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ABSTRACT

The concept of decreasing musharakah or al-Musharakahtu'l-mutanagisah
involves a capital operation within a partnership, culminating in the transfer
of ownership. Unlike traditional practices, this partnership model emerged in
the 20th century and has since become a specialized arrangement in
contemporary financial practices, notably within interest-free financial
institutions or participation banks. In diminishing musharakah, the financial
institution gradually reduces its share in the partnership until it is wholly
transferred to the customer, who then assumes the role of managing partner.
This arrangement aims at providing interest-free financing while generating
profits for all involved parties, offering diverse banking services beyond
permanent musharakah setups. It entails multiple individuals joining forces
in an income-generating venture, with one party progressively acquiring the
shares of others until they gain sole ownership through successive
independent sales contracts. Diminishing musharakah is an alternative to
conventional methods, particularly within interest-free financial institutions
across industry, trade, agriculture, and tourism. This research investigates
integrating diminishing partnership systems into Turkish housing finance,
primarily through [jarah-based diminishing musharakah financing methods,
post the pandemic-induced housing crisis. The study identifies infrastructure,
staff training, and product competitiveness as areas needing improvement in
the participation banking sector, suggesting legal adjustments and regulatory
frameworks for effective implementation. This research emphasizes the
necessity of comprehensive legislative changes within Turkey's financial
framework to accommodate diminishing partnership systems. It offers
original insights and proposes legal amendments that uniquely contribute to
participatory banking research. It presents a fresh perspective on home
financing, promoting economic autonomy and housing market accessibility
through innovative approaches.
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1. INTRODUCTION

Musharakah or partnership in Is/a@mic corporate law refers to a capital
partnership with varying capital ratios and profit shares (Abidin,
1984). Originating from an ancient company structure, it encourages
collaboration for profit sharing. Interest-free banking has led to the
evolution of financing methods, such as Diminishing Partnership or
al-Musharakah al-Mutandaqisah (Bayindir, 2005). This approach
gradually concludes the partnership, transferring ownership over time.
Originating from Sami Hammud's 1976 doctoral study, it gained
traction during the First Islamic Banking Symposium in 1979
(Hammud, 1982). This study highlights the diminishing partnership as
an alternative partnership financing model, highlighting Shari‘ah
regulations prohibiting both parties from taking a lump sum of profit
beyond their equity shares. It also emphasizes the importance of
sharing appreciation of home value over time (AAOIFI Shari’ah
Standards, 2010).

Turkey, struggling with a severe economic crisis from
COVID-19 and historic earthquakes affecting 11 significant cities,
faces housing challenges, especially for low-income groups. Global
recessions intensified following the COVID-19 pandemic and the
Russia-Ukraine war, with subsequent contractions post-February six
earthquakes. The OECD lowered Turkey's 2023 growth forecast from
3.0% to 2.8% in March 2023 (Sabirsiz and Sohret, 2024). The crisis
has led to job losses, falling household incomes, and difficulty paying
for essentials such as food, shelter, and healthcare. Despite public and
private sector efforts, the housing sector remains inadequate regarding
demand and affordability (TOKI, 2020) despite reports that the state
plans to build or renovate 13 million housing units annually, with an
annual target of 1 million. The government implemented measures
such as reducing interest rates, introducing land registry applications,
and imposing work allowances to address surplus supply and
economic challenges (Tanrivermis, 2020). Because of the economic
reformation, during the March 2024 Money Market Board meeting,
the Central Bank of the Republic of Turkey raised the policy rate of
interest with a 500-Point Interest Rate Increase to 50% (Erkoyun and
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Butler, 2024); this escalation marked the policy rate's highest nominal
level since March 2003. This caused a 14.9% decrease in housing sales
from January to November 2023, according to TUIK report (Kaya and
Gontiltag, 2023). Homeownership has been an elusive dream for
many, with average monthly rents in smaller towns and cities around
$600 (Uras, 2023).

Turkey's housing crisis calls for alternative financing aligned
with economic realities and Islamic principles. Hussen (2022)
highlights the role of government incentives in firm performance,
while Erdem and Tatli (2024) explore Isiamic finance's potential,
particularly in diminishing partnerships beyond SMEs. Paylan and
Kavas (2021) show that economic uncertainty affects consumer
behavior. These studies support diminishing partnerships as a
Shart‘ah-compliant, sustainable housing solution that eases financial
burdens and promotes economic stability.

The study proposes a ‘diminishing partnership’ model for
Turkish Participation Banks, which is already in use in countries such
as Bangladesh and Pakistan. This Islamic banking model, which
strictly adheres to regulations prohibiting interest-based transactions
and gharar (uncertainty), offers an ethical solution to the housing
crisis. Mortgages, often associated with gharar and gambling, are
considered unethical. The Diminishing Partnership from Turkey,
however, provides many advantages, including interest-free funding,
progressive property ownership, affordable homes, secure property
markets, responsible lending while preventing extended financial
strain, flexible payment options, and economic development. DP's
Shart‘ah-compliant and ethical nature offers certainty and removes
any risk associated with speculation from the financing process. The
program distributes home ownership responsibilities and risks across
a period to ease home ownership costs. Participation banks establish
affordable home ownership options through their housing offerings,
which reach out to low and medium-income families to buy homes.
The responsible lending approach under DP counters reckless lending
while cutting down long-term debt problems. The implementation of
DP in Turkey encounters multiple barriers consisting of regulatory
restrictions and legal requirements, along with difficulties in
awareness, eclevated initial expenses, profit concerns, and market
competition, along with delayed ownership transfer processes,
complex operational procedures, administrative work, and property
valuation uncertainties, and possible contractual misuse.
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2. LITERATURE REVIEW

Rosly (2005) suggested that diminishing partnership (DP) could
enhance stability by reducing market volatility and potentially
minimizing financial crises. In their 2014 study, Amin, Rahim, and
Razak (2014) investigated the determinants shaping Malaysia's
demand for home financing. They underscored the significance of
demographic variables such as marital status, ethnicity, and religious
dedication in forecasting the future appeal of Is/@mic home financing
products, which were deemed Shari‘ah-compliant as early as 1979.
However, Islamic Banks rarely utilize it for various reasons despite its
notable advantage of expediting ownership transfer compared to
conventional mortgage methods (Kameel, Meera, and Razak, 2009).

