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Requirements for the Evolution of the Bank Guarantee System to
Reduce Non-Performing Loans

Mohammad Hassan Sheykhyani

Abstract

The banking system plays a pivotal role in the country's economic cycle. One of the
main challenges of this system is the phenomenon of non-performing loans (NPLS),
which threatens financial stability. Obtaining sufficient and efficient guarantees is
considered the most important tool for banks to mitigate credit risk and ensure the
repayment of facilities. Employing a descriptive-analytical method, this article aims to
elucidate the requirements for the evolution of the bank guarantee system by examining
the legal foundations, types of collaterals, the collection process, and existing
challenges. The research findings indicate that the current collateral system faces
challenges such as lengthy enforcement procedures, insufficient diversity in the types of
collaterals, and the inefficiency of some traditional guarantees. To achieve the desired
transformation, solutions such as the development of floating charges, utilizing the
capacity of personal guarantees and commercial instruments, streamlining enforcement
processes, and revising relevant regulations are proposed.

Keywords

Bank Collateral, Non-Performing Loans, Credit Risk, Bank Guarantees, Banking
System Evolution.
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