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Due to limited access to international capital markets and the insufficiency of
traditional aid mechanisms, Iran requires new financial resources to overcome
economic crises and achieve sustainable development. This article examines
the role of the European Union’s guarantees and investment funds in enhancing
Iran’s sustainable development and economic resilience. The limitations of
traditional assistance—such as inflexible financing and sector-specific
restrictions—are discussed to underscore the necessity of innovative financial
mechanisms. Utilizing a descriptive-analytical and library-based methodology,
the study explores the impact of EU financial tools, including the European
Investment Bank and the European Investment Fund, on stimulating
investment, supporting strategic projects, and improving access to financial
resources for small and medium-sized enterprises (SMEs) in Iran. The analysis
also emphasizes challenges such as political tensions, sanctions, and
bureaucratic obstacles. The findings indicate that EU guarantees and
investment funds can offer more flexible and innovative financing solutions
capable of attracting larger volumes of capital, including private sector
investments. These instruments are able to target strategic sectors essential to
sustainable development, and through long-term support, they can promote
knowledge transfer, strengthen economic resilience, and accelerate
transformative growth in Iran.
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EXTENDED ABSTRACT

The pursuit of sustainable economic development in Iran, especially amid persistent sanctions and
restricted access to international capital markets, necessitates a fundamental reevaluation of available
financial mechanisms. While traditional aid and grant-based financial models have historically supported
development in less-developed regions, their inherent limitations—such as inflexibility, sectoral
restrictions, and dependency generation—make them insufficient for Iran’s current needs. Consequently,
this article explores the potential of the European Union’s innovative financial instruments—specifically
guarantees and investment funds—in driving sustainable growth and fostering economic resilience in Iran.
Drawing from the framework of development finance theory, which emphasizes the efficient allocation
of financial resources for structural transformation and long-term development (Cardim et al., 2019), this
study proposes that EU guarantees and funds can catalyze private investment, support strategic projects,
and address financing gaps for SMEs. These tools offer a more dynamic alternative to traditional financial
aid by mitigating investment risks, creating leverage effects, and aligning with sustainability goals. The
strategic deployment of such instruments is considered capable not only of increasing private sector
investment in Iran but also of insulating the economy against external shocks like sanctions, thus
enhancing its resilience and long-term viability.

The research adopts a descriptive-analytical and library-based methodology, grounding itself in a
comprehensive review of EU financial architecture and its applicability to Iran’s economic context. The
core financial tools under investigation include the European Investment Bank (EIB) and the European
Investment Fund (EIF), both of which operate under a logic of risk-sharing and financial leveraging. These
institutions channel capital into high-impact sectors—such as renewable energy, digital infrastructure, and
green technology—by offering guarantees that reduce investment risk and by pooling public and private
resources. The theoretical underpinning for this strategy lies in the observed success of development
finance instruments in post-conflict and transitional economies (Alhassan & Zeka, 2024). EU guarantees,
by offering partial loss coverage, make high-risk but high-reward projects more attractive to private
investors (Clacys & Leandro, 2023). These mechanisms have not only stimulated job creation and
infrastructure development across the EU but have also been instrumental in supporting research-driven
innovation and environmental sustainability (European Investment Bank, 2022). Investment funds,
particularly those under cohesion policy, offer structured financial support for projects promoting
inclusive growth, regional balance, and climate resilience (Bachtler & Mendez, 2016). When assessed
collectively, these instruments suggest a flexible and scalable model for targeted economic
transformation—particularly relevant to Iran’s socio-economic challenges and aspirations.

The analysis further contextualizes Iran’s prospects by examining the EU’s development
cooperation policies toward third countries, especially under frameworks such as the European External
Investment Plan (EIP) and the European Fund for Sustainable Development Plus (EFSD+) (European
Union, 2017). These frameworks aim to mobilize private capital through risk-mitigation guarantees and
blended finance structures, focusing on strategic sectors such as energy, digital services, and infrastructure
in developing economies. EFSD+ represents an institutional commitment by the EU to channel financial
resources into developmental initiatives, particularly where conventional markets perceive excessive risk.
For Iran, alignment with these frameworks hinges on its ability to offer bankable projects, uphold fiscal
transparency, and maintain political stability (European Investment Bank, 2023). The study highlights
critical preconditions for access, including regulatory compatibility, effective governance, and alignment
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with EU policy priorities, such as human rights and environmental protection (Invest EU Fund, 2024). Iran’s
eligibility remains complicated by U.S. extraterritorial sanctions, yet the EU’s preference for diplomatic
engagement and economic dialogue—manifested in initiatives like INSTEX—offers a window of
opportunity for economic cooperation (Matera & Matera, 2022).

