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ABSTRACT

The present study aims to reconsider the role of stabilized contracts in economic governance from a novel perspective on law
and legislative policymaking. The research employs a descriptive-analytical method, analyzing data with reference to domestic
legal instruments, international arbitral practice, and recent theoretical scholarship. The findings demonstrate that absolute
stabilization clauses are clearly incompatible with fundamental principles of Iranian administrative law, including the rule of
law, separation of powers, and the principle of alignment between the public interest and the exercise of public authority;
consequently, such clauses are subject to fundamental legal objections. By contrast, the economic equilibrium clause was
identified as the most effective mechanism, as it preserves national sovereignty and the state’s legislative authority while
managing investors’ political risks through compensation or the adjustment of contractual obligations. The study proposes that
contemporary economic governance requires a transition from static models toward a framework of dynamic stability, in which
stability is understood as predictability and effective risk management rather than rigidity in the face of change. Furthermore,
the use of smart technologies to enhance transparency and facilitate continuous dialogue is emphasized as an important
safeguard for the implementation of this framework. The study offers policy recommendations for designing more flexible
contracts that are responsive to contemporary requirements, thereby facilitating foreign investment while simultaneously
safeguarding the public interest and national sovereignty.
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EXTENDED SUMMARY
Economic governance in contemporary legal systems increasingly depends on contractual
frameworks capable of reconciling two potentially conflicting imperatives: the protection of
legitimate investor expectations and the preservation of the state’s sovereign authority to regulate in
the public interest. This tension is particularly visible in long-term public contracts, foreign
investment agreements, concession contracts, and public-private partnerships, in which the state
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simultaneously acts as a contractual party and as a sovereign regulator endowed with legislative,
administrative, and supervisory powers. From the investor’s perspective, unexpected changes in
taxation, currency regulation, licensing requirements, environmental standards, or other legal and
administrative rules may substantially alter the economic assumptions on which an investment
decision was originally based. From the state’s perspective, however, excessive contractual
restrictions on future regulatory action may undermine the rule of law, democratic lawmaking,
administrative adaptability, and the ability to respond to changing social and economic
circumstances. Stabilization clauses emerged as a legal response to this structural tension by
attempting to reduce political and regulatory risks and to enhance predictability in long-term
investment relations (Haj Sadeghi & Ahmadi, 2023; Khodnia, 2018; Tavakoli et al., 2024).
Nevertheless, the traditional understanding of stabilization, particularly through absolute freezing
clauses or non-interference provisions, has become increasingly difficult to reconcile with
contemporary conceptions of public law and economic governance. Modern economic environments
are characterized by technological disruption, volatile financial markets, regulatory innovation,
geopolitical shocks, and rapidly changing public policy priorities. Consequently, contractual stability
can no longer reasonably be understood as the permanent preservation of a fixed legal and economic
framework. Instead, stability must increasingly be conceptualized as predictability, transparent risk
allocation, structured adaptability, and the preservation of economic equilibrium under changing
circumstances (Barton et al., 2015; Zhang & Ahtonen, 2015). Against this background, the present
study re-examines the role of stabilized contracts in economic governance and seeks to develop a
contemporary legal-policy approach capable of maintaining investment security without impairing
national sovereignty, legislative authority, or the state’s responsibility to protect the public interest.
The study adopts a descriptive-analytical legal research method and integrates doctrinal analysis
with comparative and policy-oriented reasoning. Its analytical framework is based on domestic
public-law principles, legal scholarship concerning administrative and international investment
contracts, international arbitral approaches to stabilization commitments, and recent literature
addressing contractual flexibility, financial governance, technological innovation, and regulatory
modernization. Particular attention is paid to the Iranian legal context, in which the validity and
enforceability of stabilization mechanisms must be assessed against the rule of law, separation of
powers, legislative supremacy, public-interest requirements, and the legal limits of administrative
contracting. From this perspective, one of the central questions is whether the executive branch, by
accepting a stabilization clause, may lawfully restrict the future legislative authority of the state or
prevent the application of subsequently enacted rules to a particular investment relationship. Iranian
administrative-law principles suggest that executive authorities may not, in the absence of explicit
statutory authorization, contractually eliminate or suspend legislative competence, because public
authorities derive their powers from law and remain subject to the constitutional distribution of
governmental functions (Abbasi & Sohrablu, 2020; Ansari, 2013; Hedavand & Mashhadi, 2012). At the
same time, comparative investment practice demonstrates that stabilization clauses have historically
been justified through the doctrine of state self-limitation, according to which sovereignty may
include the capacity voluntarily to undertake binding contractual commitments (Cole, 2007; Garcia-
Amador, 1993). The study therefore does not treat stabilization as a unitary legal institution, but
distinguishes between different techniques according to their legal effects, including strict
stabilization clauses, freezing clauses, non-application and non-interference provisions, limited and
proportional stabilization clauses, time-limited clauses, and economic equilibrium clauses. This
typological method allows the research to evaluate which forms of stabilization are most consistent
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with modern public law and which create unacceptable constraints on sovereign regulatory
authority.

