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ABSTRACT

In the contemporary global economic environment, competitiveness has emerged as a decisive factor in the economic
sustainability and political stability of states. Economic dynamism is not merely an economic necessity but constitutes a
fundamental prerequisite for the preservation of national independence and security. Within this context, foreign investment, as
one of the most effective instruments of economic growth and development, has acquired a prominent position in the legal and
economic systems of countries. With the expansion of doctrines grounded in free trade and the globalization of markets, the
significance of respecting the principle of freedom of contract and the autonomy of the will of the parties in shaping the rights
and obligations arising from foreign investment has become increasingly evident. Nevertheless, the Iranian legal system faces
substantial challenges in addressing the concepts of “capital,” “investor,” and “foreign investment.” Ambiguities in statutory
definitions, regulatory fragmentation, and the incomplete alignment of domestic concepts with internationally recognized
standards have generated divergent interpretations and inconsistencies in the execution of investment contracts. Furthermore,
the emergence of novel forms of investment arrangements, including public—private partnerships, buy-back contracts, and
indirect investments, necessitates a reconsideration of the traditional legal frameworks used to analyze such institutions.
Adopting an analytical—critical approach, this article examines the conceptual and practical challenges associated with the
definitions of capital, investor, and foreign investment in the Iranian legal system and, through a comparative assessment of
international practices and instruments, seeks to identify the existing conceptual and structural deficiencies in the Law on the
Promotion and Protection of Foreign Investment and to propose solutions for aligning it with the requirements of the
contemporary economy and the imperatives of international economic relations.
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EXTENDED ABSTRACT
The contemporary global economic system is

fundamentally shaped by the dynamics of
capital mobility and the competitive
positioning of states in attracting and
retaining foreign investment, a process that
directly affects economic growth,
technological development, political stability,
and national security. Within this framework,
foreign investment functions not merely as a
financial inflow but as a multidimensional
phenomenon  encompassing  technology
transfer, managerial expertise, employment
generation, industrial upgrading, and
integration into global markets. The legal
infrastructure of each host country therefore
plays a decisive role in shaping investment
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behavior and outcomes. In Iran, foreign
investment regulation is primarily governed
by the Law on the Promotion and Protection of
Foreign Investment of 2000, yet the
conceptual foundations of this regime remain
characterized by definitional ambiguity,
regulatory fragmentation, and incomplete
alignment with internationally recognized
investment standards. The concept of “capital”
in Iranian law lacks a precise statutory
definition, instead appearing through
illustrative lists of assets including cash,
machinery, intellectual property, and
technical know-how, which are referenced
without a coherent theoretical framework
(Saei, 2000). This absence of conceptual clarity
extends to the notion of the “investor,” whose



legal status has evolved from a restrictive
model under the 1955 legislation to a broader
category encompassing private entities, state-
owned enterprises, international
organizations, and Iranian nationals residing
abroad under the 2000 statute (Khodayari,
2001). However, this expansion has
introduced new interpretive challenges
regarding sovereign participation, immunity,
and the private-public boundary in
investment relations. Comparative
examination of Iran’s bilateral investment
treaties with states such as Bahrain, Malaysia,
Slovakia, and Singapore reveals gradual
convergence with international investment
law, particularly in the recognition of diverse
asset classes, contractual rights, and
intangible property as protected investments
(Hanjani & Ostadzadeh, 2017). Nonetheless,
the persistence of divergent interpretive
practices among regulatory authorities and
courts continues to undermine legal certainty
and investor confidence, highlighting the
structural necessity for doctrinal coherence
and legislative refinement.

At the operational level, the effectiveness of
foreign investment protection is inseparably
linked to the contractual architecture through
which investment activities are structured.
Foreign investment relations in Iran are
predominantly realized through contractual
mechanisms that bind the host state or public
entities on one side and foreign private
investors on the other, yet these relationships
do not always materialize through classical
investment contracts. Administrative acts
such as licensing, permits, and regulatory
approvals often create preliminary investment
rights whose legal nature remains precarious
under public law, exposing investors to
unilateral modification and regulatory
instability (Rezaeizadeh, 2008). The presence
of a formally concluded investment contract
thus serves as the principal mechanism for
stabilizing investor rights, introducing

governing-law clauses, dispute resolution
provisions, and arbitration agreements, and
mitigating the asymmetry of power inherent in
state—investor relations (Shahbazinia, 2013).
Iranian law explicitly recognizes a wide array
of contractual forms as protected investment
arrangements, including build—operate—
transfer agreements, civil partnerships, and
buy-back contracts, which are collectively
classified as “contractual arrangements” under
the implementing regulations of the 2000 law
(Shiravi & Amin Majd, 2012). Although
regulatory  terminology  attempts  to
distinguish between direct investment and
contractual investment, substantive analysis
confirms that contractual arrangements
constitute an essential subset of foreign direct
investment, particularly in capital-intensive
infrastructure and energy projects. The dual
legal character of these contracts,
simultaneously anchored in public regulatory
authority and private contractual autonomy,
creates  inherent  tensions  regarding
enforceability, stability, and the scope of
permissible state intervention (Tabataba'i
Motamani, 2006). Consequently, the Iranian
investment regime reflects a complex
hybridization of public and private law that
demands carefully calibrated legal
instruments capable of preserving sovereign
regulatory space while ensuring credible
investor protection.

