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Abstract
Iranian Law and Legal Research
Because banks play a distinctive role in the national Institute
macroeconomy and provide a unique range of services to the Vol. 1 | No. 1 | Spring & Summer 2026
public, they have long attracted the attention of legislators. bl L
Concern with bank insolvency and its profoundly adverse www.jftl.illrc.ac.ir
effects on the national economy emerged in the wake of the DOI:

10.22034/jft].2026.741327
Great Depression, which began in the United States in 1929

and subsequently spread worldwide. Stringent licensing
requirements for participation in the banking industry and
rigorous auditing rules constitute important preventive
measures against banking problems. Prudential risk-
management regulation is inherent in banking operations. Its
purpose is to maintain adequate capital ratios and thereby
ensure the availability of sufficient financial resources when
unforeseen losses arise. The objective of prudential Y5

regulation is not to prevent bank failures as such,


https://www.illrc.ac.ir/
https://jftl.illrc.ac.ir/?lang=en
https://jftl.illrc.ac.ir/?lang=en
https://www.illrc.ac.ir/
https://www.illrc.ac.ir/
http://www.jftl.illrc.ac.ir/
http://www.jftl.illrc.ac.ir/
https://doi.org/10.22034/jftl.2026.741327
https://doi.org/10.22034/jftl.2026.741327
https://doi.org/10.22034/jftl.2026.741327
https://doi.org/10.22034/jftl.2026.741327
https://jcl.illrc.ac.ir/?lang=en
https://jcl.illrc.ac.ir/?lang=en
https://www.illrc.ac.ir/
https://www.illrc.ac.ir/
http://www.jcl.illrc.ac.ir/
https://doi.org/10.22034/law.2025.2043609.1469
https://jftl.illrc.ac.ir/?lang=en

but rather to protect depositors’ interests and preserve the
banking system. In the United States, bank regulation is
entrusted to several institutions; accordingly, regulatory and
supervisory authority is not vested exclusively in the Federal
Reserve as the country’s central bank. Nevertheless, the
Federal Reserve plays an important role in preventing bank
insolvency, including through close supervision of banks
and by acting as a lender of last resort.
Under Iran’s Monetary and Banking Act, the Central Bank is
the sole regulatory and supervisory authority within the
banking system; in practice, however, the Ministry of
Economic Affairs and Finance also exercises oversight over
banks. Given the distinctive nature of banks, prudential rules
are essential to preventing their insolvency. As the
supervisory authority, the Central Bank can, at the licensing
stage and through the control of banking operations,
substantially regulate banks by adopting detailed rules. It can
thereby ensure the sound performance of banks and the
maintenance of adequate capital buffers in the domestic
banking environment. This article comparatively examines
the functions of the central bank in addressing the

phenomenon of bank insolvency.

Keywords: Central Bank¢ Federal Reserve¢ insolvency

prevention ¢ lender of last resort¢ insolvency
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