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ABSTRACT

This article seeks to critically assess the existing laws in the field of foreign investment using a descriptive-analytical method.
One of the most important economic phenomena of the present century is foreign investment, which has received increasing
attention because it is regarded as one of the principal means of gaining access to capital, technology, and the possibility of
sustained economic growth in countries. On the other hand, foreign investment is considered a main route through which
developing countries can access advanced technology; it also increases domestic production both directly and indirectly and
constitutes a key factor in the economic development of every country. Moreover, the most important role of foreign investment
is to bring capital, skills, and technology into countries. Despite the remarkable scale of foreign investment in other countries
and the enactment of the Foreign Investment Promotion and Protection Act in 2001 and its Executive Regulations approved in
2002, Iran, due to the absence of a coherent and dynamic legal system alongside other factors, has faced serious challenges
in this regard. As a result, the existing deficiencies in the path of foreign investment have not only remained unresolved, but
legal inadequacies have also prevented the realization of an efficient legal regime governing foreign investment. These issues
are examined in this study.
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EXTENDED ABSTRACT
Foreign investment is widely regarded as one

of the most important economic and legal
mechanisms  for transferring capital,
technology, managerial knowledge, technical
expertise, and productive capacity to host
economies, particularly in developing
countries seeking sustained growth, industrial
modernization, and integration into global
markets. In this regard, the legal environment
of the host state plays a decisive role in
determining whether foreign capital enters the
country, remains secure, and contributes to
long-term development. The present study
aims to conduct a pathology-oriented legal
analysis of the existing laws governing foreign
investment in Iran, with particular attention to
the weaknesses, ambiguities, inconsistencies,
and executive deficiencies that limit the
effectiveness of the current regulatory
framework. Although Iran has taken
important steps toward attracting foreign
investment through the adoption of the
Foreign Investment Promotion and Protection
Act in 2001 and its Executive Regulations in
2002, the practical experience of foreign
investment indicates that the mere existence
of a protective statute is not sufficient to create
a coherent and dynamic legal regime. The
continuing presence of legal uncertainty,

3 Gses 08B ol Jb s a8 ssed Oledl Wb andl il
S sl S el Ll ol oI gl Cole
Sy B L L Sose nlply Bl S
Blor oS e el i Sl S50l el (5050
adls Aol laasle oy w Sl G5B 53 3950
SISl o il 53 a0 iz Camal gl (i L3 50
M}b,a Jj,.:a @qul.yjb LSLU}W LKD) J\.iL: ‘Lﬁ;-JL}
S ol 5 5ol 4.'».;.4)').319}.27'- (ol ) s w
5ol b sl i G Sl i LB
administrative  fragmentation, restrictive
constitutional interpretations, foreign
exchange constraints, and limitations on the
referral of certain investment disputes to
arbitration has weakened the attractiveness of
the Iranian investment environment.
Therefore, the main problem addressed in this
study is that Iran’s foreign investment regime,
despite its formal protective framework, still
suffers from structural and functional
deficiencies that prevent it from meeting
international standards of legal security,
transparency, stability, and enforceability
(Abbasloo & Nazhandi Manesh, 2018; Asadi &
Rezaei, 2023; Esfahani, 2019).

The conceptual foundation of the study is
based on the distinction between foreign direct
investment and indirect or portfolio
investment, because this distinction has
significant implications for legal protection,
state responsibility, and dispute settlement.
Foreign direct investment refers to a long-
term capital contribution by a foreign natural
or legal person with the purpose of obtaining
profit and exercising effective influence over
the management or control of an enterprise in
the host state. The element of effective control
distinguishes FDI from other forms of

international investment and usually appears
through the establishment of a new company,
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participation in a joint venture, acquisition of
shares in an existing enterprise, or the creation
of subsidiaries and branches. By contrast,
indirect foreign investment generally involves
the purchase of securities, shares, or financial
instruments in the capital market without the
intention of exercising managerial control.
This difference matters because FDI is more
deeply connected to technology transfer,
managerial participation, employment
creation, and the long-term economic
development of the host country, whereas
portfolio investment is more liquid, more
exposed to financial market fluctuations, and
less institutionally embedded in the host
economy. The study also distinguishes foreign
investment from foreign borrowing and
project finance, emphasizing that in foreign
borrowing, the lender normally seeks
repayment of principal and interest without
assuming the commercial risks of the project,
while in investment-based arrangements, the
investor participates in the project’s risks,
returns, and operational outcomes. These
conceptual distinctions are necessary because
legal rules governing admission, protection,
guarantees, repatriation, taxation, arbitration,
and state responsibility differ according to the
type and structure of investment involved
(Emzaei, 1995; Habibzadeh & Basiri Jam, 2020;
Hariri, 2009; Maghsoudi & Davoudi, 2015;
Niazi, 2015).