Diminishing partnership (DP) contracts, which are compliant
with Shart ‘ah principles, have been widely accepted among Muslim
scholars for their potential to promote responsible lending and
financial stability. Studies (Smolo and Hassan, 2011; ibecoglu, 2023)
have shown that these contracts can alleviate poverty through
Microfinance and interest-free loans to small and medium-sized
enterprises (SMEs). Operational challenges such as property taxes
and rental rates, however, must be resolved for DP to be practical and
user-friendly.

Within this model, cooperative housing organizations in
Canada, the UK, and the USA have successfully offered interest-free
financing for thousands of homes to the Mus/im community (Selim,
2020; Loundy, 2013). Bebercuma (2006) suggests that the housing
above finance system must be examined for its continued existence.
Bendjilal and Khan (1995) highlight the potential of DP in alleviating
poverty by reducing homelessness and enhancing stability by reducing
market volatility.

According to Asadov et al. (2018), Islamic financial
institutions should split all contract expenses rather than just the
Property Buyer's (PB) portion. By their suggested strategy, the house
would be rented to a third party at the going rate, with the option for
the PB to move in later, provided they agree to pay the current market
rental rate, which would be split between the Islamic Bank and the PB.
This approach avoids uncertainty and adheres to Shari ‘ah law by not
using interest-based standards. Moghul (2017) strongly emphasized
encouraging ethical investing, carrying out social obligations, and
incorporating spirituality and the UN Principles of Responsible
Investment into Shari‘ah-compliant home finance. Baymndir and
Inanir (2005) have highlighted the importance of partnership
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frameworks in Islamic capital management, which emerged in the
mid-20th century. Interest-free banking, which advocates for capital
management within the partnership principle, has gained traction in
Turkey. Dinc (2017) underlined Turkey's success in Murabaha
financing for mortgage purposes, suggesting it could serve as a global
model.

3. HOUSE DEMAND IN TURKEY THROUGH DP

The 2018 crisis, exacerbated by political tensions with the US
(Cakmakl et al., 2020; Coskun, 2016; Giil, 2017) in Turkey, led to a
severe economic downturn, resulting in a significant devaluation of
the Turkish Lira against the US dollar and a surge in inflation. This
led to numerous firms declaring bankruptcy and high unemployment
rates (Akcay and Giingen, 2019; Uddin 2018). As the pandemic
unfolded globally, governments enforced unprecedented measures,
including lockdowns and business restrictions, altering societal
dynamics and economic landscapes. The Turkish economy, housing
markets, and households were severely impacted, with the lack of a
recovery period and lockdowns shuttering small and medium-sized
enterprises, including construction firms, amplifying economic
downturns and unemployment (Sari, 2022).— The pandemic
compounded pre-existing economic woes, particularly unemployment
and the housing crisis. Even before the pandemic, Turkey had
grappled with a high unemployment rate, which surged further after
COVID-19 emerged (TUIK, 2020).

In Turkey, purchasing a new home remains unattainable,
mainly for low and middle-income individuals. Escalating house
prices and loan expenses steadily deteriorate home ownership's
feasibility, dimming prospects with each passing day. Rent prices have
surged sixfold nationwide over the past four years, with metropolitan
areas experiencing even steeper hikes. Data disclosed by Istanbul
Metropolitan Municipality Deputy Secretary General Bugra Gokee
underscores a staggering 583% surge in rents nationwide between
2019 and 2023, with metropolitan cities witnessing an average
increase of 697%. Antalya recorded the highest rent escalation at
1109%, followed closely by Mersin at 963%, Mugla at 935%, Ankara
at 833%, and Istanbul at 713%. He added that the surge in rental rates
surpasses even the escalation in the dollar exchange rate, marking an
unprecedented spike in real estate prices (Oztiirk, 2023).

According to data from The Central Bank of the Republic of
Turkey (TCMB), residential and square-meter unit prices tripled
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between 2010 and 2020, significantly exacerbating affordability issues
(TCMB, 2020). The accessibility of affordable housing, particularly
for low-income groups, has become increasingly complex, with social
housing initiatives proving inadequate in quantity and affordability
(Cetin, 2021). He notes that vulnerable populations encounter
heightened challenges in obtaining suitable housing amidst escalating
prices and scarce affordable alternatives.

4. UNDERSTANDING MUSHARAKAH CONCEPT: AN
OVERVIEW

The term musharakah, meaning partnership, denotes capital
partnership, or a contractual partnership. Modern usage often refers to
companies formed by contract to avoid ambiguity. Classical figh
doctrine divides musharakah into three parts: capital partnership
(Shirkatu al-amwal), business partnership (Shirkatu al-a‘mal/al-
abdan), and credit/reputation partnership (Shirkatu al-amwal)
(Shubayr, 2007; Zuhayli, 1984). These partnerships are further
categorized into ‘Shirkatu al-Mufawadah’ and ‘Shirkatu al- ‘inan’
parts, based on capital ratios, profit-sharing, loss-bearing rates, and
partners' savings authority (Dondiiren, 1997). According to classical
figh, 'musharakah' equates to 'capital partnership' and falls under the
'Shirkatu al-‘inan’ category (inanir, 2015). It involves two or more
individuals investing specified capital and sharing ensuing profits and
losses (Hammad 1996), resembling a joint-stock company (Bayindir,
2005). In such partnerships, profits need not align with capital, but
losses do (Zayla‘1, 1973). Partners are not guarantors of each other but
representatives. Thus, a qualified (mumayyiz) child can participate as
a wakil (representative). Partnerships can engage in general trade or
specific sectors, not mandating all partners as Muslims. Under Islamic
law, capital and profit must meet certain conditions (Kasani, 1974).

