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ABSTRACT

Money laundering, as a serious challenge within the Iranian banking system, requires effective legal mechanisms
for the identification, prevention, and combating of illegal financial activities. This study examines the legal and
regulatory requirements that, based on the Anti-Money Laundering Act of 2016 and its amendments, obligate banks
to identify customers, monitor transactions, and report suspicious activities. The analysis reveals that weaknesses
in the legal capacity of banks may lead to failures in implementing guidelines and an increase in civil and criminal
liability for managers. Furthermore, alignment with international standards, particularly the recommendations of the
Financial Action Task Force (FATF), is of great importance, and compliance with these requirements can reduce
the risk of international punitive measures. This study investigates supervisory, educational, and technological
processes within the Iranian banking system and emphasizes that strengthening the legal and educational capacity
of banks, developing intelligent systems for transaction analysis, and establishing effective coordination with judicial
and security institutions are among the most important elements of these mechanisms. Ultimately, success in
preventing and combating money laundering requires the simultaneous implementation of domestic laws,
international obligations, and the development of modern technologies. This process is not only a legal obligation
but also a practical and strategic necessity for enhancing the transparency and credibility of the country’s banking
system.
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EXTENDED ABSTRACT
Money laundering has emerged as one of the

most critical challenges confronting both
national economies and the international
financial order. In the Iranian context, the
banking sector has been repeatedly identified
as the most vulnerable node within the
broader financial system, largely because of its
intermediary role in capital flows and its
exposure to both domestic and cross-border
transactions. From a definitional perspective,
the term “money laundering” carries a layered
linguistic and legal significance, depicting a
process through which illicit financial gains
are disguised and reintegrated into the
legitimate economy (Mirzaei, 2019; Nikukar,
2023a; Sadeghi, 2020; Seyed Mohammad,
2023a, 2023b). The tripartite model of
placement, layering, and integration has been
widely employed to conceptualize this crime
(Abbasinia, 2023), and each stage highlights a
different layer of systemic vulnerability. In the
Iranian legal system, the Anti-Money
Laundering Act of 2008 (with the 2017
amendments) codified the legal element of the
crime, delineating both predicate offenses and
the laundering process itself, while imposing
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obligations on financial institutions to conduct
due diligence, customer identification, and
suspicious transaction reporting (Al-Nuaimi,
2023; Sharifi, 2021). Nevertheless, multiple
studies have documented the continuing
ambiguity  in statutory  definitions,
enforcement inconsistencies, and lack of
effective sanctions that undermine the
deterrent value of the law (Kamalipour, 2023;
Karimi, 2021; Kazemi, 2021; Mirzaei, 2024).
This reflects a deeper jurisprudential
challenge: how to reconcile the principle of
legality, which demands precise legal
definitions and predictable sanctions, with the
inherently adaptive and transnational
character of financial crime (Kazemi, 2021).

The economic ramifications of money
laundering in Iran are profound and
multidimensional. By channeling illicit funds
into the banking system, the normal allocation
of financial resources becomes distorted,
capital flows are diverted away from
productive sectors, and systemic risks to credit
and investment rise sharply (Mahmoudi,
2020a, 2020b; Nikukar, 2023b; Noorbek, 2023;
Pourmohammadi, 2020, 2021; Rahmani, 2024;
Rostami, 2019b; Sharifi, 2021). Trust in
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banking institutions erodes when they are
perceived to facilitate, either knowingly or
negligently, the laundering of criminal
proceeds. This erosion of confidence
discourages savings and investment, while
simultaneously raising monitoring and
compliance costs. A further consequence is the
distortion of fair competition, as illicit actors
leveraging  laundered  capital = secure
advantages over legitimate enterprises
(Mahmoudi, 2020a, 2020b; Rostami, 2019b).
The presence of such capital also fosters
speculative, non-productive activities,
deterring  long-term  investments and
destabilizing economic planning (Rostami,
2019b). The cumulative outcome is
macroeconomic instability, undermining
sustainable development strategies and
widening inequality. From the perspective of
legal policy, these dynamics highlight the
necessity of robust compliance programs in
banks, mandatory = know-your-customer
procedures, and real-time monitoring of
financial transactions, which are already
recognized in both Iranian law and
international =~ standards  but  remain
inconsistently enforced (Sharifi, 2021).

The political and security dimensions of
money laundering are equally pressing. The
inflow of illicit capital into state and private
institutions entrenches systemic corruption,
diminishes institutional efficiency, and erodes
the legitimacy of public authority (Kazemi,
2021; Mousavi, 2023; Najafi, 2019, 2020). As
scholars have observed, laundered funds act as
a financial lifeline for organized crime and
terrorist networks, thereby escalating both
domestic instability and transnational security
threats (Kazemi, 2021; Mousavi, 2023).
Administrative corruption is reinforced when
illicit resources penetrate bureaucratic
channels, allowing criminal actors to influence
decision-making and policy implementation
(Kazemi, 2021). This undermines democratic
accountability and contributes to public

distrust. Internationally, Iran’s classification
as a high-risk jurisdiction by the Financial
Action Task Force (FATF) has generated
severe restrictions on global banking
cooperation, isolating the country from
mainstream  financial  networks  and
complicating  international trade and
investment. Such outcomes demonstrate the
indivisible  link  between  anti-money
laundering (AML) measures and national
security strategies. Legal scholars argue that
without  enhanced  transparency and
accountability mechanisms—principles
emphasized in the UN Convention against
Corruption (Merida Convention) (Hosseini,
2023a, 2023b; Kazemi, 2021; Mousavi, 2023;
Najafi, 2019; Rahimi, 2019; Rahimi, 2023a,
2023b)—Iran  will continue to face
vulnerabilities in governance and exposure to
international sanctions.

