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Abstract

While many see housing sector as a commaodity, there are still many people in
Malaysia who fail to own homes and many are forced to rent or stay away from
urban areas. This paper aims to provide information and disclosure of available
loan opportunities for house purchases in Malaysia. Apart from the importance
among buyers, it is also seen as important from the perspective of property
valuers and professionals involved in housing industry. This study compares the
perceive fairness between three types of home financing that are available in
Malaysia, namely conventional home loan, al-bay’ bithaman ajil, and
musharakah mutanagisah partnership (MMP) contracts among the customers in
Malaysia. The study conducts a survey among 100 respondents to examine the
relationship between customer intentions to use Islamic home financing based of
MMP. The study concludes that the MMP has several advantages and cheaper
over the BBA for the customer. Apart from being unanimity Shari’ah-compliant,
it can be made to keep away from interest completely by means of practicing
rental or house price index at the same time as reducing the cost of homes and the
duration of financing. This paper concludes by suggesting recommendations for
the appropriate actions to address the issues and challenges facing the MMP
home finance products and deregulate BBA in Malaysia.
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INTRODUCTION

The availability of home to people is imperative as failure to have access to home
or shelter would also inevitably deny people to other basic rights such as safety,
health and education. In view of this importance, Islamic banks have provided
various schemes for home ownership particularly to the Muslims who seek for
halal alternative or Shari’ah compliant mortgage. Among the most popular home
financing products in Islamic banking are the al-Bay’ Bithaman Ajil (BBA) and
Musyarakah Mutanagisah Partnership (MMP). BBA home financing facility has
been widely used in providing home financing to customers especially in
Malaysia, Indonesia and Brunei, while the variants of MMP are widely practiced
in other parts of the world such as Australia and the US. Islamic finance system
is being faced with a number of paradoxes and it is consistently being criticized
for the overuse of contracts which has been declared to be Islamically
permissible. The BBA structure is highly controversial because of the different
interpretations by Malaysian and Middle East scholars on the issue of bay’
al‘inah.

This study investigates the practice of Islamic banks in Malaysia in home
financing. It makes comparison with the interest-based conventional home
financing which is prohibited in Islam. The over reliance on debt based financing
which is considered parallel to its conventional counterpart and the advantages of
equity based financing over debt based financing advocated by previous Islamic
economic scholars has further encouraged the Central Bank of Malaysia to
encourage the Islamic banks to introduce equity based financing, particularly
MMP as a mode of Islamic home financing. MMP home financing derived from
musharakah contract is superior over any debt based financing as the element of
profit and loss sharing as well as demising ownership is considered to be closer
to justice and the spirit of Shari’ah. Therefore, it is deemed to be a better
alternative to BBA home financing.

On the back of these issues, this study aims to achieve the following
objectives: (i) to compare between BBA home financing and MMP home
financing and (ii) to examine factors affecting people's intention to use Islamic
home financing based on MMP.

LITERATURE REVIEW

The al-Bay Bithaman Ajil (BBA) Contract

The concept of BBA agreement simply is a sale contract that gives the buyer the
advantage of paying late to the seller, whereby the amount of the goods is paid in
instalment but the commodity exchanges transferred to the client directly. As a
result, BBA is an extension of Murabahah (cost plus) agreement whereby BBA
uses over long period but Murabahah contract generally being for short time. It
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is a mode of Islamic financing used for property, vehicle, as well as financing of
other consumer goods (The Council of Islamic Ideology Pakistan, 1977).

BBA house financing is basically a trading transaction. In order for a
trading transaction to be valid from an Islamic perspective, the contract must
contain offer and acceptance (sighah), the contracting parties (‘agidain) and the
subject matter (ma’qud ‘alayh). Home financing with the conventional system is
based on interest which is completely forbidden in Islam. However, the current
BBA home financing does not change much from the conventional loans. Instead
of charging the customer interest, financiers charge a profit derived through a
buy-and-sell contract which is allowed in Islam, but regretfully, the profit rate is
dependent on the market interest rate due to arbitrage activities. Therefore, it is
similar to the conventional mode in term of computational formulas whereby the
profit rate tracks the market interest rate.

BBA is commonly used in Malaysia, Brunei, previously in Indonesia and
some other countries. However, the contract has been subjected to debates among
scholars. While some agree to its permissibility in Islam, others disagree because
they see BBA agreement is similar to the conventional loans.

