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FOREWORD

It is a fact that the current global financial system, which disregards humane and 
moral values, exacerbates income and wealth inequalities and alienates itself 
from the real sector, is not sustainable in its current state. In this respect, the quest 
for a new global financial architecture has accelerated. However, the proposal for 
a new global financial architecture should primarily be centered around humane 
and moral values in order to be embraced by the society and contribute to the 
creation of a fairer world. Furthermore, such a novel proposal should buttress 
social justice, inclusive growth and sustainability.

In this context, participation finance, which is participatory, centers on moral and 
humane values as well as risk-sharing, prioritizes social justice, and creates a 
positive social impact, has significant potential to encompass all humanity. 

The İstanbul Financial Center stands out as a candidate to become one of 
the leading hubs in the establishment of the new financial architecture with 
participation finance. İstanbul already meets many preconditions for being a 
global participation finance hub with its cultural heritage, geopolitical position, 
economic size and hinterland. Further integration of the participation financial 
system with the areas of alternative finance such as impact investing, socially 
responsible finance and green finance would accelerate İstanbul’s transformation 
into a global hub for participation finance.

The Participation Finance Strategy Document puts forth a roadmap for participation 
finance, which is one of the two pillars of the İstanbul Financial Center to thrive, 
operate in line with its spirit and achieve the position it deserves in the financial 
system.

I hope that the Participation Finance Strategy Document, which will serve as 
a guide for the significant steps planned to be taken in the area of participation 
finance in the coming period, will be auspicious for our country, and I would like 
to congratulate everyone who was involved in the formulation of the document.

Recep Tayyip Erdoğan | President of the Republic of Türkiye
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INTRODUCTION

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION



The global nomenclature Islamic finance has been named interest-free finance 
or participation finance in Türkiye. The participation financial system has evolved 
considerably and gained a distinct market position in the overall financial system 
since its official inception in 1984. The development of the participation financial 
system in Türkiye in the 1984-2021 period can be decomposed into three main 
stages: Enrooting within the System (1984-1998), Prudential Development 
(1999-2013) and Strategic Development (2014-2021).

The year 1984 marked the beginning of the stage 
of Enrooting within the System in which the Private 
Finance Houses (ÖFKs) started operating. The 
ÖFKs, which had a market share of around 1% 
in the banking system, were regulated under 
different decrees and communiqués in this stage. 
The stage of Prudential Development began with 
the amendment introduced to the legislation 
which allowed the ÖFKs to operate under the 
Banking Act in 1999. Interest-free finance was 
acknowledged at the legislative level for the first 
time in the financial system with the identification 
of the ÖFKs as participation banks in 2005. Critical 
developments such as the establishment of 
participation insurance companies, establishment 
of the legal basis for lease certificates (sukuk) by 
virtue of the SPK Communiqué, the issuance of 
the first lease certificate by the private sector in 
international markets and the issuance of the first 
domestic currency denominated lease certificate 
by the sovereign also took place during the stage 
of Prudential Development. The interest-free 
financial system became one of the priority areas 
in public strategy documents in the stage of 
Strategic Development. In this context, the Tenth 
Development Plan (2014-2018), the Action Plan for 
the İstanbul Financial Center Project, the Eleventh 
Development Plan (2019-2023) and other policy 
documents covered concrete strategies and action 
plans regarding the interest-free financial system.

Participation finance, which has evolved 
considerably and gained a distinct market position 
between 1984 and 2021, has already reached 
a threshold beyond which it is ready to make a 
breakthrough. The Participation Finance Strategy 
Document encompasses the concrete steps to be 
taken in order to ensure that participation finance 
is strategically transformed to achieve the position 
it deserves in Türkiye’s financial system during the 

stage of Holistic Transformation in the 2022-2025 
period.

In the 2021-2022 period, Finance Office of the 
Presidency of the Republic of Türkiye carried 
out a preparatory work and completed the 
Participation Finance Strategy Document. The aim 
of the document is to ensure that the participation 
financial system, which is one of the two main 
pillars of the İstanbul Financial Center, operates 
in full compliance with the tenets of participation 
finance; produces feasible and viable solutions for 
the various structural problems of the participation 
financial system; gains the position it deserves in 
the overall financial system and ensures that the 
İstanbul Financial Center becomes a global hub 
for participation finance. The Participation Finance 
Strategy Document encompasses all sectors, 
products and services under the umbrella concept 
of participation finance and outlines the strategic 
framework for the development of the participation 
financial system as a whole.

