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- With the Banking Law No. 5411, the title of the institutions in the sector was
changed from “Special Finance Institution” to “Participation Bank”.

2005 - The title of the Association of Special Finance Institutions was changed to
“Participation Banks Association of Turkiye” (TKBB).

The Statute of the Participation Banks Association of Turkiye was published in the

2006 -

Official Gazette.

2011 - Kuveyt Turk issued its first private lease certificate (Sukuk)

- Participation Index was established to operate in Borsa Istanbul.

2012 The Undersecretariat of Turkish Treasury issued the first public lease certificate.

- Ziraat Participation Bank was established as the first public participation

2015 bank.

- Participation Banks Association of Turkiye 2015-2025 Strategy Document was
published.

- Vakif Participation Bank was established as the second public participation
bank.

2016 - Within the scope of the Istanbul Finance Centre Programme of the Tenth De-
velopment Plan, a component titled “Development of Participation Banking
and Interest-Free Finance” was added.

2018 “Central Advisory Board” has been established within the TKBB.

Tarkiye Emlak Katiim Bankasi was established as the third public participation

2019

bank.
2021 - The Participation Banking Department was established within the CBRT.
- The Participation Banking Strategy Document (2021-2025) was updated.
- Participation bank (Dinya Participation Bank) and 2 digital participation banks
2023 (TOM. Participation Bank, Hayat Finans Participation Bank) obtained operat-

ing licences from the BDDK.
- Participation Finance Guarantee (KFK) company was established.

As of February 2024, there are 9 participation banks operating in Turkiye, 7 of
which are traditional participation banks and 2 are digital participation
banks. Of these banks, the first 3 banks in the order of establishment have
foreign ownership structures, and the second group of 3 participation banks
are public banks. Public banks, which were established with the capital con-
tribution of the state in order to increase the market share of participation
banking in the sector and spread it throughout the country, started opera-
tions between 2015 and 2019. In March 2023, two digital participation banks,
which received operating permits, opened the door to an important period in
the field of inclusion and digitalisation in the sector. Turkiye's 9th participa-
tion bank started operations as a full-pledged participation bank with
branches established with private domestic capital.
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Table 2: Existing Participation Banks in Tiirkiye
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Source: Participation Banks & Sector Outlook Presentation of TKBB, December 2023
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Table 3: Common Products and Services Offered by Participation Banks in Tiirkiye
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Source: Participation Banks & Sector Outlook Presentation of TKBB, December 2023
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2. FINANCIAL ARCHITECTURE AND MARKET PERFORMANCE
OF PARTICIPATION BANKS

2.1. Financial Sector

While banking represents the dominant actor within the Turkish financial
sector, accounting for 70% of the market, insurance and other financial ser-
vices have demonstrated significant growth potential in recent years which
has been reflected in both the number of financial players and asset growth.
Currently, banks with 3 different banking models are operating in the finan-
cial sector in Turkiye. As of December 2023, there are 9 participation banks,
33 deposit banks and 19 development and investment banks in the Turkish

banking sector.”

The Turkish banking sector has experienced significant growth over the past
decade, with total assets reaching USD 801 billion by 2023. This represents a
27% compounded growth in asset size over the 2013-2023 period. Participa-
tion banking has also seen notable expansion, with total assets reaching
USD 69 billion by 2023, representing a 32% increase over the same period.
Participation banks, which held a 5% market share in terms of asset size in
2017, increased their market share to 9% by 2023. This was due to the inclu-
sion of three new public participation banks in the sector with strong capital
increases between 2015 and 2019. Participation banks are expected to
achieve a 15% market share by 2025, with the support of both the growth
strategies of existing member banks and the expansion goals of newly par-

ticipating banks.

The Turkish financial sector, which has effectively completed its financial ar-
chitecture and corporate governance, continues its activities with the insti-
tutions and organisations listed in the table below, and makes a significant

contribution to the development of the national economy.