Despite geopolitical barriers, the EU has made tangible gestures toward integrating Iran into its
development finance landscape. The EIB’s 2018 inclusion of Iran as a potential beneficiary under its
external lending mandate—though politically sensitive—illustrates an institutional willingness to
circumvent U.S.-led financial isolation (Parry, 2018). INSTEX, although constrained in scale and
functionality, reflects the EU’s broader strategic commitment to sustaining Iran’s economic engagement
under the 2015 JCPOA framework (A.I & 1.V, 2018). Moreover, technical assistance programs targeting
regulatory reform, fiscal management, and capacity-building further indicate the EU’s multi-pronged
approach to enabling Iran’s participation in innovative financial platforms (Shahbazi, 2017). In the realm
of sectoral cooperation, Iran’s abundant solar potential and renewable energy prospects resonate with EU
climate and sustainability priorities, potentially making the country an ideal partner for green investments
(Stoian, 2021). This convergence of environmental priorities and energy needs presents a compelling
rationale for deeper financial and technological collaboration between the two parties.

The potential benefits of integrating Iran into the EU’s guarantee and investment fund frameworks
are multifaceted. First, EU-backed guarantees could unlock a cascade of private and institutional capital
inflows, reducing perceived risk while catalyzing foreign direct investment (Salem Musibah et al., 2015).
Second, they could stimulate Iran’s underdeveloped domestic capital markets by encouraging more robust
participation from banks and institutional investors (Florin & Tache, 2015). Third, enhanced access to long-
term, concessional financing for infrastructure and strategic development projects would provide Iran with
the means to modernize critical sectors while achieving inclusive growth (Revoltella, 2017). Fourth, EU
instruments could indirectly help Iran circumvent the adverse economic effects of U.S. sanctions by
creating alternative financing channels and institutional support systems (Matera & Matera, 2022). In sum,
the deployment of these financial tools not only holds the promise of tangible economic gains for Iran but
also enables the EU to operationalize its soft-power agenda in the region.

However, several formidable challenges persist. Chief among these is the deterrent effect of
secondary U.S. sanctions, which continue to inhibit European firms and financial institutions from
engaging with Iran (Kabdygaliev & Zhansugurova, 2019). Although the EU has attempted to shield its
entities from such penalties, the ambiguity of legal exposure and risk aversion among financial actors has
limited the actualization of intended policies. Additionally, the lingering non-nuclear EU sanctions and
persistent regulatory opacity in Iran further constrain access to guarantees and funds (Riaux, 2008).
Political instability, both domestic and regional, exacerbates investor uncertainty and complicates long-
term planning. Moreover, the lack of alignment between Iran’s institutional practices and EU standards in
governance, transparency, and human rights complicates the negotiation and execution of joint initiatives.
Unless these issues are addressed through substantial domestic reform and international diplomacy, Iran’s
ability to capitalize on EU financial instruments will remain largely aspirational.

In conclusion, the strategic use of the EU’s innovative financial instruments—particularly
guarantees and investment funds—presents a valuable but underutilized pathway for advancing Iran’s
sustainable economic development. These instruments offer a structural shift from traditional aid




paradigms by leveraging risk-sharing, private sector participation, and results-based financing. While
substantial geopolitical and institutional barriers remain, the convergence of Iran’s developmental needs
and the EU’s strategic interests offers fertile ground for cooperation. Iran must actively pursue
transparency, institutional reform, and political stability while strategically aligning its development
priorities with EU frameworks. If successful, such engagement has the potential to not only bolster Iran’s
economic resilience and diversify its growth base but also to reinforce the EU’s role as a normative

economic power advocating for inclusive and sustainable development in its broader neighborhood.
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