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Abstract:

This study aims to examine the impact of the COVID-19 pandemic on the market share of Iranian banks and to compare the
performance of state-owned and private banks during the crisis period. This applied study adopts a descriptive—survey design
and integrates primary survey data from 540 managers, employees, and customers of Iranian banks with secondary financial
data from 17 banks listed on the Tehran Stock Exchange for the period 2016—-2022. Data were analyzed using structural
equation modeling, panel and dynamic panel regression (GMM), and complementary statistical tests to ensure robustness of
inference. Hypothesis testing indicates that COVID-19 exerted a statistically significant negative effect on overall bank market
share, with a considerably stronger adverse impact on private banks. The interaction effects further reveal that during the
pandemic period, the market share of state-owned banks was significantly higher than that of private banks. Both SEM and
dynamic panel estimations confirm these results at the 95% and 99% confidence levels. The findings demonstrate that
government support mechanisms, policy-driven lending, and higher public confidence substantially strengthened the
competitive position of state-owned banks during the crisis, while private banks experienced greater vulnerability due to
resource constraints and higher risk aversion. Moreover, digital banking investment emerged as a critical moderating factor
in preserving bank market share.
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Extended Abstract

Introduction

The COVID-19 pandemic represents one of the most profound systemic shocks to the global economy and financial system
in modern history. Unlike previous financial crises that originated from within financial markets, COVID-19 emerged as an
exogenous shock that simultaneously disrupted supply chains, labor markets, consumption patterns, and financial
intermediation on a global scale (Acharya & Steffen, 2020; Borio, 2020). This unprecedented shock created extreme
uncertainty, sharp contractions in economic activity, and severe stress in banking systems across both developed and
emerging economies (Gormsen & Koijen, 2020; Ramelli & Wagner, 2020). Historical analyses of financial crises emphasize
that systemic shocks of this magnitude often reshape competitive structures within banking sectors, altering risk exposure,
credit allocation, and market dominance among financial institutions (Claessens et al., 2005; Reinhart & Rogoff, 2009; Taylor
& Williams, 2009).

Banks assumed a central stabilizing role during the pandemic by maintaining liquidity provision, credit flows, and payment
services to households and firms at a time when economic activity was severely constrained (Feyen et al., 2021; Li et al,,
2020). Governments and central banks implemented extensive policy interventions—ranging from liquidity injections and
regulatory forbearance to direct credit guarantees—aimed at preserving financial stability and preventing credit market
collapse (Borio, 2020; Feyen et al., 2021). However, these interventions did not affect all banks uniformly. The literature
increasingly suggests that ownership structure and institutional positioning significantly influence how banks absorb and
respond to systemic shocks (Bhatia & Kumar, 2025; Karim et al., 2021). In particular, state-owned banks often benefit from
explicit government backing, preferential access to liquidity, and elevated public confidence during crises, whereas private
banks face tighter funding constraints and heightened risk exposure (Bhatia & Kumar, 2025; Li et al., 2020).

Simultaneously, the pandemic triggered a rapid transformation in consumer behavior and service delivery models.
Restrictions on physical interaction and heightened health concerns accelerated the adoption of digital banking services and
financial technologies, fundamentally altering competitive dynamics within banking markets (Beck et al., 2021; Cruz-Cardenas
et al., 2021). Banks that had previously invested in technological infrastructure demonstrated greater operational resilience
and customer retention during lockdown periods (Feyen et al., 2021). Consequently, COVID-19 acted not only as a financial
shock but also as a catalyst for structural change in banking competition, reshaping the determinants of market share across
institutions.

Despite the growing body of research on the financial consequences of COVID-19, relatively limited attention has been
paid to its differentiated impact on the market share of state-owned versus private banks, particularly in emerging economies
where banking systems play a dominant role in economic financing (Nawal, 2024; Xiazi & Shabir, 2022). This study contributes
to the literature by empirically examining how the pandemic altered competitive positions within the banking sector and by
comparing the market share performance of state-owned and private banks under crisis conditions.

Methods and Materials

This study adopts an applied research design and employs a mixed empirical strategy combining survey-based field data
with financial statement analysis. Primary data were collected through a structured questionnaire distributed among

managers, employees, and customers of Iranian banks. A total of 540 valid responses were obtained. The questionnaire

measured perceptions of COVID-19 impacts, banking service performance, and market positioning.
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Secondary data consisted of audited financial statements of 17 banks listed on the Tehran Stock Exchange over the period
2016-2022. The study employed multiple analytical techniques, including structural equation modeling, panel regression,
and dynamic panel estimation using the Generalized Method of Moments (GMM), in order to control for unobserved
heterogeneity, endogeneity, and serial correlation. Robustness was ensured through diagnostic testing and complementary
statistical procedures.

Findings

Empirical results from both survey and financial data reveal that the COVID-19 pandemic exerted a statistically significant
negative effect on overall bank market share. However, the magnitude of this effect differed substantially between ownership
groups. Private banks experienced a significantly sharper decline in market share relative to state-owned banks during the
pandemic period. The interaction term between COVID-19 and state ownership was positive and highly significant, indicating
that state-owned banks expanded or preserved their market share under crisis conditions.

Dynamic panel estimates confirm that COVID-19 reduced bank market share directly, while the government-bank
interaction mitigated this decline. Lagged market share coefficients were positive and significant, demonstrating strong
persistence in competitive positioning over time. Control variables related to bank size and performance also exhibited
significant effects, reinforcing the robustness of the core findings.

Structural equation modeling results further support these conclusions. The pandemic variable displayed a strong negative
coefficient on market share, whereas state ownership showed a large positive effect. The interaction effect remained positive
and significant at the highest confidence levels. Sub-sample analysis demonstrated that while COVID-19 reduced market
share for both groups, the contraction was markedly larger for private banks.

Survey-based analysis yielded consistent evidence. Respondents reported increased reliance on state-owned banks during
the pandemic, reflecting greater trust, access to government-backed credit programs, and stronger perceptions of stability.
Adoption of digital banking services increased sharply across both bank groups, but state-owned banks exhibited stronger
overall resilience in market positioning.

Discussion and Conclusion

The results of this study demonstrate that COVID-19 fundamentally reshaped competitive dynamics within the banking
sector. While the pandemic imposed significant negative pressure on overall bank market share, state-owned banks exhibited
superior resilience relative to private banks. This divergence reflects the structural advantages of state ownership under crisis
conditions, including access to policy support, public trust, and preferential funding channels.

The findings underscore the critical role of government intervention in stabilizing financial systems during systemic crises.
By channeling policy measures primarily through state-owned banks, governments effectively altered market competition
and redistributed market share toward publicly owned institutions. At the same time, private banks’ vulnerability highlights
the constraints imposed by market-based funding, risk aversion, and regulatory pressures under extreme uncertainty.

Furthermore, the pandemic accelerated the strategic importance of digital transformation in banking. Institutions that
invested in electronic service platforms were better positioned to maintain customer engagement and operational continuity.
Digital capability thus emerged as a key competitive asset alongside traditional balance-sheet strength.

In conclusion, COVID-19 served as both a destabilizing shock and a catalyst for structural realignment in banking

competition. The crisis reinforced the dominance of state-owned banks during periods of systemic stress while exposing the
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fragility of private banking institutions under extreme economic uncertainty. These dynamics have important implications for

financial stability, regulatory design, and long-term banking sector development.
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