3 Tarkiye Katilim Bankalar Birligi (TKBB), “Veri Petegi”, “Finansal Bankacilik Verileri”, htt-
ps://tkbb.orgtr/veripetegi-detay/5

4 Tarkiye Katilim Bankalar Birligi (TKBB), “Yillik Sektér Raporlar” (Erisim Haziran 2024)
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Table 4: Structure of Financial Services

SECTORS BANKING CAPITAL MARKETS INSURANCE
Sl Reguladon Insurance and Private
REGULATORS i SupErElon Capital Markets Board | Pension Regglohon
Agency (BDDK) (CMB) and Supervision
geney Agency (IPRSA)
e The Banks e Turkish Capital e |nsurance
Association of Markets Association of
Turkiye Association (TCMA) Turkiye
INDUSTRY e Participation Banks | ® Borsa Istanbul
REPRESENTATIVES Association of (BIST)
& ENABLERS Turkiye
e Association of
Financial
Institutions
e Banks e Banks ® Insurance
e Participation Banks | ® Brokerage Firms Companies
e Savings Deposit e Asset Management | ® Private Pgmsion
Insurance Fund Firms Companies
¢ Leasing Companies | ® Invesment Trusts ° Erivzte Pension
® Factoring e Central Registry unas
Companies Agency
e Consumer Finance | e Settlement and
PLAYERS Companies Custody Bank
e NPL Management e Capital Markets
Companies Licensing and
e Islamic Credit Training Agency
Guarantee Fund ® |nvestor
(KFK) Compensation
Center
e Public Listed
Companies

The participation banking ecosystem is integrated into the established fi-
nancial architecture of Turkiye, as illustrated in Table 5. In 2023, in order to ex-
pand the ecosystem and increase cooperation among the stakeholders, as
the final initiative and stakeholder of the Participation Finance ecosystem
was the project on the establishment of an Islamic guarantee fund institution
in partnership with the Ministry of Treasury and Finance and participation
banks. Islamic Credit Gurantee Fund (Katiim Finans Kefalet AS. (KFK)) was
established on 29032023 with the partnership of the Ministry of Treasury

and Finance, Participation Banks Association of Turkiye and member partici-
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pation banks. The objective of the Islamic Credit Guarantee Fund is to pro-
vide guarantees and sureties in accordance with the principles and stan-
dards of participation finance. As of December 2023, the SME financing
amount of participation banks amounted to TL 3937 billion, representing a
total sector share of 12%. While 43% of the total funds extended by partici-
pation banks are extended to SMEs, this ratio is 27% in the whole banking
sector. Participation banks, which aim to operate as the main supporter of
the real sector, support economic activities by providing financing support to
SMEs above the general banking sector average on the fund utilisation side. °

Table 5: Current Participation (Islamic) Finance Ecosystem

*Takaful
eParticipation Insurance
+Cooperative Insurance

Participation Finance Department at Finance Office, 2 =
r Presidency of Tarkiye (2021) ‘\ B CentralBanicontrave —

«Liquidity Facilities

«Payment Systems
«Participation Banking Department at the Central Bank of Republic of Turkiye (2021
I .o Markets Board == ity b P yei(2021)
Participation Banks Association of Tirkiye
«Corporate Sukuk F “

+Participation Index «Advisory Board (Central Sharia Board)
*Participation Funds

*Real Estate Certificates Public Oversight Accounting and Auditing Standards
Authority

*Auditing and Accounting Standards

e Ministry of Treasury and Finance —
I Islamic Credit Guarantee Fund (KFK) ]

+Participation Banks
+Development and Invesment Banks

( Banking Regulation and Supervision Agency H— Irsteen celaiiivo el se o d s

+Sovereign Sukuk

Source: Participation Banks & Sector Outlook Presentation by TKBB, December 2023

2.2. Participation Banking Performance with Figures

The market share of participation banks in the banking sector in terms of as-
set size increased from 5% in 2017 to 87% at the end of 2023. In the same
period, asset size increased by 722% to TL 2 trillion. The expansion of the
three state-owned banks in terms of assets, capital and branch penetration
between 2015 and 2019 constituted a significant factor in the sector’s in-
creased market share. The launch of digital participation banks in 2023 is an-
ticipated to make a substantial contribution to the sector's financial inclusion

