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Purpose: Access to a safe dwelling is one of the necessities of life 

and an indicator to reveal the economic development of a country. In 

Pakistan, however, the majority of the people do not have their 

dwelling rather have to spend their life in renting homes or in slums. 

To overcome the housing shortfall, the State Bank of Pakistan has 

pronounced a low-cost housing scheme for the poor and the low-

income segment of the society while the Islamic banking sector also 

offers ijarah facility to purchase or to construct own dwelling and 

claims to work in the objective of Islamic legal system. Therefore, 

this study aims to analyze critically,  ijarah and state-owned low-cost 

housing schemes from the public insight. 

Design/Methodology/Approach: This research aims to utilize 

analytical, theoretical, and empirical methods of research rather than 

some combination thereof by utilizing experimental reasoning based 

on naturally occurring data, reports, and surveys. To evaluate ijarah 

and government housing scheme from public insight, a survey of 

100 salaried persons has been conducted by way of the questionnaire 

at different companies in District Rawalpindi. Findings: This study 

found that Pakistan is suffering from the acute issue of lack of own 

dwelling. The result of the conducted survey reveals that the 

majority of the employed people showed more trust in the state-

owned housing scheme than ijarah at Islamic banks. Those people 

showed their interest in the state-owned housing scheme than ijarah 

at Islamic banks. Implications/Originality/Value:  The practical 

approach to ijarah at Islamic bank found in trust deficit concerning 

the public insight. That ijarah does not provide low-cost homes to 

the homeless people, hence not serving by Shari‟ah. The current 

policy of the state provides an opportunity to ijarah to facilitate poor 

people by softening its terms and conditions and by way of qard-e-

hasanah.   
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1. Introduction 

To examine the level of economic development of a country, the economists recommend studying the 

level of poverty among the people and for this purpose, adopt different measures like Foster J, (1984), 

Rowntree, BS (1901), Desai M. J. (1984), Chakaravarty (1983) evaluated the edifice of poverty in 

terms of income only, while others,  such as Drez and Sen (1989), Campbell and Kracaw (1993), 

Kidwell and Peterson (1995) studied poverty in broader terms as a state which encompasses lack of 

assets, physical weakness, isolation, vulnerability, and powerlessness and viewed poverty as a sever 

failure of human capability.
 
However, both theories viewed own dwelling as a necessity of life and the 

issue of the lack of adequate housing is the relative poverty and a state of living conditions below the 

average living standard of a society. 

 

Providing affordable housing has become a challenge all over the world. It is for this reason that 

almost all the declarations of UNO (United Nations, Organizations, 1948) regarding human 

development have declared the issue of access to adequate housing as a fundamental right and as an 

important factor for economic development (http//www.uno.org/declarations).
1
  

 

2. Literature Review 

Haugen,  (2000) discussed economic development and stability of the society concerning the gross 

domestic product of a country which is measured through the living standards of a nation and pointed 

out that access to own housing is an important component of GDP and standard of living in a society. 

Razali,  (2002)  and Annez & Wheaten C., (1984) pointed out the issue of access to own dwelling has 

been considered as a part of the fundamental rights of the human being. It is a necessary component of 

life without which a human being remains unstable, undeveloped and poor. While a large number of 

poor people consume housing services below the socially desirable level. Neil, (2005) and  Dingeldey 

&Rothgang, (2002) pointed out that a man can neither be an intellectual nor be a successful man unless 

he has sufficient material to survive. That the prosperity of the citizens enables them to contribute to 

the development of society despite their diverse strengths, weaknesses, interests, and backgrounds. In 

the same manner, the Islamic economic system considers housing as a basic component of the 

necessities of life and one of the major objectives of Shari‟ah (Nu‟mani, 1990; Ashmawi,1987; al- 

Yubi, 1998; Warde, 2006). 

  

Kidwell, D.S., Peterson, R. L., & Blackwell, D.W (1995) pointed out that in each economy, social 

welfare programs permeate life in the market and determines its future course and directions. 

