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ABSTRACT

International oil contracts, as one of the most significant instruments for the exploitation of hydrocarbon resources, play a
fundamental role in the economies of oil- and gas-rich countries, particularly Iran. Due to the transnational nature of these
contracts and the involvement of foreign parties, the determination of dispute settlement mechanisms is of paramount
importance, and the arbitration clause has emerged as the most common mechanism for resolving disputes in this field.
Nevertheless, the enforcement of such clauses within the Iranian legal system faces several challenges rooted in specific
interpretations of national sovereignty over natural resources, the expansive interpretation of the concept of public policy, and
the lack of harmony between domestic regulations and international standards. The objective of this study is to analyze the legal
nature of the arbitration clause in international oil contracts and to examine the obstacles to its enforcement under Iranian law.
The principal research question is: What is the legal nature of the arbitration clause in international oil contracts with emphasis
on the Iranian legal system, and why does its enforcement face challenges despite existing legal capacities? The findings
indicate that although Iranian laws, particularly the International Commercial Arbitration Act, possess the capacity to recognize
and enforce arbitral awards in oil disputes, a restrictive interpretation of public policy, political sensitivities associated with natural
resources, and the absence of a coherent judicial practice have reduced legal predictability. The conclusion of this article
demonstrates that through the reform of certain legislative and judicial approaches, a narrower interpretation of public policy,
and greater convergence with international standards, Iran’s position within the international arbitration system can be
strengthened and the legal security of investment in the oil sector can be enhanced. This study employs a descriptive-analytical
method and relies on library-based sources as well as the examination of arbitral and judicial practices to analyze the subject
matter.
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EXTENDED ABSTRACT
International oil contracts constitute one of
the most significant legal and economic
instruments for organizing cooperation
between  resource-holding states and
international oil companies in the exploration,
development, production, and exploitation of
hydrocarbon resources. These contracts are
not merely commercial arrangements for the
sale or transfer of goods; rather, they are long-
term, risk-intensive, capital-intensive, and
technologically complex legal frameworks
through which the host state seeks to attract
foreign investment and technical expertise
while preserving sovereign control over
strategic natural resources (Ariff Abd Ghadas &
Karimsharif, 2014). In oil-producing countries
such as Iran, the legal structure of
international petroleum contracts is deeply
connected with the principle of permanent
sovereignty over natural resources, public-law
restrictions, national economic security, and
the need to maintain state control over oil and
gas reserves (Heravian, 2015). At the same
time, the transnational nature of these
contracts, the involvement of foreign
investors, and the technical and financial
complexity of petroleum projects make
dispute settlement a central component of
contractual design. For this reason, arbitration
clauses have become one of the most
important mechanisms for resolving disputes
in international oil contracts, since they offer
neutrality, technical expertise, procedural
flexibility, confidentiality, and enforceability
across jurisdictions. The arbitration clause, in
this context, is not a marginal or merely
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procedural provision, but a core legal
mechanism that directly affects the security,
predictability, and credibility of the
contractual relationship. The increasing use of
arbitration in oil and gas contracts reflects the
broader = movement of international
commercial law toward private and specialized
dispute resolution, especially where national
courts may be perceived as less neutral or less
equipped to handle highly technical disputes.
However, in legal systems such as Iran, the
enforceability of arbitration clauses in
petroleum contracts remains affected by
domestic public-law considerations,
constitutional restrictions, and judicial
interpretations of public policy. Thus, the
central issue addressed in this study is the
legal nature of the arbitration clause in
international oil contracts and the reasons why
its enforcement in the Iranian legal system,
despite existing statutory capacities, continues
to face theoretical and practical challenges.

