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1.INTRODUCTION

The stability of the banking system constitutes a fundamental pillar of economic security for any nation, serving
as one of the primary mechanisms for financial intermediation, monetary policy implementation, and economic
growth facilitation. Banks play a central role in mobilizing savings, allocating credit to productive sectors, sup-
porting payment systems, and transmitting monetary policy decisions throughout the economy. In jurisdictions
with bank-centered financial systems, disruptions in banking operations may directly and more severely impair
investment flows, household welfare, and overall macroeconomic stability. In Iran, as the banking sector plays
a pivotal role in the financial system, the stability of this sector is highly critical. Hence, the absence of a com-
prehensive bank resolution framework has long been recognized as a critical regulatory gap in Iran’s banking
sector.

This regulatory gap becomes particularly significant when considering the structural characteristics of Iran’s
banking sector. A substantial share of banking assets is concentrated in large state-owned or quasi-state-owned
banks, while capital market remains relatively underdeveloped as an alternative source of financing. Under such
conditions, the failure of even a single systemically important bank may generate widespread spillover effects,
including loss of depositor confidence, liquidity shortages, and fiscal pressures on the government. Traditional
approaches to bank failure management—primarily liquidation under general bankruptcy law or ad hoc public
bailouts—have proven insufficient to address these systemic risks in a predictable and legally coherent manner.
On the other hand, the global financial crisis of 2008 dramatically demonstrated how the failure of systemically
important financial institutions could trigger cascading economic disruptions, underscoring the urgent need for
effective resolution mechanisms that can address bank insolvencies while minimizing taxpayers’ burdens and
maintaining financial stability.
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Actually, the concept of bank resolution differs fundamentally from conventional corporate bankruptcy procedures
due to the unique nature of banks and credit institutions and their systemic importance. Unlike ordinary commer-
cial enterprises, banks operate on the basis of maturity transformation and leverage, rely heavily on short-term
liabilities such as deposits, and are deeply interconnected through interbank markets and payment infrastructures.
Hence, modern bank resolution regimes aim to ensure the continuity of critical banking functions while allocat-
ing losses primarily to shareholders and unsecured creditors rather than taxpayers. These regimes introduce
administrative resolution tools that operate largely outside ordinary court-driven bankruptcy processes, allow-
ing designated resolution authorities to intervene rapidly when a bank becomes non-viable or is likely to fail.
Such tools include bail-in mechanisms, asset separation, bridge bank development, and the forced transfer of
assets and liabilities, all of which require a carefully designed legal framework to balance efficiency with the
protection of fundamental rights.

These facts have led to the development of specialized resolution regimes worldwide, exemplified by the Eu-
ropean Union’s Bank Recovery and Resolution Directive (BRRD) and Malaysia’s Islamic Financial Services Act,
particularly its resolution-related provisions. The EU framework represents one of the most comprehensive and
institutionalized approaches to bank resolution, combining preventive measures such as recovery and resolu-
tion planning with powerful intervention tools like bail-in and a centralized resolution authority. In contrast,
Malaysia offers a distinctive model that integrates modern resolution mechanisms within an Islamic banking
system, ensuring compliance with Sharia principles while preserving financial stability. Together, these experi-
ences illustrate diverse but functionally effective approaches to resolving distressed banks in different legal and
financial contexts.

In this regard, the introduction of the Bank Resolution Bill to the Islamic Consultative Assembly in February 2025
marks a significant step toward addressing the longstanding regulatory gap in Iran’s banking sector. The bill
seeks to establish a legal structure for the orderly resolution of distressed banks by defining resolution triggers,
empowering resolution authorities, and introducing mechanisms for loss absorption and institutional restruc-
turing. Proposing this bill reflects a growing recognition by Iranian policymakers of the need to move beyond
fragmented and reactive responses to banking crises.

