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DIMINISHING MUSHARAKAH IN ISLAMIC BANKS: AN
ANALYSIS BASED ON HOME FINANCING
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Abstract:

Islamic Banking is one of the fastest growing banking systems in the
modern world. It has also achieved significant growth in the Pakistani
banking sector in the recent decades. Diminishing Musharakah (DM) is an
Islamic mode of finance which not only provides home financing facilities
to the customers but also provides other long term financing transaction
such as machinery and equipment financing in Islamic banks. In
September 2020, DM has the largest share in the Islamic banking
financing in Pakistan at 34.5 percent. Considering the widespread
acceptance of DM, this paper discusses the shariah structure of DM and its
use as a home finance product, specifically its variants, in Islamic Banking
Institutions. This paper also clarifies the issues which create confusions in
the minds of the common public about Islamic banking products,
emphasizing the importance of this product for Islamic Banking
Institutions.

Keywords: Diminishing Musharakah, Joint Ownership, Lease, Sale &
Purchase, Home Financing, Auto Financing, Equipment Financing.
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“The ownership of the asset remains unchanged throughout the tenor and
it is not transferred to the customer.

Customer pays rentals to the Bank periodically until the end of
Musharakah Tenor.

At the end of lease period, the asset shall be sold out to the customer.”(35)

uﬁ’J/JJ/uJLﬁ;KJwanuﬁ’Jic«szuumig, JdJK,L/)
L alotel £ I N SEUT a2 ) el Lo a§ S Aok €
(KL ess 2D Silo ()

e 1 TS e

“Customer will pay rental and will also purchase ownership in asset from
the Bank periodically.”(36)
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“Rental amount is adjusted according to the bank’s share (units) remaining
in the property. In UMI, the Musharakah unit price remains constant
throughout the financing period.”(37)
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