and customer diversification strategies, with the potential to increase market

5 Tarkiye Katilim Bankalar Birligi (TKBB), “Yillik Sektér Raporlar” (Erisim Aralik 2023)
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share. The asset size of USD 17 trillion estimated for 2025 in the participation
banking strategy report of the TKBB, updated for the 2021-2025 period, was
realised with USD 2.1 trillion as of the end of 2023. At the same time, the sec-
tor continues to pursue growth strategies with the objective of achieving a
15% market share by the year 2025.°

Table 6: Main Financial Indicators of Participation Banking Sector (Dec 2023)

ASSETS ALLOCATED FUNDS COLLECTED FUNDS EQUITY
- S el
2.046 siion® 1.060 silion® 1.516 silion® 144 siion®
(69 Billion $) (37 Billion $) (51.5 Billion $) (4.8 Billion $)

+29%

Table 7: Market Share of Participation Banks:

ASSETS

o 8% 87%
7.2%

63%

S 52 s1% ge gon %

213 201 2015 206 2007 2018 2019 200 2021 02 202312

COLLECTED FUNDS

105% 101% 10,2%
93%
8,4%

65%  62% gox sew 6% 67%

13 2014 2015 2016 207 2018 2019 2020 200 202 202312

ALLOCATED FUNDS

3%
6,3% 6,5%

S S2 L sox siw 5%

82% 79y

213 201 2015 2016 2007 2018 2019 200 202 202 20312

EQUITY

6,8%
60%

4.6% oen %

. 426 40% 3y 3py 40% A o

213 2014 2005 2016 2017 2018 2019 200 202 2022 08312

Source: (TKBB, Anasayfa, Banka ve Sektor Bilgileri, Erisim tarihi: 20.05.2024) https://
tkbb.org.tr/veripetegi-detay/22

6 Tarkiye Katilim Bankalari Birligi (TKBB), “Banka ve Sektér Bilgileri” (Erisim Aralik 2023)
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2.3. Sukuk and Participation Banking

The issuance of sukuk, the second largest sector in the Islamic finance sec-
tor, exceeded market expectations in 2023 and recorded a rapid accelera-
tion. According to the ICD-Refinitive data, Turkiye was among the five coun-
tries with the highest number of sukuk issuances in 2023, along with
Malaysia, Saudi Arabig, Indonesia and Kuwait. Participation banks issued TL
391 billion worth of sukuk between 2010 and 2023, raising funds by issuing
sukuk in foreign currencies of approximately USD S billion and MYR 2 billion.
The Turkish Ministry of Treasury and Finance, which plays an active role in
sovereign sukuk issuances, reached TL 294 billion between 2012 and 2023.
Furthermore, sukuk with a total value of USD 3 billion, EUR 4 billion and 233

tonnes of gold were successfully issued by Turkish Treasury. ’

Table 8: Sukuk Issuances of Participation Banks

»
il
391BTRY 137 DAY =5 32BTRY 2,
2013-2023 TOTAL SUKUK ISSUANCE VOLUMES SRR AR OUTSTANDING SUKUK

Sukuk Issuance Volumes (2013-2023 October)

96.9bt

150me 586mb 26bt 34bv
— —
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Total Sukuk Issuance Volumes Denominated in MYR Total Sukuk Issuance Volumes Denominated in USD

Kuveyt Tirk Katilim Ban... 40.82% Ui K.
(800 (1b)

%
m) Ziraat Katilim Banka... 9.95%
(500 m)

Albaraka Tirk Katili... 21.79%
(1.1b)

Tarkiye Finans Katiim... 59.18% Kuveyt Tark Katilim... 48.36%
(1.16b) (2.43b)

7 Tirkiye Katiim Bankalan Birligi (TKBB), “Veri Petedi”, “Sukuk [hrac Hacimleri” (Erisim
Haziran 2024) https://tkbb.org.tr/veripetegi-detay/9
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Table 9: Sukuk Issuances of Ministry of Treasury and Finance Republic of Tiirkiye
(Sovereign Issuances)

