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Abstract

An Inquiry into the Socio-economic Function of
Rahn Contracts in the Iranian Real Estate Market:
Collateral or Lease?

Yoko Iwasaki

In the housing market of Iran today, rahn contracts are known as a type of lease contract.
This understanding of the term deviates from the original meaning of the term, which is defined in
the current Iranian Civil Code as “arranged collateral.” In a rahn contract, the tenant can dwell in
a house (or an apartment) free of rent, or with reduced rent, in return for extending a loan to the
landlord at no interest. The exact amount of the loan is returned to the tenant by the landlord when
the term of the contract expires. We can find some other contract forms that are based on similar
rights, such as the jeonse in South Korea and the hudosan-shichi (pledge of real property)
provided for in the Japanese Civil Code. It is often argued that the use of contractual institutions
such as jeonse or hudosan-shichi declines hand in hand with the development of a sound financial
system that offers sufficient funding to real estate owners. However, a key aspect of rahn contracts
in contemporary Iran is that they function as a lease contract based on the real estate owners’
demand for renting out property; the development of a sound financial system does not necessarily
impede the growth in this use of rahn contracts. In fact, rather than impeding growth, further
development of the financial system appears to have helped rahn contract to become more

widespread as a method of asset management.
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