Espionage Anderson (1992) also described that "social factors are very crucial for the market economy. 

They are often seen either as hidden or as ideal dimensions of the market, although they exist 

analytically and can be reached empirically so that they can become documented as real in the public 

mind."   

                                                      
1
 Such as UDHR (Universal Declaration of Human Rights 1948, Article 25 (1 )), ICESCR (International Covenant on 

Economic, Social and Cultural Rights, Article 11(1)), UND on Social Progress (United Nations Declaration on Social 

Progress and Development, 1969), and UNVD on human development (The United Nations Vancouver Declaration on 

Human Settlements, 1976). Available at www.uno.org/declarations.Last accessed on 20-11-2020. 

mailto:jibran.jamshed@iub.edu.pk
http://www.uno.org/declarations.Last
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2.1 Analysis  

The housing sector, in the developed states, has been considered as a state-owned system while its cost 

is considerably influenced by the pattern of government assistance through tax relief, direct subsidies, 

and rebates in the light of a family budget (Commons, 1998; Bruyn, 1999; Marshall, 1997). For 

instance, in 1949, the government of France launched a policy for the construction of 20,000 dwellings 

a month for 40 years to overcome the crisis of housing shortfall and pronounced to transform it into an 

industry (Bullock, 2008).  

  

Likewise, in England and Wales, until the 1930s, 90% of housing was rented privately which was 

reduced up to 43% by the 1970s through government policies. In 1977, the situation got improved and 

the position was that about 56% of the dwelling was owner-occupied, 31 % rented from local 

authorities, while the rest 13% were rented from private landlords (Erikson, 1985;  Aaron, H. J., 1999). 

 

In the UK, under Housing Act 1980, a tenant has the right to buy a house with a discount of 33-50% of 

the market value. The average house prices range across the country between £129,750 in northeast 

England and £484,716 in London, while average weekly earnings range from £483 in the East 

Midlands to £671 in London (The UK Local Authority Building Control Survey,2018). 

  

On the other hand, in the USA, tenants have to pay only 30% of the public housing cost based on 

income. In the same period, in the USA, homeowners enjoy substantial concessions that allow 

deduction of housing cost from taxable income (USA Center on Budget and Policy Priorities Report, 

2017).  

 

As far as the issue of housing in South Asian countries, availability of housing is currently, limited to 

upper –income population, while the availability of housing finance to the middle and lower-income 

group is a big challenge (Lall, 1989;   Nenova, 2008). The rapid increase in the population, land price, 

poor infrastructure, deficient financial system, the dearth of long term funding, limited developer 

finance, and informal population group have made it difficult to address the challenge of providing 

affordable low-cost housing for the majority of the population (Asian Development Bank, 2018 ).  

 

A study (World Bank Report 2014) revealed that about more than one billion people of the world are 

homeless, 14% of which are in South Asia. Vinay D. Lall, (1987) asserted in his studies that the 

biggest issue of the housing sector is the non-availability of long-term finance to individual house 

builders on any significant scale. And this issue is still persistent in South Asian housing plans. 

 

2.2 Economic Development and Housing Shortfall in Pakistan 

Pakistan is consisted of about 220,892,340 million people with a 2.4 % growth rate. It is one of the 

youngest countries in the world whose 64% of the population is under the age of 29 yrs., while 30 % 

are between the ages of 15 -29 (https://www.worldometers.info/world-population/pakistan).  

The economy of Pakistan is considered as developing consists of a low per capita income, lower 

saving, and less investment. The average GDP growth rate is estimated at 4.94% during the period 

1952---2018 with the highest rate of 10.22% in 1954 while the lowest was about 1.80% in 1952. In the 

year 2018, the GDP growth was about 5.79% ranked Pakistan 147
th

 in the world (State Bank of 

Pakistan Report, 2018). 