) ©y ()] @
i 294.88 3B 4B 233TON
SUkUk |Ssuance Flgu'es (Recember.2023) TOTAL SUKUK TOTAL SUKUK TOTAL SUKUK TOTAL SUKUK
Sovereign Issuances. ISSUANCE VOLUMES ISSUANCE VOLUMES ISSUANCE VOLUMES ISSUANCE VOLUMES
DENOMINATED IN TRY DENOMINATED IN USD DENOMINATED IN EURO  DENOMINATED IN Gt

S
OLD

Sukuk Issuance Volumes TRY (Million) Foreign Currency (USD) Sukuk ssuance Volumes (Milon) Foreign Cumency (Euro) Sukuk ssuance Volumes (Millon)

1 I I
- . 202 i i o0 T 2m

2020 20 208 2009

Gold - Based Sukuk ssuance Volumes

Source: Tirkiye Katiim Bankalari Birligi (TKBB), “Banka ve Sektér Bilgileri”, “Veri Pe-
tegi”(Erisim Aralik 2023)

2.4. Participation Index

In Turkiye capital market products include lease certificates (sukuk), invest-
ment funds, and share certificates. Participation banks provide their custom-
ers with transactions such as stock trading, order tracking, target orders, and
stock movement tracking through the agency. Additionally, share certificates
that comply with the basic principles of participation banking are also of-
fered in banking channels. These certificates are determined by taking the

Participation Index rules as the basis.

Borsa Istanbul and the Participation Banks Association of Turkiye (TKBB)
have introduced Participation Indices, which evaluate companies whose
shares are traded on Borsa Istanbul in accordance with participation princi-
ples. This enables individual investors to select companies that operate in
accordance with participation principles, to raise awareness of the principles
among companies, and to benefit from funding opportunities in the partici-
pation finance sector.
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Advisory Board of Participation Index

1.

The studies to determine the companies to be included in the indices
are made with the cooperation of the Advisory Board within the body of
the TKBB and are based on the “Share Certificate Issuance and Trade
Standard” (Standard) and supporting documents and guide created by
the Advisory Board.

Participation Finance Principles Information Form (Information Form) is
created based on Standard and guide to assess companies whether
they are eligible or not. Information forms are checked by the Informa-
tion Forms Committee, which includes representatives of TKBB and
Borsa Istanbul,

Companies are responsible for updating the data in the Information
Form. They are expected to reply the questions in the Information Form
based on Standard and guide.8 (https://yonetim.tkbb.org.tr/upload/
Pay-Senetlerine-Ait-Mahzurlu-Kazanclari-Arindirmaya-iliskin-Uygula-
ma-Rehberinin-13.072023-Tarihli-Guncel-Hal pdf)

Table 10: Types of Participation Indices’

Index Name Index Code

BIST PARTICIPATION ALL XKTUM_CENPTLUS
BIST PARTICIPATION 100 XK100_FCPTLUS

BIST PARTICIPATION 50 XKO50_CFCPTLUS
BIST PATICIPATION 30 XKO30_CFCPTLUS
BIST PARTICIPATION SUSTANIBILITY XSRDK_CFCPTLUS
BIST PARTICIPATION DIVIDEND XKTMT_CFCPTLUS

Source: Tirkiye Katilim Bankalar Birligi (TKBB), “BIST Katilim” https://www.borsais-
tanbul.com/tr/sayfa/10350/katilim-finans

Turkiye Katilim Bankalari Birligi Danisma Kurulu (TKBBDK), “Katilim Finans ilkelerine Uy~
gun Faaliyet Gésteren Sirketlerin Pay Senetlerine Ait Mahzurlu Kazanglari Arindirmaya
lliskin Uygulama Rehberi” (13.07.2023)

Tirkiye Katilim Bankalari Birligi (TKBB), “B/ST Katiim” Erisim Tarihi:Haziran 2024 https://
www.borsaistanbul.com/tr/sayfa/10350/katilim-finans
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2.5. Digitilization in Participation Banking

