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ABSTRACT

In today’s turbulent economic environment, contracts are frequently affected by unforeseeable changes that disrupt their original
economic equilibrium and render the performance of contractual obligations difficult. The absence of objective standards for
accurately identifying a “fundamental change of circumstances” has resulted in inconsistent judicial decisions and the possibility
of abuse. This article aims to develop and present a practical framework for identifying the disruption of economic equilibrium
in the process of contract adaptation. Accordingly, the central question is: On the basis of which practical and measurable criteria
may adjudicatory authorities establish the occurrence of a fundamental change of circumstances? The research hypothesis is
founded on the proposition that exclusive reliance on a single criterion is ineffective and that the accurate determination of such
a situation requires the combined application of both modern and traditional criteria. This study adopts a descriptive—analytical
approach and draws upon comparative analysis of international instruments. The findings indicate that although customary and
quantitative criteria are most frequently applied in judicial practice, the use of structural criteria—including supply-chain
collapse and technological obsolescence—is essential in modern contracts. Therefore, the systematic organization of these
criteria not only promotes commutative justice but also ensures the stability and continuity of commercial relationships.
Keywords: contract adaptation; economic equilibrium; fundamental change of circumstances; commutative justice; UNIDROIT
Principles.
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EXTENDED SUMMARY

Contracts constitute the legal infrastructure of economic exchange and provide the principal
framework through which parties allocate obligations, risks, costs, and anticipated benefits in
domestic and international commerce. Nevertheless, long-term and complex contractual
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relationships are frequently exposed to unforeseeable economic, political, technological,
environmental, and regulatory developments that may fundamentally disturb the original economic
equilibrium of the agreement. Such developments may include extraordinary inflation, severe
currency depreciation, international sanctions, abrupt legislative changes, global health crises, the
collapse of supply chains, technological obsolescence, and extreme climatic events. In these
circumstances, strict adherence to the principle of pacta sunt servanda may result in an excessive
and inequitable burden for one party while generating an unintended and disproportionate
advantage for the other. The concept of hardship has therefore emerged as a legal mechanism for
reconciling contractual stability with commutative justice. Although the economic equilibrium of a
contract is sometimes described in economic terms as a balance between supply, demand, cost, and
value, its legal meaning is broader and concerns the relative equivalence of reciprocal performances,
including the distribution of foreseeable risks at the time of contract formation. The central problem
addressed in this study is that neither Iranian contract law nor international commercial practice
provides a universally applicable and sufficiently precise standard for determining when a change in
circumstances becomes “fundamental.” Existing scholarship has generally focused on the theoretical
foundations of hardship, while the practical and measurable criteria required by judges and
arbitrators have received less systematic attention. This deficiency has produced inconsistency in
judicial reasoning and has weakened legal certainty, especially in cases involving continuing
contracts and severe economic disruption. Accordingly, the present study seeks to formulate a
practical analytical framework for identifying the disruption of contractual economic equilibrium
through a combined application of classical and modern criteria, rather than relying on a single
abstract standard (Alsharqawi & Others, 2025; Saatchi & Niazabadi, 2014; Sadeghi Moghadam, 2011).

