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ABSTRACT

This article presents a comparative analysis of the legal approaches of Iran, the European Union, and
the United States toward unfair contract terms. Unfair contract terms refer to conditions imposed
by one party, often the one with superior economic power or bargaining leverage, which
disproportionately disadvantage the other party. The aim of this study is to examine the similarities
and differences in the approaches of these three legal systems regarding unfair terms, as well as to
assess the strengths and weaknesses of each system. The article reviews the legal frameworks of the
European Union, the United States, and Iran, utilizing various legal perspectives, including legal
principles, economic analysis, and rational choice theories to analyze the issue. The paper also
explores the challenges and legal gaps in Iran's legal system in addressing unfair terms, providing
suggestions for legal reforms and judicial approaches. Ultimately, the article evaluates the
opportunities and challenges that each legal system faces in combating unfair contract terms and
highlights the need for further research in this area. The findings show that while the European
Union and the United States have well-developed legal systems to address unfair terms, Iran's legal
framework still requires significant reforms in this area.
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EXTENDED SUMMARY

This article explores the comparative analysis of the legal approaches toward unfair contract terms
in the legal systems of Iran, the European Union, and the United States. Unfair contract terms refer
to clauses that disproportionately benefit one party, often the more powerful party, and result in
unfair disadvantage to the other party, particularly in the context of consumer contracts. The primary
goal of this research is to assess how these three legal systems address unfair contract terms,
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considering their strengths and weaknesses, and how each system influences the protection of
consumer rights. The study also evaluates the shortcomings of Iran’s current legal system and
provides suggestions for potential reforms, taking into account the successful experiences of the
European Union and the United States.

The research begins with an examination of the concept of unfair contract terms and their
significance in contract law. Unfair terms typically arise when one party, often in a position of
economic dominance, imposes conditions on the weaker party without offering the opportunity for
negotiation. This creates a significant imbalance in the contractual relationship, often to the
detriment of the consumer (Cicoia, 2003). Unfair contract terms are commonly found in
standardized contracts, where the terms are predetermined by the stronger party, and the consumer
has little choice but to accept them. The rise of consumer protection law in various jurisdictions can
be seen as a response to the increasing prevalence of such terms and the potential for exploitation of
consumers. The article proceeds by analyzing how the European Union, the United States, and Iran
have developed frameworks to address and regulate these terms.

In the European Union, the legal framework for addressing unfair contract terms has evolved
significantly over the years. One of the most significant legal instruments is Directive 93/13/EEC,
which aims to protect consumers from unfair terms in contracts that are not individually negotiated
(Stock, 2014). This Directive outlines the criteria for identifying unfair terms, emphasizing the need
for fairness and balance in consumer contracts. It establishes that terms which create a significant
imbalance between the rights and obligations of the parties to the detriment of the consumer are
considered unfair and, therefore, unenforceable. The Directive further requires that Member States
implement laws to provide remedies for consumers affected by such terms. The EU’s legal approach
is grounded in the principles of consumer protection and the need to create a level playing field in
the market, where consumers are not exploited by businesses that hold bargaining power (Avery &
Katz, 1988). This approach has been widely adopted by EU Member States, with national laws
reflecting these principles to varying degrees of success.

The U.S. legal system, although based on principles of freedom of contract, has developed a distinct
approach to unfair contract terms, especially in consumer law. The concept of "unconscionability" in
U.S. contract law, as formulated in landmark cases in the mid-20th century, provides a mechanism
to address contracts that are so one-sided that they shock the conscience of the court (Avery & Katz,
1988). The Uniform Commercial Code (UCC), particularly Section 2-302, gives courts the power to
refuse to enforce any contract or clause that is found to be unconscionable. This provision serves as
a safeguard against exploitative contract terms, especially in consumer contracts, where there is
often a stark power imbalance between the parties. U.S. law applies both procedural and substantive
unconscionability tests, evaluating not just the fairness of the terms but also the circumstances under
which the contract was formed. The U.S. approach is more focused on judicial discretion and case-
by-case analysis, allowing for flexibility in dealing with unfair terms (Cicoia, 2003). This flexibility,
however, has led to inconsistencies in application across different courts and jurisdictions, as the
concept of unconscionability is not always clearly defined.