The following graph shows the major sectors of GDP in Pakistan.   
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Figure No 1: Major Sectors of GDP in Pakistan 

 

This figure shows that both the construction and mining sectors constituted only 5% of total GDP, 

hence there is a widened scope for growth in the construction sector 

(https://tradingeconomics.com/pakistan/gdp-growth-annual).  

 

Like other South Asian countries, Pakistan is also suffering from the issue of urbanization as living 

standard is better in cities than villages. A study reveals that until 2000, 33% of the total population 

were living in cities while in 2017 about 39% of the population with an increase of 6%. However, still, 

63.6% population is living in rural areas with a decrease of 2.4%, which was 65.6% in 1998 

(Pakistan‟s 6th Population and Housing Census, 2017). 

 

Table 1. 
Urbanization in Pakistan: Census- 2017 

(An increase of 100% since 1998) 

 Province Urban Population Rural Population 

1 Sind 52.02% 47.8% 

2 Punjab 36.71% 64. 29% 

3 Khayber Pakhtoon Khawah 37.37% 62.63 

4 Baluchistan 20% 80% 

5 Islamabad Capital Territory 50% 50% 

(The Pakistan Bureau of Statistics (PBS) Census 2017).  

 

According to the census 1998, the share of urban households was 37.5%, while in 2018 it increased up 

to 67.6%. The living standard, however, is miserable in Pakistan as only 0.1% of GDP is spent on 

water supply and sanitation. Further, an increase in the share of the urban population also led to an 

increase in the slums with a miserable living condition (THE PAKISTAN INFRASTRUCTURE 

REPORT, 2018).  

 

2.3 Housing Shortfall in Pakistan 

So far as concerned the issue of the housing sector in Pakistan, for many decades, Pakistan has been 

suffering from the issue of the acute housing shortfall, which is increasing with the increase in 

population and the situation is going on worse to worst. Among 220,892,340 million people, only 32 

million are households with 6.45 persons which count for only 15.38% of the population (Pakistan 

Bureau of Statics Report, 2018). A study reveals that Pakistan ranks 8
th

 among those 10 countries 

which hold 60% of substandard housing around the world (http//devpakistan.com/2017-18).  

 

Pakistan Bureau of Statics Report (2018) pointed out that among homeless people 80% are from a low-
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income group and poor class of the society. State Bank of Pakistan Report (2019), reveals that in 2009, 

the housing shortfall was about 7.57 million units, while in 2019, the issue has increased and the 

housing shortfall reached more than 10 million units. 

  

As housing construction is dependent upon the national gross saving rate so, sufficient saving is 

needed for this purpose. Looking into the situation of gross saving rate in Pakistan, the Economic 

Survey (2018) reveals that the average gross rate is 10.0% with the highest GSR about 17.4% in 2004 

and the lowest 5.5% in June 2018. 

  

And all this has made the government handicap to improve the level of infrastructure and social 

services which made the situation pitiable by international standards while the development of 

infrastructure is a prerequisite for sustainable economic growth and human development. 

 

2.4 State-Owned Low-Cost Housing Finance 2019-2021 

To overcome the issue of housing shortfall, the government of Pakistan has launched a Policy for 

Promotion of Low-Cost Housing Finance 2019-2021. The State Banks' pronounced policy for low-cost 

housing plan 2019-2021 has estimated that the annual demand for new homes is approximately 

700,000 a year. 

 

The policy has been designed in light of both local and international market conditions. Among the 

objectives of this scheme are "increasing housing finance portfolio of banks/DFIs from current, Rs. 

83 billion to Rs. 250 billion by June 2021, along with increasing the number of borrowers to 

200,000 from the current 68,000".SBP to facilitate provincial governments and state-owned 

enterprises to avail housing finance from banks. 

 

The eligibility criteria and necessary conditions to avail low-cost home financing areas: 

Home ownership= the First time 

Maximum monthly income of a borrower= Rs. 60,000 p/m  

Low-cost House financing= Loan up to Rs. 2 million  

Property value= up to Rs. 2.5 million 

SBP loan to the borrower====up to Rs. 1 million(50% of loan)  

Rate of return============ 1%  

Loan Tenor= Up to 12½ years 

 

The Remaining 50% of the loan amount shall be provided by the banks/DFIs from their sources at a 

fixed rate of up to 12% or a variable rate of 1-year KIBOR plus a risk premium up to 4%. 

