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Abstract

1. Introduction

The interaction between third-party liability in breach of contract and the
enforcement of specific performance represents a significant area of inquiry in
the economic analysis of law. The core concern in contractual remedies, from an
economic perspective, is to protect the interests of the contracting parties in a
way that minimizes costs, thereby promoting efficient resource allocation and
enhancing social welfare. Specific performance, as a remedy for breach of
contract, ensures that the contract is executed as agreed, thereby safeguarding
the promisees’ expectations. Conversely, third-party liability arises when an
external party induces a breach of contract, leading to potential conflicts with
the enforcement of specific performance. The legal systems in the United States
and Iran offer distinct approaches to these issues, making a comparative study
both relevant and insightful.

This paper explores the interaction between third-party liability in breach of
contract and the enforcement of specific performance through the lens of
economic analysis. It delves into the economic rationale behind holding third
parties liable for inducing breaches and the implications of prioritizing specific
performance over contract termination and damages. The discussion also
addresses the inherent conflict between these remedies and seeks to identify
economically compatible solutions that align with the principles of justice and
efficiency.
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2. Research Question

The central research question addressed in this paper is: How do third-party
liability in breach of contract and the enforcement of specific performance
interact, and what are the economically compatible solutions to the
consequences arising from their application?

This question arises from the recognition that both third-party liability and
specific performance serve as mechanisms for efficient resource allocation
within a legal framework, but they may also be in conflict. Specifically, the
research aims to understand whether the prioritization of specific performance
over contract termination and damages undermines the basis for third-party
liability in breach of contract. Conversely, the study also examines whether
prioritizing third-party liability disrupts the enforcement of specific
performance, and how these legal institutions can coexist or be reconciled within
an economically efficient legal system.

3. Research Hypothesis

This paper posits the hypothesis that the prioritization of specific performance
over contract termination and damages, as a general rule, may eliminate the
grounds for third-party liability in breach of contract. This hypothesis challenges
the prevailing economic view that third-party liability in breach of contract is
essential for optimal resource allocation. The research hypothesizes that if
specific performance is consistently prioritized, third parties would lack the
incentive to induce a breach, as the promisor would be legally bound to perform
the contract. Consequently, the need for third-party liability would diminish,
potentially leading to a more straightforward and efficient legal framework that
prioritizes the fulfillment of contractual obligations.

The hypothesis further suggests that in legal systems where specific
performance is favored, the efficiency gains from third-party liability may be
limited or even negated. This would imply that the interaction between these
remedies is not just a matter of legal doctrine but also of economic efficiency,
with significant implications for the design of contractual remedies.

4. Methodology & Framework, if Applicable

The research methodology employed here is primarily doctrinal and
comparative, with a strong emphasis on the economic analysis of law. The study
systematically examines the legal theories and doctrines surrounding third-
party liability in breach of contract and specific performance in both the United
States and Iranian legal systems. By comparing these two distinct legal
frameworks, the research aims to uncover the underlying principles that govern
the interaction between these remedies and to assess their economic
implications.
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Doctrinal Analysis: This paper begins by conducting a detailed doctrinal
analysis of third-party liability in breach of contract and specific performance in
both U.S. and Iranian law. This involves examining statutory provisions, case
law, and the opinions of legal scholars to understand how these remedies are
conceptualized and applied in each jurisdiction. The doctrinal analysis is crucial
for identifying the legal basis for these remedies and understanding their role
within the broader legal system.

Comparative Analysis: This paper then undertakes a comparative analysis to
highlight the similarities and differences between the U.S. and Iranian
approaches to third-party liability and specific performance. This comparative
approach is essential for understanding how different legal traditions address
the interaction between these remedies and for identifying potential areas of
convergence or divergence. The comparison also sheds light on the cultural and
legal factors that influence the prioritization of specific performance or third-
party liability in different jurisdictions.

Economic Analysis: Central to the methodology is the application of
economic analysis of law. This involves assessing the efficiency implications of
different legal rules and remedies, with a focus on resource allocation,
transaction costs, and social welfare. The economic analysis is used to evaluate
the extent to which third-party liability and specific performance contribute to
or hinder economic efficiency. It also helps to identify potential trade-offs
between these remedies and to propose economically viable solutions that align
with the goals of the legal system.

Theoretical Framework: The theoretical framework for the research is
grounded in the principles of law and economics, particularly the theories of
efficient breach, optimal resource allocation, and social welfare maximization.
The framework also incorporates elements of contract theory, particularly the
concepts of expectation damages, reliance damages, and specific performance as
mechanisms for enforcing contractual obligations. This interdisciplinary
approach allows for a more nuanced understanding of the interaction between
third-party liability and specific performance and provides a robust foundation
for the analysis.

5. Results & Discussion

The analysis conducted in this study reveals significant insights into the
interaction between third-party liability in breach of contract and the
enforcement of specific performance within the legal frameworks of the United
States and Iran. The findings underscore the complexities involved in
reconciling these two legal remedies, particularly from the perspective of
economic efficiency and justice.