In classical figh, musharakah equates to a capital partnership,
resembling a joint stock company (Inanir, 2015; Hammad, 1996;
Bayindir, 2005). Conditions include partners acting as agents, specific
capital rights, and prohibiting debt-embezzled capital (Ayni, 2000). In
interest-free banking, musharakah funds commercial activities jointly
managed by the bank and entrepreneur, forming agreed-upon capital
(Tung, 2010; Uddin and Okur 2023). Profit-loss-sharing occurs,
with the entrepreneur receiving both profit share and labor reward. The
partnership involves a business agreement, joint capital participation,
and proportional profit sharing, for example, 60%, 40%, 70%, or 30%,
regardless of the outcome (Tung, 2010).
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Musharakah, a cornerstone of interest-free banking, ensures an
equitable distribution of profits and returns. It involves the bank's
capital contribution to projects, sharing ownership and management
authority. The bank acts as the capital supplier, while partners handle
operations. Profits and returns are shared among partners, reflecting
the fairness of Islamic finance principles. Unlike classical figh,
modern partnerships can involve multiple individuals or entities,
termed ‘musharakah’ instead of ‘Shirkatu al-amwal’. Compared to
mudarabah, where the risk lies with the capital provider alone,
musharakah allocates risk to both capitalists and entrepreneurs (Celik,
2017). While mudarabah focuses on labor-capital partnership,
musharakah emphasizes capital, utilizing mudarabah structures.

Often, musharakah partnerships, a cornerstone of Islamic
finance, develop into mudarabah setups following the need for capital
management. In joint-stock companies, the operator and financiers
assume roles akin to mudarib and rabbu’l-mal (operator-financier),
respectively. In interest-free banking, various entities can hold the
operator's title. Within a musharakah, however, any partner may take
on this role, showcasing the adaptability and versatility of this system.
Islamic jurists differ on whether a bank or company can convert
mudarabah capital into investment by adding its own. According to
Hanafis and Hanbalis, the manager (mudarib) can add personal capital
without consent, while Shafi‘is require owner permission, and Malikis
allow it under mutlag (absolute) mudarabah contracts (Kasani, 1974;
Malik, 1324).

4.1 TYPES OF MUSHARAKAH

Musharakah, an Islamic finance concept, manifests in several forms
in modern business. However, there are two main types of
musharakah. In this type of musharakah, none of the partners intends
or will to leave the partnership after a certain period of time or only
provide financing. The common and primary goal is to establish a
business and grow the company further by making a profit from that
business (Durmus, 2011). Since this is the case, the partners' capital
remains constant in principle, and at least it does not decrease by
gradually transferring it to each other. For this reason, this partnership
is called permanent/fixed musharakah (Hasan, 2016).



34 International Journal of Economics, Management and Accounting 34, no. 1 (2026)
4.1.1. THE MECHANISM OF DIMINISHING PARTNERSHIP

The method of capital operation through a partnership that concludes
with the transfer of ownership is termed ‘decreasing musharakah’ or
‘diminishing partnership.’

In classical figh, this form of partnership, which culminates in
the transfer of capital, was not explicitly addressed. Originating in the
20th century (Bayimndir, 2015) it emerged as a distinctive form of
musharakah, initially implemented in the tourism sector in Egypt.
This transaction, now known as ‘al-Musharakah almutanaqisah’ or
diminishing partnership, represents a specialized form of partnership
arrangement in contemporary financial practices.

Within the context of interest-free financial institutions/banks,
the ‘diminishing musharakah’ process involves a partnership structure
where the institution's share gradually decreases until it is entirely
transferred to the customer, who acts as the managing partner
(Umrani, 2010). This transaction is designed to provide interest-free
financing and generate profits. Through this method, the bank, as a
partner, engages in interest-free investments, thereby increasing its
profits by effectively deploying its capital. Simultaneously, other
partners involved in the arrangement benefit from interest-free
financial resources to pursue their targeted investments in securities or
real estate, all within the bounds of legitimacy. In contrast to
permanent or fixed musharakah arrangements, DP offers various
alternative banking services catering to diverse needs and preferences.
Moreover, because the goods ultimately transfer to the customer, they
are incentivized to work more diligently and actively, increasing the
popularity of this method over other musharakah arrangements
(Uddin, 2020).

A DP transaction is characterized by two or more individuals
partnering in an income-generating venture. Within this arrangement,
one party commits to gradually or entirely purchasing the shares of the
other partner(s). As a result, while the share of one or all parties
decreases until it reaches zero, the committed party ultimately assumes
sole ownership of the project or property (Kawamilah, 2006).

This partnership envisages the gradual transfer of the property
right over a common asset from one of the partners, the financial
institution, to the other partner, the customer, through successive
independent sales contracts. As the financial institution's share in the
partnership decreases, its share of the profit also decreases at the same
rate, and at the end of the specified period, the ownership of the asset
subject to the partnership is wholly transferred to the customer.



Diminishing Partnership as Solution to Turkey's Housing Crisis: ....... 35

However, in this partnership, the parties also have the authority to sell
their shares to each other or to third parties. The concept of DP, in
addition to capital partnership in the doctrine, also includes
mudarabah, which ends with the transfer of ownership (Umran;,
2010).

However, DP, a particular type of capital partnership, is used
as an alternative to the compound murabahah method (Hassan,
Hossain, and Muneeza, 2024), mostly by interest-free financial
institutions in the North African region, to realize a project between
the entrepreneur and the financial institution or to procure an asset
such as tools and equipment (inanir, 2017). This partnership is
implemented in many areas that generate regular income, such as
industry, trade, agriculture, tourism, transportation, service, health,
construction, and energy sectors (Uddin, 2020).

