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Introduction  
Payment system is any organized arrangement for transferring monetary value 
leading to discharge and settlement of obligation. Negotiable instruments in their 
special meaning are tradable documents that can be used as means of payment in 
commercial and consuming trades and are considered as non-cash payment system 
among the monetary transferring systems. The negotiable instruments hold some 
characteristics and principles whose concept and effects are reflected in some 
domestic rules, international conventions, doctrine, and judicial procedures. The 
significant characteristics of these instruments is in subject, formative description, 
negotiability and solidary obligations of signatories. The principle of independency 
of signatures, independency of “obligation cambiaire” from underlying obligation, 
non-attributing objections and defenses related to the previous relations as well as 
the principle of surviving the main legal relationship are among the most important 
principles governing negotiable instruments. The subject of this research is the 
economic analysis of negotiable instruments and analyzing features and principles 
governing them as a non-cash system of payment.  

Theoretical Framework 
If the parties to the payment, payment instrument, institutional arrangements, 
protocols and discharge are the main elements or bases of realization of one 
payment system, the negotiable instruments having these elements are payment 
systems. Among the characteristics of this payment system is that the negotiable 
instrument is in itself an instrument of payment and the means for transferring 
monetary value from the payer to the final holder of the instrument.  
Discharge of obligation and settlement is a procedure that is the final goal and 
objective of any payment system and its essential element and the degree of 
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efficiency depends on realizing such a function. When it is supposed that negotiable 
instruments are used as payment system, as long as the sum of the instrument is not 
paid, the process of payment is not realized. Hence, the practical and legal features 
of these instruments and the rules and principles governing them have to be in a way 
to facilitate the process of payment and remove the possibility of raising legal 
objections and creating legal obstacles on behalf of the parties that are liable of 
paying the sum of the instrument. Therefore, the efficiency of this system of 
payment depends on the degree of certainty of payment, its punctuality, and 
decrease of risk of not being dishonored.  

Methodology  
In this study, in addition to using descriptive and analytical methods, explanatory 
and inferring methods are also used to discover a logical relationship between 
features and attributes of negotiable instruments and their function as payment 
system, and to reveal clear causes of the existence of principles ruling them. 

Results and Discussion 
The subject of negotiable instrument is the unconditional obligation to pay or 
unconditional order to pay, and as a principle, all persons who sign the negotiable 
instrument are committed toward the holder of the negotiable instrument and those 
after themselves. This obligation is called “obligation cambiaire” in French legal 
literature and resulted from signing commercial paper. The philosophy of this 
principle is to increase the efficiency of this system of non-cash payment and 
decrease the risk of dishonor of the drawee.  
Predicting the obligation cambiaire of the signatories of commercial paper and their 
solidary obligations for support of the holder of the instrument, unlike money, lacks 
the support of the government and governing authorities. To compensate this 
deficiency and to attain people’s trust to these papers, the legislator proposes 
solidary obligations of these signatories as an appropriate solution by relying on 
which the creditor assures, and in case of dishonor at maturity, the instrument will 
be paid by recourse to all or some of the signers. Undoubtedly, the object of this 
important character is that the negotiable instruments can be negotiated as an 
effective instrument of payment and can be used as a system of payment for transfer 
of monetary value and discharge and settlement of transactions.  
The necessity of observing formative conditions in concluding, issuing, and 
transferring a negotiable instrument is hidden in its function as an instrument of 
payment. Existence of special formative conditions plays an effective role in 
regulating the relationships of parties of the negotiable instrument and increasing the 
probative value of it. The negotiability of commercial papers is the logical necessity 
of their economic function as the instrument or means of payment. The instrument 
of payment that has capability of negotiation in the interval between issuing to due 
date and can repeatedly be used as an instrument of payment in different 
transactions. Moreover, this character can help financing of firms. 
The goal of enacting of principles and rules governing negotiable instruments is 
forming a special legal regime that secures the economic function of them as an 
instrument of payment and eventually as a non-cash payment system. As security 
and trust are among the most important and necessary bases and elements of 
payment system, the final goal of these rules is to reinforce the creditability of 
negotiable instruments by reducing the risk of non-payment and eventually 
increasing people’s reliance on negotiable instruments and accepting them in trades 
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as an instrument of payment. An efficient system of payment is one whose 
instrument of payment finally leads to delivery or transferring the monetary value to 
the creditor or holder of instrument, and due to the legal relations before issuing or 
endorsing the instrument, the rights of final holder and creditor is not endangered.  

Conclusions and Suggestions 
The conclusion of this research shows that proper interpretation of features of 
negotiable instruments and comprehensive and accurate analysis of principles that 
govern them and their effects on relations between parties and relationship between 
obligation arising from negotiable instrument and underlying contractual obligations 
is merely possible by considering main function of negotiable instrument as a 
payment system. In other words, legal analysis of negotiable instrument depends on 
the analysis of its economic function. Because, in the normal course and without 
these features and principles, these instruments are in themselves connecting the 
underling contract and each party can recourse to contractual defenses and set-off. 
So, the realization of this economic function requires characteristics and governing 
principles that ensure and protect such functions.  
Thus, the legislator is recommended to correct the deficiencies and ambiguities of 
current regulations of negotiable instruments based on the latest developments of 
law of negotiable instruments while considering its economic function as a payment 
system in a way that results in increasing the efficiency of this system, decreasing 
the risk of dishonor and other risks of non-payment of negotiable instruments, and 
decreasing the figures of dishonored checks.  
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