In order to remain competitive in the rapidly evolving technological land-
scape and to meet the evolving needs of their customers, banks must con-
tinuously enhance their existing technological infrastructure and expand the
range of services and products they offer. The number of active digital bank-
ing customers of participation banks that have continued to engage with
this approach has reached approximately 54 million individuals compared to
111 million customers by conventional banks as of December 2023. In addi-
tion, participation banks seized the opportunity to acquire customers re-
motely as a highly productive initiative, continuing their activities by expand-
ing the use of digital channels while acquiring approximately 750 thousand
customers from the commencement of the implementation of remote identi-
fication methods until the end of 2023.

In 2022, the Participation Banks Association of Turkiye published a research
report entitled “Participation Banking Digital Research Report,” which served
as a roadmap for the digitilization activities of the sector. During the prepa-
ration process of the report the association conducted interviews with global
and local banks, neo-banks, and fintechs. Additionally, a survey was con-
ducted with the participation of 2246 individuals representing various demo-
graphic and socioeconomic profiles. The report delineates the components
of a digital strategy and identifies the principal digital initiatives that partici-
pation banking should pursue in the near term. The findings of the market re-
search are incorporated into the report, along with recommendations for ac-
tion on the following fronts:"

Creating Models for Digital Customer Acquisition

Implementing Segment-Focused Ecosystem Collaborations
Creating Technological Infrastructures for Open Banking Models
Increasing Digital Literacy

Creating Internal/External Agile Organisation Structures

o g F @O DdRH

Developing Digital Banking Competencies

10 Turkiye Katihm Bankalari Birligi (TKBB), “Yayinlar”, “Dijital Arastirma Raporu” 2021 htt-
ps://tkbb.orgtr/faaliyetler/yayinlar/dijital-arastirma-raporu
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2.6. Sustainable Finance and Participation Banking

The basic values and principles of participation banking overlap with the
principles of sustainable finance. Turkish participation banking sector stake-
holders also position sustainability activities at the centre of their corporate

strategies and develop exemplary practices in this area.
2.6.1. Facilitator Role of TKBB's Sustainable Finance Activities

TKBB which has a multi-dimensional integrated sustainability approach cov-
ering both the activities of member banks and other stakeholders, carries out
its sustainability activities with a broad perspective approach. The Associa-
tion takes facilitator role for the stakeholder engagement between Participa-
tion banking and sustainable finance ecosystems. The selective activities
conducted by the Association under the sustainability are listed below.

1. In 2021, the United Nations Development Programme (UNDP), Istanbul
International Centre for Private Sector Development (ICPSD) and TKBB
signed a memorandum of understanding (MoU) to collaborate on lever-
aging Islamic finance for the effective implementation and achievement
of the Sustainable Development Goals (SDGs).

2. TKBB actively participates in the negotiation programmes in the field of
social finance conducted within the Standing Committee for Economic
and Commercial Cooperation of the Organisation of Islamic Coopera-
tion (COMCEC) and shares the practices of Turkiye.

3.  With the participation of officials from the Banking Regulation and Su-
pervision Agency (BDDK), the “Sustainability Sub-Working Group” at the
Banking Association of Turkiye and efforts to establish heat map meth-

odologies/green asset ratio are being followed.

4. TKBB participates in the meetings organised by the “Financial Sector
Development Working Group” and the “Green Financing Specialised
Working Group” established by the Republic of Turkiye Ministry of Trea-
sury and Finance and shares related information and insights upon re-

quests.
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In 2023, within the framework of the cooperation between the Public
Oversight Authority (KGK) and the Participation Banks Association of
Turkiye, an awareness programme on sustainability standards was or-
ganised for the employees of participation banks. Also, a training on
TSRS (Turkiye Surdarulebilir Raporlama Standartlar) and TSRS's area of
application for the Turkish Banking sector was held by KGK officials on
25 April 2024.