 

To motivate banks to contribute to achieving low-cost housing targets, certain relaxations have 

provided for the banks such as the general reserve requirements, portfolio of banks/DFIs to be 

waived off; Bank/DFI‟s exposure to be exempted from the exposure limit of 10% for real estate 

sector; the Microfinance banks will be allowed to increase housing finance up to Rs.1 million from 

Rs.500, 000. For stability, a standardized loan application form has been issued from the PBA to 

streamline loan processing by banks/DFIs. Further, a tax incentive to builders and financial 

institutions has offered upon income derived from low-cost housing. Certain steps have been taken 

for capacity building and awareness creation in public.  

 

However, the success of the newly launched program is dependent on the government‟s persistent 

concern to achieve the set target. Mohd Razali (2002) has described that the most common 

complaint about the public housing sector is unnecessary delay in the process of approval of an 

application submitted for land development, conversion subdivision and completion of construction.  

 

2.5 Access to Own Dwelling through Ijarah: Pakistan Perspective 
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Islamic banking and financial sector is an emerging industry and is a competitor to the conventional 

banking system and financing (Chhapra, Ahmed & Others, 2018).  

It is a widespread belief among the Muslims that the Islamic banking and financing system must 

operate in the light of the objectives of Shari‟ah to eliminate capitalist banking interest, to eradicate the 

exploitation of the poor segment of society, and to maintain a balance economic order and social 

justice in the society(Razi, 2014). 

  

Islamic Banking Bulletin, (September 2018), explored that the share of Islamic banking and finance in 

the market is about 13.6%, which is growing at the rate of 3.2 % annually.   By substituting lease at 

conventional banks, the Islamic banking system introduced ijarah ( هراـــــــــــجا  ) by way of diminishing 

musharkah. It is a contract based on profit, sharing between the bank and the client. The corpus of the 

leasing object, such as a car, a house, or machinery remains in the ownership of the bank, concerning 

its share and only its usufruct is transferred to the client for an agreed period, at an agreed 

consideration(Warde, 2006; Yusuf, 1994).  

 

 

2.6 Affordability of Ijarah in Pakistan: A Case Study, I-10 Sector Islamabad  

In Pakistan, both conventional and Islamic banks offer home financing and claim to be accommodated 

by way of mutual agreement. It is considered a bilateral agreement where the bank buys a commodity, 

e.g., the house from a selected dealer and leases it to the client at an agreed (on the terms and 

conditions of the bank) monthly rent and period. Keeping aside the poor segment of the society (more 

than 50%), the middle-class community and salaried persons mostly seek car leasing or house 

financing. 

   

For an effective result, a case study of Home Financing is being presented.
i 

For instance, a civil 

servant/government officer of 19 scale‟s, residing in the middle-class sector 1-10, Islamabad (where 

70% people are salaried and living on hiring) with five households, wants to purchase a home of 1000 

sq feet in 1-10 sector (worth Rs.10 million) through ijarah an Islamic bank. 

 

The particulars of the client, Mr. X are as under:   

The job of Mr. X: Government Employee (19 scales) 

Age: 45 years old 

Disposable Income: Rs 100,000 p/m (the highest salary package)  

Minimum utility expenditure: Rs 80,000 p/m (wife and three children)  

Others: Rs. 10,000  

Savings: Rs. 10,000 p/m  

Mr. X provides an amount of Rs. Six million or 60% of the said house. The particulars of the contract 

will be as given in the table below   

Table 3. 
PROPORTIONATE RENT ANALYSES 

====== Bank Share Client Share Total Shares 

Investment share Rs. 4 Million 6 Million 10, Million 

Proportionate share 2 3 5 

House in Units 180 270 450 

Rent of the house for 

Ist month 

Rs.44733 67100 1,11,833 

This table shows that house when is divided into units in light of the proportion of investment by both 

parties. 

