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ABSTRACT

Simultaneously with the process of economic development and its increasing centrality in academic and
policy discussions, various perspectives have emerged regarding the role of legal rules and regulations,
including contract law and the position of the state institution in this context. In line with this situation,
the present article seeks to examine the position of the state institution and the implications of contract
law for Iran's economic development. The findings of this study indicate that, first, the rationale for
supporting state regulatory intervention in contract law to achieve economic development stems from
historical experience. Relying solely on the market to attain development without state intervention does
not guarantee justice, and excessive government intervention, without the participation of institutions
such as the market and other independent entities, endangers freedom. Therefore, state intervention in
the form of regulation is necessary to prevent the violation of fundamental rights while ensuring market
participation, thereby directing contract law toward sustainable economic development. Second, in
addition to the regulatory role of the state and related institutions, securing property rights and
eliminating excessive regulations and complex, non-transparent laws—elements that facilitate the
formation of productive contracts and serve as drivers of economic development—are fundamental
requirements. Iranian policymakers and legislators must focus on these factors to achieve economic
development.
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EXTENDED SUMMARY
The role of legal institutions in economic development has long been a subject of academic and policy

debates. Scholars from different schools of thought have attempted to explain the mechanisms
through which contract law and state institutions influence economic outcomes. The present study
investigates the position of the state institution and its implications for contract law in Iran’s
economic development. Drawing on an institutionalist framework, this study argues that state
intervention in contract law is necessary for ensuring justice and maintaining economic stability,
especially in transitional economies such as Iran. The findings suggest that unregulated markets, in
the absence of government oversight, often fail to achieve fairness and efficiency, while excessive
government interference can stifle market operations and innovation. Thus, a balanced approach
that combines regulatory oversight with market autonomy is essential for fostering sustainable
economic development. Moreover, the security of property rights and the elimination of unnecessary
and opaque regulations are crucial for facilitating productive contracts, which serve as key drivers of
economic growth.

From an institutionalist perspective, the presence of stable and predictable legal institutions is
fundamental to economic development. Institutional economists argue that well-defined property
rights and contract enforcement mechanisms contribute to lower transaction costs and higher levels
of economic activity (North, 1998). The inefficiencies associated with poorly enforced property rights
often deter investment, leading to economic stagnation. In Iran, the regulatory framework governing
contracts has historically been characterized by excessive complexity and government intervention,
which has created inefficiencies in contract execution (Nasiri Aghdam, 2005). In many cases,
economic actors have been forced to navigate a labyrinth of legal obstacles, resulting in high
transaction costs and a reluctance to engage in long-term economic planning. Scholars have pointed
out that a robust legal system should provide a balance between protecting contractual freedom and
preventing exploitation through unfair contractual terms (Keyvani Amina, 2006). Therefore, Iran's
policymakers should focus on revising legal frameworks to create a more predictable and transparent
contracting environment that fosters economic growth.

One of the key challenges in Iran's legal and economic framework is the balance between state
regulation and market autonomy. In the classical liberal tradition, proponents of laissez-faire
economics argue that minimal state intervention allows market forces to operate efficiently.
However, institutionalists counter this view by emphasizing the role of government in correcting
market failures and ensuring equitable outcomes. The Iranian legal system has oscillated between
these two extremes, at times embracing a highly centralized, government-led economic model and
at other times advocating for privatization and deregulation (Rodrik, 2000). Empirical studies
indicate that an optimal approach involves a hybrid model in which the state provides regulatory
oversight to prevent abuses while allowing market forces to operate within a framework that
promotes economic efficiency (De Soto, 2006). In practice, this requires well-crafted legal
mechanisms that not only regulate contracts but also foster innovation and entrepreneurship. Legal
scholars argue that the presence of strong, impartial institutions that enforce contracts fairly and
efficiently is a necessary condition for economic progress.
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Another fundamental aspect of contract law’s role in economic development is the need for
mechanisms that guarantee contract enforcement. In many developing economies, weak judicial
systems and corruption undermine the credibility of contractual agreements, leading to increased
risk and economic inefficiencies. The absence of effective legal remedies discourages investment and
contributes to economic uncertainty. In Iran, a history of legal inconsistency has led to
unpredictability in contract enforcement, which, in turn, has discouraged foreign and domestic
investors from engaging in long-term business activities (Samadi, 2010). Institutionalists argue that
a well-functioning contract enforcement system enhances trust and facilitates market transactions,
thereby promoting economic stability (Dadgar, 2014). A comparative analysis of legal frameworks in
successful economies demonstrates that judicial independence and procedural efficiency are critical
determinants of economic growth. Consequently, Iranian policymakers must prioritize legal reforms
that enhance judicial transparency and reduce bureaucratic inefficiencies.

The role of contract law in economic development extends beyond individual transactions and into
broader macroeconomic policy. Regulatory frameworks influence the allocation of resources, the
efficiency of capital markets, and the overall business climate. When contract law is overly restrictive
or inconsistently applied, economic actors face significant barriers to entry and expansion. This is
particularly evident in Iran, where regulatory barriers and legal uncertainties have hampered
entrepreneurial activity and discouraged investment in high-risk, high-reward industries (Momeni,
2016). Furthermore, the absence of a legal framework that adequately protects property rights
exacerbates the risk for businesses, leading to capital flight and economic stagnation (Renani, 1997).
Scholars have highlighted the importance of contract standardization and legal predictability as
essential components of economic policy aimed at fostering sustainable development. Thus, a
modernized and well-structured legal framework that reduces legal ambiguities and enhances
enforceability is necessary for stimulating economic growth in Iran.

In conclusion, the findings of this study underscore the necessity of legal and institutional reforms
in Iran to create an economic environment conducive to development. A regulatory model that
strikes a balance between government oversight and market autonomy is crucial for ensuring justice
and economic efficiency. By enhancing contract enforcement mechanisms, protecting property
rights, and eliminating unnecessary regulatory barriers, Iran can pave the way for sustained
economic growth. The study’s implications suggest that policymakers must adopt a forward-looking
approach that aligns Iran’s legal frameworks with global best practices in contract law. While
historical and institutional constraints may pose challenges to reform, a strategic and well-
implemented legal transformation has the potential to unlock new economic opportunities and drive
national development.
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