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A Study of Late-Payment Penalties
in the Banking System of the Islamic Republic of Iran

Alireza Karami*
Manoochehr Khodarahmi
Mohammad Hasan Goli Shirdar®

Abstract
Late-payment penalties in the banking system of the Islamic Republic of Iran have created a
fundamental tension between economic necessities and religious requirements. The main
question of this study is the apparent conflict between economic necessities and Shari‘a
obligations regarding late-payment penalties. On the one hand, such penalties seem
necessary for maintaining economic order and preventing abuse by debtors; on the other
hand, some jurists consider them a form of usury (riba) and incompatible with Islamic
principles. This tension has placed the country’s banking system at a crossroads between
preserving economic efficiency and adhering to religious principles. Seeking to provide a
solution to this problem, the present study introduces an innovative, integrative approach.
Its novelty lies in creatively combining jurisprudential principles such as the no-harm rule
(qa‘idat la darar) and causation (tasbib) with legal concepts such as stipulations within
contracts. This integrative approach offers a practical mechanism to address the economic
difficulties resulting from delayed repayment of banking facilities while simultaneously
observing Shari‘a principles. Using a descriptive-analytical method and a careful
examination of library sources and legal documents, the research reaches several important
findings, including the possibility of revising the structure of banking contracts to
incorporate more precise and Shari‘a-compliant stipulations, providing a religiously
legitimate solution for compensating losses arising from delayed repayment without
conflicting with Islamic principles, and proposing specific legal and regulatory reforms to

resolve the tension between economic needs and religious obligations. These findings
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demonstrate that, through a creative and flexible approach, a balance can be achieved
between economic efficiency and adherence to Shari‘a in the Islamic banking system.
Keywords: late-payment penalty, Islamic banking system, jurisprudential rules, usury

(riba), no-harm rule, causation rule.
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