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Abstract

Islamic banking has emerged as a significant and rapidly growing sector within the contemporary financial
system, offering an alternative to conventional interest-based banking by adhering strictly to Shariah principles.
The core objective of Islamic finance is to promote ethical, equitable, and interest-free economic transactions,
avoiding prohibited elements such as riba (interest), gharar (uncertainty), and maysir (gambling). This research
critically examines the application of key Islamic financial contracts—Murabaha, Diminishing Musharakah
(Musharakah Mutanagqisah), Ijarah, Salam, Istisna, and Tawarruqg—focusing particularly on the concepts of
liability (Dhaman) and ownership (Milkiyah), which form the foundation of all Shariah-compliant financial
transactions. The study reveals that while these contracts are designed to comply with Shariah, practical
implementation often deviates from Islamic legal requirements. In Murabaha, lack of actual possession and
guarantee by the bank transforms the transaction into a form resembling interest-based lending. In Diminishing
Musharakah, although joint ownership is established, banks sometimes fail to assume real possession and
responsibility, disrupting the balance of risk and reward. Ijarah contracts are frequently executed before banks
acquire full ownership of the leased asset, violating Shariah conditions. Salam contracts often involve deferred
payment or installment-based collection, undermining the contract’s validity, while in Istisna, responsibility for
defects and ownership transfer is sometimes improperly allocated. Tawarruq transactions similarly suffer from
lack of actual possession, reducing transparency and risking non-compliance with Shariah. The findings highlight
critical gaps in the practical application of Islamic banking principles, particularly concerning the transfer of
ownership and assumption of liability, which can lead to unethical profit-making practices if unregulated. The
study recommends implementing clear policies regarding possession and liability, ensuring transparency through
documented procedures, strengthening Shariah supervisory mechanisms, and providing comprehensive training
for both bank personnel and customers. These measures aim to enhance the compliance, transparency, and ethical
foundation of Islamic banking, thereby ensuring that financial operations are genuinely aligned with Shariah
principles and promote equitable economic justice.
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A Diminishing Musharakah is a form of partnership in which one of the partners
undertakes to buy the share of the other partner in stages, thereby increasing his
ownership until he becomes the sole owner.””
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Diminishing Musharakah is a form of partnership in which one of the partners
promises to buy the share of the other partner gradually until the entire

ownership is transferred to him.™
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* Mufti Taqi Usmani, An Introduction to Islamic Finance, Idaratul Ma'arif, Karachi, 2002, p. 55.
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Another form of Musharakah, developed in the near past, is 'Diminishing
Musharakah'. According to this concept, a financier and his client participate
either in the joint ownership of a property or an equipment, or in a joint
commercial enterprise. The share of the financier is further divided into a
number of units and it is understood that the client will purchase the units of the
share of the financier one by one periodically, thus increasing his own share

until all the units of the financier are purchased by him so as to make him the
sole owner of the property, or the commercial enterprise, as the case may be'-
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