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1. Introduction

Contract farming has gradually emerged as a strategic institutional mechanism for organizing agricultural pro-
duction and facilitating the distribution of agricultural commodities across both domestic and international
markets. Defined broadly, contract farming refers to a structured and legally binding agreement between pro-
ducers (usually smallholder farmers) and purchasers (which can include private agribusinesses, government
agencies, cooperatives, or exporters) under which the quantity, quality, price, and delivery schedule of a given
agricultural product are determined in advance. This arrangement provides a more predictable framework for
agricultural transactions, reduces exposure to market volatility, and enhances trust and transparency across
the supply chain.

Historically, the roots of contract farming can be traced to East Asia. The first documented experiment with
this model occurred in Taiwan in 1895 during the period of Japanese administration, when the government in-
troduced a system of contractual agreements to stabilize agricultural production and ensure reliable supplies of
rice and sugar. Later, during the colonial era in India, European powers—particularly the East India Company—
developed contract-based mechanisms for the cultivation of indigo and opium, primarily to secure a steady sup-
ply of raw materials for European industries and colonial trade. These arrangements, while often exploitative,
marked the institutional beginning of structured contractual agriculture in South Asia.

Throughout the 20th century, contract farming expanded in scope and sophistication. In developed economies
such as the United States and France, contract farming became closely tied to modern agribusiness models,
integrating farmers into vertically coordinated supply chains. In Latin America, particularly Argentina, the ap-
proach facilitated large-scale production for export markets. Meanwhile, in developing economies such as India
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and several African nations, contract farming evolved as a critical instrument for integrating smallholder farm-

ers into formal markets, reducing information asymmetry, and promoting rural development. By the early 21st

century, contract farming had come to be regarded as a cornerstone of agricultural modernization worldwide,

embraced not only by private agribusinesses but also by governments and international organizations such as

the Food and Agriculture Organization (FAO) of the United Nations.

The theoretical appeal of contract farming lies in its ability to address several chronic challenges in agriculture:

Market volatility: Pre-negotiated prices protect farmers from sudden market downturns.

Information asymmetry: Contracts often include technical assistance and guidance, which improve production

efficiency.

Access to finance and inputs: Through contractual arrangements, farmers may receive seeds, fertilizers, and

credit from buyers or sponsoring institutions.

Weak infrastructure: By integrating farmers into organized supply chains, contract farming reduces logistical

costs and enhances market access.

These advantages explain why contract farming has been promoted globally as a mechanism that simultane-

ously reduces transaction costs for firms and mitigates production risks for farmers. For agribusinesses, it en-

sures a stable and quality-assured supply of raw materials; for farmers, it provides income stability, guaranteed

markets, and access to innovations.

Nevertheless, the success of contract farming cannot be reduced to its economic rationale alone. Its sustain-

ability depends critically on legal enforceability, fairness, and the presence of robust institutional frameworks

that govern the relationships between contracting parties. Without effective legal support, farmers may face

exploitation, disputes may escalate, and agribusinesses may suffer from non-compliance or opportunistic be-

havior. Thus, the legal dimension of contract farming is as central as the economic one.

In the Iranian context, despite increasing recognition of the potential benefits of contract farming, the institu-

tionalization of this model remains underdeveloped. Articles 31 and 33 of the Sixth Five-Year Development Plan

explicitly encourage the government to use contract farming as a tool to enhance food security, achieve near

self-sufficiency in essential crops, strengthen value chains, and boost export-oriented agricultural production.

Yet, in practice, contract farming in Iran has not achieved widespread adoption. Several structural obstacles

hinder its expansion:

1. Absence of a codified legal framework dedicated specifically to contract farming.

2. Reliance on fragmented regulations, often limited to administrative directives issued by the Ministry of Ag-
riculture.

3. Lack of farmer awareness and low levels of legal literacy among smallholders.

4. Institutional incoherence, where multiple entities intervene without effective coordination.

These deficiencies create uncertainty for both farmers and buyers, undermine trust in contractual agreements,

and limit the transformative potential of contract farming for Iran’s agricultural sector. Given Iran’s dependence

on agriculture for rural livelihoods, its pressing food security concerns, and its strategic ambition to enhance

agricultural productivity, it is imperative to critically examine how the country can adopt contract farming more

effectively. Against this backdrop, this study conducts a comprehensive and comparative legal analysis, drawing

on both Iranian law and international experiences, to propose a framework that can reconcile contract farming

with Iran’s unique socio-legal and religious context.

The overarching purpose of this research is to evaluate the legal and institutional conditions governing contract
farming in Iran, identify the deficiencies in current regulatory structures, and propose actionable reforms to
address these shortcomings. The study is explicitly problem-solving rather than merely descriptive: its goal is
to offer practical legal and policy recommendations that will enable contract farming to become an engine of
agricultural modernization, rural development, and food security.