The  comparative @ and  international
dimensions of AML regulation also reveal
critical gaps between Iran’s domestic system
and global standards. The European Union
directives, which evolved across successive
generations to address increasingly complex
laundering schemes, demonstrate a dynamic
and preventive approach that emphasizes
customer due diligence, beneficial ownership
transparency, and enhanced cross-border
cooperation (Kazemi, 2021; Mirzaei, 2024;
Nikukar, 2023a; Rostami, 2019b). Similarly,
global institutions such as the IMF and World
Bank have developed capacity-building
programs to strengthen member states’ AML
regimes, combining technical assistance,
training, and financial support (Jafari, 2024a,
2024b; Pourmohammadi, 2020; Rahimi,
2023b; Rahmani, 2024). Iran’s gradual
accession to key international conventions,
including the Vienna and Palermo
Conventions, reflects an acknowledgment of
these global norms (Ghasemi, 2019b; Kamrani,
2020; Karimi, 2021; Kazemi, 2021; Mousavi,
2023). Yet political sensitivities, sovereignty



concerns, and national security considerations
have hindered full alignment (Mousavi, 2023;
Najafi, 2019, 2020; Rasouli, 2023). The
consequence is a fragmented compliance
framework that attempts to reconcile
international demands with  domestic
priorities but often fails to satisfy either fully.
From a legal-institutional standpoint, this
halfway position exacerbates the risk of being
excluded from international finance while not
delivering genuine domestic oversight.

Within the Iranian system, the central bank
and affiliated financial institutions have been
positioned as the frontline actors in AML
enforcement. Their statutory duties include
customer identification, suspicious
transaction monitoring, staff training, and
systematic reporting to the Financial
Intelligence Unit (FIU) (Abbasi, 2024a, 2024b;
Ghasemi, 2019a, 2019b; Hosseini, 2024a,
2024b; Mahmoudi, 2020a, 2020b; Najafi, 2019,
2020; Rostami, 2019a, 2019b). Banks, as
custodians of public trust, are legally and
ethically obliged to prevent their services from
being exploited by criminal enterprises
(Hosseini, 2024b; Karimi, 2021; Mousavi,
2023). Nevertheless, persistent deficiencies in
technological infrastructure, reliance on
formalistic rather  than substantive
compliance, and the lack of an integrated
reporting culture have limited the efficacy of
these obligations (Nikukar, 2023b; Sadeghi,
2020). Scholars emphasize the need for
capacity building within banks, particularly
through structured training, legal literacy, and
investment in intelligent monitoring systems
that can detect anomalous transaction
patterns. The jurisprudential literature further
stresses the importance of harmonizing
sectoral regulations, eliminating
contradictions across laws, and embedding
explicit legal duties of cooperation among
financial, judicial, and security institutions
(Kamrani, 2020; Mirzaei, 2019; Sharifi, 2021;
Soltani, 2020). Without such harmonization,

individual banks remain exposed to both
criminal liability and civil suits, while systemic
vulnerabilities persist.

The reform agenda, as developed by legal
scholars and practitioners, revolves around
legislative updates, institutional
strengthening, and deeper integration with
international frameworks. First, revising and
clarifying the Anti-Money Laundering Act to
encompass emerging threats, such as cyber-
enabled laundering and cryptocurrency
transactions, is essential (Sharifi, 2021).
Second, inter-agency coordination between
the judiciary, central bank, FIU, and law
enforcement must be formalized and
reinforced, reducing the current
fragmentation (Kamrani, 2020). Third, legal
frameworks should expand the scope of
suspicious transaction reporting, impose
clearer obligations on beneficial ownership
disclosure, and mandate long-term data
retention (Mirzaei, 2019). Fourth, Iran must
enhance its mechanisms for international
cooperation, including mutual legal
assistance, asset recovery, and real-time data
exchange with foreign FIUs (Soltani, 2020). At
the philosophical level, grounding these
reforms in the principles of legality,
transparency, and accountability ensures both
compliance with human rights standards and
consistency with international obligations
(Kamalipour, 2023; Kazemi, 2021; Mirzaei,
2024). Ultimately, these proposals envision an
AML regime that not only prevents financial
crime but also restores public trust in financial
institutions, strengthens Iran’s international
financial credibility, and fosters long-term
economic resilience.

In conclusion, this study underscores that
combating money laundering in Iran’s
banking sector demands a multi-layered
strategy integrating legislative precision,
institutional accountability, and technological
innovation. The analysis demonstrates that
although significant legal instruments and
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regulatory bodies exist, their fragmented
enforcement and limited compliance culture
undermine effectiveness. Addressing these
gaps requires a balanced approach: aligning
domestic law with international norms while
safeguarding sovereignty, investing in human
and technological capacity within banks, and
cultivating a culture of transparency and
accountability. By embedding these reforms,
Iran can enhance the integrity of its financial
system, mitigate both economic and political
vulnerabilities, and position itself more
securely within the international financial
order.
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