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I. Introduction 

Blockchain technology has ushered in a new era of digital innovation, 

revolutionizing how transactions are recorded, verified, and executed. At the 

forefront of this revolution are smart contracts—self-executing agreements where 

the terms are directly written into lines of code. Unlike traditional contracts, which 

require intermediaries such as lawyers or banks to enforce, smart contracts 

autonomously execute and enforce obligations when predetermined conditions are 

met. However, as promising as smart contracts are, they present significant legal 

challenges that are yet to be fully addressed within existing legal frameworks. 

II. The Legal Nature of Smart Contracts 

Smart contracts are designed to replicate the functions of traditional 

contracts—agreement, consideration, and execution—through automated code. 

However, unlike traditional contracts, which depend on external enforcement 

mechanisms like courts to resolve disputes and enforce obligations, smart contracts 

rely on blockchain's decentralized nature for automatic execution without external 

intervention. This raises the fundamental question of whether a piece of code can 

be considered a legally binding contract. 

According to traditional contract law, a valid contract requires an offer, 
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acceptance, consideration, and an intention to create legal relations. While smart 

contracts can theoretically satisfy these elements, the reliance on code and the 

absence of human discretion in their execution introduce challenges to their 

enforceability under traditional legal frameworks1. 

III. Enforceability and Legal Recognition 

One of the primary legal concerns surrounding smart contracts is their 

enforceability. Courts traditionally interpret contracts based on the parties' 

intentions and the context in which the agreement was made. Smart contracts, 

however, are devoid of context—once deployed, they execute as written, 

regardless of unforeseen circumstances or changes in intention. This immutability 

is both a strength and a weakness. On one hand, it eliminates the possibility of 

fraud or interference, as the contract will execute precisely as programmed. On the 

other hand, it leaves little room for legal interpretation or remedies if something 

goes wrong2. 

Jurisdictions differ in their recognition of smart contracts as legally binding. Some 

countries have begun to develop legal frameworks that accommodate smart 

contracts, but the lack of a uniform standard creates uncertainty, particularly in 

cross-border transactions. For instance, Arizona and Tennessee in the United States 

have passed legislation recognizing smart contracts as legally enforceable3. 

IV. Jurisdictional Challenges 

Blockchain technology operates globally, transcending geographical and 

legal boundaries. This creates significant jurisdictional challenges for smart 

contracts. In traditional legal systems, jurisdiction is usually determined by the 

location of the parties or the place where the contract is executed. However, in a 

decentralized blockchain environment, it is often unclear which jurisdiction's laws 

apply. For example, a smart contract executed on the Ethereum blockchain might 

                                         
1 Werbach, K., & Cornell, N. (2017). Contracts Ex Machina. Duke Law Journal, 67(2), 313-382. DOI: 
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3 Marinos, M. (2018). Smart Contracts: Legal Framework and Proposed Guidelines for Adoption. Columbia Law 

Review, 118(5), 1293-1320. DOI: 10.1093/clp/cuy011  



STUDIES IN ECONOMICS AND EDUCATION IN THE MODERN WORLD 

  Vol. 3 No. 8 (2024)                                                                                          69              
 

involve parties from different countries, each with its own legal standards and 

regulations. Determining the appropriate jurisdiction and applicable law in such 

cases becomes complex and contentious, posing a significant barrier to the 

widespread adoption of smart contracts4. 

V. Regulatory Compliance and Consumer Protection 

Smart contracts also intersect with regulatory compliance, raising concerns 

about how they fit within existing legal standards. Traditional contracts are often 

subject to various regulations, such as consumer protection laws, anti-money 

laundering (AML) requirements, and data privacy laws. However, smart contracts 

operate in a largely unregulated digital environment, raising concerns about 

compliance. For example, consumer protection laws ensure that consumers are 

fully informed about the terms of a contract and are not subjected to unfair 

practices. These protections may be difficult to enforce in the context of smart 

contracts, especially if consumers lack the technical knowledge to understand the 

code governing the contract5. 

Similarly, AML and Know Your Customer (KYC) regulations require financial 

institutions to verify customers' identities and monitor transactions for suspicious 

activity. In a decentralized and pseudonymous blockchain environment, ensuring 

compliance with these regulations is challenging. Data privacy is another area of 

concern, particularly with the European Union's General Data Protection 

Regulation (GDPR), which grants individuals the right to have their personal data 

erased. However, the immutable nature of blockchain technology complicates the 

possibility of erasing data, creating a potential conflict between smart contracts and 

data protection laws6. 

VI. Risks and Limitations 
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University Press. DOI: 10.7551/mitpress/11308.001.0001  
5 Zohar, A. (2015). Bitcoin: Under the Hood. Communications of the ACM, 58(9), 104-113. DOI: 
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with European Data Protection Law? European Journal of Risk Regulation, 9(3), 426-441. DOI: 
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While smart contracts offer efficiency, transparency, and security, they are 

not without risks. A significant risk is the potential for coding errors or 

vulnerabilities. Since smart contracts are self-executing, any mistake in the code 

can lead to unintended consequences, such as the loss of funds or incorrect 

transactions. Unlike traditional contracts, where parties can renegotiate or seek 

legal remedies, smart contracts execute automatically, leaving little room for error 

correction7. 

Moreover, the lack of human oversight in smart contracts raises ethical concerns. 

The automation of legal processes may reduce the need for legal professionals, 

potentially leading to job losses and a decrease in the quality of legal services. 

Additionally, the rigid nature of smart contracts may not adequately address the 

nuances and complexities of human relationships, leading to potential injustices8. 

VII. Conclusion 

Smart contracts represent a significant technological advancement with the 

potential to revolutionize transactions and enforce agreements. However, their 

legal implications are complex and require careful consideration. To fully realize 

the potential of smart contracts, it is essential to develop legal frameworks that 

address their unique characteristics, ensure their enforceability, and provide 

protections for consumers and other stakeholders. 

As blockchain technology continues to evolve, so must the law. Policymakers, 

legal professionals, and technologists must work together to create a legal 

environment that supports innovation while safeguarding the rights and interests of 

all parties involved. The future of smart contracts depends on our ability to 

navigate these challenges and strike a balance between technological progress and 

legal accountability. 
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