4.1.2 LEGAL ASPECT OF DP

Although opinions vary among contemporary Islamic jurists, a
prevailing consensus (/jma ) is that DP is a permissible and legitimate
transaction, provided that it adheres to Shari ‘ah principles and avoids
any potential drawbacks, such as combining multiple contracts within
one or stipulating one contract within another (Bayindir, 2005).
Islamic jurists have evaluated the processes involved in diminishing
musharakah from a figh perspective, leading to the emergence of six
distinct approaches. These include viewing DP as Shirkatul-milk,
Shirkatu al- ‘inan as a subset of Shirkatul-a ‘qd, a form of mudarabah,
anew contract, a contract with variable names based on its application,
and a type of partnership resembling /jarh (Kacir, 2020). However,
upon closer examination, it has been determined that while DP shares
similarities with these transactions, it does not precisely align with any
single one. Instead, it represents a mixed or hybrid financial contract
whose legal nature may vary depending on its specific formulation and
execution. Furthermore, it has been noted that DP differs from
permanent musharakah and [jarh in its outcomes, particularly in that
it results in asset assignment rather than a straightforward sale (Bay*
al-Wafa’) (Kawamilah, 2006).

4.1.2.1 DIFFERENT LEGAL ACTIVITIES INVOLVED IN
DIMINISHING PARTNERSHIP

When the transactions in DP are examined in terms of contract theory,
it is seen that it is not a single contract but a compound financial
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contract consisting of several contracts (Ayub, 2017). Especially
considering the DP methods applied in different ways, some have
mixed financial contracts, while others have the characteristics of
compound financial contracts. Sometimes, it is seen that the Shirkatu
al-‘inan and the sales contract, sometimes the mudarabah and sales
contract, and sometimes the Sharikatul-ijarah and sale contract are
combined in one contract. Today's Islamic jurists generally agree
regarding the permissibility of such a combination (Umrani, 2010).
According to this;

a. The relationship between the managing partner/customer and
the interest-free financial institution is a Shirkatu al-‘inan
contract,

b. A commitment (ta ‘ahhud) contract stating that the interest-free

financial institution will sell its shares to the managing partner,
and the latter will purchase this share,

c. The gradual transfer of the interest-free financial institution's
shares to the managing partner's customer can be considered an
installment sales contract (‘Agd Bay * al-tagsit) (Inanir, 2017).

d. If an interest-free financial institution rents a common asset to
a customer or a third party, it constitutes an /jarh contract.

A partnership that results in the transfer of immovable
property ownership can be considered a Shirkatu al- inan. Here, the
interest-free financial institution promises to transfer its partnership on
the real estate, while the other partners promise to purchase this
property. In this scenario, one of the parties (interest-free financial
institution) provides capital support, while the other partner
participates in the partnership with land and labor. In an ‘inan
partnership, it is unnecessary for both partners to actively participate
in business management (Qudamah, 1997). The profit to be generated
here is shared according to the principles and rates determined in the
contract. Although this partnership is mainly similar to the ‘nan
partnership, it differs from the ‘inan partnership in that the capital of
one of the parties is not cash, and it contains a promise regarding share
transfer. In the ‘inan partnership, however, the parties' capital must be
in cash, and there should be no condition for a share transfer. While
Hanafis and Shafi‘ls require capital to be in cash in the ‘inan
partnership, Malikis do not require this condition (Sarakhsi, 1993).
However, whether the view of the Malikis is taken as a basis or the
view of the jurists (Qudamah, 1997) who say, "If the value of the
goods included in the partnership can be determined in cash at the time
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of the contract, even if they are not cash, an ‘inan partnership can be
made with them," this difference does not pose a problem (Bayindir,
2015). Accordingly, based on the opinion that the shirkat contract
containing the promise of transfer of ownership is permissible, it is
concluded that the partnership practice that ends with the transfer of
ownership, which interest-free banks implement, is permissible
(Baymdir, 2005).

4.1.3. PRACTICES OF DIMINISHING PARTNERSHIP

Different forms of diminishing musharakah, a key concept in interest-
free banking, emerge in practice. Today, we see its application on
movable and immovable properties. Partnerships involving
immovable property are mainly realized in the construction sector,
such as building construction. Accordingly, the bank becomes a
partner by providing capital to people who own land suitable for
construction but cannot build on the land because they lack capital,
and the bank provides project financing. The completed
projects/buildings are assessed by selling or leasing them to generate
profits. According to the contract, the bank gradually transfers its
shares to its partner after a specified period, withdrawing from the
partnership while receiving its share of the profits (Rammal, 2004).
Partnerships involving movable property are established to facilitate
the provision of items such as cars, machinery, tools, and equipment
necessary for workplaces such as hospitals and workshops. The legal
status of these transactions can differ depending on various factors.
Capital partnership in diminishing musharakah is applied as follows
in financing a project or purchasing real estate:

The financial institution/bank and the client—referred to as
the managing partner, form a shared capital and become partners on a
project with profit potential. The contract includes the following:

a. Parties may lease their shares to third parties through a separate
lease agreement or,

b. The financial institution leases its shares to the managing
partner with a separate lease agreement for a specific price and

c. When terminating the partnership, the financial institution

ensures a gradual transfer of shares to the customer, the
managing partner, through successive contracts that are agreed
upon beforehand. Each contract is independent in terms of
construction, validity, and maturity. Profits and losses are
aligned with respective shares, further emphasizing the benefits
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of the process. Both the partnership and sale are executed in a
single but separate contract (AAOIFI Shari’ah Standards,
2010). Parties commit to sharing rental income from purchased
assets or the institution's share, fostering a sense of mutual gain.
Property rights transition from the institution to the customer
over an agreed period, decreasing the institution's rental share
accordingly. Ultimately, ownership transfers fully to the
customer (Umrani, 2010), providing the audience with a sense
of confidence in the process and its outcomes.