More specifically, the objectives of the study are as follows:

1. Assessment of current legal recognition: To examine how contract farming is treated under Iranian civil law,
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commercial law, and administrative regulations, and to determine the extent to which current laws provide
enforceable recognition to such arrangements.

2. Identification of gaps and contradictions: To highlight areas where Iranian law either fails to accommodate
contract farming or provides inadequate protection to farmers and contracting parties.

3. Comparative exploration: To study the legal experiences of other jurisdictions, including India, the United
States, France, and Argentina, in order to extract lessons that may be adapted to Iran.

4. Analysis of international legal frameworks: To evaluate the potential relevance of the United Nations Conven-
tion on Contracts for the International Sale of Goods (CISG) and the UNIDROIT Principles of International
Commercial Contracts (PICC) as guiding instruments for harmonizing Iran’s legal environment with global
practices.

5. Consideration of Islamic jurisprudence: To analyze the compatibility of contract farming with principles of
Islamic law, particularly the doctrine of Bay' al-Thamar (sale of fruits before harvest) and the prohibition of
gharar (excessive uncertainty).

6. Proposal of a sui generis statute: To recommend the enactment of a dedicated law on contract farming in
Iran, including provisions for contract formation, dispute resolution, oversight, and farmer protection.

The study thus positions itself at the intersection of comparative legal research, agricultural policy, and sustain-

able development. By bridging doctrinal analysis with practical policy considerations, it aims to provide Iran

with a roadmap for institutionalizing contract farming in a way that is both legally sound and socially equitable.

3. Methodology

The research employs a qualitative, descriptive-analytical methodology, combining doctrinal legal analysis with
comparative case studies.

Primary Sources

The primary legal sources examined include:

The Iranian Civil Code, which governs general contractual relations.

Relevant provisions of commercial law and administrative directives issued by the Ministry of Agriculture.
Articles 31 and 33 of the Sixth Five-Year Development Plan, which provide the policy mandate for contract farm-
ing initiatives.

Comparative Approach

1. The study also adopts a comparative perspective, analyzing the experiences of four countries with diverse
legal traditions and agricultural policies:

2. India: With its 2018 Model Contract Farming Act, India has created a framework for standard contracts,
transparent pricing, and dispute resolution mechanisms.

3. United States: Contract farming operates under both federal laws (e.g., the Packers and Stockyards Act of
1921) and state-level statutes, with significant reliance on private law and arbitration.

4. France: Contract farming is regulated under the Rural and Maritime Fisheries Code, providing statutory sup-
port for agricultural agreements.

5. Argentina: The civil law system governs contractual relations, and general provisions of the Civil Code apply
to agricultural contracts.

6. These countries were chosen because they represent different stages of economic development, legal tradi-
tions (common law and civil law), and agricultural policies, thus providing a broad comparative spectrum.

International Instruments

The study evaluates two major international legal frameworks:

CISG: Governs international sales contracts and provides default rules that may influence agricultural contracts
with cross-border dimensions.

UNIDROIT Principles (PICC): Though non-binding, they represent a set of widely recognized principles that can
guide contract drafting, interpretation, and enforcement.
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Secondary Sources

To support the analysis, the study relies on:

Peer-reviewed academic publications in law, economics, and agricultural studies.

Reports and guidelines issued by international organizations such as FAO, UNIDROIT, and IFAD.

Legal commentaries on Islamic jurisprudence, particularly on issues of uncertainty (gharar), forward sales, and
partnership contracts.

Encyclopedia of Economic Law Journal >< Homepage: https://lawecon.um.ac.ir

Doctrinal and Islamic Jurisprudence Analysis

The doctrinal method is used to interpret how Iranian law and Islamic jurisprudence intersect with contract
farming. The study examines whether contract farming can be analogized to existing contract types under Ira-
nian law—such as civil partnerships (shirkah madaniyyah), sharecropping (muzara‘ah), and leasing contracts—and
whether these analogies suffice or whether a distinct legal regime is needed. The analysis also investigates the
jurisprudential debate over Bay' al-Thamar, which restricts forward sales of crops due to uncertainty, and evalu-
ates whether contract farming can be designed in a Sharia-compliant manner.

The findings of the research underscore the centrality of legal clarity and statutory support in the success of
contract farming. Comparative analysis reveals that countries with explicit laws and institutional mechanisms
for contract farming—such as India and France—have achieved greater transparency, farmer protection, and
dispute resolution capacity than those without such frameworks.

International Comparisons

India: The 2018 Model Contract Farming Act created a system of registered agreements, fair pricing mecha-
nisms, and independent dispute resolution bodies. This has empowered farmers by reducing their vulnerability
to exploitation.

United States: Contract farming is deeply entrenched, especially in livestock and poultry industries. Federal and
state regulations balance the interests of agribusinesses and farmers, while arbitration serves as the preferred
mechanism for resolving disputes.

France: By embedding agricultural contracts within the Rural and Maritime Fisheries Code, France ensures
transparency and enforceability, while providing special protections to smallholder farmers.

