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ABSTRACT

Regulation, as one of the most critical functions of modern governance, has led to the establishment of regulatory
bodies—particularly in the domain of economic regulation—in many countries. The cyclical crises inherent in the
market-based economic system have always necessitated the intervention of a force beyond the market itself.
Today, regulation is viewed through a new lens: it represents a form of governance based on the concept of
distributed power and no longer considers the state as the sole and unchallenged authority in exercising public
control. The capital market, as one of the three main financial markets in Iran, has consistently faced challenges
related to the enforcement and implementation of regulation. This study, grounded in theoretical frameworks and
conducted using an analytical, descriptive, and comparative method, investigates the prerequisites for the formation
of regulatory states. It demonstrates that Iran’s economic system, due to the extensive scope of government
intervention, significantly diverges from the neoclassical economic paradigm that underlies economic regulation.
Furthermore, the existence of a rentier economy and the absence of a free market—along with structural challenges
such as the application of inappropriate institutional models in financial markets—have rendered the regulatory
approach pursued in Iran’s capital market ineffective. These conditions necessitate fundamental legal, political,
social, and structural reforms.
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EXTENDED ABSTRACT
The regulation of financial markets has

undergone significant transformation in
modern governance, particularly in response
to the inherent crises and instabilities of

o o 51U e g UL ates a4 gl S s G 2 e
L 53 65 kS 48t B g e e e DL
SiapY clesy 5 2N Lolses Olal ale
Ol ile ss Scles 5o T glasl A &5
G 5 BLSU S 5l Coles Olejle e S Dl
sl G b sl e ol Ol 5 OB
SIS b P S g sledd bl s 4 S ke
ol Gl 056 sl 5 el 050 lexs Jexr S
Aol e bl LB Gl JSAS 4 S el
S G el a5 A ST a8 s (g Sl plls e
G5 IS s Glaslg ol conl ol 1L ol en w
5L godaze Jalss 0 Olal b S50 2 g Sedis S5k
OLLS (sanbas (slacd s sb) slasls i 53 Bl b as S
Sedgdoms O35 s J2 a0l 5s saladl plas oS s
G jm Olge 4 SIS g5 slaidl pllas Sl g s
oI el e anslssls (gl alols ((galas| d;mla-d
5 Jolse U Co ansdS ladle b Ol slasl js S s
K Ml ch Gl cwd Sl asbe slaslas
L il o3 0Ly o 5 5 S Sl oy 55l
ol go ol ks sl I ol sladel s 4 I ps  Sals
B 5 slasl s O apdtes s 5 s xS Sl
S Bl (S sladl 5l g g res oDy sl 0l e s
ey & S5 Mg oS Gl S 4 eng BT L S s
wals e 55,5 s el anel o S S e slaes S
IS o o5k A8 edsS &5 LoodeS G me i
Lo sbml ol gla sl Olye 4 A5 5 Lo s e
market-based economies. In countries like
Iran, the concept of economic regulation has
emerged not only as a necessity to address

market failures but also as a means to redefine
governance structures away from centralized
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state dominance. While globally regulation is
increasingly associated with distributed power
and decentralized enforcement, Iran's capital
market regulation remains bound to
traditional, state-centric models. The financial
system in Iran, despite legislative attempts at
liberalization and privatization, is deeply
entrenched in state control, shaped by a
rentier economy that undermines both the
formation of a free market and the conditions
required for regulatory governance. This
divergence from the neoclassical economic
model—characterized by a minimal state and
efficient market structures—highlights the
core regulatory challenges in Iran's capital
market. Moreover, regulation in Iran is not
primarily an instrument for curbing market
excesses or protecting competition but often a
reflection of top-down state interventions
driven by political rather than economic
rationales (Farman Ara et al., 2018; Simon,
2006). Structural rigidities, ideological
resistance to pluralistic governance, and the
rent-based foundations of state revenue have
rendered Iran’s regulatory efforts largely
ineffective in ensuring market transparency,
investor protection, and systemic financial
integrity.

The Iranian capital market suffers from a
fragmented regulatory architecture that
results in inconsistent oversight and
inefficiencies. ~The institutional —model
currently in use separates oversight across
banking, insurance, and capital markets
without an integrated regulatory strategy.
While this fragmented model was suitable
when financial markets were more distinct, it
has become outdated in the face of financial
convergence and complex, multi-functional
financial institutions (Farhanian, 2014). The
siloed oversight has created regulatory
arbitrage and conflicting jurisdiction among
regulators, contributing to confusion,
inconsistent enforcement, and reduced
investor confidence. Moreover, overlapping

roles between the Central Bank and the
Securities and Exchange Organization (SEO),
especially regarding the issuance and
supervision of various financial instruments,
further highlight the inefficiencies of the
current system. For instance, the regulatory
conflict between SEO and the Central Bank
over the issuance of securities by banks
illustrates the systemic misalignment
(Manzoor & Hosseinzadeh Yazdi, 2019).
Furthermore, the ambiguous delineation
between the money market and capital market
in Iran—despite legislative efforts to
distinguish their oversight—continues to
produce operational and legal challenges.
Banks, while legally excluded from dominating
the capital market, still play a disproportionate
role, leading to distorted competition,
speculative risk exposure, and regulatory
capture. The emphasis on command-based
rather than incentive-based regulations
impedes innovation and hinders the
development of a competitive financial
ecosystem (Vaez Barzani & Izadkhasadi, 2011).
Compounding these regulatory shortcomings
is the rentier nature of the Iranian economy.
Since the mid-20th century, Iran has heavily
relied on oil revenues, shaping a centralized
economic system where the government exerts
monopolistic control over national wealth and
economic planning (Haji Yousefi, 2017). In
such systems, public wealth is concentrated in
the hands of the state, reducing incentives for
tax collection and broader economic
participation by the private sector. This setup
is fundamentally incompatible with the
theoretical premises of regulatory governance,
which assumes a decentralized, competitive
market structure where the state plays an
enabling—not dominating—role. In rentier
states, the government lacks both the
motivation and necessity to cultivate market-
based regulation or empower autonomous
regulatory bodies. The effects of oil price
fluctuations on Iran’s capital market further



