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ABSTRACT

Home is a basic need. Yet it is becoming increasingly difficult for many Malaysians,
particularly the low- and middle-income households to afford to buy a house. Studies
have shown that the lack of financial affordability is largely due to the existing debt-
based financing model and they have recommended the use of equity-based home
financing model to be offered by financial cooperatives. Hence, this study developed
and validated an integrated Cash Wagf-Financial Cooperative-Musharakah
Mutanagisah (CWFCMM) Model that could be used to provide financially affordable
Islamic home financing in Malaysia. The study used mixed methods of interviews and
questionnaire surveys. The interviews were conducted with 10 expert informants to
validate the CWFCMM Model. The questionnaires, developed based on the extended
Theory of Planned Behaviour (TPB), were distributed to 417 respondents, out of which
382 were usable. The interview data were analysed using thematic analysis while the
data from the questionnaire survey were analysed using the Structural Equation
Modelling (SEM). Expert informants unanimously agree that the Model is a viable
alternative for financially affordable Islamic home financing model in Malaysia.
Similarly, the findings from the quantitative survey data are also positive and promising.
The study hypothesised that the Behavioural Intention of potential homeowners to
participate in the CWFCMM Model is influenced by Attitude, Subjective Norm,
Perceived Behavioural Control, and Perceived Cost Advantages. The study finds that:
(1) when a potential homeowner has a favourable attitude towards the CWFCMM
Model, he/she is more likely to be a participant; (2) if a potential homeowner believes
that he/she has a greater autonomy over factors that might impede or facilitate their
participation, the stronger his/her intention to participate in the CWFCMM Model; and
(3) a positive perception towards the cost advantages of CWFCMM Model will
influence a potential homeowner’s decision-making process of CWFCMM Model
participation in the future. This study contributes to the development of cash waqf
institutions and financial cooperatives to enhance their capacity and capability, and a
more targeted approach in marketing and promotion to improve the overall attitude and
(existing and potential) donors’ perception on cash waqf. The study also adds stock to
the current literature especially in terms of the additional item of Perceived Cost
Advantages and application of TPB in a new setting of third sector economic institutions
in Malaysia.
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CHAPTER ONE
INTRODUCTION

1.1 BACKGROUND OF THE STUDY
1.1.1 Islamic Home Financing in Malaysia
Shelter is, primarily, a basic human need. With it, humans will be able to protect
themselves against the possible threats of their surrounding elements and/or each other.
Consequently, they are more likely to lead happy, productive, and fulfilling lives.
Housing goes beyond the mere physical dimension. Ownership of a roof over one’s
head, in particular, has vast economic, social, and political spill over effects. A house is
an investment asset that generally grows in value over time and hence couples as means
of savings and wealth accumulation. As a long-term asset, easier access to
homeownership helps to contribute to peace, stability, and prosperity of a nation.

A large part of the world’s population requires access to additional funds to own
a house as they are unable to pay in a lump sum. To that end, a focal point of a successful
homeownership program in any given nation is the access to home financing (Chiquier
& Lea, 2009; Hawtrey, 2009; Hussin, 1994; Okpala, 1994; Warnock & Warnock, 2008).
In general, there are two types of home financing in Malaysia, i.e., conventional and
Islamic. Conventional home loans still account for a large majority of the total
outstanding home financing instruments in the market at 74.48% vis-a-vis Islamic home
financing instruments at 25.52% respectively (Bank Negara Malaysia, 2017a).
Nevertheless, in terms of compounded growth rates (CAGR), Islamic home financing
instruments are outpacing the growth of conventional home loans in a span of one
decade (29.82% vs 9.97%). Specifically, from RM8.97 billion as at 30 September 2007,

the value of Islamic home financing instruments have reached RM121.98 billion as at
1



30 September 2017 (Bank Negara Malaysia, 2017a). The growing demand for Islamic
home financing instruments may be credited to the continuous backing from the
Malaysian government. The Prime Minister of Malaysia, Datuk Seri Mohd Najib Bin
Tun Haji Abdul Razak stressed that the Islamic commercial banking and finance
industry plays an important role in the country’s Economic Transformation Program
(ETP). One of the principal aims of the program is to turn Malaysia into the global hub
for Islamic commercial banking and finance by targeting at least one of its Islamic
financial institutions to be the top 10 Islamic commercial banks in the world in terms of
assets by 2020 (PEMANDU, 2015). The same report also outlined the government’s
intention for Islamic home financing instruments to capture up to 40% share of total
home financing instruments in Malaysia by 2020. To this end, the government, for
example, has provided a 20% discount on stamp duty on houses that are financed
through Islamic home financing instruments. The government also offers stamp duty
waivers for refinancing of existing conventional home loans through Islamic home
financing instruments.

