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Abstract

In a fractional reserve system, the creation of bank Credit serves, on the one hand,
as the primary mechanism for bank financing; yet, in the absence of oversight
and regulation, it leads to excessive growth in liquidity, inflation, and distributive
injustice. Employing an analytical method and an integrated jurisprudential-
economic approach, this study examines the boundary between legitimate and
illegitimate money creation. It analyzes the mechanisms of bank credit creation
and investigates trends in liquidity, inflation, and the liquidity-to-output ratio
between the years 1380 and 1404 (approx. 2001-2025). The research findings
indicate that, based on a Granger causality test with a lag of 1, the null
hypothesis—that "liquidity growth does not Granger-cause inflation"—cannot
be rejected at the 5% significance level (F=34.2; p=0.14); thus, the statistical
evidence is insufficient to establish a unidirectional causal relationship. While
credit creation is not inherently *haram* (forbidden) from a jurisprudential
perspective, unregulated money creation conflicts with various jurisprudential
principles—such as the prohibition against the unjust acquisition of wealth (*akl
al-mal bi al-batil*), *gharar* (excessive uncertainty/risk), the *la darar* principle
(prohibition of causing harm), *tadlis* (deception), *itlaf* (destruction/loss of
property), the prohibition of *zulm* (injustice/oppression), the prohibition of
violating the law, and the *saltanat™* principle (the right of ownership/control}—
and is therefore deemed *haram*. Consequently, the *sharia* ruling on money
creation is "conditionally permissible and subject to regulation” when credit is
created within a regulated framework, but it is "forbidden" (*haram*) when
money is created without such regulation. In monetary and banking laws, there
is no legal vacuum regarding the control of money creation; rather, the issue lies
in a lack of effective implementation. This problem can be resolved through a
model of separation [of functions] and the strengthening of regulatory
mechanisms.

Keywords: Bank Credit creation, Fractional-reserve banking, Akl al-mal bi al-batil
(unjust acquisition of wealth), La darar (the principle of no-harm), Social justice.
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