A special section for sustainability was opened in the annual report of
participation banks, and since 2021, participation banks have been re-
porting their sustainability activities in a consolidated manner.

The official website of TKBB includes a “Sustainability” section and the
activities carried out by TKBB member banks, regulations of regulatory
and supervisory public institutions and current developments are includ-

ed in this section.

TKBB has developed sustainability training modules in order to raise
awareness on sustainability and continues to plan trainings on climate
risk heat map methodologies and the scope of TSRS1 and TSRS2 in the
2024 training period.

A joint study was carried out with TKBB to share studies, regulations,
presentations, event announcements and data on green finance on a
single website (portal) in English. The member banks of TKBB supported

this portal by sharing their opinions and evaluations on requests.

2.6.2. Sustainable Finance Activities carried out by Regulatory, Supervisory

and Coordination Bodies

1.

40

The Participation Finance Strategy Document published by the Presi-
dency Finance Office is a document that covers all sectors, products
and services under the umbrella of participation finance and draws a
strategic framework for the development of participation finance as a
whole, and includes assessments and a roadmap for the development of
Foundations (participation finance-based), Zakat, Karz-1 Hasen , Partici-
pation-based microfinance practices that constitute the ‘Participation
Social Finance’ (KSF) system. The strategy document includes the field
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of ‘Participation Finance from Sustainability Perspective’ and details ESG
Focused Investment, SRI (Socially Responsible Investment) Focused In-
vestment, Impact Investment, Islamic Green Finance in the World, Cor-
porate Governance Mechanisms within the Scope of Islamic Green Fi-

nance and Green Finance in Turkiye.

Within the framework of the Sustainable Banking Strategy Plan (2022-
2025), the coordinating institution BDDK has assigned the task of ex-
ploring opportunities for the development of social financing activities
and carrying out studies to increase social finance practices within the
scope of the participation finance system and participation fintechs to
TKBB.

Within the scope of the efforts of the Ministry of Treasury and Finance to
develop financial architecture and infrastructure, TKBB focuses on Zakat
and Karz-1-Hasen in the field of social finance, and Hajj Fund studies on
improving savings awareness. The Karz-1 Hasen workshop was held on
9th of March 2024 and the Hajj Fund Workshop was held on 15 April 2024.

2.6.3. Social, Sustainable and Green Sukuk Issuances of Tiirkiye

1.

Kuveyt Turk Participation Bank realised Turkiye's and Europe’s first sukuk
transaction in 2010, and in 2021, it issued “Global Sustainable Tier 2 Sub-
ordinated Sukuk” in line with the principles of participation finance. The
funds obtained from sustainable sukuk are utilised in green and social

project financing, especially renewable energy financing.

The Development and Investment Bank of Turkiye issued Turkiye's first
social sukuk in 2021 amounting to TL SO million to be utilised in the agri-
cultural sector. This sukuk is the first in terms of to be a holistic and so-

cial contribution-targeted business model in capital markets.

Tarkiye Emlak Katiim Bankasi AS. (Emlak Katilim) issued Turkiye's first
green sukuk with a maturity of 371 days and a total amount of TL 51.8
million on 10 November 2021. It used 50 per cent of the funds obtained
from the green sukuk issuance in clean transportation, 29 per cent in re-
cycling/waste management and 22 per cent in financing renewable en-

ergy projects.
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4. Emlak Katihm published the Fund Utilisation and Impact Report within
the scope of the issuance of Green Lease Certificates based on Man-
agement Contracts with a total nominal amount of TL SO00,000000 is-
sued by Emlak Katilim in November 2022. According to the said report,
10,320 tonnes of carbon emissions and 9754 tonnes of water consump-
tion were prevented with the green buildings financed.