In the context of the U.S. law, third-party liability in breach of contract is
predominantly viewed as a mechanism that facilitates the optimal allocation of
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scarce resources. The economic rationale behind this legal construct is grounded
in the principle that resources should be allocated to those who value them the
most, thereby enhancing overall social welfare. The concept of efficient breach
underpins this approach, suggesting that if a third party is willing to offer a
higher price for the subject matter of the contract than the original promisee, the
breach may be economically justified. The promisor compensates the promisee
for any damages incurred, while also securing a higher profit, which
theoretically leads to a Pareto improvement —where at least one party is better
off without making anyone else worse off.

The discussion further reveals that in U.S. law, when a conflict arises between
the enforcement of specific performance and third-party liability in breach of
contract, the legal system generally favors the latter. This preference is justified
on the grounds that third-party liability contributes to efficient resource
allocation and encourages market dynamism. However, this is not an absolute
rule. The priority shifts towards specific performance in situations where the
promisee cannot easily obtain substitute goods or services in the market.
Moreover, the law aims to prevent third-party opportunism—where a third
party induces a breach solely to capitalize on the situation without contributing
to overall economic efficiency. This nuanced approach reflects a balancing act
between protecting contractual expectations and promoting economic
efficiency.

In contrast, Iranian law presents a different set of challenges and
considerations. The study highlights the need for a more structured and
nuanced approach to the prioritization of specific performance and third-party
liability. The current legal framework in Iran does not clearly establish a
hierarchy between these remedies, which can lead to inconsistencies and
inefficiencies in contractual enforcement. The results suggest that a revision of
the contractual remedy system is necessary to address these issues.

The research advocates for a differentiated approach in Iranian law, where
the prioritization of specific performance or third-party liability is determined
by the nature of the contract and the subject matter involved. For instance, in
consumer contracts, where the protection of the consumer is paramount, specific
performance should take precedence to safeguard the interests of the weaker
party. On the other hand, in commercial or ordinary contracts, third-party
liability should generally be prioritized, reflecting the principles of economic
efficiency and market operation, unless specific circumstances — such as the non-
availability of substitute goods or the critical role of the promisor’s expertise —
warrant the enforcement of specific performance to prevent opportunistic
behavior.

The discussion also emphasizes the importance of tailoring legal remedies to
the specific context of the contract, considering factors such as the market
availability of the subject matter, the nature of the goods or services, and the
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relative bargaining power of the parties involved. This tailored approach not
only enhances the efficiency of contractual remedies but also aligns with the
broader objectives of justice and fairness in the legal system.

6. Conclusion

The conclusion drawn from this comparative study underscores the importance
of aligning legal remedies with the principles of economic efficiency and justice.
In U.S. law, the preference for third-party liability in breach of contract reflects
an economic approach that prioritizes resource allocation to those who value
them the most. This approach, grounded in the theory of efficient breach,
suggests that when a third party values the contract's subject matter more than
the original promisee, inducing a breach can lead to a Pareto-efficient outcome.
However, this principle is moderated by the need to protect promisees in
situations where substitutes are not readily available or where the third party's
actions constitute opportunism.

In contrast, the Iranian legal framework requires a more systematic revision
to clearly delineate the conditions under which specific performance or third-
party liability should be prioritized. The study proposes that the Iranian
legislator adopt a differentiated approach, taking into account the nature of the
contract and its subject matter. Specifically, consumer contracts should prioritize
specific performance to protect the weaker party, while commercial contracts
should generally favor third-party liability, except in cases where specific
performance is necessary to prevent opportunistic breaches.

This research highlights the potential for legal systems to enhance both
economic efficiency and justice by adopting flexible, context-sensitive
approaches to contractual remedies. The findings suggest that a one-size-fits-all
approach may not be suitable for addressing the complexities of modern
contractual relationships. Instead, a nuanced, case-by-case analysis that
considers the economic implications and the specific circumstances of each
contract can lead to more equitable and efficient outcomes.

Ultimately, this study contributes to the ongoing discourse on the economic
analysis of law by demonstrating how legal principles can be harmonized with
economic theory to achieve optimal resource allocation and social welfare. It also
provides a valuable comparative perspective that can inform future legal
reforms in both U.S. and Iranian law, particularly in the area of contractual
remedies. By integrating economic considerations into the legal analysis, this
research offers a pathway towards more effective and just legal frameworks that
can better serve the needs of contracting parties in a complex and dynamic
market environment.

Keywords: Third-Party Interference, Pareto Efficiency, Social Welfare, Efficient
Resource Allocation.
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1. Independently Wrongful or Tortious Act
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1. Inducement Tort
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1. Automatic and Voluntary Compensation
2. Assignability
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1. Ex Ante Negotiation Costs
2. EX Post Litigation Costs
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1. Informational and Relational Contracts
2. Contract - Specific Information
3. Free-Rider
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