4.1.4 DIMINISHING PARTNERSHIP METHOD FOR HOUSING

FINANCING

The goal of the interest-free method of financing with DP is to reach
an alternative to the mortgage housing financing method, which is
widely applied through interest-bearing banks (Yanpar, 2014).
However, the implementation of this method is as follows:

a.

b.

The customer determines the house he wants to buy and collects
information about the price and similar details, then;

In the interest-free banking system, the customer initiates the
process by approaching the bank and negotiating to purchase a
specific property using the DP method. Subsequently, the
customer enters into a contract with the bank, expressing the
intention to acquire the identified property through this method.
Additionally, the customer signs a rental agreement with the
bank, stipulating the lease of the property to be purchased. At
this point, both parties mutually agree to purchase and rent the
property: for the customer, the objective is property ownership,
while for the bank, it is to lease out the property and generate
rental income. Notably, the customer, who is also the property's
tenant, signs the rental agreement through the musharakah
arrangement rather than directly with the bank. In practice,
however, the bank facilitates and manages all transactions
(Yanpar, 2014).

The house is purchased, with 20% of the cost provided by the
customer and 80% by the bank.

The customer makes monthly payments to the bank, comprising
a portion of the bank's share of the house and a rental fee.
Consequently, the bank's ownership stake in the house
diminishes monthly while the customer's shares increase.
However, the customer's rental fee must constitute profit,
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ensuring no loss occurs in principle. If the customer defaults on
the house rent, a loss may occur. In such circumstances, the
house will be sold, and the proceeds will be distributed between
the bank and the customer based on their respective share status
in the musharakah partnership. Additionally, any outstanding
rental fees owed by the customer will be collected (Alam and
Ershad Uddin 2023).

e. The monthly rent paid by the customer constitutes the profit of
the musharakah partnership, which is then shared between the
bank and the customer based on their respective share ratios
within the partnership. However, reimbursing this profit to the
customer may lack significance. Alternatively, the customer
could pay rent proportionate to the bank's remaining share in the

property.

Upon the customer's acquisition of all the bank's shares in the
DP, full ownership of the house transfers entirely to the customer
(Yanpar 2014). The timing for the customer to receive the title deed
can be established based on the agreement terms. Let us illustrate this
with an example scenario;

Suppose Zimam and Erdogan entered a DP agreement to
purchase a house valued at $1,000,000. They agree to contribute
equally to the purchase price. Therefore, each initially invests
$800,000 and $200,000, with 80% and 20%, respectively. They also
agree that Tawquer will gradually buy out Zimam's share over ten
years. According to their agreement, Erdogan pays Zimam a portion
of the rental income generated from the property each month.
Simultaneously, Erdogan increases his ownership share in the
property by paying Zimam an additional amount. Erdogan will own
the property outright at the end of the ten years.

e A is Zimam's initial investment, which is $800,000.

o B as the initial investment by Erdogan, which is $200,000.

e P is the total property value, which is $1,000,000.

e R as the monthly rental income generated.

e Mis the agreement's duration in months, which is
10x12=12010x12=120 months.

e x as the additional amount paid by Erdogan each month to increase
his ownership share.
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For example, Ownership Share:

Zimam's initial ownership share (X4) is 80% of the property
value, and Erdogan's initial ownership share ((Xg) is 20%:

Equation (1)
Xy =2 x 100 = 222099 440 = gon
A7Pp ~ 1,000,000 o
Xp =2 x 100 = —2999 100 = 200
ETP ~ 1,000,000 s
Monthly Payments:
o Erdogan pays Zimam a portion of the rental income each month,
which is Xg*xR.
. Erdogan also pays Zimam an additional x amount to increase

his ownership share.

So, Erdogan's total monthly payment to Zimam is XgxR+x.
Total Payment Over Ten Years:

. Erdogan will make these payments over M=120 months, so the
total payment (7) can be calculated as:

T=Mx(Xg*xR+x)

Zimam's initial ownership share is 80%, and Erdogan's is 20%.
Erdogan pays Zimam cap X sub cap B xR+x monthly to
increase his ownership share.

Erdogan's total payment to Zimam over ten years is 7=Mx(Xg
XR+x).

This equation ensures that Zimam receives a portion of the
rental income each month and gradually sells his share of the property
to Erdogan. This is just a simplified representation of how DP works
mathematically. In practice, factors such as profit-sharing ratios, rental
agreements, and payment schedules may vary based on the parties'
specific terms.

5. DISCUSSION OF DIMINISHING PARTNERSHIP

In terms of transactions and contracts, defining and explaining the
method in a single legal transaction is impossible. The partnership,
cooperation, and financing system being implemented presents a
complex contractual structure, both in terms of the relationship
between the parties and the relationship of the parties with the
organizing company. It is observed that there is more than one contract
within the system. Contemporary legal systems have realized that the
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classical contract classification is insufficient to explain some
economic and financial transactions and create their legal framework.
They have had to include different contract types in the system. One
of these contracts is an intangible financial contract.

When looking at a new model that combines more than one
contract, it is made together for these and similar reasons. However,
making acombined contract does not always mean eliminating
religious drawbacks. The contracts must also be revised according to
Sharia principles (Uddin 2025). In order to eliminate all these
drawbacks, the system must be analyzed by putting it into concepts
and clarifying which legal procedure fits in the Is/amic legal system
and whether there is a conflict with the basic principles (Uddin 2023).

This system adopts a traditional Gold Day logic for savings and
collaboration, reminiscent of the practices often associated with
homemakers. Under this system, rooted in a cooperative mindset,
prospective homebuyers determine the desired house's price range and
affordability for installment payments. Subsequently, they join a
suitable group where members cooperate and support one another in
achieving homeownership. Essentially, participants in the same group
financially assist each other in acquiring homes.