Apart from strong government backing, the outlook on Islamic home financing
market remains positive as there are growing, untapped Muslim consumers as potential
homeowners. As of 2010, Malaysian Muslims constitute 61.3% of the 28.3 million
Malaysian population (Department of Statistics Malaysia, 2011). As a Muslim-majority
nation, the elements of shari’ah (Islamic law) and its underlying business ethics
continue to be an integral part of affective commitment dimension as it was outlined in
most of the literature on Islamic home financing’s selection criteria. Specifically, it
includes among others, emphasis on shari’ah principles in the Islamic home financing
instruments and services, transparent and unambiguous commercial transactions, and
avoidance of riba -based (usury) business dealings (Amin, 2008; Amin, Abdul Hamid,
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Lada, & Baba, 2009; Shafinar Ismail, Azmi, & Thurasamy, 2014). In addition, the latest
figure for the youth population in Malaysia is reported to be at 13.73 million, which is
over a third of the country’s total population. Out of this, 2.9 million youths are between
the ages of 20-24 years old (Department of Statistics Malaysia, 2015). This represents
another huge potential for Islamic home financing market, as these youths are most
likely to be in the hunt for a home. Therefore, the overall Islamic home financing market
remains an integral part of the larger milieu of Islamic financial institutions’ markets in

Malaysia.

1.1.2 Debt-Based Islamic Home Financing Instruments and Its Effect on Financial
Affordability

Despite the impressive progress made as well as the growing maturity of the Islamic
commercial banking and finance industry, several criticisms have been levelled against
the pervasive use of debt-based Islamic home financing instruments in their portfolio.
If this over-reliance on debt-based Islamic home financing instruments persists as a
mainstay in their portfolio, it is in danger of going against one of the novel, founding
objectives of Islamic commercial banks i.e., the implementation of “a just and equitable
distribution of wealth” (Farook, 2007, p. 31). Scholars have long argued that debt-based
Islamic home financing instruments are in fact, mirror-like instruments of its
conventional counterparts due to their inherently similar benchmarking technique (Ariff
& Rosly, 2011; Hasan & Asutay, 2011; Mohd Yusof, H. Kassim, A. Majid, & Hamid,
2011; Mydin Meera & Abdul Razak, 2005). For example, two of them highlighted that
“...while the BBA is practiced as shari’ah-compliant in some countries, it is,

nonetheless, converging to the conventional mode where the computational formulas



are similar to the conventional and where the profit rate tracks the market interest
rate...”(Mydin Meera & Abdul Razak, 2005, p. 4, emphasis added).

In fact, Islamic commercial banks’ continuous concentration on BBA-tawarruq
home financing and its relatively high mark-up charged have left many customers
disillusioned, especially in cases of abandoned housing projects (for further detail, see
Md. Dahlan, 2007, 2011; Md. Dahlan & Syed Abdul Kader Aljunid, 2011). The
extensive use of debt-based home financing instruments accentuates inequality as it
merely redistributes wealth in favour of the suppliers of Islamic home financing capital
regardless of the actual productivity that should result from the Islamic home financing
capital supplied (Dusuki & Bouheraoua, 2011; Ebrahim & Sheikh, 2016). Therefore,
financially unaffordable Islamic home financing instruments offered by Islamic
commercial banks are in danger of compromising [slamic commercial banks’ objective
that was mentioned earlier.

Moreover, several literatures suggested that any increase in Islamic home
financing instrument’s profit rates are detrimental to the financially vulnerable
households in terms of their purchase- and repayment-affordability. A case in point,
even a relatively small shock in Islamic home financing profit rates will result in a
higher, more expensive debt-servicing ratio (DSR) and this will ultimately result in a
lower disposable income. To further illustrate the problem at hand, using a 2014 Bank
of England survey as an example, an interest rate increase of even as small as 2 percent
would likely to raise the proportion of mortgagors with a DSR of at least 40% from its
current level of 4% to around 6%. In other words, the number of financially vulnerable
households would dramatically increase from around 360, 000 to 480, 000 (Anderson,

Bunn, Pugh, & Uluc, 2016).



1.1.3 The Potentials of Equity-Based Islamic Home Financing Instruments
Various scholars have therefore called for the equity-based Islamic home financing
instruments to overcome this particularly damning shortcoming. For example, Hicks
(1992) argued that while profit rate has to be paid in good or bad times alike, dividends
from equity-based Islamic home financing instruments can be reduced in bad times and
in extreme situations, even passed (Chapra, 2007). Therefore, the burden of paying the
instalments in such equity-based Islamic home financing instruments is considerably
less. Islamic economics scholars such as Al-Harran (1995) and Chapra (2007) for
example, maintained that as one of wealth redistribution mechanisms, equity-based
Islamic home financing instruments have always been superior products vis-a-vis debt-
based Islamic home financing instruments and hence ultimately, can be used as a mean
to achieve and preserve maslahah (social justice).

For years now, especially in the last decade, there is a growing call from both
practitioners and academicians for the application of equity-based MM home financing
as a more financially affordable form of Islamic home financing instruments (Haneef,
Kunhibava, & Smolo, 2011; Mydin Meera & Abdul Razak, 2005). In fact, some
scholars went even further by suggesting that MM home financing instrument derived
from musharakah contract is superior over any debt-based financing instrument such as
BBA-tawarruq since the element of profit- and loss-sharing is considered to be closer
to justice and the higher objectives of shari’ah (maqasid al-shari’ah) (Abdul Razak &
Amin, 2013; Mydin Meera & Abdul Razak, 2005, 2009). Therefore, there is a need to
gradually minimise the use of BBA-tawarruqg and to be eventually averted to equity-
based home financing mode.

Arguably, MM home financing instrument is able to resolve some issues that are
synonymous with BBA-tawarrug home financing instrument. Among others, with the
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