The findings demonstrate that strict or absolute stabilization clauses present the most serious legal
difficulties within an administrative-law framework. A strict stabilization clause typically requires
the state not to alter the legal or contractual regime governing an investment without the investor’s
consent, while a freezing clause fixes the applicable legal framework as of a particular date and
excludes the application of subsequent legislation to the contractual relationship. Non-application
and non-interference clauses operate through related techniques by preventing later legal measures
from affecting the investor or by requiring the state to refrain from regulatory conduct inconsistent
with the original contract. Although these mechanisms provide a high degree of formal security for
investors, they may conflict with the rule of law and separation of powers where they effectively allow
the executive to exempt a private contractual relationship from future legislation or to restrict the
legislature’s capacity to respond to public needs (Al-Qushayri, 2003; Iranpour, 2003; Nikbakht, 2005).
The problem becomes more pronounced when such clauses are drafted broadly, indefinitely, or
without distinction between regulatory measures adopted for legitimate public purposes and
measures specifically targeting the investor. The principle that public administration must remain
capable of adapting public services and regulatory policies to contemporary needs also weakens the
legitimacy of absolute contractual immutability. Public authorities cannot reasonably be prevented
from responding to economic crises, environmental concerns, financial instability, public health
needs, technological developments, or other matters of general welfare merely because an earlier
contract sought to preserve the existing regulatory framework. Accordingly, the study finds that
absolute stabilization is generally incompatible with the logic of dynamic governance and may
produce greater long-term instability by creating legal conflicts between contractual commitments
and evolving public-law obligations (Zare & Pishnamaz, 2022; Zarei & Molaei, 2013). More limited
stabilization models, by contrast, can be designed around specific legal areas, defined time periods,
non-discrimination commitments, or clearly identified regulatory risks, thereby reducing the danger
of excessive interference with sovereignty (Al Faruque, 2007; Maniruzzaman, 2007; Mann, 2011).
Among the available mechanisms, the economic equilibrium clause emerges as the most legally
defensible and functionally effective model for contemporary economic governance. Unlike a
freezing clause, the economic equilibrium mechanism does not prevent the state from enacting or
applying new laws. Instead, it recognizes the state’s sovereign authority to regulate while requiring
the parties to restore the original economic balance of the contract when subsequent legal or
regulatory changes substantially and adversely alter the investor’s expected position. Restoration
may occur through financial compensation, tariff adjustments, extensions of contractual duration,
modification of pricing formulas, tax adjustments, renegotiation of obligations, or other agreed
measures designed to neutralize the material economic impact of regulatory change (Bigdeli, 2015;
Kordi & Tajarloo, 2022; Rahimi & Alizadeh, 2017). This model is consistent with the broader legal idea
that a party adversely affected by extraordinary changes should not necessarily bear the entire
burden of a risk that was neither anticipated nor allocated to it at the time of contracting (Hafezi
Ghahestani et al., 2021; Mazarei, 2015). From the perspective of public law, economic equilibrium is
particularly important because it separates the state’s legislative freedom from its financial
responsibility. The legislature remains free to adopt laws in the public interest, but if a governmental
policy change imposes a disproportionate economic loss on an investor operating under a long-term
public contract, the contractual framework may require an equitable reallocation of that burden.
