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ABSTRACT

The depreciation of money is a significant economic phenomenon in inflationary societies and has considerable effects on
contractual relationships, particularly within the banking system. Compensation for the depreciation of money refers to
mechanisms designed to preserve the real purchasing power of monetary debts and financial claims so that the economic
equilibrium of contracts is not disrupted over time. This issue is of particular importance in Iran’s banking system because, on
the one hand, banks operate through contracts based on Islamic nominate contracts, while, on the other hand, severe inflationary
fluctuations can substantially diminish the real value of monetary obligations. The principal objective of the present study is to
examine whether compensating for the depreciation of money in Iran’s banking system is compatible with the principles of
Islamic jurisprudence and the fundamental rules of law and, where such compensation is permissible, to determine its scope
and conditions. Some scholars regard such compensation as analogous to riba and therefore question its legitimacy. Conversely,
a number of jurists and Islamic legal scholars justify it by invoking principles such as commutative justice, the no-harm rule,
and the preservation of the real value of property. This study employs a descriptive-analytical method and draws on library-
based sources, including Islamic jurisprudential texts, legal scholarship, banking legislation, scientific articles, and selected
judicial precedents. The data were examined through an analysis of jurisprudential and legal texts and a comparative evaluation
of the relevant scholarly perspectives. The research gap in this field arises from the absence of a coherent framework capable of
reconciling Islamic jurisprudential considerations with the economic requirements of the banking system. Many existing studies
adopt either an exclusively jurisprudential approach or a purely economic perspective, while relatively few have attempted to
integrate these two domains systematically. The findings indicate that, through a dynamic interpretation of certain
jurisprudential principles and due consideration of the objective of justice in transactions, mechanisms can be developed to
compensate for the depreciation of money, provided that such mechanisms are not characterized as guaranteed interest
constituting riba and are supported by a clearly defined contractual and statutory basis. Accordingly, it is recommended that,
first, the legislature establish a transparent framework for adjusting monetary obligations in proportion to the inflation rate;
second, banks employ legitimate contractual instruments, such as adjustment clauses or limited indexation; and third, Islamic
jurisprudential and banking institutions collaborate to develop a domestic, Sharia-compliant model for preserving the real value
of monetary debts.
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EXTENDED SUMMARY
The depreciation of money is one of the most consequential economic phenomena in inflationary
societies because it directly affects the real value of monetary obligations, contractual equilibrium,
creditor—debtor relations, and the stability of financial institutions. Although a monetary debt is
conventionally defined by its nominal amount, persistent inflation creates a widening gap between
the nominal value of the debt and its real purchasing power at the time of repayment. Consequently,
a debtor may formally discharge the obligation by paying the original nominal amount while, in
economic terms, returning substantially less than the value initially received. This problem is
particularly significant in Iran’s banking system, where chronic inflation has repeatedly reduced the
real value of deposits, loans, deferred payments, and long-term banking claims. At the same time,
Iranian banks operate within a legal and institutional framework based on Islamic banking principles
and the prohibition of riba, making any increase in the amount of a monetary debt jurisprudentially
sensitive. The central issue is therefore whether compensation for monetary depreciation should be
characterized as an unlawful excess over the principal debt or as a legitimate mechanism for
preserving the real value of property and restoring contractual justice. Contemporary legal
scholarship increasingly recognizes that the enforcement of nominal obligations without regard to
extraordinary monetary depreciation may disturb commutative justice and unfairly transfer wealth
from creditors to debtors (Katouzian, 2007; Safaei, 2011). Conversely, Islamic banking scholarship
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warns that an unconditional or predetermined increase in a debt may reproduce the economic
substance of interest and conflict with the foundational requirements of interest-free banking
(Mousavian, 2013; Sadr, 2011). Accordingly, the present study examines the Sharia and legal
challenges associated with compensating for the depreciation of money in Iran’s banking system and
seeks to identify mechanisms capable of reconciling the protection of the real value of monetary
claims with the prohibition of riba, contractual certainty, and the institutional requirements of
Islamic banking.

