semi-structured interviews that allowed respondents to elaborate on their perspectives freely,
while also adhering to a consistent framework to ensure comparability.A total of 12 in-depth interviews
were conducted until the point of data saturation was reached—meaning no new themes were emerging
from the interviews. The interviews were transcribed and coded manually, and recurring themes were
identified and categorized. The use of thematic analysis enabled the researchers to move beyond surface-
level observations and to uncover patterns, relationships, and underlying causes of the problems identified
by the participants. This method was particularly suitable for capturing the complex and context-specific
nature of challenges in the provincial banking system, which may not be apparent through quantitative
analysis alone.

Results and Discussion

Analysis of interview data revealed that the challenges faced by the banking system in Kurdistan province
could be broadly categorized into three interrelated dimensions: economic, macroeconomic, and banking-
specific.

Economic Challenges: These challenges relate primarily to the structure and function of the local
economy and its interaction with banking institutions. Participants emphasized the lack of comprehensive
data on how resources from private banks are allocated and utilized across the province. This opacity
creates inefficiencies and hinders informed policy decisions. Additionally, there was a noticeable
deficiency in the allocation of banking resources to productive sectors such as manufacturing, agriculture,
and services, which are vital for employment and growth. Another issue is the weak implementation of
policies mandating the transfer of large enterprise accounts from national to local banks—a policy
intended to enhance provincial liquidity and credit access. Moreover, participants reported inadequate
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dissemination of legal frameworks and support schemes that could help enterprises qualify for bank loans,
resulting in missed opportunities for economic empowerment.

Macroeconomic Challenges: These challenges stem from national-level economic and fiscal policies
that indirectly affect provincial banking performance. Experts pointed out the limited involvement of
banks in financing economic enterprises and home-based businesses, both of which are crucial for
inclusive growth. A persistent perception among stakeholders is that Kurdistan receives less favorable
treatment in national budget allocations compared to other provinces. Additionally, high interest rates on
bank deposits were cited as a double-edged sword—while they attract savings, they simultaneously
discourage borrowing and productive investment. Another concern was the issuance of bank guarantees
by certain banks without adequate scrutiny, leading to potential financial instability and credit risk.

Banking-Specific Challenges: These are internal to the banking institutions themselves. A significant
issue is the high ratio of asset utilization to available financial resources, which limits banks’ flexibility
in responding to new loan applications or unforeseen economic needs. Many banks in the region lack
sufficient liquidity to cover existing loan commitments, exacerbated by weak repayment structures.
Respondents also pointed to the restrictive monetary policy of the central bank, which further limits
lending capacity. In addition, a high rate of non-performing loans, especially from the agricultural sector,
was identified as a persistent burden that undermines financial health and risk management capabilities.

Conclusion

The findings of this study underscore the urgent need for a multi-level strategy to address the banking
challenges in Kurdistan province. On the economic front, there must be greater transparency and strategic
alignment in how banking resources are allocated to productive sectors. Macroeconomic interventions
should include equitable budget distribution, reform of interest rate policies, and stronger oversight on
financial instruments such as guarantees. Within the banks themselves, operational reforms are needed to
improve resource utilization, credit risk assessment, and liquidity management.Furthermore, regulatory
bodies must ensure better enforcement of policies aimed at decentralizing financial power, such as
requiring large firms to operate their accounts through provincial banks. Enhancing access to financial
literacy and legal awareness for enterprises can also improve loan eligibility and repayment
rates.Ultimately, improving the performance of the banking system in Kurdistan is not just a financial
issue—it is a strategic imperative for regional development, social stability, and long-term economic
resilience. The insights derived from this thematic analysis provide a grounded and actionable framework
for policymakers and banking leaders to initiate reforms that are both locally relevant and nationally
coordinated.
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