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MORTGAGE is defined as a legal agreement in which a consumer house purchase is 
typically financed by an Islamic bank while the former repays the latter that includes principal 
+ profit as written in the agreement. In a mortgage transaction, the bought house is a collateral 
to secure the financing obtained. 

This article, however, considers the growing term mortgagebased Islamic social finance 
in the context of Malaysia. Islamic social finance includes zakat, awqaf and non-profit 
microfinance institutions. As such, the term mortgage-based Islamic social finance is defined 
as the mortgage facility offered to low and moderate-income families who are in need of 
homeownership for an improved well-being. This idea, however, is mixed-blessings. 

In this week, I draw your attention on the three issues related to 'mortgage-based Islamic 
social finance.' The first issue is on the need of this innovation to ummah. The second issue is 
on the potential features of this mortgage facility. The last issue is on the proper framework for 
the mortgage facility to move forward. 

There are three (3) reasons why this mortgage is vital. 
Firstly, inequality of wealth distributions. The Gini index is used that explains the gap 

between the rich and the poor, with 0 representing perfect equality while 1 demonstrating 
perfect inequality. Economic Planning Unit (2014) reports that the Gini index for urban and 
rural areas was 0.391 and 0.355, respectively. In Labuan and Sabah, the reported index was 
0.390, implying there exists income disparity between households. 

Secondly, house and land prices. Owing to the income disparity as just mentioned, the 
ability of an individual to purchase a complete house or land for a house is viewed difficult. In 
the past, an intermediate terrace house cost RM200,000-RM300,000 which was affordable to 
the medium-income groups. Today, however, the price of the house can reach up to RM1 
million. This is alarming! In Labuan alone, the price of a single storey terrace house is estimated 
around RM400,000-RM500,000, implying a difficulty to the lowincome group to make a 
purchase. In fact, the prediction of increased price of houses among local folks has also 
contributed to the increased price for the house. For instance, some parents buy houses today 
for their children to improve their children homeownership in time to come. In turn, the house 
prices are affected. 

Thirdly, a bank's aptitude. There was evidence saying that some people blame a bank for 
declining their financing applications. In real practice, however, the bank has put its best effort 
to approve the customer application for maslahah to avoid the latter to get trapped into acute 
indebtedness. Those earning RM3,000 – RM5,000 have a greater task if they think for better 
home of RM500,000. Consumers' extant financial obligations such as car and personal 
financing are some reasons why their applications are rejected. 

Concerning the second issue, four (4) features explained but are not limited to: Firstly, 
absolute ownership. The ownership of mortgage and the house are surely owned by Allah 
(SWT). Hence, the transacting parties should promote integrity, fairness, honesty and faith in 
God. Consequently, the element of piety in the mortgage is of importance to secure its purpose 
in providing financial assistance to needy for home ownership instead of profit maximisation. 
The mortgage proposed is aimed at maximising pahala of all parties involved, at least. 

Secondly, relationships of the transacting parties. The relationships that existed are based 
on the need of helping poor and needy to get their first homeownership. The concept of 
brotherhood and ihsan are extended. 



Thirdly, prohibition of interest in all forms of transactions. The element of interest charges 
is excluded including its “implication”. Fourthly, the sources of knowledge. The mortgage-
based Islamic social finance is prescribed in the Quran in the support of wellbeing and inner 
peace. In the Quran (Al-Maidah: 5:2), Allah (SWT) says “Help ye one another in righteousness 
and piety, but help ye not one another in sin and rancour.” 

The last issue is viewed important to me. To make one mortgage considers as the 
mortgage-based Islamic social finance, some particular conditions are needed as follows: 

(1) Sources of funds – According to Islamic Social Finance Report (2015), published by 
Islamic Research and Training Institute (IRTI), Islamic social finance comprising institutions 
rooted in Islamic philanthropy such as zakat, awqaf and sadaqah, among others. This suggests 
that the proper sources of funds from the mortgage are derived mainly from zakat and awqaf. 
No liabilities are directly incurred. These measures indeed are growing in Malaysia. 

(2) Facility providers – This mortgage should be provided by faith-based organisations, 
which will be mandated by the state government to work for it or federal government in matter 
considers its applicability. 

(3) Mortgage objective – The facility provided should reflect five elements of maqasid 
alShariah, viz., life, religion, intellect, property and lineage. The mortgage offered should 
protect these elements otherwise it is unqualified. Explicitly, it captures two objectives namely 
#1- Financial assistance to the poor and needy for owning a better affordable house #2 
Promoting ummah's well-being through a subsidized homeownership. 

(4) Shariah contract used – The mortgage should apply a proper Islamic principle to reduce 
the implications of debts. Needless to say, bay bithaman ajil (BBA) and murabahah type are of 
debt financing facilities that encourage debt taking at the expense of debt reduction. This 
article, however, suggests musharakah mutanaqisah principle in governing the operation of the 
mortgage promoting a debt equity between the transacting parties for mardhatillah. 

In conclusion, this proposed mortgage model helps to stimulate homeownership among 
poor and needy to protect their privacy and family development. It also helps to transform 
home-industry where the emphasis is given on a true and real mortgage as needed by society 
at large that brings ummatic transformation to those in need. The mortgage, however is mixed 
blessing in that it captures a specific need of those needy and poor people at the expense of 
other societies. Defining needy and poor people for the mortgage also requires further research 
for objectivity. Despite this issue, however, the current article considers as an eye-opener to 
improve homeownership where Islamic social finance comes into play. Thus, the success of 
this model is relied on the smart partnership between the transacting parties (i.e. the 
government, society and faith-based organisation) to uphold the model where the benefits of it 
will be greater for a greater number of people in the nation, at least. 
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