Aiming to achieve a major transformation in 
the current structure and construct a legal, 
administrative and corporate infrastructure for 
the participation financial system in the 2022-
2025 period, the Participation Finance Strategy 
Document was prepared through a thorough 
preparation process with the contribution of a
large number of stakeholders.

During the preparation process of the Participation 
Finance Strategy Document, best practices and 
implementation experiences of selected countries 
in Islamic finance were thoroughly reviewed. The 
short-term and medium-term impacts of these 
experiences were considered as well. In this 
regard, the main lessons learned from the review 
process are as follows:
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• Detailed road maps were prepared from the outset 
by realistically setting out the vision, mission, goals 
and objectives.

• National coordination units responsible for the 
formulation of strategies and the monitoring of 
these strategies' implementation were established 
or existing institutions were authorized such a 
mandate.

• The legal framework, along with infrastructure, was 
implemented in a consistent manner.

• Centralized Shariah boards whose decisions and
 resolutions are binding on stakeholders were 

established.
• Significant steps were taken for the development 

of human capital and the establishment of globally 
recognized educational institutions.

While exemplary countries were examined in detail, one of 
the goals of the Participation Finance Strategy Document 
is to come up with a Türkiye-specific model. In this context, 
the Stakeholder Recommendation Form was prepared in 
order to obtain the thoughts, opinions, recommendations 
and feedback of the main stakeholders in participation 
finance. The Stakeholder Recommendation Form was 
shared with 89 institutions and 73 persons who are experts 
in their fields. The feedback extracted from the Stakeholder 
Recommendation Form was analyzed in detail and used in 
construction of the basic framework for the Participation 
Finance Strategy Document.

Subsequently, 8 working groups were formed based on the 
themes considered as priority areas and addressed within 
the Participation Finance Strategy Document.

The names of these working groups are as follows:
• Participation Financing Institutions,
• Participation Capital Markets,
• Participation Insurance,
• Participation Social Finance,
• Integration with the Halal Value Chain,
• Fiqhi Governance in Participation Finance,
• Human Capital,
• Perception, Awareness and Participation Financial 

Literacy.

Weekly meetings were held for 6 weeks with the 
working groups, which were composed of 45 members 
from different institutions and organizations. The 
working group meeting notes were later compiled 
to form a comprehensive document, which was 

shared with the working group members. In addition, 
background reports on various topics were prepared 
by several academicians. The output gained from this 
whole process formed the backbone of the Praticipation 
Finance Strategy Document.

The Participation Finance Strategy Document basically
consists of the following sections: 

THE CONCEPT, SCOPE AND POTENTIAL OF
PARTICIPATION FINANCE 
The Participation Finance Strategy Document is not 
only a strategy document, but also a handbook that 
reviews the concepts, scope and potential of the 
participation financial system. In this context, this 
section includes conceptual explanations of the topics 
such as the tenets of participation finance, purpose-
oriented principles and risk-sharing. Furthermore, 
the potential contribution of the participation financial 
system to Türkiye's financial independence and strong, 
sustainable and inclusive growth is summarized in this 
section.

GENERAL OUTLOOK
This section provides information about the outlook of
participation financing institutions, participation capital
markets, participation insurance and participation 
social finance sectors, which all together form 
the participation financial system. In this context, 
evaluations regarding sectoral developments, as well as 
the legal and institutional structure of these sectors are 
provided as well. The evaluations in the General Outlook 
section focus on determining the structural problems 
and constraints that hinder the development of these 
sectors.

THEMATIC AREAS
The Participation Finance Strategy Document includes 
recommendations and action items regarding new 
institutions, products and areas of activity. In addition, 
there are various topics considered to be of particular 
importance in determining the strategic goals, 
objectives and action items. All of these topics are 
succinctly expounded in 10 sub-sections in the Thematic 
Areas section. The topics addressed in the Thematic 
Areas section are as follows:

1. Participation Financial Holding Company,
2. International Islamic Infrastructure and Liquidity 

Corporation,



3. Participation Finance Rating System,
4. International Participation Finance Arbitration 

Center,
5. Participation Finance from a Sustainability 

Perspective,
6. Integration of Participation Finance with the 

Halal Value Chain,
7. Participation Finance from a Financial 

Technologies Perspective,
8. Fiqhi Governance in Participation Finance,
9. Human Capital,
10. Perception, Awareness and Participation 

Financial Literacy.