From a doctrinal perspective, the arbitration
clause is a form of arbitration agreement
through which the parties consent in advance
to submit existing or future disputes arising
out of a specific legal relationship to
arbitration. In international commercial
arbitration theory, the arbitration clause may
appear either as a clause embedded in the
main contract or as a separate arbitration
agreement, but in both forms it reflects the
parties’ intention to remove disputes from
ordinary court jurisdiction and submit them to
a private adjudicatory mechanism
(Waincymer, 2023). The legal significance of
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this clause is reinforced by two fundamental
principles: the separability of the arbitration
clause from the main contract and the
competence-competence principle, according
to which the arbitral tribunal may decide on its
own jurisdiction, including objections
concerning the existence or validity of the
arbitration agreement. These principles have
particular importance in international oil
disputes, because states or state-owned
companies may sometimes challenge the
validity of the main petroleum contract, deny
the jurisdiction of the arbitral tribunal, or
invoke sovereign interests to resist arbitration.
The doctrine of separability prevents such
objections from automatically invalidating the
arbitration clause and thereby protects the
effectiveness of arbitration as an autonomous
dispute settlement mechanism (Zare & Salimi,
2018). In the Iranian legal system, the
International Commercial Arbitration Act of
1997 reflects this modern approach by
recognizing the autonomy of the arbitration
agreement and the tribunal’s authority to rule
on its jurisdiction. Nevertheless, the practical
operation of these principles is not always
straightforward, particularly in oil contracts
where public assets, state-owned companies,
and constitutional rules governing public
property are involved. The arbitration clause
in petroleum contracts therefore possesses a
hybrid legal nature: it is rooted in party
autonomy and contractual consent, but it also
performs a quasi-judicial function by
establishing a binding dispute settlement
mechanism outside ordinary courts. This dual
character explains why arbitration clauses in
international oil contracts cannot be treated as
ordinary contractual provisions; they are
independent legal institutions positioned at
the intersection of private law, international
investment law, public economic law, and the
specialized practices of the petroleum
industry.

The international dimension of oil arbitration
further strengthens the institutional and
transnational character of the arbitration
clause. Instruments such as the New York
Convention of 1958 provide a global
framework for the recognition and
enforcement of foreign arbitral awards,
thereby transforming arbitration from a
merely contractual arrangement into a legally
supported international dispute resolution
system (Betin, 2022). In petroleum contracts,
this international framework is particularly
important because foreign investors require
assurance that arbitral awards will be
recognized and enforced beyond the host
state’s  domestic legal system. The
development of arbitral practice in oil disputes
has also contributed to the emergence of
specialized principles and expectations
sometimes described under the concept of lex
petrolea, which refers to a body of
transnational norms, arbitral practices, and
industry-specific standards relevant to
petroleum disputes (Zharikov, 2022). Although
the conceptual scope and independent
authority of lex petrolea remain debated,
arbitral practice in oil and gas disputes has
undoubtedly influenced the interpretation of
stabilization clauses, risk  allocation
provisions, governing law clauses, and
arbitration agreements. Stabilization clauses,
in particular, often operate alongside
arbitration clauses to protect investors against
unilateral legislative or regulatory changes by
the host state and to preserve the economic
balance of the contract (Emejuru et al., 2025).
In production-sharing agreements and other
petroleum contract models, the arbitration
clause is therefore linked not only to dispute
resolution, but also to the broader allocation of
political, legal, and commercial risks (Hassan
et al., 2023). This functional connection gives
arbitration a regulatory role in the petroleum
sector: it supports contractual stability,
enhances investor confidence, and reduces



uncertainty in long-term projects.
Nevertheless, the same function may generate
tension with the host state’s sovereign
regulatory powers, particularly where arbitral
awards are perceived as limiting governmental
discretion over natural resources, taxation,
environmental regulation, national security,
or public economic policy. Therefore, the legal
nature of the arbitration clause in
international oil contracts must be understood
as simultaneously contractual, procedural,
institutional, and regulatory.

In Iranian law, the legal framework contains
significant capacities for recognizing and
enforcing arbitration clauses in international
oil contracts. The principle of freedom of
contract under Article 10 of the Civil Code,
general rules on the validity of legal acts,
provisions of the Civil Procedure Code
concerning arbitration, and the International
Commercial Arbitration Act of 1997
collectively provide a statutory basis for the
validity of arbitration agreements. Moreover,
Iran’s accession to the New York Convention
strengthens the international enforceability of
foreign arbitral awards and confirms the
general compatibility of Iranian law with the
global arbitration regime. Despite these
capacities, the enforcement of arbitration
clauses in petroleum contracts is complicated
by the presence of the state or state-owned
companies, the public character of oil and gas
resources, and the constitutional requirement
under Article 139 of the Constitution
concerning the referral of disputes involving
public and state property to arbitration. This
requirement has often been viewed as one of
the most important domestic limitations on
arbitration in contracts involving public
assets. In practice, disputes may arise over
whether the necessary approvals have been
obtained, whether a state-owned company
should be treated as falling within the scope of
the constitutional restriction, and whether
failure to comply with public-law formalities