The study is based on the distinction between the nominal value and the real value of money.
Nominal value refers to the numerical amount stated in a contract, whereas real value concerns the
quantity of goods and services that the amount can purchase. Under stable economic conditions, the
difference between these two dimensions may be limited; however, in an inflationary economy, the
purchasing power of the contractual amount may decline substantially between the formation and
performance of an obligation. Money in modern economies functions as a medium of exchange, a
unit of account, a means of settling obligations, and a store of value, yet the effectiveness of these
functions depends on a reasonable degree of monetary stability (Mirmaezi, 2015). Inflation may
result from monetary expansion, fiscal imbalances, exchange-rate volatility, supply constraints,
production shocks, and external disturbances. Empirical evidence concerning Iran also indicates
that oil shocks can exert nonlinear and asymmetric effects on inflation, demonstrating that changes
in the value of money are connected to broader structural and macroeconomic conditions rather than
solely to the conduct of contracting parties (Tehranchian et al., 2024). The legal analysis of monetary
depreciation is further grounded in commutative justice, the binding force of contracts, the principle
of full performance, the no-harm rule, and the protection of legitimately acquired property. While
the classical nominalist approach maintains that a monetary obligation is discharged through
payment of the stated number of currency units, a value-oriented approach argues that the economic
substance of performance must also be considered when inflation becomes severe and exceptional
(Abbasi, 2016). Within Islamic jurisprudence, the analysis depends partly on whether contemporary
money is treated merely as a fungible nominal object or as an institutional representation of
purchasing power. Jurisprudential rules governing harm, fairness in exchange, and the preservation
of property may support compensation in exceptional circumstances, provided that the adjustment
is not designed to generate profit from the mere passage of time (Mohaghegh Damad, 2012).

This research employed a descriptive-analytical and interdisciplinary method combining legal
analysis, Islamic jurisprudential reasoning, and an examination of banking and monetary
considerations. The data were collected through library-based research and included works on
Iranian civil law, the general principles of contracts, Islamic jurisprudential rules governing
transactions, the jurisprudence of money and banking, interest-free banking, monetary economics,
and the legal treatment of declining currency value. The study first clarified the concepts of money,
inflation, nominal debt, real value, indexation, adjustment clauses, and compensation for monetary
depreciation. It then examined competing jurisprudential views concerning the legal nature of
money, the classification of monetary obligations, the limits of the prohibition of riba, and the
applicability of principles such as the no-harm rule and commutative justice. The legal dimension
was analyzed by reference to the binding force of contracts, the interpretation of contractual
intention, the principle of monetary nominalism, freedom of contract, and legal mechanisms
designed to respond to fundamental changes in economic circumstances (Emami, 1997; Jafari
Langroudi, 2008; Katouzian, 2007). The banking dimension focused on the practical consequences of
inflation for the real value of deposits, outstanding loans, banking claims, financial intermediation,
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resource mobilization, and credit allocation. The analysis also compared the principal mechanisms
proposed for protecting the real value of monetary obligations, including limited indexation based
on official inflation indicators, contractual adjustment clauses, settlement by reference to a stable
asset or index, and the use of participatory Islamic contracts in which returns are linked to actual
economic performance rather than predetermined interest. The selected sources were assessed
comparatively to identify areas of convergence and disagreement among jurists, legal scholars, and
monetary researchers. Particular attention was paid to distinguishing compensation intended to
eliminate an inflation-induced loss from an additional payment intended to provide a guaranteed
return, since this distinction is central to determining whether an adjustment remains compensatory
or becomes functionally equivalent to riba (Mousavian, 2013; Sadr, 2011).

The findings indicate that neither an absolute nominalist approach nor an unrestricted value-
adjustment approach offers an adequate solution for Iran’s inflationary banking environment. Strict
nominalism provides formal certainty and simplicity, but under conditions of severe and prolonged
inflation, it may produce a substantial and foreseeable loss for creditors, weaken the real value of
banking resources, and disturb the economic balance underlying long-term contracts. Conversely,
automatic and unlimited indexation of every monetary debt may create uncertainty, transfer
excessive risk to debtors, encourage the contractual normalization of guaranteed increases, and blur
the distinction between legitimate compensation and interest. The jurisprudential analysis suggests
that the permissibility of compensation depends on its legal basis, economic purpose, method of
calculation, and relationship to the principal debt. Where an increase is stipulated solely as a return
for the extension of credit or the passage of time, it is closely associated with riba and cannot be
legitimized merely by changing its contractual label. However, where a severe decline in purchasing
power causes an exceptional and demonstrable loss, a narrowly designed adjustment may be justified
through the principles of no harm, fairness in exchange, and preservation of the real value of property
(Abbasi, 2016; Mohaghegh Damad, 2012). The study further finds that prior contractual agreement
strengthens the legitimacy and predictability of adjustment mechanisms. A clearly drafted
adjustment clause based on an official and publicly verifiable index is less vulnerable to arbitrariness
than an open-ended claim for additional payment after maturity. Nevertheless, indexation should be
limited to the verified depreciation of purchasing power and should not include an independent
profit margin. Participatory contracts may provide another Sharia-compliant response because
returns are determined by actual commercial results rather than a guaranteed addition to a debt
(Mirmaezi, 2015; Mousavian, 2013). The findings also demonstrate that banking stability requires
coordination between private contractual mechanisms and public monetary policy, since contractual
adjustment alone cannot substitute for effective inflation control, liquidity management, and
monetary discipline (Tayebnia, 2014; Tehranchian et al., 2024).