KEY FINDINGS AND RECOMMENDATIONS
This section provides various findings and 
recommendations regarding the current state, 
structural problems and constraints of the 
participation financial system, stemming from the 
evaluations and analyses given in the previous 
three sections, namely Concept, Scope and 
Potential of Participation Finance, General Outlook 
and Thematic Areas. During the preparation of the 
Participation Finance Strategy Document, findings 
related to some specific issues of participation 
finance were also noted, in addition to the key 
findings covered in this section. However, the 
action items of the Participation Finance Strategy 
Document are formed primarily on the basis of 
the Key Findings and Recommendations section. 
The Key Findings and Recommendations section 
consists of 7 sub-sections: 

1. Participation Financing Institutions,
2. Participation Capital Markets,
3. Participation Insurance,
4. Participation Social Finance,
5. Fiqhi Governance in Participation Finance,
6. Human Capital,
7. Perception, Awareness and Participation 

Financial Literacy.

STRATEGIC GOALS AND OBJECTIVES
Although the Key Findings and Recommendations 
play an important role in the determination of the 
strategic goals and objectives in the Participation 
Finance Strategy Document, the “Global and 
National General Framework” and the “Key 
Principles” are also taken into account in the 
formulation of such strategic goals and objectives. 
The “Global and National General Framework” 
encompasses the anticipated transformation in 
the global economy and the financial system as 
well as macroeconomic policy priorities such as 
the Türkiye Economy Model. The "Key Principles", 
on the other hand, includes four key elements: 
holistic approach, purpose-oriented principles, 
real sector orientation and specificity to Türkiye. 
In this context, the Participation Finance Strategy 
Document has 5 strategic goals and concrete 
objectives under each of these goals. These 
strategic goals are listed below:

1. Realizing institutional transformation,
2. Establishing supportive mechanisms,
3. Forming a holistic fiqhi governance
 framework,
4. Ensuring the development of human capital,
5. Increasing positive perception, awareness
 and participation financial literacy.

ACTION ITEMS
Within the scope of the Strategic Goals and
Objectives, detailed action items and the
responsible and relevant institutions which will
implement these actions are also determined.

The implementation of the goals, objectives
and action items mentioned in the Participation
Finance Strategy Document will gradually
increase the market share of participation finance 
in the overall financial system by 2025. This will
also ensure that participation finance plays a
much more important role in meeting the financial  
needs of the households and the real sector than 
today. Furthermore, the strategic steps concerning
participation finance aim to render the İFC a 
regional and then a global participation financial 
hub. 
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VISION,
MISSION AND
VALUE
PROPOSITION

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION



To effectuate an exemplary financial model in the
world and effectively support the Türkiye Economy
Model.

To implement an inclusive, sustainable and innovative
participation financial system, which fully complies
with the tenets of participation finance and operates in
line with the purpose-oriented principles.

VISION

MISSION

The participation financial system is centered on
moral values, prioritizes social justice, supports value
creation and exerts a positive social impact.

VALUE PROPOSITION*

* The value proposition summarizes the position of the participation finance concept as perceived 
by the stakeholders in comparison with the alternatives, the benefits brought by the participation 
financial system to the stakeholders and the society and how the system achieves these in an 
unprecedented manner compared to its competitors.

5

M
IS

SI
O

N
, V

IS
IO

N
 A

N
D

 V
AL

U
ES

Fi
na

nc
e 

O
ffi

ce
 o

f t
he

 P
re

si
de

nc
y 

of
 th

e 
R

ep
ub

lic
 o

f T
ür

ki
ye

 |
 P

ar
tic

ip
at

io
n 

Fi
na

nc
e 

St
ra

te
gy

 D
oc

um
en

t



PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION

THE CONCEPT,
SCOPE AND
POTENTIAL OF
PARTICIPATION
FINANCE

1.1 Tenets of Participation Finance
1.2 Purpose-Oriented Principles
1.3 Scope of the Participation Financial System
1.4 Importance of Risk-Sharing
 for Participation Finance