Since multiple types of contracts are combined in this model, it
can be analyzed in terms of financial contracts. Initially, the partners
establish a partnership or company among themselves, resembling the
‘Shirkatu al- ‘inan’, a contract company in the classical system. With
the pooled funds, one member becomes a homeowner each month.
The monthly contributions are then allocated to the partner selected to
purchase a house. As the property does not yet belong to this partner,
rent is paid to the other partners in proportion to their shares;
installment payments continue. As the installments are fulfilled, the
purchasing partner's stake in the house increases while other partners'
shares decrease. In this regard, the relationship between the
homeowner and the other members aligns with the concept of a
‘diminishing partnership’ (DP).

In this DP, one of the parties acquires ownership of the house at
an ever-increasing rate with the payments they make, while the share
of the others decreases in the process. However, this should be
considered as a particular type of decreasing musharakah.
Accordingly, in the lottery system, the partner who comes out first in
the lottery becomes the owner of the entire house when he pays the
last installment. In this way, a new member is hosted every month. In
each house purchased, each of the other members who have not yet
purchased a house becomes a partner in proportion to the payment they
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make. As a result, at the end of the maturity period, everyone in the
group becomes a homeowner.

Under the lottery system, it is possible to consider the
organization fee received by the company as a proxy fee. The
company puts forth effort to organize this business, opens branches,
employs staff and experts, provides equipment, and carries out various
activities, especially advertising, to find new members, and spends for
all these. In addition, it receives a kind of mandate from each member
to form a suitable group to which that member can belong. For this
reason, it would not be right to consider this fee as a fee received in
return for a loan and consider it as interest. However, this fee must be
within reasonable limits and repaid in a manner that will not cause any
loss to the member leaving the partnership. If this fee is not for profit
and can be kept within the actual cost limit as much as possible, there
will be no harm in terms of Sharia.

6. CONCLUSION

The diminishing partnership method is a significant financing tool
within Is/lamic economics and interest-free banking. It operates on the
fundamental principle of profit-loss sharing and facilitates the gradual
transfer of ownership through independent sales contracts. While this
method resembles other financial mechanisms such as mudarabah,
financial leasing, and installment sales, its adoption by interest-free
banks remains limited because of various economic, social, and
financial factors rather than purely figh-related reasons.

One of the primary hurdles to the widespread implementation
of DP lies in the need for more legal legislation and the absence of
necessary infrastructure. Efforts to remove these obstacles and
establish a legal framework for alternative financing methods,
including leasing, could pave the way for greater utilization of such
mechanisms within interest-free banking systems.

The DP contract inherently involves promises related to the
purchase and sale of shares and the risks associated with gradually
exiting the partnership. Overcoming these challenges necessitates a
deeper understanding of such transactions' economic, legal, and
accounting dimensions. Moreover, the potential of interest-free
financial institutions, particularly in real estate acquisition, holds
promise for addressing the economic challenges posed by the current
interest-based system. For instance, the Diminishing Property
Partnership method offers a viable avenue for individuals to acquire
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property without interest, shielding both parties from the adverse
effects of inflation.

Furthermore, the broader adoption of interest-free financing
methods, such as DP, can contribute to economic growth, employment
generation, and poverty alleviation. Directing small savings toward
productive investments and fostering equitable access to housing can
transform economic landscapes, particularly in Turkey.

In light of the current economic challenges stemming from
interest-based systems, exploring and adopting alternative financing
methods grounded in Isl@mic principles offer a promising pathway
toward sustainable economic development. Concerted efforts,
however, are needed to overcome existing barriers and create an
enabling environment to implement interest-free financial
mechanisms effectively. Through collaborative action and a
commitment to Islamic economic principles, the DP method and
similar approaches can play a pivotal role in shaping more equitable
and prosperous economies.

Turkey has significant potential in interest-free banking since it
enjoys global transaction volume and market shares. However, it has
yet to significantly differentiate itself from the conventional banking
system regarding infrastructure and personnel training. Interest-free
banking products often need more competitiveness than conventional
offerings, mainly regarding financial costs. Addressing these
challenges requires establishing a strong legal framework for
alternative interest-free banking financing systems. Offering
alternative savings financing methods could accelerate collection in
default cases and prevent customer victimization. By enhancing legal
infrastructure, providing incentives, and rethinking enforcement
practices, Turkey can unlock the full potential of participation banking
and foster a more competitive and inclusive financial sector,
benefiting consumers and contributing to the overall stability and
growth of the Turkish economy. The diminishing partnership system,
with its structure and practical functioning, is often discussed in the
literature section, but more guidance is needed on integrating this
system into existing legislation, which can help reduce the housing
crisis and foster other small-medium entrepreneurship businesses in
the country.



44 International Journal of Economics, Management and Accounting 34, no. 1 (2026)

REFERENCES

AAOIFI Shari’ah Standards. “Shari’a Standards, Accounting and
Auditing Organization for Islamic Financial Institutions.”
Bahrain, 2010.

Abidin, M.A.l. ‘Umar. Radd Al-Muhtar ‘ald al-Durr al-Mukhtar, 5
Beirut: ‘Alam al-Kutub, 1984.

Akcay, U. and A. R. Giingen. “The Making of Turkey’s 2018-2019
Economic Crisis.” [Institute for International Political
Economy (IPE), no. 120 (2019): 79-104.

Alam, M.K., and A. Ershad Uddin. “Legal and Regulatory
Frameworks For Shari’a Governance Practices in the Islamic
Banking Industry of Bangladesh.” Mizanii’l-Hak: Islami
Ilimler Dergisi, no. 17 (December) (2023): 663—88.

Amin, H., A. Rahim, and D.A. Razak. “Consumer Acceptance of
Islamic Home Financing.” International Journal of Housing
Markets and Analysis 7, no. 3 (2014): 307-32.

Asadov, A., Z.M. Sori, SM. Ramadilli, Z. Anwer, and S.V.
Shamsudheen. “Musharakah Mutanaqgisah Home Financing:
Issues in Practice.” Journal of Islamic Accounting and
Business Research 9, no. 1 (2018): 91-103.