However, the effectiveness of the proposed framework depends on its ability to reconcile international best
practices with Iran’s unique legal, institutional, and economic context. Iran’s banking system operates within
an interest-free (Islamic) banking framework, which imposes specific constraints on financial instruments and
contractual arrangements. Moreover, the significant presence of state-owned banks adds additional legal and
political complexities, particularly regarding the application of loss-absorption mechanisms and the allocation
of responsibility between the state and private stakeholders. Not considering these facts in the legal framework
development may undermine the operational feasibility and legitimacy of the proposed resolution regime.
Hence, this study investigates the Bank Resolution Bill through both comparative and analytical assessments,
evaluating its provisions against selected regulations—specifically those of the European Union and Malaysia—
while also examining its compatibility with Iran’s existing legal framework. The analysis focuses on critical di-
mensions such as the clarity and coherence of resolution mechanisms and the relationship between resolution
procedures and general bankruptcy law. Identifying strengths, weaknesses, and areas requiring amendment, this
research aims to contribute to the development of a robust and context-sensitive bank resolution regime in Iran.

2.PURPOSE

This study pursues three fundamental and interrelated objectives in examining Iran’s Bank Resolution Bill
through a multidimensional and comparative analytical framework. These objectives are designed not only to
assess the technical soundness of the proposed bill, but also to evaluate its legal coherence, institutional feasi-
bility, and normative legitimacy within Iran’s banking and legal system.

First, the research aims to conduct a comprehensive gap analysis between the proposed resolution framework
and the globally recognized bank resolution regimes. To this end, the study systematically compares the Bank
Resolution Bill with the European Union’s Bank Recovery and Resolution Directive (BRRD) and Malaysia’s Islamic
Financial Services Act, with particular emphasis on their resolution-related chapters. This comparative analysis-
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provides a practical assessment of Iran’s Bank Resolution Bill in meeting the minimum required functional and
institutional components compared to the successful resolution regims.

Second, this survay seeks to evaluate the operational and legal feasibility of the Bank Resolution Bill within
Iran’s unique financial and legal ecosystem. Unlike purely technical regulatory analyses, this step places strong
emphasis on legal compatibility with existing domestic laws. In particular, it examines the interaction between
the proposed resolution mechanisms and the Civil Code—especially provisions relating to property rights, con-
tractual freedom, and liability—as well as the Central Bank Law, the Banking Bill, and general commercial bank-
ruptcy regulations. Special attention is devoted to potential conflicts between administrative resolution actions
and judicial bankruptcy procedures, as well as ambiguities surrounding the legal nature of deposit guarantee
fund payments. Moreover, the study assesses the practical challenges of implementing bail-in mechanisms in
a bank-dominated financial system characterized by limited capital market depth and a high concentration of
state-owned banks.

Third, the research aims to develop context-specific policy and legislative recommendations that balance in-
ternational best practices with Iran’s domestic realities. This objective recognizes that direct transplantation
of foreign regulatory models is neither feasible nor desirable without adaptation. Accordingly, the study ad-
dresses Iran’s distinctive structural challenges, including the predominance of state-owned banks with implicit
sovereign guarantees, the political and legal constraints surrounding their resolution, and the requirements of
an interest-free banking system that necessitates Sharia-compliant financial instruments. In this regard, the
research also explores the potential role of the Sharia Council in enhancing the legitimacy and effectiveness of
resolution tools, particularly in the design of loss-absorbing instruments compatible with Islamic jurisprudence.

3.METHODOLOGY

This study employs a descriptive—analytical research methodology, combining qualitative legal analysis with
comparative regulatory research in order to provide a comprehensive evaluation of Iran’s Bank Resolution Bill.
Given the normative and institutional nature of bank resolution frameworks, the doctrinal legal analysis has
been prioritized in conducting the research while simultaneously insights from financial regulatory theory and
comparative public policy has been considered.

The first methodological component consists of an extensive literature review based on academic publications
and related laws and regulations. This review encompasses both domestic Iranian sources and international
materials, including scholarly analyses of the EU Bank Recovery and Resolution Directive (BRRD) and Malaysia’s
Islamic Financial Services Act.

The second component involves a structured comparative analysis. The Iranian Bank Resolution Bill is compared
with the resolution frameworks of the European Union and Malaysia, selected as representative models of,
respectively, a highly institutionalized conventional banking system and a leading Islamic banking jurisdiction.
The third methodological step consists of an in-depth legal examination of the Bank Resolution Bill within the
context of Iran’s existing legal system. Relevant provisions of the Civil Code, particularly those concerning prop-
erty rights, contractual obligations, and liability, are analyzed alongside the Central Bank Law, the Banking Bill,
and commercial bankruptcy regulations. This analysis seeks to assess the internal coherence of the proposed
bill and to identify areas of legal conflict or ambiguity, such as the relationship between administrative resolu-
tion measures and judicial bankruptcy proceedings.