Conceptual
Framework

01



The ban on interest constitutes one of the main pillars of Islam concerning 
economic and financial activities. For this reason, participation finance was named 
interest-free finance in Türkiye. On the other hand, the injunctions and prohibitions 
of Islam regarding economic and financial transactions include other distinct
pillars such as the prohibition of gharar, the prohibition of ethically dubious 
financial activities and the prohibition of selling what is not owned. Avoidance 
of interest is a necessary but not a sufficient condition.There are still products, 
services and transactions that are interest-free but not considered within the scope 
of participation finance. In this regard, the nomenclature “interest-free finance” is a 
restrictive term.

Furthermore, it is a common perception in
the society that the notion of interest-free
finance results in a financial structure that
does not provide any returns. Providing that 
participation finance system focuses on real 
sector and is based on risk-sharing, it has 
the potential to offer returns higher than the 
interest rates offered by the conventional 
financial system. Reshuffling from the current 
nomenclature of interest-free finance to that 
of participation finance can contribute to the 
formation of a more positive perception and 
expansion of the customer base. 

In this context, “participation finance” is used in 
the Participation Finance Strategy Document as 
a more inclusive and relevant concept instead 
of the present nomenclature of interest-free 
finance. Participation finance refers to an 
umbrella term covering all sectors that operate 
in compliance with the tenets of participation 
finance, including the interest-free principle, as 
well as the products, services and transactions 
offered by these sectors which are mentioned in 
the following subsection.

This section elaborates on the tenets of 
participation finance and the purpose-
oriented principles which complement the 
former. Subsequently, the four main sectors of 
participation finance; participation financing 
institutions, participation capital markets, 
participation insurance, and participation social 
finance are listed. In addition, the nature and 
scope of the concept of risk-sharing, which is 
one of the key concepts of participation finance, 
is discussed.
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1.1 THE TENETS OF PARTICIPATION FINANCE
The tenets of participation finance are the basic pillars, which can also be considered as the constitution of the participation 
financial system. They determine whether an institution, an organization, a product or service and a transaction will be 
included within the scope of participation finance. The tenets of participation finance are based on Islamic law. Unlike other 
areas such as ibadah (worship), the basic rule in Islamic law with respect to economic and financial matters is to determine 
the prohibitions and restrictions, and grant freedom for the rest to the parties. The tenets of participation finance basically 
aim to outline the boundaries of the participation financial system by demonstrating the prohibitions and restrictions.

The tenets of participation finance include ijtihadi (jurisprudential) and non-ijtihadi rules and principles. For instance, the 
ban on interest is a non-ijtihadi topic whereas the existence and the nature of interest in a financial contact is an ijtihadi 
topic. Furthermore, defining the prohibitions and restrictions as well as the conceptional features of these prohibitions and 
restrictions may differ among fiqhi schools. Therefore, the conceptualization and details of the tenets in question should be 
determined by the experts or institutions specialized in this area, such as a centralized national Shariah board.

The tenets of participation finance that are commonly accepted in the world are given below for informational purpose:

PROHIBITION OF INTEREST
Interest and the transactions including interest are 
strictly prohibited by Islam. While there are different 
definitions of interest, it is commonly defined as any 
conditional surplus with no corresponding counter 
value. Actors in the participation financial system 
cannot engage in any interest-bearing activity and 
cannot act as an intermediary in interest-bearing 
transactions. In addition, it is an essential that any 
product or service in the participation financial 
system cannot contain any element of  interest.

ABSENCE OF GHARAR AND JAHALAH
Gharar and jahalah, which are interrelated concepts, 
are among the most important issues affecting the 
validity of a contract in Islamic jurisprudence. Gharar 
is defined as ambiguity in the acquisition of a good 
or a service. Jahalah, on the other hand, refers to the 
unknown aspects of a good or a service even though 
its acquisition is beyond doubt.1 Therefore, for the 
purposes of participation finance, gharar refers to 
the ambiguity with respect to the presence of an 
item or condition in the contract or the contract’s 
subject, whereas jahalah refers to the ambiguity with 
respect to information about an item or condition in 
the contract or the contract’s subject. The condition 
requiring absence of gharar and jahalah in a contract 
aims to eliminate information asymmetries and 
disputes that may occur between contracting parties 
as much as possible.

