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Identifying and evaluating the challenges of comprehensive supervision by the central
bank refers to processes in which the country's central bank seeks to identify the
problems and weaknesses present in the supervisory and financial system, as well as
to assess the impact of these challenges on the performance and stability of the banking
and financial system. Overall, identifying and assessing supervisory challenges is of
significant importance for the central bank, as it aids in maintaining financial stability
and preventing crises, ultimately safeguarding the interests of depositors and
enhancing the credibility of the nation’s financial system. The objective of this research
is to identify and evaluate the challenges of comprehensive supervision by the central
bank. In this study, 10 experts in the fields of banking and economics identified 15 key
challenges and subsequently responded to a questionnaire designed for this purpose.
The results of the analyses conducted using the DEMATEL method indicated that
among the identified challenges, the lack of transparency in the central bank's
operations and legal constraints for more precise supervision were recognized as the
most influential challenges. These challenges play a crucial role in the quality of
supervision and the effectiveness of the central bank, and addressing them could
contribute significantly to improving the performance and credibility of the country's
banking system. The findings of this research may provide valuable insights for
policymakers in designing appropriate strategies to strengthen supervision within the
financial system.
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Introduction

In the contemporary financial landscape, central banks play an indispensable role in safeguarding
economic stability and maintaining trust in the financial system. While the structural significance of
central banks remains unchallenged, the scope and complexity of their responsibilities have expanded
dramatically in recent decades. The lessons learned from global financial crises, particularly those between
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2007 and 2009, underscored the urgent necessity for systemic risk oversight and emphasized a
macroprudential approach to financial supervision. These events catalyzed renewed scrutiny over how
central banks interact with markets, communicate with the public, and regulate increasingly complex
financial institutions.

In many developing economies, including Iran, these challenges are magnified due to inherent
instabilities in the financial architecture, lack of transparency, and technological limitations. As financial
technologies evolve and new instruments like central bank digital currencies emerge, central banks are
expected to implement sophisticated oversight strategies while remaining transparent, responsive, and
accountable. The challenge lies in balancing independence with responsiveness, authority with
collaboration, and tradition with innovation. This study investigates the multidimensional challenges faced
by the Central Bank of Iran in conducting comprehensive supervision of the country’s banking system.
Through an empirical and analytical approach using multi-criteria decision-making techniques, the
research identifies key supervisory challenges and proposes a prioritized structure for addressing them.

Methods and Materials

This study employed a quantitative analytical framework grounded in the DEMATEL (Decision
Making Trial and Evaluation Laboratory) method, a multi-criteria decision-making technique designed to
analyze complex causal relationships among elements in a system. The research design was descriptive in
nature with an applied goal and a causal-relational analytic approach. A panel of ten banking and financial
experts was assembled as the primary source of data, selected based on professional experience and
specialized knowledge in banking supervision and financial systems.

The research process began with an extensive literature review and expert consultations to identify
a preliminary list of challenges associated with comprehensive supervision. After refinement through
interviews and expert validation, 15 key supervisory challenges were finalized. These included issues such
as lack of transparency in central bank operations, legal constraints, inefficiencies in supervisory
technologies, gaps in coordination with other regulatory bodies, and limited predictive capacity for
financial crises.

Experts were then asked to complete a pairwise comparison questionnaire for these 15 challenges,
resulting in a direct-relation matrix. This matrix was subsequently normalized, and a total relation matrix
was computed to derive causal relationships among the challenges. The DEMATEL methodology allowed
for the construction of a cause-effect diagram, categorizing the challenges as either influencing (cause) or
influenced (effect) elements based on their relative dominance values. The consistency ratio of the
evaluations was 0.0122, indicating acceptable reliability. Final rankings were produced based on the
combined impact and interaction strength of each factor.

Findings

The analysis revealed a structured hierarchy of challenges, providing insights into their relative
importance and interdependencies. Among the 15 challenges evaluated, the lack of transparency in the
central bank’s operations emerged as the most influential factor. It not only exerted the highest overall
impact on other elements in the system but also demonstrated the strongest degree of connectivity in terms
of D+R (the sum of influence given and received). This challenge was positioned as the most critical
"cause" factor in the cause-effect diagram.
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The second most impactful challenge identified was the legal constraints limiting effective
supervision. These legal barriers hinder timely and responsive policy interventions and restrict information
dissemination practices, thereby undermining the ability of the central bank to act decisively. Following
this, the lack of robust supervisory strategies and the ineffective monitoring of private bank performance
were also found to be significant contributors to systemic weakness.

