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The aim of the present study is to identify the criteria affecting the financial
performance of the banking industry in supporting small and medium
enterprises (SMEs) with an emphasis on entrepreneurship. This research is
applied in nature and qualitative in method. The statistical population
comprised experts familiar with the research topic, including university
professors in the fields of banking and entrepreneurship, as well as senior
managers from Bank Mellat. The sampling was conducted theoretically,
resulting in interviews with 12 experts until saturation was reached. The
research approach was grounded theory, which involved interviews with
experts and three types of coding: open, axial, and selective. Data collection
was carried out through interviews with experts. To rank and categorize the
factors, determine the types of variables, and examine the relationships
between the model variables, as well as to assess the intensity of these
relationships and identify the influence and dependency of the criteria, a
combined ISM-DEMATEL method was employed. The results indicated that
the main categories of the model include validation, infrastructure, financial
policy, investment, risk, and transparency. Furthermore, based on the research
findings, the first level includes risk management; the second level includes
investment and financial transparency; the third level includes infrastructure;
the fourth level includes validation; and the fifth level includes financial
policies. The findings reveal that financial transparency, investment, and
validation are connective factors, while infrastructure and risk are dependent
factors, and financial policies are influential factors.

Keywords: Small and Medium Enterprises, Entrepreneurship, Banking
Industry, Grounded Theory
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Extended Abstract
Introduction

Entrepreneurship and its development are recognized as essential strategies for fostering
competitiveness in the global economy. The implementation of entrepreneurship strategies is crucial for
creating and sustaining opportunities and leveraging them to build a competitive advantage (Harisandi,
2024; Joel, 2024). Governments have long played a role in entrepreneurship development, particularly in
an era of technological advancements, environmental disruptions, and unpredictable events that influence
the business landscape (Meshulach & Kedar-Levy, 2022).

Entrepreneurship significantly contributes to economic growth by fostering innovation, creativity,
and competition (Dima et al., 2016). Entrepreneurs drive socio-economic progress by investing in local
economies, creating jobs, and advancing industrial development. In developed countries, a substantial
portion of economic growth is attributed to entrepreneurial activities, which generate value through
investment. However, this effect is less prominent in developing economies (Le & Ikram, 2022; Oana-
Ramona et al., 2021).

Small and medium enterprises (SMEs) form a large segment of developed economies and play a
pivotal role in job creation, poverty reduction, and industrial development. According to the Organisation
for Economic Co-operation and Development (OECD), SMEs account for over 95% of businesses in its
member countries and contribute to approximately 60-70% of employment. For example, in highly
industrialized countries such as Japan and Germany, SMEs contribute over 50% to GDP, while in
developing countries like Thailand, this figure stands at 38% (Moradi & Bayat, 2024).

Despite their economic importance, SMEs continue to face financial constraints. Access to
banking services and financial products is crucial for their survival and expansion, as they often lack the
liquidity for substantial investments. Unlike large corporations, SMEs struggle to access capital markets
and frequently lack the expertise required for financial management. Consequently, they rely on long-
term loans from banks to expand their businesses without losing ownership control (Roy & Shaw, 2021;
Sarwoko & Frisdiantara, 2016; Shiyuti et al., 2021).

Previous studies have explored various determinants of SME success. Pramono et al. (2021)
identified self-efficacy, the need for achievement, personal habits, and barriers to progress as critical
entrepreneurial characteristics (Pramono et al., 2021). Shiyuti et al. (2021) examined reasons for SME
failures and categorized them into four clusters: business failure effects, business failure prediction, causes
of business failure, and solutions to mitigate failure (Shiyuti et al., 2021). Roy and Shai (2021) developed
a credit ranking model for SMEs using BMW and TOPSIS methodologies, highlighting credit history,
liquidity, and repayment periods as key factors influencing loan approvals (Roy & Shaw, 2021).

Given the strategic importance of SMEs in economic development and their dependence on
banking industry support, this study aims to identify the criteria that influence the financial performance
of banks in supporting SMEs, with an emphasis on entrepreneurship.

