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A B S T R A C T  A R T I C L E I N F O

  

In the rapidly evolving landscape of technology and finance, 

smart contracts have emerged as a groundbreaking innovation that 

holds the potential to revolutionize how agreements are executed 

and enforced. Smart contracts are self-executing contracts with the 

terms of the agreement directly written into code. While they offer 

numerous advantages, their integration into traditional legal 

frameworks presents challenges that require careful consideration. 

This article delves into the legal regulation of smart contracts, 

exploring their benefits, challenges, and the current state of legal 

recognition 
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Smart contracts are digital protocols that automatically execute, verify, or enforce the terms of a contract 

without the need for intermediaries. They are built on blockchain technology, allowing for transparency, 

security, and tamper-proof record-keeping. 

One of the primary benefits of smart contracts is their potential to streamline and automate complex processes, 

reducing the need for manual intervention and minimizing human error. This efficiency can lead to cost 

savings and faster transactions. 

The legal status of smart contracts varies across jurisdictions. Courts and regulatory bodies are grappling with 

how to classify these contracts and determine their enforceability under existing laws. 

For a contract to be legally binding, it typically requires offer, acceptance, consideration, and an intention to 

create legal relations. Smart contracts must fulfill these criteria while navigating the intricacies of code-based 

agreements. 

Digital signatures play a crucial role in establishing the identity of the parties involved in a smart contract. 

Legal frameworks need to adapt to recognize these electronic signatures as equivalent to their physical 

counterparts. 

Smart contracts automatically execute predefined actions when certain conditions are met. However, legal 

disputes may arise if the automated execution does not align with the parties' intentions or if unforeseen 

circumstances occur. 

The immutability of blockchain, while enhancing security, presents challenges when errors occur in the code. 

Legal mechanisms must be established to address such scenarios and allow for corrections or amendments. 

Smart contracts often rely on external data (e.g., market prices) called oracles. Determining the reliability and 

liability of oracles becomes vital in cases where contract execution depends on their inputs. 

Blockchain operates on a global scale, transcending traditional jurisdictional boundaries. This raises questions 

about which legal framework applies in case of disputes and how international laws can be harmonized. 
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Industries subject to regulations, such as finance and healthcare, must ensure that their smart contracts adhere 

to legal requirements. Striking a balance between automation and regulatory compliance is a significant 

challenge. 

The concept of smart property, where physical assets are linked to smart contracts, raises novel legal questions 

about ownership, transfer of ownership, and liability for damages involving such assets. 

Ensuring the enforceability of smart contracts is a cornerstone of their legal recognition. Clear provisions for 

dispute resolution and remedies must be incorporated into the code or referenced external mechanisms. 

Smart contracts may involve the processing of personal data. Adhering to data protection regulations, such as 

GDPR, becomes crucial when coding contracts that handle sensitive information. 

Some smart contracts are designed to be self-amending based on changing circumstances. Balancing the 

autonomy of such contracts with the need for external oversight poses legal challenges. 

The intersection of smart contracts and intellectual property rights necessitates clear delineation of ownership, 

licensing terms, and royalty distribution for code-based creations. 

The code governing smart contracts essentially becomes the contract itself. This shift challenges traditional 

notions of contract law and requires legal systems to adapt to new modes of agreement. 

Smart contracts have the potential to reduce the need for traditional litigation. However, mechanisms for 

alternative dispute resolution within the digital realm need to be developed and integrated. 

As smart contract adoption continues to grow, legal systems are likely to evolve to accommodate the unique 

challenges and opportunities presented by these digital agreements. 

 

Conclusion. The legal regulation of smart contracts is a complex and dynamic process that requires 

collaboration between legal experts, technologists, and regulators. Finding the right balance between 

embracing innovation and safeguarding legal principles will be essential as the world navigates the uncharted 

territory of code-based agreements. 
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