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Introduction and Objectives

According to the 2023 Law of the Central Bank of the Islamic Republic of Iran, the Bank is tasked with
“preventing violations by supervised entities and sanctioning non-compliant supervised entities.” Article 1 of
this law defines “all credit institutions, Qard-Al-Hasan funds, credit cooperatives, and other deposit-taking
institutions, leasing companies, exchange offices, asset-management companies of credit institutions, credit-
rating agencies providing services to credit institutions, and any other entities engaged in banking operations or
payment services” as supervised entities. Therefore, oversight of Qard-Al-Hasan funds, Qard-Al-Hasan banks,
and commercial banks that allocate part of their resources through benevolent lending rests with the Central
Bank.

This study examines the Central Bank’s supervisory performance regarding Qard-Al-Hasan institutions based on
relevant laws and their practical outcomes, identifying instances of non-compliance and existing regulatory gaps.
The central research questions are: What are the main supervisory challenges faced by the Central Bank
concerning Qard-Al-Hasan institutions, and what strategies can enhance this supervision?

Method

The main strategy of this research was to use thematic analysis to analyze qualitative data. In this research, 20
experts in the field of Qard-Al-Hasan and the Central Bank were first interviewed, and then the interview texts
were coded as initial statements. Then, in accordance with the research questions, the coding of “primary
themes” was carried out, and by eliminating repetitive themes from 247 initial themes, 116 basic themes were
obtained. In the next stage, by analyzing the basic themes, 39 “organizing themes” were abstracted and
extracted. After that, 5 “overarching themes” were obtained by examining and analyzing the organizing themes.
Then, the network of themes related to the research question was drawn. The focus of the present research was
on identifying the issues of the Central Bank in its capacity as a supervisor of Qard-Al-Hasan institutions;
however, during the interviews, appropriate solutions were proposed or the opposing themes of some challenges
pointed to a coherent and operational solution; Therefore, based on the interviews conducted, solutions have
been presented to overcome the problems of the Central Bank's supervision of Qard-Al-Hasan institutions and
improve the conditions.

Results

This article examines the pathology of central bank supervision of Qard-Al-Hasan-related institutions. The
results of the study show that the main challenges of central bank supervision can be classified into five general
categories. First, general supervision challenges include the lack of goal setting for the development of Qard-Al-
Hasan and its use in microfinance, the lack of sufficient incentives for institutions and depositors, and
weaknesses in culture building and advertising. Second, challenges regarding the Islamic Economic
Organization have led to problems in accountability and responsibility due to the lack of transparency in
providing information, the lack of a professional supervisory framework, and ambiguity in the supervisory



position. Third, challenges regarding Qard-Al-Hasan funds arise from the lack of an independent and integrated
supervisor, weaknesses in the qualification of managers, and the lack of a specific framework for supervising the
performance of the funds. Fourth, challenges regarding Qard-Al-Hasan banks include the lack of compliance
with current economic needs, restrictions on the ceiling of facilities, and problems in being present in the
interbank market. And fifth, the challenges facing the banking network also pose problems due to the imposition
of Qard-Al-Hasan facilities and the diversion of resources from the main path, especially due to the lack of
transparency and weakness in the Central Bank's supervision. These challenges indicate that serious reforms are
needed in the Central Bank's supervisory and management approaches to improve supervision and optimal
utilization of Qard-Al-Hasan resources.

Discussion and Conclusions

Analysis of the Central Bank’s supervisory challenges over Qard-Al-Hasan institutions shows that this area faces
numerous structural, legal, and executive problems. Among the most important of these challenges are the lack
of proper prioritization in supervisory policies, the absence of an effective incentive system, fragmentation in
fund management, the same view of Qard-Al-Hasan banks and commercial banks, and the weakness in
transparency and accountability of the Islamic Economic Organization. These issues have prevented Qard-Al-
Hasan as an important microfinance tool from fully achieving its goals.

The solutions proposed in this study are based on reforming the supervisory structure, strengthening
transparency, creating material and moral incentives, and separating Qard-Al-Hasan activities from other
banking operations. The formation of specialized supervisory institutions, the development of Qard-Al-Hasan
banks, the issuance of Qard-Al-Hasan bonds on the stock exchange, and the development of transparent
guidelines for fund management are among the key strategies for improving this system. Also, building a culture
and attracting public participation through targeted incentives and advertising can help institutionalize Qard-Al-
Hasan in society.
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