Methods and Materials
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This study follows an applied research approach with a qualitative methodology. The research
employs grounded theory, incorporating expert interviews and three types of coding: open, axial, and
selective. The statistical population consists of experts familiar with the banking and entrepreneurship
sectors, including university professors and senior managers from Bank Mellat.

A theoretical sampling approach was used, leading to interviews with 12 experts until theoretical
saturation was reached. Data were collected through semi-structured interviews. To classify and rank
influencing factors, determine variable types, analyze relationships between model variables, assess the
intensity of these relationships, and identify the influence and dependency of the criteria, a combined ISM-
DEMATEL method was employed.

Findings and Results

The results indicate that the financial performance of the banking industry in supporting SMEs is
shaped by six primary factors: validation, infrastructure, financial policy, investment, risk, and
transparency.

1. Risk Management (First Level) — Risk emerged as a fundamental factor in the financial
performance model. Effective risk management is critical for ensuring sustainable SME support.

2. Investment and Financial Transparency (Second Level) — Investment and financial
transparency are key enablers for SME development, facilitating trust between financial
institutions and businesses.

3. Infrastructure (Third Level) — A robust financial and technological infrastructure enhances
banking support for SMEs, reducing financial risks and improving efficiency.

4. Validation (Fourth Level) — Accurate and comprehensive validation of SMEs' financial health
and business potential helps mitigate credit risks and improve loan accessibility.

5. Financial Policies (Fifth Level) — Strategic financial policies significantly influence banking
institutions' ability to support SMEs effectively.

The findings further classify these factors into different categories:

o Connective Factors: Financial transparency, investment, and validation serve as the primary
connecting elements.

« Dependent Factors: Infrastructure and risk are heavily reliant on other financial components.

« Influential Factors: Financial policies exert substantial influence on banking strategies and SME
support mechanisms.

Conclusion

The study identifies critical factors affecting the financial performance of banks in supporting
SMEs, underscoring the significance of risk management, investment, financial transparency,
infrastructure, validation, and financial policies.

Banks play a crucial role in mitigating financial risks and ensuring long-term stability in SME
financing. Transparent financial policies and structured validation mechanisms help banks accurately
assess the creditworthiness of SMEs, thereby improving access to financial resources.
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Despite the increasing recognition of SMEs as economic drivers, limited access to financial
services remains a significant barrier to their growth. Banks are often hesitant to extend loans to SMEs
due to their high-risk profile and limited credit history. The findings suggest that implementing structured
financial policies and improving risk management frameworks can enhance the efficiency of SME support
systems.

Infrastructure development is another critical factor in strengthening SME financing. A well-
established banking infrastructure enables efficient credit evaluation, risk assessment, and capital
allocation. Additionally, financial transparency ensures that SMEs maintain clear and reliable financial
records, improving their chances of obtaining financial support.

Investment is fundamental to fostering SME growth. While SMEs often struggle with liquidity
constraints, targeted investment policies and financial support programs can significantly enhance their
ability to scale operations. Policymakers and banking institutions should prioritize tailored investment
strategies that cater to the unique needs of SMEs.

The study highlights the need for a balanced financial strategy that integrates risk assessment,
investment planning, and financial policy reforms to create a conducive environment for SME
development. Policymakers and banking institutions must collaborate to design financial mechanisms that
address the needs of SMEs while minimizing risks associated with financial lending.

Future research should explore comparative analyses across multiple banking institutions to assess
the effectiveness of different financial support models for SMEs. Given the study’s reliance on expert
opinions within a single banking sector, broader investigations incorporating diverse banking institutions
and regional variations would provide a more comprehensive understanding of SME financing dynamics.

In conclusion, enhancing SME access to financial services requires a multifaceted approach,
incorporating robust risk management frameworks, strategic investment policies, transparent financial
practices, and well-structured banking infrastructures. By addressing these critical factors, the banking
industry can play a pivotal role in fostering entrepreneurship and economic growth.
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