Musharakah Mutanagisah Concept

The MMP concept was introduced to overcome the main criticisms of BBA. The
MMP model is based on the highly successful Islamic cooperative housing
corporation in Toronto, Canada, established in 1981 out of necessity to avoid the
Muslim community from engaging in riba. It is based on an equity model
different from the traditional debt-based mortgage. MMP focus on joint purchase
of property between customers and banks. There are three portions to the contract.
First, the customer enters into a partnership under the concept of Shirkat-al-Milk
(joint ownership) agreement with the bank. Second, the bank leases its share in
the house ownership to the customer under the contract of ijarah. Thirdly, the
customer redeems the financier’s portion through the purchase of share until the
house is fully owned by the customer. The bank takes ownership and assumes
responsibility of the property until the financing amount is fully settled and the
customer takes possession of the property. The MMP concept is Shari’ah
compliant as it promotes the true spirit of Islamic banking by promoting the
welfare of the people and takes care of the well-being of society (Ahmad, 2000,
Siddiqui, 2001, Rosly & Bakar, 2003).

MMP is a new concept designed to overcome previous weaknesses
inherent in BBA. It is of interest to see if the concept is well received by
customers, particularly in a multi-ethnic country with growing interest and
conscious on Islamic financial products. The theory of reasoned action (TRA)
(Ramayah & Norazah, 2005), as pioneered by Fishbein and Ajzen (1975) is used
to explain the intention to use MMP in home financing. Fishbein and Ajzen
(1975) introduced the TRA in an attempt to establish a relationship among belief,
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attitudes, intentions, and behaviour. It is a widely studied model from social
psychology, which is concerned with the determinants of consciously intended
behaviors (Fishbein & Ajzen, 1975; Ajzen & Fishbein, 1980). Therefore, this is
when the customer pays a percentage of the asset cost for example 10% as down
payment to become part of the asset ownership while the bank offers for the
balance which is 90% of the cost of house. Then, the customer gradually buys the
bank’s percentage of share at an agreed portion periodically until the asset is
eventually fully owned by the client.

The amounts of rental during the period of the contract will be jointly
shared between the bank and client according to the portion shareholding at the
times of signing the contract, which keeps altering as the client purchases the
share of the financier. As a result, after each rental payment the share portion of
the customer would increase due to the periodic redemption until eventually fully
owned by the client. According to one report, MMP was implemented for the first
time in Egypt by the Islamic banking division of a commercial bank in partnership
with a tourism company (Contemporary Financial Transactions of Islamic
Banks). Today, MMP has been applied in several countries worldwide. In
Pakistan, for example, MMP is used in home financing schemes offered by
Meezan Bank of Pakistan (Usmani, 2002).

Comparison between the BBA and the MMP Contracts
Under the MMP, the value of the home are determined by the market value and
always reflects the market price, on the other hand, the selling price of the home
under BBA does not reflect the market value because the payment on deferment
which is quite substantial. The bank, under MMP would not be tied with a fixed
profit rate via the financing period because the rental rate can be reread
periodically to reflect current market situations, while under the BBA the return
is based on a fixed selling price. In addition, under BBA the managing of liquidity
risks is not possible because BBA has fixed rate profit for the whole period of
financing, whereas under MMP the bank can manage the liquidity risks because
rental payment can be adjusted after the end of each period of the contract.
Furthermore, BBA is more complicated, and buyer only can own the
house right after the full payment of the full tenure has been made. MMP is more
flexible, and the client can own the home earlier by redeeming early the principle
sum of the bank without the need to compute the rebates. Also, under BBA the
client will always ends up paying almost four times the original cost. This may
be a burden to the lower-income group in particular. Whereas under MMP, there
is no interest charge or advanced profit involved as it is based on the concept of
rental payments and redeeming the bank’s shares in the house. Lastly, the MMP
is accepted internationally as Shari’ah compliant whereas the BBA is recognized
predominantly in the east, i.e. in Malaysia, previously in Indonesia, and Brunei.
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METHODOLOGY

Conceptual Framework

In order to build a conceptual framework, various factors have been taken into
consideration as potential variables. However, only three variables were
identified as possible main factors that affect intention to undertaking Islamic
home financing based on MMP, which are subject norms, attitude and religious
belief (Figure 1).