Such an approach is more compatible with the principle of fairness in the distribution of public
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burdens and avoids transforming investor protection into a veto over legitimate regulation. It also
corresponds to the evolution of contractual practice toward flexible and relational arrangements that
prioritize continuity, cooperation, renegotiation, and adaptive risk management over rigid textual
immutability (Barton et al., 2015; Zhang & Ahtonen, 2015). In this respect, the economic equilibrium
clause represents a shift from “static stability” to “dynamic stability,” in which the fundamental
objective is not to prevent change but to ensure that change occurs within a transparent and
predictable framework for allocating its economic consequences.

The analysis further indicates that contemporary stabilization policy must be reinterpreted in light
of digital transformation, financial innovation, and emerging models of intelligent regulation.
Financial technology, blockchain-based systems, artificial intelligence, data analytics, and
supervisory technologies are transforming both contractual practice and regulatory governance by
enabling continuous monitoring, automated compliance assessment, rapid detection of market
changes, and more transparent measurement of economic performance (Naghdi & Hamidi, 2024;
Wang et al., 2022). These developments create the possibility of designing stabilization mechanisms
that are significantly more adaptive than conventional clauses. For example, economic equilibrium
provisions may incorporate pre-agreed financial indicators, inflation benchmarks, exchange-rate
thresholds, sector-specific indices, or digitally verifiable performance criteria that automatically
trigger review or renegotiation when predefined conditions are satisfied. Smart monitoring systems
can also facilitate real-time supervision of public contracts, thereby reducing informational
asymmetry and the risk of opportunistic behavior by either party. Such measures are particularly
important in financial markets, where unequal access to information can undermine efficiency,
increase perceived risk, and weaken confidence in regulatory institutions (Niinimaki, 2019; Sameti et
al., 2012). Similarly, financial innovation and broader financial inclusion can contribute to economic
development only when supported by credible legal and institutional structures capable of managing
technological and regulatory risks (Domeher et al., 2022; Xu et al., 2021). The proposed governance
model therefore combines economic equilibrium with transparent reporting, periodic review, joint
monitoring committees, structured renegotiation mechanisms, technology-assisted supervision,
subject-matter limitations, and clearly defined temporal boundaries. Rather than stabilizing an
entire legal system for the duration of an investment, the contract should identify those regulatory
domains that are genuinely material to the investor’s economic expectations and establish
procedures for managing changes in those areas. This approach also requires a transformation in the
role of legal advisers, who must move beyond defensive drafting and act as designers of adaptive
legal structures capable of integrating commercial objectives, public-law constraints, regulatory
innovation, and long-term cooperation.

In conclusion, the study proposes a model of “dynamic stability” as the most appropriate framework
for reconsidering stabilized contracts in modern economic governance. Under this model,
contractual stability is not equated with legal immobility, permanent regulatory exemption, or the
elimination of sovereign risk. Rather, it is understood as the capacity of a legal relationship to remain
predictable, economically viable, and institutionally sustainable while adapting to legitimate changes
in law, public policy, technology, and market conditions. The preferred model rests on three
interconnected components: first, the replacement of absolute freezing and non-interference clauses
with hybrid economic equilibrium mechanisms; second, the establishment of transparent
procedures for monitoring, periodic review, renegotiation, and compensation when significant
regulatory changes alter the economic assumptions of the contract; and third, the limitation of
stabilization commitments to clearly defined subjects and time periods so that investor protection
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does not become an indefinite restriction on legislative sovereignty. For Iran, such an approach offers
a practical basis for reconciling foreign investment protection with the constitutional and
administrative principles governing public authority. It would allow the state to preserve its capacity
to enact necessary economic, environmental, social, and technological regulations while
simultaneously providing investors with greater certainty concerning the allocation of political and
regulatory risks. The proposed framework also suggests that public institutions should modernize
standard contractual templates, develop objective methodologies for determining economic
equilibrium, establish multidisciplinary review mechanisms, and invest in digital supervisory
infrastructures capable of improving transparency and reducing disputes. Ultimately, effective
economic governance requires neither the absolute supremacy of sovereign discretion nor the
permanent freezing of investors’ contractual expectations. Its central task is to create a credible
institutional architecture in which change can occur without destroying legitimate expectations, and
in which long-term cooperation can be maintained through transparent, proportionate, and legally
structured risk-sharing arrangements.
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