5. By 2023, the value of green sukuk issued in Tirkiye is 1 billion 426 million.
2.7. Participation Banking Strategy Update Report

The Participation Banking Strategy Document of Turkiye was originally pre-
pared in 2015 and has been updated for 2025 in light of the changes in mar-
ket conditions and customer behaviours that have occurred as a result of
the global pandemic. The strategy report update included a review of the
global and local situation of participation banking, an identification of the
current statuses of the actions completed in 2015, and the formulation of
new strategies for the 2021-2025 period. Furthermore, the objective of at-
taining a 15% market share by 2025, as established in the 2015 strategy
document, remains pertinent in the updated strategy report. The updated
strategy document comprises 10 strategies and 23 actions, grouped under
six fundamental strategic goals: communication, ecosystem, product diversi-
ty, standards and governance, digital, and competence building. The principal
areas of focus for the next five years can be summarized as follows:
strengthening the relations between participation banks and their customers,
increasing awareness of the operation processes and functioning of the in-
terest-free finance system, improving the cooperation mechanisms with the
shareholders of the ecosystem, increasing digital competence, providing
product diversity for customer needs, and increasing the interest-free fi-
nance illiteracy.

The following six strategic objectives have been identified as the key actions
to be taken for the healthy and sustainable development of participation
banking in Tiirkiye.

1. Product Diversity: Competition with the Diversity of Products and Ser-
vices in the Sector
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2. Standards & Governance: Ensure Standardization in Interest-Free Bank-
ing Rules and Principle

3. Ecosystem: Growth the Ecosystem with All Stakeholders as Participation
Banking

4. Communication: Increased the Awareness of Participation Banking with
Effective Communication Strategies

5. Competency Building: Strengthen the Quality of Services by Improving
the Competence of the Sector

6. Digital: Playing Active Role in the Digitalization of Financial Services

CONCLUSION

Following four decades of experience in participation banking, the sector has
successfully completed its financial architecture in Turkiye, thereby inaugu-
rating a new era. It is anticipated that the sector will intensify its activities
both domestically and abroad through effective inter-sectoral coordination,
ensuring governance of banking, capital markets and insurance areas with a
separate law, which is expected to be implemented in the near future. Turkish
participation banks, which prioritise customer satisfaction by aiming to offer
products and services to their customers at international standards, serve as
role models for countries in the world that will commence activities in the field
of Islamic finance. They also engage in numerous capacity-building activities
under the governance of the Participation Banks Association of Turkiye.

The participation banking sector, which has among its main objectives the
creation of value for society and the economy, will emphasise the communi-
cation of its principles in line with sustainable development objectives more
in the coming period. It is expected that this will result in an increase in mar-
ket share and a rapid expansion of the customer portfolio. In order to achieve
healthy and sustainable development, the sector will prioritise product diver-
sity, system and process development investments, multilateral sector coop-
erations and human resource development. This is with a focus on meeting
customer demands at the highest level. Furthermore, the sector will continue
to address standardization issues and the adaptation to the development
dynamics of the financial sector.
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INTRODUCTION

It is acknowledged that Islamic finance began in Turkiye in 1984 under Cabi-
net Decision No. 7506/83 dated 16/12/1983, which authorized the formation
of Islamic banks. These banks commenced operations in 1995 under the
name “Private Financial Institutions” (OFK). Unfortunately, there were prob-
lems in recognizing these “private financial institutions” as banking institu-
tions, presenting significant challenges to their operations and their custom-
ers, particularly exporters and importers. As a result, their share in the Turkish
financial market remained relatively modest at around 2.5% until 2005. How-
ever, this situation began to change with the shift in the political landscape
of the country. In 2005, Banking Law No. 5411 was enacted, changing the
name of these institutions from “private financial institutions” to “participa-
tion banks.” This new legislation granted “participation banks” the right to
practice their banking activities in the same way as conventional banks.™

1- FINANCIAL RESOURCES FOR PARTICIPATION BANKS

The financial resources of participating banks in Turkiye and other countries
are essential for these banks to engage in investment activities since the

11 Banking Law, see in: 1.5.5411 pdf (mevzuat.gov.tr)
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bank is unable to undertake any investment activities without first accumu-

lating the necessary financial resources.

The term “financial resources of banking” encompasses the various sources
through which funds are made available to the bank, which then channels
and utilises them in its various activities. These resources can be summarised

as follows.