In addition, the methodology incorporates an institutional analysis of key stakeholders involved in the resolu-
tion process. The statutory roles and responsibilities of the Central Bank, the Deposit Guarantee Fund, and the
Sharia Council are examined to evaluate the effectiveness of institutional coordination and governance under
the proposed framework.

Finally, the findings derived from these methodological steps are synthesized through analytical reasoning to
generate evidence-based conclusions and policy recommendations. Rather than relying on quantitative mod-
eling or empirical case studies, the study emphasizes normative and structural analysis, which is particularly
suited to assessing draft legislation and institutional design.
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The analytical and comparative assessment of Iran’s Bank Resolution Bill reveals a set of significant structural,
legal, and institutional findings that directly affect the effectiveness, credibility, and enforceability of the pro-
posed resolution framework. These findings can be categorized into preventive deficiencies, operational limita-
tions, legal ambiguities, and institutional governance gaps.

First, one of the most critical findings of the study is the absence of a formal and systematic resolvability as-
sessment mechanism in the proposed bill. In advanced resolution regimes such as the EU BRRD, resolution
authorities are required to conduct regular and forward-looking assessments to determine whether banks can
be resolved in an orderly manner without severe systemic disruption or public financial support. These assess-
ments play a preventive role by identifying structural obstacles to resolution, such as complex group structures,
insufficient loss-absorbing capacity, or operational dependencies. The lack of a comparable mechanism in the
Iranian framework significantly weakens its ex-ante dimension and limits the authorities’ ability to get prepared
for bank distress before it materializes.

Second, the findings demonstrate a major limitation in the scope and design of bail-in instruments under the
proposed bill. While the bill allows for the issuance of long-term certificates of deposit convertible into equity as
a loss-absorbing tool, this mechanism is restricted to private banks. No alternative or equivalent bail-in instru-
ment is provided for state-owned banks, despite their dominant role in Iran’s banking system.

Third, the study remarks that the Bank Resolution Bill does not adequately address the specific requirements of
an Islamic banking system. Unlike Malaysia’s framework, where Sharia compliance is explicitly integrated into
the resolution process through institutionalized Sharia governance, the Iranian bill assigns no clear role to the
Sharia Council in designing or supervising resolution tools. This omission may raise serious concerns regarding
the legitimacy of some resolution actions, particularly bail-in measures that may affect depositors and inves-
tors. Without explicit Sharia oversight, resolution instruments may face legal and religious challenges that could
delay or invalidate their implementation during crisis situations.

Fourth, several legal ambiguities emerge from the interaction between the proposed resolution framework and
Iran’s existing legal system. One key issue concerns the civil liability of members of the resolution executive
board. The bill lacks clear provisions defining the scope and limits of their liability, which may discourage deci-
sive action during crisis situations or expose board members to post-resolution litigation. Additionally, ambigui-
ties exist regarding the legal nature and priority of deposit guarantee fund payments, particularly in relation to
creditors’ claims under general bankruptcy law.

Fifth, the findings reveal unresolved tensions between the administrative resolution procedures introduced by
the bill and traditional judicial bankruptcy mechanisms of banks. While modern resolution regimes prioritize
speed and administrative discretion, due to the validity of the article (41) of The Monetary and Banking Law.
The bill does not clearly delineate the hierarchy or interaction between these two frameworks, creating the risk
of jurisdictional conflicts and procedural uncertainty. Such uncertainty could undermine the effectiveness of
resolution actions and increase the likelihood of legal challenges by affected stakeholders.

Sixth, the comparative analysis highlights deficiencies in institutional governance and coordination. Although
the Central Bank is designated as the primary resolution authority, the bill does not sufficiently clarify coordi-
nation mechanisms with other key institutions, including the Deposit Guarantee Fund and supervisory bodies.
In the EU framework, institutional roles are clearly defined and supported by formal coordination mechanisms,
while in Malaysia, resolution governance is closely aligned with central bank oversight and Sharia governance
structures. The lack of comparable clarity in the Iranian bill may hinder timely decision-making and effective
crisis management.

