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Abstract

he mandatory liquidation clause in cryptocurrency leverage

trading is an automated mechanism for closing loss-making

positions to protect the platform's capital and ensure finan-
cial system stability. The fundamental issue is whether the ambiguity in
the timing and exact price of liquidation at the moment of contract con-
clusion constitutes a case of gross gharar (excessive uncertainty) and
renders the transaction void. This research, employing a descriptive-an-
alytical method with an ijtihad approach and using library resources,
demonstrates that through a substantive distinction between lommer-
cial risk arising from future fluctuations 'ind gharar in the contract ele-
ments, the mandatory liquidation clause is not only not considered void-
ing gharar but also a rational tool for risk management and realization
of contractual justice. This clause can be analyzed in the form of a $us-
pensive resolutory condition contingent upon a quantified attribute, tind
algorithmic transparency in smart contracts eliminates ignorance re-
garding the condition's occurrence. However, the validity of these trans-
actions is contingent upon two essential conditions: first, the technical
soundness of oracles and transparency of the reference price; second,
the absence of price manipulation by the platform. Compliance with
these conditions provides the necessary religious basis for the operation
of trading platforms.
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Extended Abstract

Introduction

The emergence of blockchain technology and digital assets has fundamentally trans-
formed traditional financial market paradigms and the jurisprudential frameworks of
commercial transactions (Figh al-Mu'amalat). Leverage trading, as one of the most
complex derivative instruments, allows traders to take positions several times larger
than their actual capital using limited collateral (margin). At the heart of these transac-
tions lies a legal-technical mechanism known as the "forced liquidation clause," which
enables the platform to automatically close a user's position and utilize the collateral to
cover the debt when the user's loss reaches a specified threshold.

The central issue of this research is the ambiguity surrounding the exact timing and
execution price of liquidation at the moment of contract conclusion, which raises the
suspicion of excessive uncertainty (Gharar Fahish). The fundamental question is wheth-
er this ambiguity constitutes "ignorance regarding the fundamental elements of the
contract" (Jahl bi-1-'Iwadayn)—thereby rendering the transaction void—or whether it
qualifies as an acceptable "commercial risk arising from future fluctuations" that can
be managed.

A review of the literature indicates that the foundations of the Gharar doctrine and its
classical instances have been extensively debated by Imamiyyah jurists in jurispruden-
tial texts. Contemporary studies can be broadly classified into three categories: studies
on the jurisprudential nature of cryptocurrencies; studies on Gharar in derivative instru-
ments and the role of intermediaries; and studies distinguishing between commercial
risk and Gharar. However, the specific jurisprudential analysis of the "forced liquidation
clause" in cryptocurrency leverage contracts—which functions as an automatic and al-
gorithmic resolutory condition (Shart-e-Faskh) within the context of smart contracts—
remains a significant research gap.

The aim of this research is to prove the hypothesis that liquidation is not an invalidat-
ing ambiguity (Gharar Mubtil), but rather a "rational risk management mechanism" that
is fully compatible with jurisprudential maxims such as Intentional Action (Igdam) and
No Harm (La Darar).

Method

This research employs a descriptive-analytical method grounded in a jurisprudential
deduction (Ijtihadi) approach, utilizing library resources. Data were collected from Ima-
miyyah jurisprudential texts (both classical and contemporary), legal sources concern-
ing general contract rules, scientific articles in the fields of transaction jurisprudence
and technology law, and technical documentation regarding the mechanics of smart
contracts and cryptocurrency markets. Data analysis was conducted using an interpre-
tive-deductive method, relying on authoritative jurisprudential maxims—namely, the
Maxim of No Gharar (Nafy al-Gharar), the Maxim of No Harm (La Darar), the Maxim
of Dominion (Tasallut), and the Maxim of Validity (Asalat al-Sihhah)—with a focus on
the exposition, critique, and evaluation of various perspectives.
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Results

First. Substantive Distinction between Commercial Risk and Jurispru-
dential Gharar: An analysis of the Gharar concept in jurisprudential sources
reveals that invalidating Gharar pertains to "ignorance of the contract's core ele-
ments" (price, subject matter, effective attributes, and deliverability) at the time
of inception. In contrast, commercial risk relates to "uncertainty regarding future
events" (e.g., price fluctuations) and does not impair the fundamental elements
of the contract at its conclusion. Drawing upon the perspective of the author of
Jawahir al-Kalam (Sahib al-Jawahir)—who argued that risk arising from future
events is not invalidating provided it does not compromise the certainty of the
exchanged items—the forced liquidation clause falls outside the scope of invali-
dating Gharar and is classified as a "managed commercial risk."