1.1 Internal Resources

The internal resources of participation banks in Turkiye are not distinguish-
able from those of conventional banks. The Banking Regulation and Supervi-
sion Authority (BDDK) has issued a special regulation regulating the proce-
dures and principles related to the internal resources of banks, including
participation banks, which banks must comply with under Banking Law No.
5411 issued on October 19, 2005.

These resources include the capital provided by the bank’s owners, which
may be in the form of capital provided by the shareholders to start the busi-
ness or any subsequent increases, as well as reserves of all kinds, in addition

to the total undistributed or retained profits.”

The general distribution of banks’ internal resources in Turkiye in September
2023 is as follows:

e  Conventional banks comprise 86.2% of the total.

e The next category was that of development and investment banks,
which accounted for 72% of the total.

e The third category was that of participation banks, which accounted for
65% of the total ™

The intrinsic resources of banks in Turkiye include all elements specified in

the Decree on the Principles of Debt Instruments to be Included in Equity, a

12 BDDK, Bankalarin Ozko\/noklormo i|i$kin Yonetmelik, Resmi Gazete, Sayi: 28756, 2013;
Ziyad Ramadan wa Mahfuz Judah, Idarat al-Bunuk, Dar al-Fikr, Beirut 1997, s. 53; Abdul
Razzaq al-Hiti, al-Masaref al-Islamiyyah bayn al-Nazariyyah wa al-Tatbig, Dar Usama,
Beirut 1998, s. 236.

13 TKBB, Turk Finans Sistemi Ve Katilim Bankaciligi Raporu, s.7

48




THE FINANCIAL RESOURCES OF

CHAPTER II: |
TURKISH PARTICIPATION BANKS

decree issued by the Banking Regulation and Supervision Authority (BDDK)
and published in the Government Gazette on 06/07/2018, no: 30444

The most crucial internal resources for participation banks in Turkiye are as

follows:

1.1.1 Bank capital: Following the approval of the relevant authorities and the
issuance of a license to establish a participation bank in Turkiye by the
Banking Regulation and Supervision Corporation (BDDK), the founders of the
bank transfer the capital to the bank. This capital, provided by the sharehold-
ers, constitutes the primary resource and the principal source of funding for
the operation of the participation bank and the initiation of its activities. Ar-
ticle 5 of BDDK Regulation No. 28756 of 05/09/2023 on the Procedures and
Principles of Internal Resources of Banks defines the concept of capital as
follows: “The bank’s capital consists of the core capital and all subsequent

additions™

This capital is a fixed internal source of funds used by the bank in practising
its activities, which is capital represented by the value of the funds obtained
by the bank from the shareholders at the time of its establishment and any
additions or reductions that occur in subsequent periods, whether in-kind
such as physical fixed assets or intangible such as the trade name and other

intangible rights .

1.1.2 Reserves: The second category of the bank’s internal sources comprises
the reserves that the bank creates through the profits it realizes from the
shareholders’ funds alone. In order to strengthen the bank’s financial position
and the safety of its capital, the bank retains a portion of these profits as a
legal or optional reserve. It serves as a guarantee for depositors, as it is char-
acterized by flexibility and adjustability, as the bank can increase or decrease
it at its discretion.” Article 6 of the Regulation on the Procedures and Princi-

14 Basbakanlik Mevzuati Gelistirme ve Yayin Genel Mudurligu (resmigazete.govitr)
15 BDDK, Bankalarin Ozkaynaklarina iliskin Yonetmelik, Resmi Gazete, Sayi: 28756, 2013
16 Qadri Muhammad al-Tahir ve digerleri, al-Masaref al-Islamiyyah bayn al-Wagi' wa al-

Ma'mul, Maktabat Hasan al-Asriyyah li-Tiba'a wa al-Nashr wa al-Tawzi', Beirut, Lebanon
2014, s. 35

17  Al-istratijiyyah fi al-Bunuk al-Islamiyyah, al-Ma'had al-Islami lil-Buhuth wa al-Tadrib,
Jeddah 2004, s. 1.
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