Ayni, AM.B. Alibnayah F1 Sharh Al-Hidayah, 6 Beirut: Dar al-Kutub
al-‘Ilmiyah (2000).

Ayub, M. “Islami Finans1 Anlamak iktisat Yayinlari-9.” In Islami
Finans Dizisi-1. Istanbul (2017).

Bayindir, S. “Bir Finansman Yontemi Olarak Kullanilan Sermaye
Ortakhigimin Isldim Hukuku Agisindan Degerlendirilmesi.”
Usil Islam Arastirmalart 3 (2005): 139-57.

Bebercuma, H. “Mortgage Konut Finansman Sistemi ve Tiirkiye’deki
Yap1.” Doctoral Dissertation, Marmara University, 2006.

Bendjilali, B., and T. Khan. “Economics of Diminishing
Musharakah.” Occasional Paper no. 42. Jeddah: Islamic
Research and Training Institute, 1995.
https://ideas.repec.org/p/ris/irtiop/0042.html

Cakmakli, C., S. Demiralp, S.K. Ozcan, S. Yesiltas, and M. Yildirim.
2020. “COVID-19 and Emerging Markets: An
Epidemiological Model with International Production
Networks and Capital Flows.” IMF Working Paper, no. 133:
1-64.

Celik, I. “Bir Yatiim Araci Olarak Mudarebe ve Giiniimiizde
Kullanim1.” Al-Farabi Uluslararast Sosyal Bilimler Dergisi
1, no. 3 (2017): 381-95.


https://ideas.repec.org/p/ris/irtiop/0042.html

Diminishing Partnership as Solution to Turkey's Housing Crisis: ....... 45

Cetin, AC. “Tiirkiye’de Konut Fiyatlarina Etki Eden Faktorlerin
Analizi.” Journal of Applied Science of Mehmet Akif Ersoy
University 5,no. 1 (2021): 1-30.

Coskun, Y. “Konut Fiyatlar1 ve Yatirnmi: Tiirkiye Igin Bir Analiz.”
Nigde Universitesi Iktisadi ve Idari Bilimler Fakiiltesi Dergisi
9, no. 2 (2016): 201-17.

Dinc, Y. “A Suggestion on Mortgage Financing of Islamic Banks:
Diminishing Musharakah.” Infernational Journal of Trade,
Economics and Finance 1, no. 8 (2017): 25-31.

Dondiiren, H. Islam Hukukuna Gére Alim-Satimda Kar Hadleri.
Bursa: Islam Hukuku Kiilliyat: Yayinlari, 1983.

Durmus, A. Islam Hukuku Acisindan Giiniimiiz Kredi ve Finansman
Yéntemleri. istanbul: Ensar Nesriyat, 2011.

Erdem, M., and H. Tatli. “Potential of Islamic Finance as Alternative
Financing Option for SMEs.” [International Journal of
Economics, Management and Accounting 32, no. 2 (2024):
377-402.

Erkoyun, E., and D. Butler. “Turkey Central Bank Stuns Market with
500-Point Rate Hike to 50%.” Reuters, March 21, 2024.
https://www.reuters.com/markets/rates-bonds/turkey-hikes-
key-rate-500-points-50-surprise-move-2024-03-21/.

Giil, A.B. “Tiirk Bankacilik Sisteminde Konut Kredileri: Ipotek
Teminatli Menkul Kiymet ve Ipotege Dayali Menkul Kiymet
Uygulamalar1.” Finansal Arastirmalar ve Calismalar Dergisi
916 (2017): 39-58.

Hammad, N. Iktisadi Fikih Terimleri Sézligii. istanbul: Iz yay, (1996).

Hasan, Z. “Islamic is the Diminishing Musharakah Model Used for
Home Financing?” Turkish Economic Review 3,no. 3 (2016):
343-452.

Hassan, M.K., M.M. Hossain, and A. Muneeza. Hire Purchase Under
Shirkah Al-Milk (HPSM) in Islamic Banking and Finance: A
Shari’ah Analysis. Palgrave Macmillan Cham: Switzerland,
2024.

Hussen, M.S. “Government Financial Incentive and Firm
Performance: Evidence from Turkey.” International Journal
of Economics, Management and Accounting 30, no. 2 (2022):
259-83.

Ibegoglu, M.G. “Tiirkiye’deki Katilm Bankacilign Uygulamasinda
Konut Finansmam Igin Alternatif Bir Yontem: Azalan
Ortaklik Sistemi.” Kiwrklareli Universitesi Sosyal Bilimler
Dergisi 7,no. 1 (2023): 135-54.



46 International Journal of Economics, Management and Accounting 34, no. 1 (2026)

Inanir, A. “Islam Hukuk Diisiincesinde Bilesik (Miirekkep) Mali
Sozlesmeler.” Uluslararas: Islam Ekonomisi ve Finansi
Arastirmalart Dergisi 3, no. 1 (2017): 7-39.

Kacir, T. “Katihm Bankaciliginda Uygulanan Finansal Kiralama
Yontemindeki Risk Faktoriiniin fslam Hukuku Acisindan
Degerlendirilmesi.” Manisa Celal Bayar Universitesi Sosyal
Bilimler Dergisi 18, no. 3 (2020): 454—66.

Kameel, A, M. Meera, and D.A. Razak. “Home Financing through the
Musharakah Mutanaqgisah Contracts: Some Practical Issues.”
Journal of King Abdulaziz University. Islamic Economics 22,
no. 1 (2009): 3-27.

Kasani, A.B.M. Bada’i* Al-Sana’i* F1 Tartib al-Shara’i‘, 6. Beirut:
Dar al-Kutub al-‘IImtyah, 1974.

Kawamilah, N.A K. Al-Musharakah Almtnagsh Wa-Tatbigatuha al-
Mu ‘asirah: Al-Bank al-Islami al-Urduni Namiidhajan. Kuala
Lumpur: IITUM Press, 2006.