  

The share of the bank is 180 Units while the client has 270 Units and the total units of the house will 

be 450. 

  

In the light of the above-mentioned formula, the bank charges Rs. 44733/180 U while the client may 
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charge Rs.67100/270 U. Thus, the rent for the first month of the whole house/450 units will be Rs.1, 

11,833 while in 2014, the said house was available at the rent of Rs.30000 per month. According to the 

prevailing market trend and rent practice, the rent which might be charged by the bank/180 units 

should be Rs. 12000 and if we add an annual increase of 10% in the rent of the said house w. r., to 

bank share, it would be Rs.13200 next year. Thus, the middle class cannot avail of home financing by 

way of ijarah (Razi, 2014). 

 

2.7 Ijarah as a Reliable Tool of Home Financing: Public Insight 

To inquire into the question of whether Pakistani people have an awareness about injure as a reliable 

and affordable instrument of home financing or not, a survey of 100 employed persons was conducted 

at different Organizations of Rawalpindi in June-July 2020. The target was the salaried segment of the 

society between 25 to 60 years of age. The objective was to collect data on the awareness, 

effectiveness, and reliability of ijarah in Pakistan. 

 

To collect first-hand information through a questionnaire about four volunteer students were engaged. 

The questionnaire consisted of 9 questions. The result of the survey against each question has given 

below: 

 

Question no 01.       Do you reside in your house or on rent? 

a.   Own,                            b. Rented 

 

 
Among 100 employees about 62% opted for option A while 38% selected option B. 

 

Question no 02.  Is your housing by way of inheritance or by your own means?  

 

a. By way of inheritance,               b. By own means 

 

 
Among 100 employees about 85% opted for option A while 15% selected option B. 

 

Question no 3. Do you know that Islamic banks offer home financing by way of ijarah? 

a.   Yes,                         b.    No 

 

62% 

38% 

Question no 1 

A

B

85% 

15% 

Question no 2 

A

B
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Among 100 employees about 40% opted option A while 60% selected option B. 

 

Question no 04.       Are you aware of the terms and conditions of ijarah, at Islamic banks?                                          
a.   Yes,                    b.  No 

 

 

 
Among 100 employees about 24% opted for option A while 76% selected option B. 

 

Question no 05. Did you ever try to avail ijarah mode of home financing at Islamic banks?  
a.   Yes,                      b. No 

 
Among 100 employees about 19% opted option A while 81% selected option B. 

 

Question no 06.                                     If not, why?    

               a.  Have no savings,  

               b. Felt no difference between Islamic and conventional modes of home financing 

 

40% 

60% 

Question no 3 

A

B

24% 

76% 

Question no 4 

A

B

19% 

81% 

Question no 5 

A

B

62% 

38% 

Question no 6 

A

B
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Among 100 employees about 62% opted option A while 38% selected option B. 

 

Question no 07. Does home financing at Islamic banks support the poor segment of society?                                     

a.   Yes,                 b.     No 

 

 
Among 100 employees about 62% opted option A while 38% selected option B. 

 

Question no 08. What is your opinion about the low-cost housing scheme recently launched by 

the current government?     
a.    Affordable,   b.  Not affordable 

 
 

Among 100 employees about 60% opted option A while 40% selected option B. 

 

Question no 09. If you want your housing, which of the following offers would you adopt? 
a. The government scheme,               b.  ijarah at an Islamic bank 

 

 
Among 100 employees about 60% opted option A while 40% selected option B. 

 

The result of the above-mentioned survey thus, reveals that among 100 respondents, only 24% have 

awareness about ijarah while 19% of respondents tried to avail ijarah financing, but could not avail it 

due to hard conditions imposed by Islamic banks and huge amount as saving. The majority of the 

respondents,  62% regretted having such a huge amount as savings as required by Islamic banks to 

avail ijarah facility. 

