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ABSTRACT

Banks and insurance companies play a key role in the economy. These institutions
have distinctive characteristics from other commercial institutions, which makes
the harmful effects of their bankruptcy more felt for the country's economy than
other companies. For this reason, legislators have often tried to prevent their
bankruptcy in every possible way and in order to achieve this goal, they have
provided regulators and supervisors for these institutions. All the efforts of the
regulators and supervisors are to make sure that the institution that wants to
operate as a bank or insurance company has the competence and if he is qualified,
they will grant him an establishment license, which is called supervision at the
issuing stage. After issuing the license, regulators and supervisors try to prevent
the financial weakness and eventual bankruptcy of the institutions under their
regulation and supervision in various ways. These methods are different depending
on the governing laws. In our country the Central Bank and the Central Insurance
are the only regulatory and supervisory institutions for banks and insurance
companies. The American banking system is a dual system including federal and
state banks, and the task of regulation is not limited to a specific institution. Also,
regulation of insurance companies and their supervision has been left to the states,
and the supervision system governing the companies of this country does not have
integrity and unity. In this article, we examined the regulatory and supervisory
institutions in the American and Iranian legal systems.
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[Sec 241-252, 12 USC]

2. Regional Federal Reserve Banks

3. Federal Open Market Committee, [Sec 263 12
USC]
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5. Appropriate Federal banking agency
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1. Financial Stability Oversight Council (FSOC)

2. Dodd—Frank Wall Street Reform and Consumer
Protection Act

3. Regulation and Resolution Committee

4. Systemic Risk Committee
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4. Risk Based Capital (RBC)
5. Optional Federal Charter for Insurers
6. National Insurance Act (H.R.3200 and S. 40)

1. See: 11 USC, S 109 (b)
2. The McCarran-Ferguson Act
3. National Association of Insurance Commissioners
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1. Federal Insurance Office
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Expanded Abstract

The paper explores the fundamental
role of regulatory and supervisory
bodies in preventing bank and
insurance company bankruptcies,
conducting a comparative study
between the United States and Iran.
The research addresses the problem
of financial instability caused by
bank and insurance insolvencies,
emphasizing the unique, large-scale
impact of such failures on the

national and global economy.
Financial institutions, particularly
banks and insurance companies, act
as the backbone of economic
stability, holding significant
influence over credit distribution,
public savings, and risk

management. Due to this critical
role, the failure of these institutions
can lead to severe economic
repercussions, affecting not only the
financial sector but also other
industries and society at large.

Introduction and Problem
Statement
Banks and insurance companies

play a key role in the economy.
These institutions have distinctive
characteristics from other
commercial  institutions,  which
makes the harmful effects of their
bankruptcy more felt for the
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country's economy than other
companies. For  this  reason,
legislators have often tried to
prevent their bankruptcy in every
possible way and in order to achieve
this goal, they have provided
regulators and supervisors for these
institutions. All the efforts of the
regulators and supervisors are to
make sure that the institution that
wants to operate as a bank or
insurance  company  has  the
competence and if he is qualified,
they will grant him an establishment
license, which is called supervision
at the issuing stage. After issuing
the  license, regulators  and
supervisors try to prevent the
financial weakness and eventual
bankruptcy of the institutions under
their regulation and supervision in
various ways. These methods are
different  depending on  the
governing laws. In our country the
Central Bank and the Central
Insurance are the only regulatory
and supervisory institutions for
banks and insurance companies.
The American banking system is a
dual system including federal and
state banks, and the task of
regulation is not limited to a specific
institution.  Also, regulation of
insurance companies and their
supervision has been left to the
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states, and the supervision system
governing the companies of this
country does not have integrity and
unity. In this article, we examined
the regulatory and supervisory
Institutions in the American and
Iranian legal systems. This paper
aims to analyze how regulatory
frameworks in the U.S. and Iran
address these issues, focusing on
supervisory mechanisms that
prevent financial instability.

Methodology

The study adopts a comparative
legal approach, analyzing primary
and secondary regulations and
statutes governing financial
institutions in both the U.S. and
Iran.  This involves examining
regulatory bodies' roles, powers, and
preventative measures designed to
avert crises within these sectors.

Findings

The findings highlight substantial
differences in the supervisory
approaches of the U.S. and Iran:

1. U.S. Regulatory Structure: The
U.S. financial system employs a
dual regulatory approach, involving
federal and state-level oversight
bodies. The Federal Reserve (Fed),
the Federal Deposit Insurance
Corporation (FDIC), and the Office
of the Comptroller of the Currency
(OCC) each play unique roles.
Together, they supervise bank
activities, regulate capital adequacy,

and enforce compliance measures,
ensuring that banks and insurance
companies operate within the legal
and financial thresholds necessary
to prevent systemic risk.
Mechanisms like the CAMELS
rating system and capital adequacy
ratios are used to monitor and rank
institutions based on their risk levels
and operational soundness.

2. lranian Regulatory Structure:
In contrast, Iran’s banking and
insurance  sector  oversight s
consolidated under the Central Bank
of Iran (CBI) and the Central
Insurance of Iran. These bodies are
the main regulators for licensing,
overseeing, and controlling financial
institutions. Regulatory reforms in
recent years have empowered these
institutions to enforce preventive
and corrective measures rigorously.
For example, Iranian law mandates

that the CBI monitor financial
stability closely through setting
capital reserve requirements,

liquidity standards, and prudential
regulations.

3. Preventative Measures and
Intervention  Mechanisms:  Both
systems prioritize preventive
measures. In the U.S., regular
audits, risk  assessments, and
compliance checks help identify
potential instability early, with
regulatory bodies authorized to

impose  restrictions or  even
intervene in management when
financial indicators fall below
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critical levels. Iran has similarly
introduced  measures  such as
minimum capital requirements and
liquidity thresholds. If banks in Iran

demonstrate  signs of financial
distress, the Central Bank can
initiate reforms, restructure

operations, or mandate changes to
reduce risk exposure.

Conclusion

This comparative analysis
underscores the strengths and
limitations of each approach. The

U.S. regulatory framework’s
decentralized nature allows for
specialized oversight, where

multiple agencies collaborate to
reduce insolvency risks. However,
this  system  may introduce
complexity and regulatory overlap.
On the other hand, Iran’s centralized

approach  allows  for  direct
regulatory intervention and swift
policy changes by a single

institution, yet it could benefit from
increased granularity in oversight.

To enhance the effectiveness of
Iran's regulatory framework, the
paper suggests adopting elements
from the U.S. system, such as
establishing independent regulatory
bodies for specific sectors or
functions and improving capital
adequacy standards for banks and
insurers. Enhancing Iran’s financial
oversight infrastructure in alignment
with global best practices could
reduce systemic risks and prevent

insolvency crises in its financial
sector.

In summary, while both countries
strive to achieve financial stability
through supervisory oversight, the
methods and  structures differ
significantly. The study concludes
that a hybrid model, incorporating
strengths from both systems, may
offer the best solution for
preventing bank and insurance
company failures and safeguarding
economic stability.
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