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ABSTRACT

The value of money is constantly declining, and the expansion of liquidity in society has led to a decrease in
purchasing power, which—due to inflation—erodes the real value of money. Consequently, if a person keeps their
money for a long time without using it, they will only preserve its nominal form, while it will be economically depleted
of value. In recent years, as most loans and long-term transactions between natural and legal persons, such as
banks, are conducted in the national currency, and as the economy has experienced high inflation, creditors have
suffered losses from the depreciation of debts due to delayed payments. The central issue under serious debate
here is the liability of the state to compensate for losses resulting from the devaluation of money. At times, the state,
by adopting certain economic or political policies, causes the devaluation of the currency and, consequently,
inflation—thereby inflicting financial losses and diminishing purchasing power among various social groups. The
liability of those who directly or indirectly cause the devaluation of money and inflation has been a subject of doubt
and disagreement among jurists and legal scholars. Today, however, the state’s liability for compensating losses
resulting from the devaluation of money is conditionally recognized.
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EXTENDED ABSTRACT
The persistent decline in the value of national

currency and the resulting inflationary
pressures have posed a profound challenge for
economic systems, raising complex legal
questions about the scope of state liability in
protecting the value of money. Over the past
decades, the national currency has
experienced significant depreciation, eroding
purchasing power and disrupting the stability
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of financial transactions. This phenomenon
has sparked considerable debate among jurists
and legal scholars concerning whether the
state  bears legal responsibility for
compensating the public when its policies lead
to inflation and monetary devaluation. From a
jurisprudential perspective, money—despite
being an abstract and non-intrinsic entity—
qualifies as “property” because it fulfills the
criteria of desirability and exchangeability
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among rational agents (Adib Soltani, 2021).
This classification places contemporary
currency under the category of fungible
property, which traditionally requires
restitution in kind rather than compensation
for loss of value. Yet, because modern fiat
money lacks intrinsic value and derives its
worth from public trust, its depreciation raises
unique issues that classical legal frameworks
did not anticipate. Scholars have therefore
debated whether the state, by failing to
preserve monetary stability, incurs civil
liability akin to that which applies to private
actors who cause financial harm (Dadgar,
2013). This controversy lies at the core of the
present study, which examines the legal
underpinnings and contemporary
implications of assigning liability to the state
for losses stemming from inflation.

Inflation itself has been described as a
sustained and uncontrolled rise in the general
price level, undermining the purchasing power
of money and redistributing wealth from the
poor to the wealthy through an implicit
regressive “tax” effect (Shahbani, 2020). While
mild inflation may stimulate investment by
eroding the real value of debts, severe or
hyperinflation destabilizes economic
expectations, deters savings, and reduces real
wages. In the national context, both positive
and negative inflation have inflicted damage
on economic structures, highlighting the
necessity of preserving currency stability as a
governmental obligation. The jurisprudential
argument for state liability draws upon Islamic
legal principles that obligate the ruler to
safeguard the property of citizens, grounded in
the doctrine of daman (guarantee) which
mandates restitution for losses caused by
public authorities (Mirjalili, 2011, 2021).
Furthermore, modern constitutional law
assigns the state the duty of ensuring
economic stability, suggesting that sudden
currency fluctuations—which harm
individuals’ assets—trigger the state’s civil

responsibility. The principle of the time value
of money (TVM) reinforces this notion,
asserting that money available now is worth
more than the same nominal amount in the
future due to its investment potential. When
inflation erodes the real value of monetary
obligations, creditors effectively receive less
than they lent, raising ethical and legal
questions about fairness and the enforcement
of contracts. The Civil Code addresses this
through Article 522, which allows courts to
award compensation for delayed payments
adjusted by the official inflation rate, though
this mechanism faces limitations in scope and
application (Dadgar, 2013).

The banking system and monetary authorities,
particularly the central bank, play a pivotal
role in either exacerbating or mitigating
inflation. When the state, through expansive
monetary policies or lax supervision of
banking credit creation, enables excessive
money supply growth, it indirectly fuels
currency devaluation and its attendant harms
(Bateni, 2021). This creates a legal tension
between the state’s public policy role—where
some inflationary measures may be justified as
tools to exit recession—and its duty not to
impose undue harm on individuals. Iranian
law distinguishes between the state’s
sovereign acts (acta jure imperii) and
proprietary or commercial acts (acta jure
gestionis). Liability for damages generally
applies to the latter but not the former, unless
the sovereign acts involve negligence or violate
statutory obligations. However, given that
monetary policy straddles both spheres,
determining whether state-induced inflation
constitutes a compensable wrong remains
contentious. From an economic perspective,
inflation weakens the functions of money as a
store of value and a unit of account. It
incentivizes the substitution of currency with
alternative assets such as real estate, which
distorts resource allocation and fuels
speculative bubbles (Atridn, 2019). It also



discourages  savings, reduces capital
formation, and fosters corruption by creating
rent-seeking opportunities and eroding the
fairness of taxation systems. Thus, unchecked
inflation undermines the very economic order
the state is obliged to maintain, supporting the
argument that severe and avoidable inflation
could trigger state liability.

