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ABSTRACT

The oil and gas industry, as one of the strategic sectors of the global economy, plays a pivotal role in economic
development and energy supply. In Iran, the high dependence of the national economy on oil revenues makes the
efficient management of this industry imperative. This article focuses on the concept of good governance and
examines the legal challenges in drafting international oil and gas contracts, while proposing solutions to enhance
the structure of such agreements. Good governance, through principles such as transparency, accountability, rule
of law, and public participation, can reduce corruption, attract investor confidence, and ensure resource
sustainability. The identified legal challenges include conflicts between national and international laws, information
asymmetry, corruption, international sanctions, complexities in negotiations, environmental issues, and
weaknesses in contract enforcement. These obstacles hinder the realization of good governance principles and
affect the effectiveness of contracts. Contract theory and risk distribution frameworks provide theoretical foundations
for analyzing these challenges and emphasize the importance of balancing interests, flexibility, and transparency.
International experiences, such as those of Norway and Canada, demonstrate the success of good governance in
sustainable resource management, while examples like Nigeria and Venezuela reveal the consequences of weak
governance. The proposed solutions include improving the transparency of bidding processes, strengthening
independent regulatory institutions, designing flexible contracts, joining international initiatives such as the
Extractive Industries Transparency Initiative (EITI), involving local communities, employing modern technologies,
enhancing human capacity, and developing comprehensive legal frameworks. These reforms can increase the
effectiveness of contracts and strengthen Iran’s position in the global energy market. The implementation of these
solutions, especially under sanction conditions, requires political will and international cooperation to achieve
sustainable and equitable development in Iran’s oil and gas industry.
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EXTENDED ABSTRACT
The oil and gas industry stands as a

cornerstone of the global economy, playing a
critical role in energy security, economic
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development, and international relations. In
resource-dependent economies such as Iran,

the effective governance of this sector is of
paramount importance, especially given the
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industry’s complex legal, political, and
environmental dimensions. This study is
grounded in the concept of good governance
and investigates the legal challenges
encountered in drafting international oil and
gas contracts. The goal is to propose actionable
reforms that not only align with principles
such as transparency, accountability, and the
rule of law but also enhance the performance
and sustainability of contractual frameworks.
Drawing upon contract theory and the theory
of risk distribution, the article identifies and
critically analyzes core challenges—including
legal conflicts between national and
international jurisdictions, asymmetric access
to information, corruption, international
sanctions, negotiation complexities,
environmental obligations, and enforcement
deficiencies. These problems, compounded by
the geopolitical sensitivity of Iran’s
hydrocarbon  sector,  necessitate  the
formulation of innovative legal and
institutional ~mechanisms that bridge
governance gaps and promote long-term
stability and equity in resource management.

Good governance in the oil and gas sector is
more than a bureaucratic aspiration—it is a
normative framework for managing finite
resources in a fair, efficient, and sustainable
manner. By institutionalizing principles such
as participation, transparency, and legal
predictability, good governance can mitigate
the so-called “resource curse” that afflicts
many rentier economies. Empirical studies
underscore that countries with strong
governance mechanisms in the energy sector—
such as Norway and Canada—tend to fare
better in translating resource wealth into
inclusive economic outcomes and
environmental stewardship (Kolstad & Sereide,
2000; United Nations Development
Programme, 2009). Conversely, nations
plagued by institutional weaknesses, including
Nigeria and Venezuela, often experience
systemic corruption, social unrest, and

economic volatility despite their rich resource
endowments (Monaldi, 2015; Watts, 2004).
The Iranian case reveals similar fault lines:
while the legal architecture (e.g., the
Petroleum Act of 2011) purports to uphold
state sovereignty over hydrocarbons, the
implementation is impeded by administrative
inefficiencies, lack of transparency, and
political interference (Salehi-Isfahani, 2009).
This study posits that good governance is not a
luxury but a necessity for effective energy
contracting and resource stewardship in Iran’s
unique context.

International experiences further elucidate the
pathways and pitfalls of governance in oil and
gas contracts. Norway’s management of its
petroleum revenues through the sovereign
wealth fund and adherence to the Extractive
Industries Transparency Initiative (EITI) have
created a benchmark for financial disclosure
and intergenerational equity (Norwegian
Ministry of Finance, 2020). Canada has also
demonstrated success by emphasizing
indigenous rights and environmental
sustainability, particularly through legal
mandates  requiring consultation and
compensation of native communities affected
by energy projects (Bridge & Le Billon, 2017).
By contrast, Angola and Nigeria illustrate the
consequences of weak enforcement, poor
financial oversight, and exclusion of local
stakeholders, all of which contribute to
environmental degradation and
underdevelopment (Gillies, 2010; Okonta &
Douglas, 2003). The study juxtaposes these
cases to draw lessons applicable to Iran,
arguing that transparency mechanisms,
community participation, and fiscal discipline
must be embedded in the contractual design
and institutional structure of the oil and gas
industry. Moreover, the comparative analysis
serves as a tool for anticipating the legal and
social ramifications of inadequate governance
and for designing systems that resist capture
and ensure accountability.