Subject norms

Intention to
Attitude undertake
Musharakah
Mutanasiqgah

Religious belief

Figure 1 Research Model

Hypothesis
H; : Subject norm has significant positive relationship towards to intention to
undertake MMP.
H, : Attitude has significant positive relationship towards to intention to
undertake MMP.
H; : Religious belief has significant positive relationship towards to undertake
MMP.

Data Collection and analysis
Questionnaire survey was conducted in the area around the International Islamic
University Malaysia Gombak campus. A total of 100 questionnaires were
distributed randomly. The target respondents were those who were able to
communicate in English. The questionnaires were issued to the respondents by
face to face method.

Demographic questions were computed using a five-point Likert scale
was used with 1 (strongly disagree), 2 (disagree), 3 (neutral), 4 (agree), 5
(strongly agree). Data was analysed using SPSS version 20. Frequency,
correlation and multiple regression analysis were conducted to deal with
relationships among variables.
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RESULTS AND ANALYSIS

Frequency Analysis of Respondents Profile

Table 1 shows the profile of the respondents involved in the survey, namely race,
gender, age and occupation. In terms of race, the majority of the respondents were
Malays 43%, others 43%, Chinese 9%, and Indian 5%. Of the total respondents,
males were 56% and females were 44%. In terms of age, the majority (42%) of
the respondents were between the age 21 to 25. This is followed by those between
26 to 30 (30%) and below 20 (13%). Only 3% of the respondents were above 40
years old. In terms of occupation, the majority of respondents were (84%)
university students. Their responses in this survey was therefore helpful in order
to gauge future house buyers’ intention in undertaking MMP home financing.

Table 1 Profile of Respondents

Frequency Percent (%)
Race
Malay 43 43
Chinese
India 5 5
Others 43 43
Total 100 100
Gender
Male 56 56
Female 44 44
Total 100 100
Age
Below 20 13 13
21-25 42 42
26-30 30 30
31-35 8 8
36-40 4 4
Above 40 3 3
Total 100 100
Occupation
Executive 8 8
Office worker 5 5
University student 84 84
Business person 1 1
Others 2 2
Total 100 100
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Reliability analysis

Reliability analysis was done to confirm the internal consistency of all measured
items in the questionnaire. In other words, it is to see whether the items that make
up a scale are all measuring the same underlying construct. Table 2 below shows
the results of the reliability test. For all variables, the Cronbach’s alpha is above
0.7, indicating high reliability.

Table 2 Reliability Test Results

Variable Number of items Cronbach’s alpha
Subject Norms 4 0.857
Attitude 5 0.901
Religious belief 5 0.886
Intention 4 0.959

Descriptive analysis

The descriptive analysis of the independent and dependent variables was
conducted to get mean values and standard deviations. In this study, for each
variable Likert type measure was used to enable respondents to answer the
questions stated in the questionnaire survey form.

Table 3 Descriptive Statistics

Variable Mean Standard Deviation
Subject norms 3.3400 79972
Attitude 3.8320 72235
Religious belief 3.8160 .80135
Intention 4.3940 .59862

Bivariate analysis

Bivariate analysis is the analysis between two variables. Correlation analysis is
able to describe the strength and direction of the liner relationship between two
variables. The relationship may be positive correlation (as one variable increase,
other variable also increase) or negative correlation (as one variable increase, the
other variable decrease). Correlation coefficient can only take values from -1 to
+1.

Table 4 Correlation between variables

Intention Subject Attitude Rehgilous
norms belief
Pearson Ir}tention 1.000 STk 653k 336%**
Correlat Subjegt norms ST 1.000 520 .079
ion Attitude 653k 520%** 1.000 197
Religious belief 336%** .079 197%* 1.000

Notes: *** and ** denote significance at 1% and 5% levels, respectively.
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The results of correlation analysis in Table 4 reveal that the relationships
between independent variables and dependent variable were between the
accepted range of 0.3 t0 0.8.

Multivariate Analysis

The multivariate analysis is done using standard multiple regression to explore
the relationship between one dependent’s variable and a number of independents’
variables or predictors, it is able to show how well a set of variables are able to
predict a particular outcome and which variable in a set of variable is the best
predictor of an outcome. In this study, multiple regressions are used to test on the
three independent variables (subject norms, attitude, and religious belief) in
relation with dependent variable “Intention to undertake MMP”. It is expected
that the multiple regressions will provide information about the model as a whole
and the relative contribution of each variables that make up the model.

