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Abstract

Introduction: Inflation has created uncertainty regarding how to compensate
for the loss of monetary value in debts arising from long-term contracts. Among
scholars, some regard the payment of the nominal amount as full settlement of the
debt, while others, considering purchasing power as the essence of fiat money,
view payment adjusted by the inflation rate as proper settlement. A third group
grounds the nature of money in its legal backing and maintains that the state is
obliged to compensate for the decline in the value of money.

Objective: The objective of this study is to clarify the appropriate criterion and the
responsibilities of the debtor and other relevant institutions in compensating for
the depreciation of fiat money.

Methodology: The research employs content analysis and library-based data col-
lection. After coding and analyzing the data and obtaining the preliminary results,
the final conclusions were derived through a process of synthesis and meta-analy-
sis of those initial findings.

Findings: The findings indicate that the basis for compensation in the settlement
of debts arising from various forms of commodity-backed (real) money is the
payment of a specific amount of that real money, regardless of price fluctuations,
whereas the essence of fiat money is identified as “the wages of security-produc-
ing personnel (in the broad sense of the term).”

Conclusion: The study concludes that in times of inflation, when settling debts
denominated in fiat money, the nominal amount must be adjusted according to
the rate of increase in the wages of government employees. Furthermore, if any
influential economic institution artificially intervenes in the natural money market,
it is responsible for compensating the gap between the actual wage-increase rate
and the rate that would have naturally emerged in the absence of such intervention.
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Extended Abstract

1- Introduction

In the economy, various factors such as the issuance of unbacked money
by central banks, money creation by the banking network, sanctions, ex-
change rates, and inflationary expectations cause changes in the value of
money. One of the issues that becomes more important to explain when the
value of money decreases is the nature of credit money and how to compen-
sate for the decrease in its purchasing power. On the subject of the nature of
money, theories such as metallism, chartalism, and purchasing power have
been expressed, and on the subject of how to compensate for the devalu-
ation of money, it has been decided to compensate by nominal value and
compensate by the inflation rate. However, these theories have flaws and
contradictions regarding the nature of money and are unable to explain many
behaviors related to credit money. Therefore, this study aims to explain the
nature of credit money and determine the responsible party and appropriate
criteria for compensating for the decrease in value of this type of money.

2- Research Methodology

This research was conducted using the content analysis method. In this
method, after collecting data using the library method, the data was coded
and analyzed with the main codes “How to compensate for the decrease in
value in commodity money in the early Islamic economic system”, “The
origin of value and types of value in commodities”, “The origin of the value
of credit money” and “The role of governance in society”. Then from each
group of data, initial results have been extracted. Finally, by combining and
meta-analyzing the initial results, the final results of the research have been
determined.

3- Research Findings

A- Commodity money existed as a commodity in society before it be-
came money, and Islamic religious rulings related to it, just like other com-
modities, existed for it, and after society agreed that it was money, these
rulings did not change.

B- In the repayment of all types of commodity debts, a certain amount of
the weight and fineness of the commodity is guaranteed, regardless of chang-
es in its price, and any payment in excess of the principal of the commodity
is considered usury.
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C- The economic value of all goods comes from the work done to create
added value. After the work is done and the added value is created, the phys-
ical labor is destroyed, but its value is stored in the acquired good. There-
fore, all goods store some amount of labor and effort and represent a certain
amount of physical labor destroyed.

D- The condition for all goods and commodity money to enter into ex-
change is that they have two values: real and economic. The real value of
goods depends on their level of utility, desirability, and vitality for humans,
and the economic value of goods depends on the amount of work and effort
required to acquire them; but the third type of value, namely the price or
exchange value of goods, is determined in the market and as a result of the
interaction of market forces.

E- Given the disconnection of credit money from legal support and the
continuation of its price in various contracts, in accordance with the first
and second conclusions, credit money must have a nature resulting from
work and production in society. In order to have economic value and before
entering the market, any commodity must have its roots in work or be a
document and receipt of a commodity (stored work) or work performed. In
the case of credit money, given the disconnection from the backing and the
lack of consideration of being a document for a specific commodity, and the
fact that credit money is not the direct result of destroyed physical labor like
other commodities, it is inferred that credit money is a document indicating
the existence of destroyed physical labor.

F- In documents in lieu of work, the true nature of the document is the
nature of the type of work performed for it, and the number on the document
is a standard for measuring its nature. Given that the government is the issuer
of credit money, it must be determined what kind of commodity the govern-
ment’s role is in the production society.

G- The role of governance in society is to produce security (in the general
sense of the word).

4- Conclusion

A- Nature of credit money: Each unit of credit money is a standard
measure for measuring a certain amount of work to produce security and
public goods, and this measure is validated by the government.

B- Compensation criterion for devaluation of credit money: According
to Islamic law, in repaying a debt, what is required is the payment of a certain
amount of substance. Therefore, considering the nature of credit money, that is,
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the amount of work done to produce security and public goods, the payment of
the debt should be adjusted by the rate of increase in the wages of government
officials and employees, which is announced every year.

C- Responsibility of other institutions in compensating for the de-
crease in the value of credit money: The nature of credit money is to pro-
duce security, and like other goods or services, its relative value relative to
other goods or services changes under the influence of natural or artificial
factors in the market. Therefore, if the change in the value of credit money
is due to natural market factors such as changes in supply and demand in
the entire economy, no institution is responsible for compensating for the
decrease in the value of the money. However, in the event of any artificial in-
tervention in the market, contrary to Islamic principles in regulating relations
between economic factors, the intervening agent is required to compensate
for the depreciation of the currency by the amount of the difference between
the wage growth rate and the rate that would have been achieved naturally in
the market in the absence of intervention.
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