Contract theory serves as a vital analytical lens
for examining the structural and strategic
dimensions of oil and gas agreements. It
elucidates the dynamics of power, risk, and
incentive alignment between states and
multinational corporations. Fundamental to
this approach is the principle of permanent
sovereignty over natural resources, as
articulated in UN General Assembly
Resolution 1803, which asserts the state’s right
to control resource exploitation. However, this
ideal often conflicts with the necessity to
attract foreign capital and expertise,
particularly in technology-intensive sectors
such as offshore drilling or liquefied natural
gas (Smith et al., 2010; Taverne, 2013). The
study examines various contractual models—
Production Sharing Contracts (PSC), Joint
Ventures, and Gross Split PSCs—and their
efficacy in balancing these competing
interests. A core insight is the role of
information asymmetry, where oil companies
possess  superior technical knowledge,
potentially undermining the host state’s
bargaining power and regulatory oversight
(Johnston, 2007; Radon, 2012). The Iranian
experience with IPC contracts demonstrates
the difficulty of achieving this balance,
particularly under geopolitical constraints and
fluctuating market conditions. Contract theory
thus reinforces the need for flexible,
transparent, and enforceable legal
instruments that anticipate long-term
contingencies and ensure mutual gains.

Closely related to contract theory is the theory
of risk distribution, which examines how
financial, political, operational, and legal risks
are allocated between contractual parties. This
framework is particularly salient in the
hydrocarbon sector, where uncertainties—
ranging from exploration outcomes to
regulatory shifts—are intrinsic to project
lifecycles. Traditional PSC models tend to
place exploration and development risks on
private firms, while offering cost recovery

mechanisms as compensation; however, this
can backfire if the costs are unverifiable or if
political risk escalates (Bindemann, 1999;
Duval et al., 2009). The Gross Split PSC,
increasingly favored in jurisdictions such as
Indonesia, attempts to solve this by allocating
revenue directly, reducing reliance on cost
declarations, and encouraging operational
efficiency (Smith et al., 2010). The Iranian legal
system, however, lacks the institutional
robustness to support such arrangements,
especially given the absence of independent
regulatory bodies and reliable dispute
resolution mechanisms. Risk theory further
emphasizes the moral hazard of poorly aligned
incentives, where contractors may overstate
expenses or underreport production.
Solutions lie in contractual transparency,
third-party audits, and performance-based
incentives, all of which are advocated in this
article as essential reforms for Iran’s
contracting regime.

The article concludes with a set of strategic
recommendations aimed at reforming the
structural and procedural dimensions of oil
and gas contracting in Iran. These include the
enhancement of bidding transparency,
empowerment of independent regulatory
authorities, adoption of flexible and adaptive
contract templates, and ratification of
international initiatives such as the EITIL
Particular attention is given to the need for
inclusive stakeholder engagement, especially
involving local communities impacted by
extractive operations, whose marginalization
has historically fueled conflict and resistance
(Le Billon, 2013). The wuse of digital
technologies such as blockchain for contract
registration and financial tracking is also
proposed as a means of curbing corruption
and improving efficiency (Stevens, 2008).
Moreover, the article underscores the
necessity of human capital development
through legal and technical training, as well as
the reform of domestic laws to align with
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international best practices in energy
governance. These reforms are neither
cosmetic nor optional; they represent
foundational steps toward sustainable
development, national economic resilience,
and global credibility in Iran’s engagement
with the international energy market.

In conclusion, the effective governance of oil
and gas contracts is a multidimensional
challenge that requires coordinated legal,
institutional, and technological reforms. The
Iranian case exemplifies the complexities of
managing  strategic = resources under
conditions of international isolation, domestic
legal ambiguities, and environmental fragility.
Yet, by embracing principles of good
governance and learning from both successful
and failed international experiences, Iran can
chart a path toward more equitable,
transparent, and sustainable resource
management. The implementation of the
recommended reforms will not only enhance
contract performance and investor confidence
but also contribute to broader national goals of
social equity, environmental integrity, and
economic sovereignty.
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