affects the validity of the arbitration clause.
These questions become especially sensitive in
oil contracts because the subject matter is
closely tied to national wealth and strategic
economic interests. Iranian legal scholarship
has also emphasized that oil and gas disputes
require specialized arbitration mechanisms
due to their technical complexity, high
economic value, and hybrid public-private
nature (Kabirabadi et al., 2020). At the same
time, the parties’ freedom to choose the
substantive law applicable to international
commercial arbitration remains subject to
mandatory rules and public policy limitations
(Johar, 2024). Consequently, the Iranian legal
system recognizes arbitration in principle but
restricts its practical operation through public-
law controls, constitutional safeguards, and
judicial review. This creates a legal
environment in which the arbitration clause is
formally accepted but may be limited in
practice by interpretive uncertainty and
institutional caution.

The most important challenge in the Iranian
context is the relationship between
international oil arbitration, public policy, and
national sovereignty over natural resources.
Public policy operates as a legal mechanism
through which domestic courts may refuse to
recognize or enforce an arbitration agreement
or arbitral award that conflicts with
fundamental principles of the legal order.
Under the New York Convention, public policy
and arbitrability are recognized as limited
grounds for refusing enforcement, but
international practice generally interprets
these exceptions narrowly in order to protect
the finality and effectiveness of arbitral awards
(Azizian, 2023). In Iran, however, the concept
of public policy may sometimes be interpreted
broadly, especially where disputes involve
petroleum resources, state property, national
security, or major public economic interests.
This broad interpretation can reduce legal
predictability and weaken the confidence of
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foreign investors in the effectiveness of
arbitration clauses. The issue becomes more
complex when public policy is linked to
national security or sovereign control over
natural resources, because courts may treat
petroleum disputes not simply as commercial
disagreements, but as matters involving public
authority and strategic national interests
(Shah Heydari, 2024). From the perspective of
international investment and petroleum law,
however, recognition of arbitration does not
necessarily negate sovereignty. Rather,
arbitration can be understood as a consensual
method for resolving contractual disputes
while preserving the state’s ownership and
regulatory authority over natural resources.
Permanent sovereignty over natural resources
allows the state to regulate, manage, and
protect national resources, but it does not
automatically prevent the state from entering
into binding contractual commitments or
agreeing to neutral dispute settlement
mechanisms (Heravian, 2015). The difficulty
therefore lies not in an inherent contradiction
between sovereignty and arbitration, but in
determining the proper boundary between
legitimate public-law control and excessive
judicial intervention. If public policy is
interpreted expansively and unpredictably,
arbitration may lose its function as a reliable
mechanism  for  dispute settlement.
Conversely, if public policy is interpreted
narrowly and exceptionally, the legal system
can protect fundamental national interests
while maintaining the credibility of arbitration
in international petroleum transactions.

The findings of this study indicate that the
arbitration clause in international oil
contracts, with emphasis on the Iranian legal
system, has a contractual, independent,
binding, and transnational legal nature. It is
contractual because it is based on the consent
and autonomy of the parties; it is independent
because its validity is not automatically
dependent on the wvalidity of the main

petroleum contract; it is binding because it
obliges the parties to resolve disputes through
arbitration rather than ordinary litigation; and
it is transnational because its effectiveness
depends on international conventions, arbitral
practice, and cross-border enforcement
mechanisms. In Iranian law, the main
problem is not the absence of legal capacity for
arbitration, but the gap between formal legal
recognition and practical implementation. The
International Commercial Arbitration Act, the
general principles of contract law, and Iran’s
accession to the New York Convention provide
a sufficient foundation for recognizing
arbitration clauses and enforcing arbitral
awards. However, broad interpretations of
public policy, constitutional sensitivities
regarding public and state property, concerns
over permanent sovereignty over natural
resources, and the absence of a coherent and
predictable judicial practice have limited the
full realization of these capacities. Therefore,
the arbitration clause in Iranian petroleum
contracts may be described as legally accepted
but practically constrained. Strengthening the
effectiveness of this mechanism requires a
narrower and more disciplined interpretation
of public policy, clearer judicial treatment of
Article 139 issues, greater institutional
confidence in international arbitration, and
closer convergence with accepted global
standards. Such reforms would not undermine
national sovereignty; rather, they would
enhance legal certainty, improve the
investment climate, reduce dispute-related
risks, and enable the Iranian oil and gas sector
to participate more effectively in international
economic relations while preserving the
country’s fundamental legal and national
interests.
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