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Security of Wages and Financial Rights of
Workers in the Event
of the Employer Bankruptcy
(with Emphasis on International Labor
Organization Documents)

Magqsud Ebadibashit'

Abstract

One of the significant issues arising in the relationship between
workers and employers is the employer’s insolvency or bankruptcy
and its implications for the payment of workers’ wages and other
monetary entitlements, which constitutes a serious threat to the
realization of workers’ financial rights. This article examines the
issue using a descriptive-analytical method and based on informa-
tion collected through library-based (documentary) research. ILO
Conventions Nos. 95 and 173 and Recommendations Nos. 85
and 180, with a view to protecting workers’ claims in cases of
employer insolvency and bankruptcy, provide two mechanisms:
according priority status to workers’ claims and giving them pre-
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cedence over the claims of other creditors; and establishing a
special fund with an insurance-based character to guarantee the
payment of workers’ claims in cases of employer insolvency and
bankruptcy. This article examines the extent to which the legal
system of Iran conforms to the standards of the International
Labour Organization. An examination of the relevant sources
within the legal system of Iran indicates that the first mechanism
has been adopted to protect workers’ wage claims. Nevertheless,
the mechanism adopted is incomplete, as it does not cover all
of workers’ rights and monetary claims, including compensation
and length-of-service entitlements, and does not even provide ad-
equate protection for workers and employers in circumstances of
financial crisis.

Keywords: Bankruptcy, Claims, Employer, Insolvency, Interna-
tional Labour Organization, Wages, Worker
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Introduction

Security of workers’ wages and financial rights is one of
the most important objectives of labour law, as wages, in most
cases, constitute the sole source of livelihood for workers and
their families. Although the determination of a minimum wage
constitutes the first step in protecting workers, such protection
will be complete only where the legislature also provides effec-
tive safeguards against threats such as wage garnishment, set-off,
delays in payment, and, in particular, the employer’s insolvency
or bankruptcy. The employer’s bankruptcy may deprive work-
ers of their wages and other employment-related entitlements,
thereby seriously threatening their economic security. To address
this issue, the International Labour Organization (ILO), with the
aim of supporting workers’ demands in this situation, has estab-
lished an international legal framework through the Protection
of Wages Convention, 1949 (No. 95), the Protection of Work-
ers’ Claims (Employer’s Insolvency) Convention, 1992 (No. 173),
and Recommendations Nos. 85 and 180. The main issue of this
research is to examine the extent to which the Iranian legal system
complies with these standards and to assess the effectiveness of
domestic regulations in protecting workers’ claims in the event of
the employer’s insolvency or bankruptcy.

This research adopts a descriptive-analytical approach
based on documentary (library) research. It examines the relevant
ILO instruments, particularly Conventions Nos. 95 and 173 and
Recommendations Nos. 85 and 180, and compares them with
the Labour Code of Iran, the Bankruptcy Administration Act,
the Civil Judgments Enforcement Act, the Commercial Law, the
Direct Taxation Act, the Social Security Act, as well as unifying
Judicial Decisions and Advisory Opinions. Authoritative domes-
tic and foreign legal sources have also been used to analyze the
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theoretical foundations and to evaluate existing protective mech-
anisms.

Discussion and Findings

The study shows that the ILO has developed two prin-
cipal models for protecting workers’ claims in the event of em-
ployer insolvency or bankruptcy. The first is the granting of pref-
erential status to workers’ claims, that is, wage claims and other
employment-related claims are accorded priority over the claims
of ordinary creditors. The second is the establishment of a Wage
Guarantee Fund or Wage Guarantee Body, operating on an insur-
ance-based model, which satisfies workers’ claims where the em-
ployer is unable to do so and subsequently exercises the workers’
rights against the employer by way of subrogation. Some coun-
tries, such as Germany, follow the latter, while France, Italy and
Japan have adopted a dual system combining preferential claims
with a wage guarantee fund.

An examination of the law of Iran indicates that the prin-
ciple of priority for workers’ claims has been recognized in vari-
ous laws. Article 11 of ILO Convention No. 95, to which Iran
is a State Party, likewise requires preferential protection of wage
claims. Moreover, the Bankruptcy Administration Act, the Civil
Judgments Enforcement Act and Note 1 to Article 13 of the La-
bour Code of Iran classify workers’ wages and salaries as pref-
erential debts. Nevertheless, this protection is limited in scope,
applying mainly to wage claims and excluding many other em-
ployment-related entitlements. Furthermore, Iran has not ratified
ILO Convention No. 173 and has not established a Wage Guar-
antee Fund or comparable institution.

Another finding of the research is the ambiguity in the
scope of workers’ claims priority. The differences in the provi-
sions of the Civil Judgments Enforcement Act and the Bank-
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ruptcy Administration Act regarding the duration of preferential
claims, the silence of the law regarding some financial rights, the
priority granted to secured creditors’ rights, and the manner in
which claims of the government, the Social Security Organiza-
tion, and workers conflict are considered to be the most impor-
tant challenges. Analysis of international documents and domes-
tic regulations shows that although the judicial practice of Iran
generally supports workers’ claims priority, the existing system is
not comprehensive and efficient and does not provide effective
and rapid support to workers in the event of a financial crisis in
enterprises.

Conclusion

The findings of the study indicate that the legal system of
Iran has adopted only part of the International Labour Organi-
zation’s standards, and that the protection of workers’ claims is
largely based on the priority accorded to wage claims. Although
this approach places workers in a more favourable position than
ordinary unsecured creditors, it suffers from three major short-
comings: First, where the insolvent employer lacks sufficient as-
sets, preferential status alone cannot ensure payment of workers’
claims. Secondly, many employment-related claims remain out-
side the scope of legal protection. Thirdly, lengthy bankruptcy
proceedings delay payment and increase the economic and social
hardship suffered by workers.

On the other hand, recent developments in Commercial
Law emphasize the preservation and rehabilitation of enterpris-
es rather than their dissolution and liquidation. Accordingly, the
establishment of a workers’ claims guarantee fund could, while
providing effective protection for workers, also facilitate the re-
structuring of economic enterprises. Therefore, reforming the le-
gal system of Iran and bringing it into greater alignment with the
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standards of the International Labour Organization are essential.
The study recommends establishing an independent Wage Guar-
antee Fund to secure payment of workers’ claims in cases of em-
ployer insolvency or bankruptcy. Alternatively, this responsibility
could be assigned to the Social Security Organization, provided
that adequate financial resources are ensured. It is further recom-
mended that the law of Iran adopt a clear definition of employer
insolvency, extend protection to end-of-service benefits and oth-
er statutory employment benefits, and specify appropriate limits
for preferential claims in order to balance the interests of workers
and other creditors. Finally, strengthening social insurance mech-
anisms and introducing comprehensive wage guarantee insurance
would enhance workers’ protection, support the continuity of ec-
onomically viable enterprises and promote a fair balance between
the legitimate interests of employees and employers.
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