The results show that the principal challenge is not simply whether compensation for monetary
depreciation should be accepted or rejected, but how its scope, conditions, and calculation should be
legally structured. A legitimate model must distinguish among ordinary inflation, severe inflation,
delayed payment attributable to the debtor, long-term contractual exposure, and changes that were
reasonably foreseeable when the contract was concluded. Treating all inflation as compensable may
destabilize contracts, while ignoring extraordinary depreciation may institutionalize unjust
enrichment and impose the cost of macroeconomic instability exclusively on creditors. The most
defensible approach is therefore a regulated, limited, and transparent model of adjustment. Under
such a model, the legislature or banking regulator should define the conditions under which
monetary obligations may be adjusted, designate reliable official indices, determine the relevant base
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and settlement dates, prevent double recovery, and clarify the relationship between inflation
adjustment, contractual profit, damages, penalties, and late-payment compensation. Contractual
clauses should explain whether adjustment is automatic or contingent, identify the selected index,
specify any threshold for severe depreciation, and state that the purpose is preservation of real value
rather than the generation of a guaranteed return. Such clarity would promote contractual certainty
and reduce judicial inconsistency (Katouzian, 2007; Safaei, 2011). Banking institutions should also
expand the use of genuine participatory and asset-based arrangements where the economic structure
of the transaction permits, thereby reducing reliance on fixed monetary receivables that are highly
exposed to inflation (Sadr, 2011). In addition, jurisprudential councils, the Central Bank, legal
scholars, and banking practitioners should cooperate in developing a unified national framework
that is simultaneously economically realistic, legally enforceable, and Sharia-compliant. Such
cooperation is necessary because fragmented institutional interpretations may result in inconsistent
contracts, uncertain judicial outcomes, and reduced public confidence. Ultimately, compensation
should remain proportionate to actual depreciation, based on objective indicators, and separated
from any predetermined profit payable merely because time has elapsed.

Compensation for the depreciation of money in Iran’s banking system is a multidimensional issue
situated at the intersection of monetary economics, private law, Islamic jurisprudence, and banking
regulation. Persistent inflation demonstrates that exclusive reliance on the nominal amount of
monetary obligations can undermine contractual equilibrium, reduce the real value of banking
claims, and impose significant losses on creditors and financial institutions. At the same time, any
mechanism that automatically increases a debt without a precise compensatory basis risks becoming
indistinguishable from guaranteed interest and may therefore conflict with the principles of Islamic
banking. A balanced solution requires recognition of the real economic effects of severe inflation
while preserving the prohibition of riba, legal certainty, proportionality, and the binding force of
contracts. The most appropriate framework is one based on explicit statutory authorization,
transparent contractual clauses, official and independently verifiable indices, and strict limitation of
any adjustment to the actual decline in purchasing power. Participatory contracts and other Sharia-
compliant instruments may complement this framework by linking financial returns to real
economic activity rather than to predetermined additions to monetary debts. The study concludes
that compensation for monetary depreciation can be legally and jurisprudentially defensible when it
is genuinely restorative rather than profitable, when its conditions are specified in advance or clearly
established by law, and when it is implemented through consistent regulatory and judicial standards.
Developing a coherent domestic model would protect creditors and debtors, strengthen confidence
in banking contracts, reduce disputes, preserve the real value of financial resources, and enhance the
stability and efficiency of Iran’s banking system.
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