A central element of this debate concerns
whether money should be legally regarded as
fungible (mithli) or non-fungible (gimi). If
classified as fungible, debtors could discharge
their obligations by paying the nominal
amount, even if its real value has declined; if
non-fungible, they would be required to pay an
amount reflecting the original purchasing
power. Jurists traditionally presume property
to be fungible unless proven otherwise, though
some emphasize that this determination
should rest on societal customs and market
availability (Mousavi, 2015). Modern fiat
currency complicates this dichotomy: unlike
metallic coins of the early Islamic period,
which had intrinsic commodity value, today’s
banknotes possess only exchange value and
can lose purchasing power over time (Atrién,
2019). This undermines the logic of treating
them purely as fungible goods. As a result,
legal scholars have proposed reinterpreting
Article 950 of the Civil Code—which governs
fungible and non-fungible property—to
account for the unique characteristics of
modern currency. Doing so would enable
courts to require debtors to compensate
creditors for the loss of real value, rather than
merely the nominal sum. Furthermore, Article
522’s mechanism for adjusting debts by the
inflation index could be expanded to cover all
monetary obligations, not only those explicitly
claimed by creditors. Such reforms would
align civil law with economic realities and
reduce the unjust enrichment of debtors at the
expense of creditors during periods of high
inflation.

In addition to doctrinal reforms, practical
mechanisms can mitigate the harm of currency
depreciation. One proposal is to anchor
monetary obligations to a more stable
international benchmark, such as the
International Monetary Fund’s Special
Drawing Rights (SDR), which represents a
basket of major global currencies and thus
fluctuates less than any single national
currency. This approach could preserve the
real value of long-term contracts and savings,
reducing the distributive injustice caused by
inflation. Because SDRs are widely recognized
as “property” under both legal and commercial
norms, their use would not violate Islamic
jurisprudential principles and could advance
social and economic justice. Furthermore,
stronger regulatory oversight of the banking
sector, tighter limits on central bank credit to
commercial banks, and stricter fiscal
discipline could prevent excessive money
creation and its inflationary consequences. If
the state adopts such measures yet external
shocks still cause currency depreciation, it
could be absolved of liability under the
principle that civil liability requires fault or
negligence (Bateni, 2021). Conversely, if
inflation arises from avoidable policy errors—
such as persistent deficit monetization or
politically motivated credit expansion—the
state’s failure to uphold its duty of monetary
stability could justly give rise to civil liability.
Ultimately, the legal system must balance the
need to shield the state from paralyzing
litigation with the imperative of protecting
citizens from preventable financial harm.

Constitutional provisions further illuminate
the state’s duties in this domain. Article 3 of
the Constitution obligates the government to
improve citizens’ livelihoods, while Article 4
mandates that all laws and regulations
conform to Islamic principles as interpreted by
the Guardian Council. Article 28 guarantees
the right to choose one’s occupation and
compels the state to create conditions for
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employment and business. These provisions
collectively establish that the state must foster
economic stability and growth, which
necessarily includes maintaining the value of
the national currency. Legislative oversight
mechanisms—such as parliamentary
questioning and impeachment of ministers or
the president—serve as accountability tools to
enforce these duties. If the executive branch
neglects to uphold monetary stability, it risks
both political and legal consequences. The
judiciary can also play a role by adjudicating
claims for compensation based on Article 522
of the Civil Code, which implicitly
acknowledges the state’s responsibility to
mitigate the effects of inflation. Nonetheless,
doctrinal ambiguities and procedural barriers
have limited the effectiveness of this remedy,
underscoring the need for clearer statutory
recognition of state liability for monetary
devaluation. Such recognition would align
with broader human rights principles that
regard economic security as integral to human
dignity and social justice.

In conclusion, the legal analysis reveals that
inflation not only disrupts economic efficiency
but also erodes social equity by transferring
purchasing power from vulnerable groups to
the state and affluent sectors. The state, as the
custodian of the monetary system, bears a
fundamental duty to preserve currency
stability and protect citizens’ property from
unjust loss. While current Iranian law
provides limited avenues for compensating
creditors harmed by inflation, these are
inadequate given the scale and persistence of
the problem. Reconceptualizing money as a
special category of property, expanding the
scope of Article 522, and holding the state
accountable for negligent monetary policies
could strengthen legal protections against the
erosion of money’s real value. Such reforms
would harmonize legal doctrine with economic
realities, enhance public trust, and promote
both justice and stability in the financial

system. Ultimately, ensuring the integrity of
the national currency is not merely an
economic task but a legal and moral obligation
of the state, failure of which undermines the
very foundation of social order and the
legitimacy of governance.
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