38% 

62% 

Question no 7 

A

B

60% 

40% 

Question no 8 

A

B

60% 

40% 

Question no 9 

A

B
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Contrary to it, 60% of the respondents acknowledged the affordability of low-cost housing schemes 

launched by the current government. In the same manner, 60% of respondents expressed their trust in 

adopting the government policy of low-cost housing in comparison to ijarah at Islamic banks. This 

survey thus shows that Islamic financing in Pakistan lacks public trust, reliability, capacity 

building, and awareness creation among the public while these are core principles of business and 

finance. 

  

Now, the issue of public perception and affordability of ijarah facility for low income and salaried 

segment in Pakistan is explored from a different angle by way of the case study.  

 

Although the Islamic banking and finance sector grew noticeably in Pakistan by about 30% during 

the last few years, yet net financing in ijarah has been decreasing dramatically (Noshin & 

Perveen,2014) Likewise, the issue of non-compliance of the principles of Islamic finance is a hot 

issue to debate. A study found that Islamic automobile ijarah financing offered by Islamic banks is 

not following Islamic Shari’ah guidelines and principles completely (Chappra nd Others, 2018).   

 

  3. Findings and Recommendations 

Considering the current socio-economic conditions of Pakistani society, it is concluded that home 

financing by way of ijarah is not affordable for the majority of the people. 

  

There are very hard conditions such as the client is required to provide at least 60% of the leased 

home along with a sufficient amount of his bank account before disbursement of ijarah that must be 

equal to the first three installments as the lien.  The rent charged by the bank of its units is very high 

almost double of the market trend.  

 

Moreover, the prescribed rent (Rs. 44733/180 units) decreases very slowly like after three months 

payment of Rs. 134199 and after the purchase of three units of the house from the bank, only a few 

hundreds (Rs.745) will decrease and the rent will be Rs.43988 against 176 units. 

 

It seems that the current system of ijarah is based on the notion of high profit earning rather than in 

the light of the objectives of Shari’ah. In a state like Pakistan, where almost 50% of the population 

are living below the poverty line with the worst living conditions, seeking higher profit or rent leads 

to the exploitation of the poor lessee which is against the objectives of Islamic financing and is 

prohibited by Islam.  

 

The results of the survey also lead that Islamic financing lacks reliability, capacity building and 

awareness among the public while these are the core principle of business and finance. 

 

The study also concludes that the people have a trust deficit upon Islamic financing and have more 

trust in the current policy of the low-cost housing policy of the government than on ijarah. 

 

It is also concluded that collecting firsthand information through a questionnaire and survey is an 

effective practice for the creation of awareness among the public and to motivate people to avail 

home financing by way of ijarah.  

 

This study thus, recommends softening the terms and conditions of home financing through Islamic 

financing. It recommends revising the policy of ijarah in the light of maqasid al-Shari’ah as access to 

reasonable housing is one of the necessities of life without which life cannot be sustained.  

 

In Pakistan, the policy of ijarah should be redesigned in the light of the social welfare policies as 

Islamic financing can contribute as a vibrant tool for low-cost home financing by adopting a flexible 



 
Journal of Accounting and Finance in Emerging Economies     Vol. 7, No 1, March 2021  

19  

policy of ijarah. For the employed and middle-class segment, it should provide home financing in the 

light of the monthly income and expenditures of the applicant at minimum profit/rent at the time 

when the agreement is made and sale is done not with so-called rent or profit determined in the light 

of the duration of the contract, which is, in fact, the conventional mode of markup/interest.  

 

For the poor class, Islamic banks should offer home financing by way of qard-e- hasanah to ensure 

social welfare on behalf of Islamic financing. With a reformed structure of ijarah, an effective 

campaign should be launched by way of seminars, surveys, interviews of homeless people to create 

awareness and trust in the public. It will result in highlighting the injure as a vibration mode of home 

financing, which would work under maqasid al-Shari’ah.  
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