Second. Algorithmic Transparency and Elimination of Effective Igno-
rance: In smart contracts, all parameters dictating liquidation (leverage ratio,
initial margin, maintenance margin, liquidation price, and calculation algo-
rithms) are transparently embedded in the code and displayed to the user prior
to transaction entry. This absolute transparency eliminates ignorance regarding
the "conditions triggering liquidation." The remaining ambiguity lies only in
execution mechanics (e.g., price slippage and market depth), which, if aligned
with market conventions, constitutes "negligible uncertainty" (Gharar Yasir) and
does not impair contract validity according to prominent jurists like Sheikh An-
sari. The guiding criterion here is "customary determinacy" (Ma'lumiyyah 'Urf-
iyyah)—the level of knowledge deemed sufficient by financial market customs
for making commercial decisions.

Third. Legal Analysis within Accepted Frameworks: From a legal stand-
point, the forced liquidation clause can be analyzed through two frameworks: a
"suspensive resolutory condition" (Shart al-Faskh al-Mu'allaq) and an "irrevoca-
ble agency" (Wikalat Bila 'Azl) for collateral liquidation. Under the resolutory
condition framework, the parties agree that upon the occurrence of an objective
trigger (the price hitting the threshold), the contract is automatically and forcibly
terminated. Under the agency framework, the user grants the platform irrevoca-
ble authority to sell the collateral under critical conditions. In both frameworks,
the absolute transparency of parameters and the absence of platform negligence
are essential prerequisites for validity.

Fourth. Justification Based on Secondary Jurisprudential Maxims: The
forced liquidation clause can be further validated through secondary maxims: the
Maxim of Intentional Action (the user, fully aware of the leverage and liquida-
tion price, enters the transaction voluntarily and cannot later claim Gharar); the
Maxim of No Harm and the Conflict of Harms (Tazahum al-Dararayn) (where
liquidation prevents broader systemic harm); and the Maxim of Dominion (the
user voluntarily places the collateral under the platform's control).
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Fifth. Conditions of Validity and Liability for Breach: The aforementioned
analyses hold valid only under two strict conditions: the technical integrity of
price oracles and the absolute absence of price manipulation by the platform.
Should these be breached, the platform assumes civil liability for the user's loss-
es, and the user reserves the right to rescind the contract or claim damages based
on the Option of Deceit (Khiyar al-Tadlis) or the Maxim of No Harm.

Sixth. Addressing Counterarguments: The primary objections raised by
critics include claims of invalidating Gharar, relative ambiguity stemming from
oracle transparency, the necessity of mutual consent at the time of termination,
and the risk of manipulation by centralized exchanges. The responses demon-
strate that by distinguishing commercial risk from jurisprudential Gharar, ensur-
ing algorithmic transparency, and framing the clause as a resolutory condition
or irrevocable agency, the legitimacy of the forced liquidation clause is solidly
established—strictly contingent upon transparency and non-manipulation.

Conclusion

The forced liquidation clause in cryptocurrency leverage trading—provided there
is full parameter transparency, technical integrity of oracles, and zero price manipula-
tion—falls strictly outside the realm of invalidating Gharar and constitutes an "accept-
able commercial risk." This clause can be legally framed as a "suspensive resolutory
condition" or "irrevocable agency" and is further validated by secondary jurisprudential
maxims (Iqdam, La Darar, Tasallut).

A critical distinction must be made between two technical environments: in on-chain
smart contracts utilizing decentralized and transparent oracles, the forced liquidation
clause is inherently legitimate under the stated conditions. However, in Centralized Ex-
changes (CEXs), due to the elevated risk of manipulation, establishing validity condi-
tions is significantly more challenging; transactions on these platforms are jurispru-
dentially acceptable only if non-manipulation and total transparency are unequivocally
proven.

The realization of this legitimacy relies heavily on adherence to the aforementioned
stipulations; otherwise, the platform bears civil liability for user damages. Ultimately,
compliance with transparency and accountability standards by trading platforms pro-
vides the necessary Sharia and legal foundations for their operation within Iran's legal
system.

Suggestions for Future Research: Jurisprudential analysis of decentralized price or-
acles, comparative studies across other Islamic schools of jurisprudence, analysis of
secondary contractual issues (usury, gambling, deceit) in DeFi, case studies of existing
platforms, and the design of a Sharia-compliant smart contract architecture.

Policy and Executive Recommendations: Mandating complete algorithmic transpar-
ency, continuous auditing of oracle integrity, enforcing mandatory risk-awareness test-
ing for users, and restructuring certain transactions under the Contract of Compromise
(Sulh).
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