In contrast to the European and American models, Iran’s legal system has faced challenges in
developing a coherent and robust framework for dealing with unfair contract terms. Although the
Iranian Civil Code recognizes the freedom of contract and the principle of will autonomy (Nabi Zadeh,
2017), these principles have not been fully reconciled with the need for consumer protection. The
Civil Code of Iran does not explicitly address unfair contract terms in the same manner as the
European Union or the United States. As a result, Iranian consumers often find themselves at a
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disadvantage in contract negotiations, particularly in standardized contracts where they are forced
to accept pre-determined terms without any meaningful opportunity for negotiation. While there
have been some efforts to incorporate consumer protection principles into Iranian law, such as the
Consumer Protection Law passed in 2008, these efforts remain fragmented and lack comprehensive
legal provisions to address unfair terms directly. Iran’s legal approach to unfair contract terms is still
evolving, and there is a significant gap in legal protections compared to Western jurisdictions.

The comparison between these three legal systems reveals both similarities and significant
differences in how they address unfair contract terms. One of the major similarities is the recognition
of the need for consumer protection, particularly in the context of standardized contracts where
consumers have little negotiating power. Both the EU and the U.S. provide mechanisms, either
through regulatory frameworks or judicial doctrines, to ensure that contracts that disproportionately
harm consumers can be voided or modified. However, the systems differ in their approaches to
enforcement. The EU has established a more uniform regulatory framework through directives and
national laws, whereas the U.S. relies heavily on judicial interpretation and the flexibility of doctrines
like unconscionability. In contrast, Iran's legal system has been slower to develop a clear stance on
unfair contract terms, relying primarily on general principles of freedom of contract, which leaves a
significant gap in consumer protection (Stock, 2014).

In terms of the strengths and weaknesses of each system, the EU’s approach offers clear advantages
in terms of consistency and uniformity across Member States. The Directive provides a
comprehensive framework for protecting consumers, ensuring that unfair terms are systematically
identified and removed from contracts. However, the application of the Directive has not been
entirely without challenges, as its implementation varies between Member States, leading to some
inconsistencies. The U.S. approach, with its emphasis on judicial discretion and case-by-case
analysis, provides flexibility in addressing unfair terms, but this flexibility can lead to
unpredictability and inconsistent results across jurisdictions. Additionally, the reliance on judicial
doctrines like unconscionability can sometimes make the process of identifying unfair terms more
complex and subjective. Iran’s legal system, while upholding freedom of contract, lacks the detailed
legal frameworks and protective mechanisms seen in the EU and the U.S., leaving consumers
vulnerable in many contractual situations.

The findings of this research suggest several practical recommendations for Iran’s legal system. First,
Iran should consider adopting a comprehensive consumer protection law that specifically addresses
unfair contract terms, similar to the EU’s Directive 93/13/EC. This law should define what
constitutes an unfair term, provide clear remedies for consumers, and ensure that contracts are fair
and balanced. Second, Iran should look to the U.S. and EU systems for guidance on developing
judicial mechanisms or legal doctrines that can address unfair terms in contracts. These mechanisms
could include a more formalized approach to unconscionability or a framework for evaluating the
fairness of terms based on economic analysis. Finally, efforts should be made to educate both
consumers and legal professionals about the dangers of unfair contract terms and the legal remedies
available to address them.

Future research should explore the practical implications of adopting such reforms in Iran’s legal
system, particularly in relation to the enforcement of consumer protection laws. Further comparative
studies could help to identify best practices from other jurisdictions and refine the mechanisms for
addressing unfair terms in contracts. Additionally, studies could investigate the impact of these
reforms on market dynamics, consumer confidence, and the behavior of businesses in Iran, helping
to create a more balanced and fair contractual environment for consumers.
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