The conceptual foundation of the study rests on the distinction between an imbalance existing at the
time of contract formation and an imbalance arising during contractual performance. The former
may fall within traditional doctrines concerning gross disparity or lesion, whereas the latter
constitutes the principal domain of hardship and changed circumstances. This distinction is
particularly important in Iranian law, where the dominant doctrinal interpretation tends to limit the
remedy of lesion to the moment of contract formation and therefore provides an uncertain basis for
responding to a later and radical alteration in the value of reciprocal performances. The preservation
of economic equilibrium should consequently be understood not merely as an implied contractual
condition, but also as a continuing legal requirement associated with contractual cooperation, good
faith, and the economic survival of the transaction. This interpretation is especially relevant to long-
term oil, gas, construction, infrastructure, technology, and supply agreements, in which the parties’
expectations are built upon relatively stable political, financial, and operational assumptions. In such
agreements, stabilization and economic-equilibrium clauses are intended to prevent external
measures or exceptional events from destroying the investor’s expected return or rendering
performance commercially intolerable. Comparative scholarship also demonstrates that hardship
clauses, renegotiation clauses, price-adjustment provisions, and adaptation mechanisms have
increasingly become standard instruments for preserving contractual continuity rather than
terminating the agreement. The UNIDROIT Principles and European contract-law instruments
likewise recognize that a fundamental alteration in contractual equilibrium may justify renegotiation
or judicial adaptation where performance has become excessively onerous. Within this framework,
the study assumes that adaptation does not constitute a violation of contractual binding force; rather,
it operates as an instrument for preserving that force under materially transformed circumstances.
Judicial adjustment should therefore be viewed as a corrective mechanism that protects the original
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economic rationale of the contract while preventing either party from exploiting an exceptional and
unforeseen disruption (Fucci, 2007; Moysidou, 2021; Raeisi & Sadeghi, 2024).

Methodologically, the research adopts a descriptive, analytical, and comparative approach. It
examines the principal legal theories concerning hardship and contractual adaptation in Iranian
private law and compares them with international commercial instruments, foreign judicial
decisions, arbitral practice, and selected national legal systems. The analysis is organized around ten
practical criteria that may assist courts and arbitral tribunals in establishing whether the economic
equilibrium of a contract has been fundamentally disturbed. These criteria include the case-specific
approach that rejects predetermined thresholds, the numerical criterion, the acquisition of an
unexpected windfall profit, the frustration or transformation of the contract’s underlying purpose,
the risk of the obligor’s financial destruction, the customary criterion, the structural collapse of the
supply chain, technological obsolescence, the effects of severe climate change, and the contractual
criterion derived from the parties’ own adjustment mechanisms. Each criterion is assessed in terms
of its legal basis, evidentiary requirements, practical utility, and possible disadvantages. The study
also considers how economic expertise, accounting reports, commercial customs, market indicators,
port and customs documents, technical assessments, climate reports, and digital market data may
support judicial fact-finding. Particular attention is given to the need for courts to distinguish
ordinary commercial risk from extraordinary disruption. Routine inflation, ordinary market
fluctuation, poor management, and foreseeable operational difficulties should remain within the
sphere of assumed contractual risk, whereas exceptional and unforeseeable changes capable of
transforming the economic substance of the agreement may justify intervention. The comparative
method further reveals that international commercial law increasingly favors flexible and context-
sensitive standards, but seeks to discipline judicial discretion through objective evidence, procedural
transparency, and reasoned economic justification (Delvolvé, 1991; Ehsani, 2021; Javaherkalam &
Kazemzadeh, 2025).

The findings demonstrate that the numerical and customary criteria remain among the most
frequently applicable standards, but neither is sufficient when applied independently. The numerical
criterion attempts to define a fundamental alteration through measurable increases in the cost of
performance or decreases in the value received. Discussions surrounding Article 6.2.2 of the
UNIDROIT Principles have referred to changes of approximately fifty percent as a possible indicator
of fundamental hardship, although comparative cases reveal that even severe currency depreciation
or inflation may not automatically satisfy the legal threshold. The principal advantage of this
criterion is its apparent objectivity: judges may refer the matter to financial and accounting experts
to calculate the precise increase in performance costs compared with the economic assumptions
existing at the time of contract formation. Its weakness, however, lies in the danger of converting a
flexible equitable doctrine into a rigid mathematical formula that disregards the nature of the
contract, the financial capacity of the parties, and the allocation of risk. The criterion of unexpected
profit complements this analysis by shifting attention from the excessive loss of the obligor to the
disproportionate windfall obtained by the obligee. Where an unforeseeable external event
transforms the contract into a source of unjust enrichment for one party, adaptation may be required
to restore proportionality. Similarly, the criterion concerning the transformation of contractual
purpose applies where the market, economic function, or common objective underlying the
agreement disappears. Cases concerning the disappearance of a market after German reunification
illustrate how performance may remain physically possible but lose its commercial rationale. The
risk-of-financial-destruction criterion is also relevant, particularly for small and medium-sized
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enterprises, but must be applied cautiously. A party should not obtain relief merely because
performance has become less profitable or because its own mismanagement has produced financial
weakness. The relevant danger must arise from extraordinary external circumstances and must
threaten the economic existence of the obligor in a manner that exceeds normal commercial risk
(Alsharqgawi & Others, 2025; Fucci, 2007; Moysidou, 2021; Saatchi & Niazabadi, 2014).