On the other side of the matrix, challenges categorized as "effect” factors—those more influenced
than influencing—were also critically important. Chief among them was the failure to timely and
accurately communicate supervisory information to judicial authorities. This issue was compounded by
technological shortcomings, such as the inefficient use of digital tools and insufficient data analytics
capabilities, which further weakened the central bank’s oversight reach. Another notable "effect"
challenge was the central bank's inability to forecast and prevent financial crises effectively. This inability
reflects a broader institutional fragility, where reactive rather than proactive measures dominate the
supervisory landscape.

The DEMATEL analysis provided not only rankings but also relational clarity between challenges.
For instance, while lack of transparency was the most impactful, its effects cascaded to downstream
challenges like inter-agency coordination failures and delayed crisis response. The results emphasized the
necessity of addressing cause factors first to achieve systemic improvements. The full matrices and causal
charts supported the prioritization of strategic policy areas for reform.

Discussion and Conclusion

The study's findings highlight critical structural and operational deficiencies that impede
comprehensive central bank supervision in Iran. At the forefront is the issue of transparency—a complex
and multidimensional construct that, when lacking, erodes public trust, destabilizes financial forecasting,
and distorts market behavior. The absence of timely, clear, and accessible information on the central
bank’s operations fosters uncertainty and impedes the ability of market participants to make informed
decisions. It also weakens the institutional credibility of the central bank, limiting its effectiveness during
times of economic stress.

Addressing the transparency issue requires a multi-pronged approach: strengthening public
reporting mechanisms, enhancing stakeholder engagement, and embedding transparency protocols into
decision-making processes. Such reforms must be institutionalized through both technological innovation
and legislative reform. For example, expanding the use of Management Information Systems (MIS),
implementing public dashboards for macroeconomic indicators, and fostering open forums with financial
stakeholders could transform the central bank’s public image and internal accountability structures.

Legal constraints on supervision emerged as another formidable barrier to effective oversight.
These constraints stem from ambiguous laws, limited enforcement authority, and insufficient inter-agency
collaboration frameworks. In a rapidly evolving financial environment, rigidity in legal mandates hampers
swift regulatory responses and diminishes policy agility. This challenge calls for a legislative overhaul to
expand the central bank’s legal authority, clarify supervisory mandates, and enhance real-time data-
sharing mechanisms with judicial and executive branches.

Technological inadequacy and fragmented information systems were also flagged as major
operational limitations. These issues inhibit timely risk detection, slow down analytical capacity, and



ultimately reduce the agility of supervisory interventions. Integrating advanced digital tools such as
machine learning, artificial intelligence, and real-time data analytics can address these concerns and enable
predictive modeling for risk management. However, successful integration depends on institutional
readiness and human capital development.

Importantly, the study also points to the importance of systemic solutions. Many of the effect-
based challenges—such as delayed crisis response or poor coordination—are symptoms of deeper
structural deficiencies. By tackling cause-based challenges first, particularly transparency and legal
infrastructure, the central bank can indirectly alleviate downstream issues. This systemic view is critical
in building a resilient and responsive financial oversight mechanism.

In conclusion, the research provides a comprehensive diagnostic framework for understanding and
prioritizing the challenges facing the Central Bank of Iran’s supervisory function. It underscores the urgent
need for structural reforms, legal modernization, and technological upgrades. More fundamentally, it calls
for a paradigm shift in how financial oversight is conceptualized—moving from reactive compliance
enforcement to proactive, transparent, and integrated governance. These reforms will be instrumental in
enhancing public trust, improving economic resilience, and aligning Iran’s financial regulatory practices
with global standards. The insights generated can serve as a valuable roadmap for policymakers, financial
regulators, and development planners seeking to strengthen institutional capacity and promote long-term
financial stability.
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