Argentina: With no dedicated statute, contract farming operates under general civil law provisions, which leads
to more variability but still provides enforceability due to robust civil law traditions.

These examples highlight that the absence of a dedicated framework in Iran places the country at a disadvan-
tage in terms of farmer protection, dispute resolution, and legal certainty.

Iranian Context: Challenges

The Iranian legal system currently treats contract farming under the general provisions of the Civil Code and a

few fragmented ministerial directives. This creates several negative consequences:

1. Contractual Uncertainty: Without standardized templates or statutory definitions, contracts vary widely,
leading to ambiguities in interpretation and enforcement.

2. Asymmetrical Bargaining Power: Smallholder farmers, often with little legal knowledge, face powerful agri-
businesses and may accept exploitative terms.

3. Institutional Incoherence: Multiple entities, including the Ministry of Agriculture and semi-public organiza-
tions, intervene without clear coordination, leading to redundancy and inefficiency.

4. Lack of Dispute Resolution Mechanisms: There are no specialized agricultural tribunals or affordable arbitra-
tion bodies accessible to farmers.

5. Limited Farmer Awareness: Farmers often lack basic knowledge about their contractual rights, remedies, and

obligations.

Distinction from Related Legal Constructs
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The study finds that contract farming should not be conflated with other contractual arrangements in Iranian
law, such as:

Civil partnerships (shirkah madaniyyah): These involve shared ownership and joint management, unlike contract
farming, which maintains farmer autonomy.

Sharecropping (muzara‘ah): This traditional arrangement divides produce between landowner and farmer but
lacks the forward-looking, market-integrated orientation of contract farming.

Leasing: In leasing, the tenant pays rent for use of land; contract farming, by contrast, emphasizes output and
supply commitments.

While conceptually related, these structures cannot fully substitute for contract farming.

Islamic Jurisprudence Considerations

A major jurisprudential challenge is the doctrine of Bay* al-Thamar, which prohibits the sale of fruits before har-
vest due to uncertainty (gharar). Critics argue that contract farming resembles forward sales and may therefore
be impermissible. However, the study finds that contract farming can be distinguished from prohibited transac-
tions if designed carefully:

Ownership of crops remains with the farmer until delivery.

Contracts may incorporate risk-sharing and insurance mechanisms.

Prices and quality standards can be clearly defined to minimize uncertainty.

This suggests that a sui generis legal regime—one that integrates both civil and Islamic legal traditions—is neces-
sary for Iran.

The research concludes that contract farming represents a strategic imperative for Iran’s agricultural mod-
ernization, rural development, and food security. However, the absence of a dedicated legal and institutional
framework poses serious obstacles. Without reform, Iranian farmers will remain vulnerable to exploitation, ag-
ribusinesses will face uncertainty, and the agricultural sector will struggle to meet national development goals.
Based on the findings, the study proposes the following recommendations:
1. Enactment of a Dedicated Law on Contract Farming

Define contract farming as a distinct legal category.

Standardize contractual terms to ensure transparency.

Provide statutory safeguards for farmers, including protection against unfair contract clauses.

Specify clear procedures for dispute resolution.
2. Establishment of Specialized Regulatory Authorities

Create independent bodies under the Ministry of Agriculture to register contracts, mediate disputes, and
monitor compliance.

Provide legal advisory services to farmers, particularly smallholders.
3. Development of Model Contracts

Draft standard templates that balance the interests of farmers and buyers.

Ensure that these contracts are drafted in simple, accessible language.
4. Integration of Islamic Legal Principles

Draft provisions that comply with the prohibition of gharar and riba.

Develop Sharia-compliant financing mechanisms within contract farming arrangements.
5. Legal Education and Capacity Building

Organize nationwide awareness campaigns to improve farmers’ legal literacy.

Provide training programs on contract negotiation and enforcement.
6. Adoption of International Best Practices

Draw from the CISG and the UNIDROIT Principles to harmonize Iran’s framework with international standards.

Promote investor confidence by ensuring compatibility with global contractual norms.
7. Utilization of Technology and Digital Platforms

Establish online systems for contract registration.
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Provide mobile-based legal assistance to farmers.

Explore block chain-based supply chain tracking to enhance transparency and reduce fraud.
In sum, contract farming is not merely an agricultural innovation; it is a legal and institutional reform impera-
tive for Iran. By enacting a coherent legal framework that is both civilly enforceable and religiously legitimate,
Iran can empower its farmers, attract investment, and strengthen its agricultural value chains. With the right
reforms, contract farming can serve as a catalyst for achieving sustainable development and ensuring food se-
curity for future generations.

Keywords: Contract Farming, Agricultural Law, Iran, Civil Code, UNIDROIT Principles, CISG, Islamic Jurispru-
dence, Bay* al-Thamar, Gharar, Food Security, Sustainable Agriculture, Legal Reform.
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