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ABSTRACT

In recent years, banks that have remained solely
as "banking entities" within the framework of
their conventional functions - namely, taking
deposits and granting facilities - have faced
significant limitations in their commercial and
economic growth. Intensified competition in

conventional markets for financial products and
Publisher:

Shahr-e- Danesh
Research And Study
Institute of Law

Article Type:
Original Research

DOI:

10.48300/j1r.2024.449031.2602

Received:
17 March 2024

Accepted:
27 April 2024

Published:
7 October 2025

services has prompted banks to seek to expand
their scope of activities. However, due to legal
and regulatory limitations, the possibility of
developing their functions through methods such
as mergers, acquisitions, increasing market share,
or transforming into "financial supermarkets"
(comprehensive financial service providers)
has not been available to them. Should effective
deregulation occur, banks would be able to play
a more active role in the economy by entering
into non-banking activities. Nevertheless, a
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permissible and prevalent avenue for expanding non-banking activities, which
lacks legal prohibition in most legal systems and whose efficacy has also been
proven, is participation in joint investment contracts (joint ventures). Banks
often participate in horizontal joint investments, whereby the parties jointly
provide a distinct product or service. Within the framework of a banking joint
venture, two or more banks or financial institutions, sometimes alongside
natural or legal persons, agree to provide the necessary capital for executing
a specific activity within a defined time frame and to distribute the resulting
profits proportionally. Typically, the contracts concluded between banks are of
the corporate joint venture type; meaning that based on the foundational and
principal contract, the parties proceed to establish one or more joint subsidiary
companies with independent legal personalities. This research, employing a
descriptive-analytical approach and utilizing a library-based method, examines
and analyzes this subject from the perspective of Iranian law and certain foreign
legal systems.
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Extended Abstract]

Banks and financial and credit institutions, as the main drivers of economic
development, play a significant role in advancing the economic goals of
countries. These entities, by providing financial resources, creating credit,
conducting monetary transactions, facilitating commercial affairs, and offering
diverse financial services, act as key players in the realm of financial markets.
With increasing competition in these markets, banks seek to expand their
scope of activities into non-banking domains, which can include investment
in industrial, service, and commercial sectors. These investments enable
banks to distribute their resources more effectively, reduce their risks, increase
their profitability, and discover new markets. However, banks face numerous
legal and regulatory challenges on this route. Existing regulatory frameworks
impose limitations on non-banking activities, which are designed to maintain
the financial soundness of banks, prevent conflicts of interest, protect
depositors, and guarantee the stability of the financial system; these limitations
are observed in the laws reviewed in this research. Whereas commercial
companies can make decisions independently regarding their capital, banks
do not enjoy such autonomy. Nonetheless, one avenue for developing banking
activities is participation in joint investments with other banks or legal and
natural persons. Joint ventures provide opportunities for investors and capital
recipients to expand their cooperation within a more structured framework. The
precise definition and anticipation of all aspects of a project in this type of
partnership, along with the active management of the partners, reduces the risks
associated with the partnership and incentivizes investors to pursue this type
of investment. Banks and credit institutions, which play an important role in
the monetary markets of countries and hold a major portion of public deposits,
seek to invest in large, low-risk projects to participate in the development of
the production of goods and services by directing financial resources towards
the real economy, while also earning higher profits and incurring lower risk.
Generally, a joint venture is a type of partnership in which two or more parties
pool their capital for a specific activity limited in time and place, and share
the resulting profit and loss in proportion to their contributed capital. In this
type of investment, the parties can structure their cooperation on a contractual
or corporate basis. In the contractual form, the parties only agree on the
execution of the project and do not establish any new legal entity, whereas
in the corporate form, the parties establish one or more subsidiary companies
with independent legal identities and conduct their activity through this legal
special-purpose entity. In both forms, the parties retain their independence and
are not considered a new legal person. Partnership contracts, whether between
two banks or between a bank and a non-banking entity, can embrace varying
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components and objectives depending on varying circumstances. Although
the components and objectives may not be identical in every contract, some
are common in most joint ventures and are incorporated therein. However,
differences such as the applicability of public order mandates, the type of
contracting parties, legal and regulatory limitations, shorter contract duration,
the inclusion of contract adjustment clauses, and different dispute resolution
methods are evident in banking joint venture contracts. Banking joint venture
contracts are usually highly standardized and adhesive in nature, and due to the
existence of mandatory and regulatory laws and the dominance of public order
and state mandates, enjoy considerably more limited contractual freedom than
exists in other joint venture contracts. Ultimately, the banking joint venture
contract, which is considered a principal and foundational contract, facilitates
the conclusion of numerous other contracts aimed at joint partnership. In this
study, utilizing a descriptive-analytical method and with a view to the laws
of Iran and select countries, banking joint ventures have been examined and
analyzed. Findings indicate that joint investments can act as effective tools for
developing banking activities, particularly in circumstances where banks face
legal and regulatory limitations.
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