underscore the systemic vulnerability and lack
of resilience inherent in rentier economies
(Karimi et al., 2018). Moreover, the widespread
public ownership of listed companies and the
limited role of private shareholders distort
market signals and reduce the efficacy of
traditional regulatory mechanisms. The
political influence over economic entities
further erodes investor trust, resulting in
reduced participation by both institutional
and retail investors, particularly those lacking
insider connections or financial sophistication
(Rahbar, 2017).

Another critical limitation is the failure to
establish the foundational elements of a
regulatory state, including a competitive, rule-
based market and a pluralistic governance
system. Regulatory governance requires the
existence of a functioning civil society,
independent media, transparent political
institutions, and a judiciary insulated from
executive interference (Petoft & Momeni Rad,
2015). However, Iran’s political centralization,
coupled with a non-civil political culture and
ideological resistance to liberal governance,
prevents the maturation of such institutions.
Instead of promoting  self-regulatory
mechanisms and inclusive policy-making, the
Iranian state continues to rely on directive
controls, marginalizing the role of non-state
actors in economic regulation. The traditional
top-down approach, rooted in ideological
doctrines, continues to frame regulatory
institutions as instruments of state power
rather than as autonomous entities serving
public interests (Azimi, 2017). As a result,
regulatory frameworks lack legitimacy and
efficacy, being perceived as extensions of
government control rather than as neutral,
competence-based institutions. Furthermore,
the lack of competitive political structures
undermines the development of stable and
consistent regulatory policies. With frequent
changes in policy orientation, regulation often

reflects temporary political imperatives rather
than long-term strategic goals.

In addition, the absence of an effective
privatization framework and meaningful
enforcement of competition law has stifled the
emergence of a robust capital market. Despite
constitutional ~ recognition of  private
ownership, the state's overwhelming economic
presence hampers real competition and
efficient capital allocation (Valizadeh, 2009).
Privatization efforts in Iran have frequently
resulted in pseudo-privatization, where public
entities are merely transferred to politically
affiliated organizations without genuine
market exposure or managerial
transformation. This phenomenon, known as
“quasi-private” or “khossoulati” ownership,
maintains the inefficiencies of public
ownership while introducing the opacity of
private operations (Nasri, 2001). The failure to
develop a credible privatization process is
further exacerbated by the underdeveloped
state of Iran’s capital market, which lacks
sufficient liquidity, institutional investors, and
transparency to support large-scale public
offerings. Moreover, the ineffectiveness of the
Competition Council and absence of clear
antitrust laws hinder the development of
market discipline and fair play. While market-
based economies rely on competition law to
prevent monopolies and ensure consumer
welfare, Iran’s legal and institutional
structures have failed to institutionalize
competitive norms in the capital market
(Hoekman & Holmes, 1999; Sardoeinasab,
2018).

Finally, the Competition Council, intended as
the central watchdog to promote fair
competition and oversee privatization, has
struggled due to institutional ambiguity, lack
of independence, and limited legal authority.
Despite its formal mandate, the Council’s role
overlaps with  other regulatory and
enforcement agencies, such as the Ministry of
Industry, the Organization for Consumer
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Protection, and the Securities and Exchange
Organization. This jurisdictional confusion
leads to turf battles and regulatory
fragmentation, diluting the effectiveness of
competition  enforcement (Mirjalili &
Molazemian, 2006). Furthermore, the
Council’s lack of regional offices and limited
investigative capacity prevents it from
adequately monitoring and addressing anti-
competitive practices across the country. The
unclear legal language in competition
regulations, coupled with the centralized
nature of its operations, leaves the Council ill-
equipped to engage in proactive, market-wide
oversight. Additionally, the lack of financial
and administrative independence subjects it to
political pressures and undermines its
credibility. The organizational structure of
capital market oversight remains heavily
dependent on the Ministry of Economic Affairs
and Finance, weakening the autonomy of
regulatory  decisions and reinforcing
perceptions of political interference. Despite
some efforts to enhance self-regulatory
mechanisms, including the creation of
professional  associations and  semi-
autonomous bodies, the persistence of state
dominance and regulatory overreach has
limited  their  effectiveness. =~ Without
comprehensive reforms to institutional
design, legal frameworks, and political culture,
the Competition Council will remain unable to
fulfill its role as a cornerstone of regulatory
governance in Iran’s capital market.

In conclusion, while the formal structures for
capital market regulation exist in Iran, they are
rendered largely ineffective due to
foundational economic and political realities.
The state’s continued dominance in economic
affairs, entrenched through its rentier nature
and expansive administrative reach, obstructs
the development of a truly regulatory state.
Structural issues such as fragmented
oversight, absence of competitive market
mechanisms, and politicization of regulatory

bodies further exacerbate inefficiencies. The
lack of a cohesive strategy for privatization, the
ineffectiveness of the Competition Council,
and the failure to integrate self-regulatory
frameworks into the capital market ecosystem
are emblematic of broader governance
failures. A shift toward regulatory governance
would require not only institutional reforms
but a fundamental reorientation of state-
market relations, greater transparency, and a
commitment to pluralism in economic
policymaking. Until these conditions are met,
regulation in Iran’s capital market will remain
more symbolic than functional, unable to
foster the trust, stability, and dynamism
needed for sustainable economic
development.
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