Table 5 Multivariate Regression Results

Model Sum of df Mean F Sig.
Squares Square
Regression 34.859 3 11.620 38.845 .000°
Residual 28.716 96 299
Total 63.574 99
R 740
R-square .548
Adjusted R-square 534
Durbin-Watson 1.812

Notes: a Dependent Variable: Intention; b. Predictors: (Constant), Religious belief, Subject norms, Attitude

According to Table 5, the ANOVA data analysis F=38.845, Sig=0.000",
the significant is below 0.05, therefore the research model is accepted. From
model summary R square =0.548, that means 54.8% variation “intention to
undertake Islamic home financing based on MMP can be explained by “subject
norms, attitude, and religious belief. 45.2% cannot be explained by these
variables. The Durbin-Watson value was between the general range of 1.5-2.5, at
1.812.

Table 6 Hypothesis testing

Variable T Sig Test Decision
Subject norms 4.040 0.000< 0.05 Reject HO
Accept H1

Attitude 5.387 0.000< 0.05 Reject HO
accept H2

Religious belief 3.201 0.002< 0.05 Reject HO
Accept H3
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Table 6 above shows the results of the hypothesis testing. All variables
are accepted, hence, these three variables have significant relationship towards to
consumers’ intention to undertake Islamic home financing based on MMP.
Among coefficient presented there were two variables that have significant
relationship towards “intention to undertake MMP”.

CONCLUSION

This study represents an effort to examine the relationship between customer
intentions to use Islamic home financing based of MMP. More precisely, the
objective of this research was to examine whether Subject norms, Attitudes and
Religious belief of customer’s have impact on choosing MMP despite availability
of other Islamic financing products and non-Islamic home loan products.
According the findings, it was observed that there were significant relationships
when respondents choosing MMP were influenced through subject norms and
their attitudes. Furthermore religious belief also influenced their intention, albeit
with weaker relationship. These outcomes are consistent with previous studies.
Most recent one was by Amin, Abdul-Rahman and Abdul Razak (2014), which
suggests that attitude, subjective norm and perceived behavioural control are
significantly influencing the intention to become partner in MMP. Findings by
Abdul-Razak and Taib (2011) also support the results of this study.

It is the opinion of the researchers that the ongoing practice of the BBA
in Malaysia is contrary to the Shari’ah principles, and thus, it should be
Islamized and restructured until it is fully able to protect the rights of the partners,
especially purchasers in all situations such as loss making occasions when the
housing projects or units are abandoned, to avoid any possibility of uncertainty
(gharar al-fahish). Otherwise, other modes of Islamic house financing should be
chosen in place of the current BBA.

As a way to achieve human justice and religious purpose, many Islamic
instruments are offered to the customers as a way to avoid activities which is
prohibited by the Shari’ah. According to Shari’ah, one of the principles that are
allowed for Islamic transactions is that the price must be fixed. In contract to
BBA, the bank sells the house to the customer at a mark-up price. All the jurists
including the Malikis, Hanafis, and Hanbalis are in the opinion that this kind of
act (contract) is forbidden, except Al Shafies. The scholars agreed that the
absence of khiyr-al’Ayb in BBA financing has a risk of involving riba in the profit
gain from this contract. Furthermore, the BBA practices consists of a few
elements of gharar which is prohibited in Islam (Al Bagarah: 188) and Islamic
law is clear on contracts involving non-existing subject matter (in this case house
under construction).

Due to the issues of BBA, there is opportunity for the MMP to grow and
replace BBA since the implementation of BBA contract has been surrounded by
many controversial issues and still being debatable among scholars. A truly
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Islamic financing should avoid interest rates totally, and let the values and
payments solely be determined by the real economy. It also must be free of
uncertainty in contract to prevent fraud/injustice.

MMP is not free from issues and limitations. Therefore, valuable inputs
from various parties, academics and religious scholars are very important in
improving MMP based contract to make it more Shari’ah compliant and
accessible to all income groups, but yet not forgoing its commercial objectives.

The conclusions from this study suggest that the understanding and
perception of the community on the types of housing finance plays an important
role in making decisions before they decide and buy a home. Housing ownership
and housing development have a very close association and these two aspects
play an important role as a catalyst for the economy of a city. These imply that
managing finance and house purchase can be included as one of the aspects in
urban management and housing development.
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