The study further finds that modern contracts require structural criteria that extend beyond
traditional calculations of cost and value. The collapse of a supply chain may constitute a
fundamental disruption where the essential logistical system assumed by the parties becomes
unavailable for a significant period and no economically reasonable alternative exists. This criterion
differs from ordinary increases in transportation or procurement costs because it concerns the
disappearance or structural failure of the method through which performance was expected to occur.
The COVID-19 pandemic demonstrated that the closure of factories, ports, and transportation routes
could disrupt upstream suppliers, production systems, distributors, and customers simultaneously,
thereby affecting legally separate but operationally interconnected contracts. Technological
obsolescence presents a comparable problem in long-term technology, software, infrastructure, and
equipment contracts. A contracted technology may remain technically usable yet become
economically irrational, legally noncompliant, or incompatible with new industrial standards. In
such cases, continued performance may defeat the original commercial objective and generate costs
that the parties could not reasonably have anticipated. Severe climate change represents another
emerging criterion, particularly in contracts dependent on agriculture, energy, water, transportation,
construction, and natural resources. Persistent drought, flooding, extreme heat, sea-level rise, and
ecological degradation may create continuing rather than temporary obstacles to performance. The
customary criterion remains significant because trade usage may supply an external and sector-
specific standard for determining what level of hardship is commercially intolerable. In Iranian law,
custom may also operate as an implied term under general civil-law principles, particularly where
price adjustment has become an established practice in a particular industry. Finally, the contractual
criterion is often the most legitimate and predictable mechanism because it derives directly from
party autonomy. Price-indexation clauses, hardship provisions, renegotiation procedures, phased
performance reviews, and predetermined deviation thresholds can define the circumstances under
which adjustment becomes necessary. The integration of these contractual mechanisms with
financial analytics, market-monitoring systems, and artificial intelligence may substantially improve
the accuracy and timeliness of detecting economic disequilibrium (Asghari Aghmashhadi & Taghipour
Darzi Naghibi, 2017; Ehsani, 2021; Olatoye, 2021; Rossi & Ruhl, 2023; Schwartz & Scott, 2021).

In conclusion, the disruption of contractual economic equilibrium cannot be identified through a
single universal formula. It is a multidimensional legal and economic phenomenon that requires the
coordinated application of quantitative, customary, purposive, financial, structural, technological,
environmental, and contractual criteria. The most appropriate approach is therefore a layered
assessment in which the court or arbitral tribunal first determines whether the event was
extraordinary and beyond the affected party’s control, then evaluates whether the relevant risk had
been expressly or implicitly allocated, and finally measures the event’s actual impact on the costs,
benefits, purpose, and viability of the contract. Judicial intervention should remain exceptional, but
it should not be excluded where strict performance would transform the agreement into an
instrument of manifest injustice. Iranian law would benefit from an explicit statutory framework
recognizing hardship and authorizing renegotiation and judicial adaptation under clearly defined
conditions. Such legislation should require expert economic evidence, transparent judicial
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reasoning, consideration of trade customs, and respect for the parties’ contractual adjustment
clauses. Courts should also distinguish between ordinary inflation and exceptional economic shocks,
between reduced profitability and genuine financial destruction, and between temporary
inconvenience and structural impossibility. A coherent framework of this kind would reduce
inconsistent judgments, improve predictability, and preserve the stability of long-term commercial
relations. Contract adaptation should ultimately be understood not as a denial of the binding force
of agreements, but as a means of maintaining their legitimacy, continuity, and economic function in
a rapidly changing world.
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