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Abstract

Bank supervision, owing to its close relationship with financial
stability, is one of the most important issues in the field of
monetary and banking law. Banking supervision is broadly
divided into microprudential and macroprudential supervision.
These two approaches differ in terms of their intermediate
objectives, ultimate objectives, the types of risks they address,
and the relationships among financial institutions. Although the
supervisory framework has been strengthened under the new
Central Bank of the Islamic Republic of Iran Act, one of its
principal shortcomings is the insufficient attention paid to
macroprudential supervision. To enhance the Central Bank's
supervisory capacity, this study proposes a smart, proactive,
and risk-based macroprudential supervision model. The
proposed framework enables endogenous risks to be predicted,
monitored, and continuously tracked so that such risks and their
sources can be identified before they materialize and impose
costs on the national economy, including reductions in gross
domestic product (GDP). The model also incorporates the
analysis of relationships between banks and their customers,
together with a network- and graph-based approach to
identifying endogenous risks that may generate systemic risk
and undermine the stability of the banking and financial
system. Finally, an analytical application of the proposed model
is presented based on the financial statements of selected state-
owned and privatized banks for the Iranian fiscal year 1401
(2022-2023).
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Extended Abstract

Iran’s banking sector provides more than 90% of the financing for productive
economic activities, making its stability essential to macroeconomic performance.
Despite its central role, the sector has long faced persistent challenges, including high
levels of non-performing loans, excessive liquidity growth, chronic overdrafts from the
Central Bank of Iran (CBI), and structural balance-sheet imbalances. Although the new
CBI Law, enacted in March 2024, significantly strengthens the supervisory
framework, it largely overlooks macroprudential supervision. This paper argues that
the effective mitigation of systemic risk requires the CBI to adopt a smart, proactive,
and risk-based supervisory framework supported by network analysis. It critically
examines the supervisory provisions of the new law, proposes a practical
macroprudential framework, and identifies the legal and institutional requirements for
its implementation. While microprudential supervision seeks to ensure the soundness
of individual financial institutions, macroprudential supervision aims to preserve the
stability of the financial system by addressing risks arising from interconnectedness,
common exposures, and financial contagion. Since the 2008 global financial crisis,
international regulatory frameworks have increasingly incorporated macroprudential
instruments such as countercyclical capital buffers, leverage limits, and sectoral
exposure restrictions. However, these developments are largely absent from Iran’s new
banking legislation. The 2024 CBI Law introduces several important institutional
reforms. It elevates the Deputy for Regulation and Supervision to a voting member of
the Supreme Council, broadens the scope of supervised entities, authorizes the
collection of granular supervisory data, strengthens enforcement mechanisms, and
mandates continuous online monitoring of banks’ balance sheets. Despite these
improvements, the supervisory approach remains predominantly reactive and
institution-centered. The law provides no legal basis for systemic risk assessment,
macroprudential indicators, or the analysis of financial interconnectedness, thereby
treating risks primarily as isolated shocks to individual banks rather than as
endogenous vulnerabilities generated by the financial network. To address this gap,
this paper proposes a supervisory model characterized by three complementary
principles: smart, proactive, and risk-based supervision. A smart framework relies on
data-driven and algorithm-assisted monitoring to improve consistency and reduce
supervisory discretion. A proactive approach emphasizes the early identification of
vulnerabilities before they evolve into systemic crises. A risk-based framework
allocates supervisory resources according to the systemic importance of institutions
and exposures, allowing regulators to focus on the most significant sources of financial
instability. The analytical foundation of the proposed framework is network and graph
analysis. By mapping relationships among banks, corporate borrowers, and economic
sectors, the CBI can identify multiple-bank exposures, concentrated lending, and
potential channels of financial contagion. This perspective enables supervisors to
detect systemic vulnerabilities that remain invisible under conventional institution-by-
institution supervision. To demonstrate the practical value of this approach, the paper
analyzes the 2022 financial statements of state-owned and privatized banks, together
with the financial information of companies listed on the Tehran Stock Exchange. The
findings reveal two major sources of systemic vulnerability. First, the petrochemical
sector receives the largest concentration of large-scale banking facilities, exposing the
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banking system to common shocks affecting that industry. Second, network analysis
shows that many large listed firms simultaneously obtain substantial credit from two or
three banks. If one of these major borrowers were to default, losses could
simultaneously weaken several banks and trigger broader financial contagion. These
findings demonstrate that isolated bank-level supervision is insufficient and highlight
the necessity of adopting a network-oriented macroprudential perspective. The
implementation of this framework faces significant institutional constraints. The
principal challenge is the absence of a legal mandate enabling the CBI to obtain timely
and reliable information on borrowers’ financial conditions and cross-bank liabilities.
Current supervisory data remain fragmented across banks and administrative levels,
often lacking sufficient granularity and consistency. The absence of an integrated
supervisory database substantially limits the CBI’s capacity to conduct effective
macroprudential analysis. To operationalize the proposed framework, the CBI should
establish explicit macroprudential indicators, expand supervisory coverage to include
major corporate borrowers and beneficial owners, incorporate macroprudential
supervision into the forthcoming comprehensive banking legislation, strengthen
integrated data collection and analytical infrastructure, and establish a unified
supervisory platform capable of generating real-time systemic risk assessments. In
conclusion, although the new CBI Law represents meaningful progress in
strengthening microprudential supervision, its omission of macroprudential
supervision constitutes a significant weakness in Iran’s bank-centered financial system.
The empirical evidence presented in this study demonstrates that sectoral
concentration and multiple-bank borrowing create important sources of systemic risk
that cannot be detected through conventional supervisory approaches. Adopting a
smart, proactive, and risk-based framework grounded in network analysis would
enable the CBI to move from reactive intervention toward forward-looking
supervision. Achieving this objective requires targeted legal reforms, integrated
supervisory data infrastructure, and a transition from institution-centered oversight to a
comprehensive system-wide approach that enhances the resilience, transparency, and
stability of Iran’s banking system.
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