Kaya, N.E., and B. Goniiltas. “Merkez Bankalar1 Sikilasmay1 2023’te
Zirveye Tasidl.” Anadolu Ajansi, December 30, 2023.
https://www.aa.com.tr/tr/ekonomi/merkez-bankalari-
sikilasmayi-2023te-tasidi/3096116.

Loundy, D. “Islamic Mortgages.” In Contemporary Islamic Finance:
Innovations, Applications, and Best Practices, 283-92. New
Jersey: USA: Wiley, 2013.

Malik, Anas 1. AI-Mudawwanah al-Kubra Riwayah Sahniin, 5 Saudi
Arabia: Wizarat al-Awqaf al-Sa‘tdiyah-Matba‘at al-Sa‘adah,
1324.

Moghul, U.F. 4 Socially Responsible Islamic Finance: Character and
the Common Good. London: Palgrave Macmillan, 2017.

Oztiirk, F. “Konut Krizi: Kiralar 4 Yilda En Az 6 Kat Artt1, Yatirimet
Uzaklasti, Bankalar Kredi Vermeye Goniilsiiz.” BBC, June 5,
2023. https://www.bbc.com/turkce/articles/c3g0xylry03o.

Paylan, M.A., and Y.B. Kavas. “The Effect of Reduced Perceived
Financial Well-Being on Domestic Product Purchasing
Behavior: The Case of Turkey During COVID-19.”
International Journal of Economics, Management and
Accounting, (2021): 331-60.

Qudamah, A..M. AI-Mughni, 5 Riyadh: Dar ‘Alam al-Kutub, 1997.

Rammal, H.G. “Financing Through Musharaka: Principles and
Application.” Business Quest, (2004): 1-7.

Rosly, S.A. Critical Issues on Islamic Banking and Financial
Markets: Islamic Economics, Banking and Finance,


https://www.bbc.com/turkce/articles/c3g0xylry03o

Diminishing Partnership as Solution to Turkey's Housing Crisis: ....... 47

Investments, Takaful and Financial Planning. Indiana:
Authorhouse, 2005.

Sabirsiz, E., and M. Sohret. “6 Subat Depremlerinin Tiirkiye
Ekonomisi Uzerindeki Makroekonomik, Sosyal ve Cevresel
Etkileri.” Akademik Yaklagimlar Dergisi 15, no. 1 (2024):
571-97.

Sarakhsi, A.B.M. Al-Mabsiit. 11. Beirut: Dar al-Ma‘rifah, 1993.

Sari, O.B.0. “The Turkish Housing System: An Overview.” In
Housing in Turkey, 1st ed., 11-29. Routledge, 2022.

Selim, M. “Financing Homes by Employing [jara-Based Diminishing
Musharaka.” International Journal of Islamic and Middle
Eastern Finance and Management 13, no. 5 (2020): 787-802.

Shubayr, M.U. Al-Mu ‘amalat al-Maliyah al-Mu ‘asirah Fi al-Figh al-
Islami. Amman: Dar Al-Nafaes, 2007.

Smolo, E., and M.K. Hassan. “The Potentials of Musharakah
Mutanaqisah for Islamic Housing Finance.” International
Journal of Islamic and Middle FEastern Finance and
Management 4, no. 3 (2011): 237-58.

Tanrivermis, H. “Possible Impacts of COVID-19 Outbreak on Real
Estate Sector and Possible Changes to Adopt: A Situation
Analysis and General Assessment on Turkish Perspective.”
Journal of Urban Management 9, no. 3 (2020): 263—69.

“TCMB.” Central Bank of the Republic of Tiirkiye, 2020.
https://www.tcmb.gov.tr/.

Tung, H. Katilim Bankacuigi: Felsefesi, Teorisi ve Tiirkiye
Uygulamasi. 8th ed. Istanbul: Nesil Yayinlar1, 2010.

Uddin, A.H.E. “Banglades’teki islam Bankacilik Uygulamasinin

Fikhi Agidan Incelenmesi.” Doktora Tezi, Marmara

Universitesi Sosyal Bilimler Enstitiisii, 2020.

. “Economic and Social Make-Over in Turkey: By Erdogan.”

International Journal of Economics, Management and

Accounting 26, no. 1 (June 2018): 135-55.

. The Regulation of Islamic Financial Institutions (IFls) and

Ethical Oversight in South Asia: An Islamic Law Perspective.

Cham: Springer-Verlag GmbH, 2025.

Uddin, A. E. “The Perplexing Issue Of Monopoly (Ihtikar) In Islamic
Law And Its Negative Impact On Society: Evidence From
Turkey’s Perspective.” Dinbilimleri Akademik Arastirma
Dergisi 23, no. 2 (September 2023): 805-30.

, and H. Okur. “Empowering Communities: Redefining Zakat
Distribution in Bangladesh Post-Covid-19.” Kocatepe Islami
Ilimler Dergisi 6, no. 2 (2023): 419-38.



48 International Journal of Economics, Management and Accounting 34, no. 1 (2026)

Umrani, AM. Al-‘Uqid al-Maliyah al-Murakkabah :  Dirdsah
Fighiyah Ta’siliyah Wa-Tatbigiyah. Riyadh: Kunuz Ishbilya
Publisher, 2010.

Uras, U. Owning a Home a Dream: Housing Crisis Hits Turks Ahead
of Polls. Aljazeera, 2023.
https://www.aljazeera.com/news/2023/5/5/owning-a-home-
a-dream-housing-crisis-hits-turks-ahead-of-polls.

Yanpar, A. Islami Finans. istanbul: Scala Yayincilik, 2014.

Zayla‘l, A. Y. Nasb Al-Rayah Li-Ahadith al-Hidayah. Vol. 3. Riyadh:
Mu’assasat al-Rayyan, 1973.

Zuhayli, W. Al-Figh al-Islami Wa-Adillatuh. Dimashq: Dar al-Fikr,
1984.