Finally, the findings indicate that the bill adopts a predominantly reactive rather than preventive approach to
bank distress. While it provides certain tools for managing failing banks, it places limited emphasis on early in-
tervention measures and recovery planning. This contrasts with international best practices, where recovery and
resolution planning form an integrated continuum aimed at reducing the probability and impact of bank failure.
Overall, the findings suggest that although the Bank Resolution Bill represents a meaningful legislative advance-
ment, its current formulation contains significant gaps that may compromise its effectiveness in practice. Ad-
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dressing these issues is essential to ensure that the resolution framework can function as a credible, legally
robust, and systemically effective tool for safeguarding financial stability in Iran.

The adoption of a dedicated bank resolution framework represents a critical milestone in strengthening finan-
cial stability and crisis-management capacity in Iran’s banking system. The Bank Resolution Bill introduced in
February 2025 reflects an important shift away from fragmented, ad hoc responses to bank distress toward a
more structured and rule-based approach. However, the findings of this study demonstrate that while the bill
constitutes a necessary legislative advancement, it requires substantial refinement to achieve its intended ob-
jectives and to align with both international best practices and Iran’s domestic legal and institutional realities.
The comparative analysis with the European Union’s Bank Recovery and Resolution Directive and Malaysia’s
Islamic Financial Services Act reveals that effective resolution regimes are characterized by strong preventive
mechanisms, clear institutional mandates, and legally robust loss-absorption tools. In particular, the absence of
mandatory resolvability assessments and recovery planning based on such assessment in the Iranian bill signifi-
cantly weakens its ex-ante dimension. Without such forward-looking instruments, resolution authorities may
be forced to rely on reactive and discretionary measures, increasing the risk of systemic disruption and legal
uncertainty during crisis situations.

Another key conclusion concerns the unequal treatment of banks based on ownership structure. The lack of
viable bail-in instruments for state-owned banks undermines the credibility and universality of the proposed
framework, especially in a banking system where public banks play a dominant role. International experience
demonstrates that resolution regimes must be capable of addressing distress across all categories of banks, re-
gardless of ownership, in order to avoid implicit guarantees and excessive reliance on public funds. Addressing
this shortcoming is essential for reducing moral hazard and enhancing market discipline.

From a legal and institutional perspective, the study highlights the need for greater clarity and coherence in the
interaction between the resolution framework and Iran’s existing legal system. Ambiguities surrounding property
rights, contractual obligations, and the civil liability of resolution authorities may pose significant risks to the en-
forceability of resolution actions. Moreover, unresolved tensions between administrative resolution procedures
and judicial bankruptcy mechanisms may lead to jurisdictional conflicts and delays. A successful resolution re-
gime must strike a careful balance between procedural efficiency and the protection of fundamental legal rights.
The absence of explicit Sharia governance in the resolution process constitutes another major limitation of
the current bill. In an Islamic banking system, the legitimacy and acceptability of resolution tools depend on
their compliance with Sharia principles. The Malaysian experience illustrates that integrating Sharia oversight
into resolution frameworks not only enhances legal certainty but also strengthens public confidence. In fact,
incorporating a defined role for the Sharia Council in designing and supervising resolution instruments would
significantly improve the normative coherence of the proposed framework.

Based on these conclusions, the study proposes several policy and legislative recommendations. These include
the introduction of mandatory resolvability assessments, the development of Sharia-compliant bail-in instru-
ments applicable to both private and state-owned banks, clearer delineation of institutional roles and coordi-
nation mechanisms, and explicit legal provisions addressing liability, depositor protection mechanism, and the
hierarchy between resolution and bankruptcy procedures.

In conclusion, a well-designed and context-sensitive bank resolution regime has the potential to significantly
strengthen the financial stability. Applying international experiences while respecting domestic legal and reli-
gious principles, policymakers can develop a resolution framework that protects depositors, minimizes systemic
risk, and reduces reliance on public funds. Although The Bank Resolution Bill provides a foundational step in
this direction, its ultimate success depends on careful legal refinement, institutional coordination, and sustained
commitment to regulatory reform.

Keywords: Resolution, Bankruptcy, Bail-in, Banking Stability.
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