The economic rationale for strengthening
Iran’s foreign investment framework is deeply
embedded in the broader architecture of
national economic development. Modern
economic systems operate as interdependent
networks  of  institutions regulating
production, distribution, labor, capital, and
natural resources, with each component
influencing the overall stability and growth
trajectory of the system (Lajugie & Ziaian, 1976;
Mir-Moezi, 2001). Over time, traditional
distinctions between market and planned
economies have given way to hybrid models in
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which state coordination coexists with market
mechanisms, making regulatory design a
decisive factor in development outcomes.
Countries pursuing economic reform have
consistently followed a sequence of
liberalization, marketization, privatization,
and trade facilitation, each stage serving as a
catalyst for increased foreign investment and
enhanced global integration (Kanani, 2011). In
developing economies, foreign investment
plays a particularly vital role by compensating
for domestic capital shortages, accelerating
industrialization, improving productivity, and
fostering technological diffusion (Alidousti
Shahraki, 2010; Kiani & Rahim Baghban, 2020;
Piran, 2010). Despite Iran’s substantial natural
resources, educated workforce, and market
potential, foreign investment inflows remain
significantly below capacity, a shortfall
attributable not only to macroeconomic
constraints but also to systemic legal
deficiencies. Regulatory opacity, inconsistent
interpretation of investment rights, and
insufficient alignment with international
standards collectively erode the country’s
competitive position, underscoring the
necessity of comprehensive legal reform to
enhance institutional credibility and economic
attractiveness.

Within this legal-economic environment, the
typology of foreign investment assumes
critical importance. Iranian law distinguishes
investment according to both the identity of
the investor and the mode of investment.
Public foreign investment typically involves
states or international organizations pursuing
strategic objectives alongside economic
returns, whereas private foreign investment is
primarily profit-driven and constitutes the
dominant form of global capital flows.
Investment modes further divide into direct
and indirect investment. Direct investment
entails long-term physical presence through
factories, infrastructure, and production
facilities, generating durable economic

impact, while indirect or portfolio investment
consists of securities and financial
instruments that provide liquidity but less
structural development. Among direct
investment mechanisms, buy-back contracts
have emerged as a uniquely significant model
within Iran’s legal system, particularly in
sectors where constitutional or statutory
restrictions limit foreign ownership, such as
hydrocarbons. ~ Buy-back  arrangements
operate as complex transactional structures in
which the investor finances development and
production in exchange for the future
purchase of output as repayment, combining
financing, technology transfer, and risk
allocation in a single framework (Katouzian,
1999; Shahidi, 1998). International definitions
emphasize the reciprocal nature of these
arrangements, framing them as integrated
packages of equipment supply, technical
assistance, and output repurchase (Hassan
Beigi, 2002). Iranian jurisprudence has
addressed concerns regarding the
compatibility of profit components in such
contracts with Islamic law through doctrinal
reinterpretation, economic necessity, and
authoritative  policy decisions, thereby
legitimizing their continued use (Saber, 2007).
As a result, buy-back contracts have evolved
into indispensable instruments for mobilizing
foreign capital while preserving domestic
ownership of strategic resources.

Beyond buy-back contracts, Iran’s investment
framework incorporates broader forms of
countertrade, including barter, counter-
purchase, and offset agreements, collectively
designed to facilitate international trade under
conditions of currency constraints, financial
sanctions, and market access limitations.
Countertrade mechanisms link export and
import transactions through reciprocal
obligations, reducing reliance on hard
currency and stabilizing trade flows
(Schmitthoff & Akhlaghi, 1999). In developing
economies, these mechanisms  serve



additional functions by enabling technology
acquisition, enhancing export capacity, and
leveraging foreign marketing networks
without substantial upfront capital investment
(Asgharzadeh, 1995). Legal scholarship
distinguishes countertrade from classical sale
contracts, emphasizing its compensatory
structure, reciprocal dependency, and
conditional performance obligations, features
that demand specialized contractual design
and dispute resolution mechanisms (Nasiri,
1991). Counter-purchase agreements, in
particular, illustrate the sophistication of
contemporary trade instruments, consisting of
two legally independent contracts linked by
overarching protocols that coordinate
performance, pricing, and settlement while
preserving flexibility in commodity selection
and valuation (Saber, 2007). Collectively, these
contractual innovations demonstrate the
adaptability of Iran’s investment regime under
economic constraints while simultaneously
revealing the growing complexity of legal
governance in cross-border commercial
relations.

In conclusion, the sustainability of Iran’s
economic  development trajectory is
inseparably linked to the structural integrity of
its foreign investment regime. Effective
investment governance requires more than
formal statutory enactments; it demands
conceptual clarity, institutional coherence,
procedural transparency, and reliable
enforcement mechanisms. The current legal
framework exhibits both notable strengths
and critical deficiencies: while it recognizes
diverse  contractual models, provides
arbitration mechanisms, and formally
commits to investor protection, it continues to
suffer from definitional ambiguity, regulatory
fragmentation, interpretive inconsistency, and
vulnerability  to discretionary state
intervention. Addressing these deficiencies
through doctrinal refinement, legislative
modernization, harmonization with

international investment standards, and
strengthening of judicial and arbitral
institutions constitutes an indispensable
prerequisite for restoring investor confidence
and unlocking Iran’s substantial economic
potential. Only through such comprehensive
reform can the Iranian legal system evolve into
a credible platform for sustained foreign
investment, technological advancement, and
long-term economic stability.
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