The research adopts a descriptive-analytical
method and relies on legal analysis of domestic
laws, executive regulations, institutional
practices, and relevant principles of
international investment law. The descriptive
dimension of the study identifies and explains
the existing legislative and institutional
arrangements governing foreign investment in
Iran, including the Foreign Investment
Promotion and Protection Act, the role of the
Organization for Investment, Economic and
Technical Assistance of Iran, regulatory
mechanisms related to capital entry and profit

repatriation, and the interaction between
domestic law and international commitments.
The analytical dimension evaluates the
adequacy, coherence, and effectiveness of
these arrangements by examining the extent to
which they provide legal certainty,
predictability, transparency, institutional
coordination, and reliable dispute settlement.
The study also uses a comparative and
normative orientation, insofar as it assesses
the Iranian regime in light of indicators
commonly associated with successful foreign
investment systems, such as stability of
regulations, clarity of definitions,
administrative efficiency, judicial guarantees,
and compatibility between domestic rules and
treaty obligations. In addition, attention is
given to project finance structures and foreign
investment methods because investment law
does not operate in isolation from financing
techniques, contractual models, and risk
allocation mechanisms. From this perspective,
legal pathology means identifying not only the
defects of statutory texts but also the broader
dysfunctions that arise when laws, executive
institutions, administrative procedures, and
dispute resolution mechanisms fail to operate
as an integrated system (Karimi, 2020;
Mansourian, 2022; Mohebi, 2023; Norouzi,
2020; Piran, 2022).

The findings show that one of the most serious
legislative injuries in the field of foreign
investment is legal uncertainty and ambiguity.
Foreign investors can tolerate calculable risk,
but they cannot easily manage non-calculable
ambiguity arising from unclear laws, unstable
interpretations, overlapping authorities, and
discretionary administrative decisions. At the
structural level, the multiplicity of supervisory
and decision-making bodies creates a form of
legal fog in which ministries, specialized
agencies, the central bank, investment
authorities, and local administrative bodies
may each interpret the same rule differently.
This institutional fragmentation increases



transaction costs, delays licensing, and
weakens investor confidence. At the textual
level, the use of broad and indeterminate
expressions such as national interest, special
circumstances, competent authority
discretion, or case-by-case determination
transfers the center of legal decision-making
from objective legal norms to subjective
administrative judgment. Similarly, the
absence of precise legal definitions for new
forms of investment, digital assets,
technology-based services, intellectual
property-related investment, and emerging
business models creates regulatory gaps that
may discourage entry into innovative sectors.
At the temporal level, sudden changes in tax,
currency, banking, labor, or commercial
regulations may undermine the economic
assumptions on which foreign investors base
their decisions. A legally efficient investment
regime must therefore distinguish between
legitimate regulatory reform and
unpredictable legal disruption. The study finds
that without clearer hierarchy of norms, more
precise legislative drafting, protection of
acquired rights, and stronger commitment to
the principle of legal certainty, Iran’s foreign
investment regime will remain vulnerable to
instability and interpretive conflict (Asadi &
Rezaei, 2023; Hassan Beigi, 2005; Jafari, 2016;
Poursayyed, 2021; Tavassoli Jahromi, 2002).

The findings also indicate that institutional
and dispute settlement deficiencies are central
to the pathology of foreign investment law in
Iran. A successful investment regime requires
not only supportive statutes but also a
specialized, coordinated, transparent, and
empowered administrative structure. In Iran,
the Organization for Investment, Economic
and Technical Assistance performs an
important coordinating role and is formally
recognized as the principal authority for
foreign investment licensing and support;
however, in practice, many final decisions
remain dependent on other ministries,

sectoral  regulators,  banks, customs
authorities, tax bodies, and local agencies. This
weakens the concept of a genuine one-stop
investment window and may produce
administrative uncertainty, repeated
documentation requirements, contradictory
decisions, and delays in  project
implementation. The study further shows that
judicial and arbitral guarantees are essential
components of investment protection.
Domestic courts remain important because
the host state has judicial sovereignty over
many contractual, administrative, and
regulatory disputes; however, lack of
specialized branches for complex economic
and investment disputes may reduce
predictability and efficiency. International
arbitration, including mechanisms associated
with investment treaties and institutions such
as ICSID, is significant because it offers
neutrality, enforceability, and direct investor-
state claims, but it also raises concerns
regarding costs, duration, and the balance
between investor protection and the state’s
regulatory autonomy. The relationship
between domestic law and international
treaties is another major challenge,
particularly when domestic legal norms
conflict with bilateral investment
commitments or broader standards such as
fair and equitable treatment, indirect
expropriation, legitimate expectations, and
full compensation. Accordingly, coordination
between domestic legislation, administrative
practice, and international obligations is
necessary to reduce the risk of investor-state
disputes and state responsibility (Kalantari,
2005; Mansourian, 2022; Mohebi, 2023; Piran,
2022; Saremi & Jamali, 2013).

In conclusion, the study demonstrates that the
main obstacle to effective foreign investment
in Iran is not the absence of legal regulation,
but the lack of a coherent, stable, transparent,
and operationally efficient legal and
institutional system. The existing framework
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has created an initial foundation for protection
and encouragement, but it has not fully
resolved the deeper problems of legislative
ambiguity, regulatory instability, institutional
overlap, administrative discretion, limited
specialization, and uncertainty in dispute
settlement. A more effective model requires
comprehensive reform of the foreign
investment regime through clarification of
legal concepts, reduction of conflicting
authorities, establishment of a genuine one-
stop investment mechanism, strengthening of
specialized judicial and administrative
capacities, protection of acquired rights, and
alignment of domestic rules with international
investment commitments. The legal system
must also maintain a balanced approach: it
should protect investors against arbitrary
conduct, while preserving the state’s
legitimate authority to regulate in the public
interest.  Ultimately, attracting foreign
investment depends on the credibility of the
entire legal order, not merely on isolated
incentives or formal guarantees. If Iran seeks
to transform its economic capacities, natural
resources, geographic advantages, and human
capital into actual foreign investment flows, it
must create a legal environment in which
investors can predict rules, trust institutions,
resolve disputes efficiently, and rely on the
continuity of lawful protections throughout
the life cycle of their investment.
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