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Abstract

Transactions involving information rents are agreements in
which one party, by virtue of their position or connections,
gains access to material economic information that has not
yet been made public and uses it to enter into a transaction for
personal gain. Such information is often held by public
officials and persons connected to them. Despite the
prevalence of these transactions, Iranian legislation has not
expressly addressed their contractual validity. Moreover,
these transactions are economically inefficient and divert
society's resources towards unproductive activities. The issue
has also received relatively little attention in legal
scholarship. Using a descriptive-analytical method, this
article examines the legal status of such transactions. The
findings indicate that a party possessing privileged
information is under a duty to disclose it to the other
contracting party. If this duty is breached, the injured party
may rescind the contract on the ground of fraud (khiyar al-
tadlis) or seek restitution of the excess gains obtained.
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Extended Abstract

Information plays an increasingly important role in the formation and performance
of contracts, making it essential to understand its legal implications and the judicial
consequences it may entail in complex contractual relationships. The desire to obtain
important, exclusive, first-hand information that others do not possess or will only
acquire at a later date stems from this growing importance. Access to information is
particularly significant in contractual relationships, which are founded on the
informed agreement of the parties. Nevertheless, contracting parties do not always
have equal access to information, and one party may possess information that is
unavailable to the other. Such information asymmetry may arise from a party's
intelligence, expertise, or professional experience. For example, an individual may
be able to anticipate future increases or decreases in the price of goods they own and
act on that prediction. In such circumstances, the mere use of superior knowledge
does not necessarily constitute an abuse of information. The situation is different,
however, where one party's informational advantage derives from privileged access
to information. This occurs when an individual obtains information that has not yet
been made public through personal or institutional connections and uses it to
conclude a transaction, thereby securing an undeserved windfall profit or avoiding a
loss that would otherwise have been incurred. Such conduct raises the question of
the misuse of information, which the legal system cannot reasonably disregard.
Although the Iranian legislature has criminalized the misuse of inside information
under Article 46 of the Securities Market Act of 2005 and, under Article 52 of the
same Act, has provided injured parties with a means of claiming compensation, the
broader issue of transactions involving information rents remains insufficiently
regulated. Furthermore, paragraph (k) of Article 45 of the Law on the
Implementation of the General Policies of Article 44 of the Constitution prohibits
the unauthorized acquisition and exploitation of information and the misuse of a
person's position where such conduct disrupts competition. Nevertheless, the
exploitation of privileged information by public officials and their associates has not
been separately criminalized as a general practice. The significance of this issue
extends beyond the disclosure of trade secrets and the misuse of information that
disrupts competition. In difficult economic circumstances, when the general public
faces considerable financial hardship, the exploitation of privileged information by
public officials and their associates may undermine public trust in government. The
matter therefore warrants greater legislative attention. Leaving aside the reasons for
the absence of specific criminalization, which should be examined in criminological
research, this article addresses the legal consequences of transactions in which one
party obtains information through privileged access before it becomes available to
the other party and enters into a contract on that basis. Should such transactions be
presumed valid, or are there grounds for questioning their validity? If the contract
remains valid, how should the resulting gains be treated? Is the party possessing
privileged information under a duty to disclose it to the other contracting party? If
so, what legal remedies are available for breach of that duty? The findings indicate
that transactions involving information rents, which are often concluded by public
officials and their associates, constitute a clear form of abuse of position. Such
transactions place individuals in unjustifiably unequal positions and enable the
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information holder to obtain unproductive gains exceeding the opportunity costs
incurred, gains that would not be available under ordinary circumstances. Exploiting
the other party's informational disadvantage renders these contracts unfair and
produces adverse economic and social consequences. In addition to their economic
inefficiency, such transactions impose direct and indirect costs on society. They
divert scarce resources towards unproductive and inefficient activities, diminish
creativity and innovation, and encourage individuals to invest in acquiring
information that creates no social value, ultimately reducing social wealth. Given the
scarcity of society's valuable resources, preventing their waste is among the
responsibilities of the state. One instrument for fulfilling this responsibility is the
authority to intervene in private contractual relations. On this basis, transactions
involving information rents, which pose a clear threat to economic efficiency, may
be regarded as voidable. The party possessing privileged information is under a duty
to disclose it to the other contracting party, and breach of this duty may give rise to a
right of rescission on the ground of fraud (khiyar al-tadlis). Moreover, the party
benefiting from the information rent should be required to return the resulting gains
to their previous owner. Profits obtained through the exploitation of information
rents constitute unlawful acquisition of property and fall within the scope of the
doctrine of unjust enrichment. Restitution is also consistent with the Islamic
jurisprudential principle prohibiting the unlawful appropriation of property (akl al-
mal bi'l-batil). This is because information rents constitute an unlawful basis for
acquiring wealth and may therefore fall within the prohibition against acquiring
property without a legitimate legal basis. The broad scope of this jurisprudential
principle gives it considerable significance for the economy. Its effectiveness lies in
its consistency with economic principles and, more importantly, its capacity to
encourage legitimate economic activity, thereby contributing to social welfare. To
improve efficiency in contractual relations and address the legal and economic
consequences of unequal access to information, this article recommends that the
legislature prohibit public officials and their associates from acquiring and
exploiting, without authorization, information and decisions of public authorities
before their disclosure or public announcement. Such a prohibition could follow the
approach adopted towards anticompetitive practices under the legislation
implementing the General Policies of Article 44 of the Constitution. The legislature
should also provide for contractual rescission and restitution of unlawfully obtained
property as legal remedies to deter transactions involving information rents.
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