ABSENCE OF GAMBLING
Islamic jurisprudence defines gambling  as gains 
from a zero-sum game (where one party wins 
and the other loses) based on chance. One of the 
main purposes of financial contracts is to ensure 
that the underlying activity benefits all of the 
parties of the contract. In this context, products, 
transactions and applications based on gambling 
provide unfair advantage to one of the parties. Due 
to the prohibition of gambling, use of the derivative 
products and speculation are prohibited in the 
participation financial system.

EARNINGS BASED ON RISK AND RESPONSIBILITY
All contracts essentially involve various risks.
Therefore, stipulating a condition in a contract that
will exempt one contracting party from bearing a
certain risk that is inherent in the contract will render
such an arrangement invalid. For this reason, income
generated without bearing any risks is not deemed
legitimate in Islamic jurisprudence.

PROHIBITED ACTIVITIES
Conduct of various activities that are unethical
and immoral is prohibited. Islamic jurisprudence
defines the types of legitimate businesses and
regulates general business ethics. In this regard,
the production and sale of alcohol, drugs and
tobacco are prohibited. Furthermore, entertainment
activities that are not religiously accepted are
prohibited as well. Based on above, the financing
of any such activities by the participation financial
institutions is impermissible.



The tenets of participation finance basically draw the 
legal boundaries of the participation financial system. 
In the Participation Finance Strategy Document, 
a general framework called “purpose-oriented 
principles" is also proposed, which complements and 
supports the tenets of participation finance.

Whereas the tenets of participation finance focus 
on the legal aspect of the participation financial 
system, the purpose-oriented principles focus on 
its impact and outcomes. The rationale behind the 
formulation of such an approach is to support the 
effective implementation of the tenets of participation 
finance and enable individuals and society to reach 
various economic, social and humanitarian ideals. For 
instance, the concept of risk-sharing is not among the 
tenets of participation finance while it is considered 
as among the purpose-oriented principles. The main 
reason for this is that a risk-sharing financial system 
contribute more to achieving a just, sustainable, and 
strong economic growth.

Similar to the process of determining the tenets of 
participation finance, the purpose-oriented principles 
should be discussed and refined by Shariah scholars 
and experts from various fields. In light of the above, 
the purpose-oriented principles may include, but not 
restricted to, the following principles and practices:

-  The gradual reduction of reliance on products
  and services that are permitted based on the
  principle of necessity.
-  The formulation and/or approval of products
  and services that can be used as alternative to

  those that are permitted based on the principle
  of necessity.
-  Taking prospective implications and   
  consequences of introducing or approving a new  
  product or service on the society, economy and  
  environment into account.
-  The formulation and/or approval of products
  and services that are linked to the real   
  economy and have a positive impact on the  
  society, economy and environment.
-  Reducing or preventing use of products, services  
  and activities that are fictitious in nature.
-  Focusing on products, services and activities
  that support value creation.
-  Aligning the economic substance and the legal
  form in participation finance practices.

The tenets of participation finance determine the legal 
boundaries of the participation financial system. On 
the other hand, the purpose-oriented principles aim 
at increasing the positive social and economic effects 
of the products, services and practices that are in 
compliant with the tenets of participation finance. 
In this regard, it is important to consider purpose-
oriented principles in the formulation of strategies, 
practices and fiqhi decisions regarding participation 
finance (Figure 1).

Figure 1: The Tenets of Participation Finance and Purpose-Oriented Principles

FINANCIAL
TRANSACTION,
PRODUCT,
SERVICE

NON-COMPLIANT 
WITH PURPOSE-
ORIENTED 
PRINCIPLES

Compliant with
purpose-oriented

principles?

Compliant with the
tenets of

participation
finance?

PARTICIPATION
FINANCE

CONVENTIONAL
FINANCE

COMPLIANT 
WITH 
PURPOSE-
ORIENTED 
PRINCIPLES

YES

NO

NO

YE
S

¹ Dönmez, İ. K. (1996). Garar. TDV Encyclopedia of Islam, 13: 366-371; (https://islamansiklopedisi.org.tr/garar).

1.2 PURPOSE-ORIENTED PRINCIPLES
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1.3 SCOPE OF THE PARTICIPATION FINANCIAL SYSTEM
The participation financial system is composed of four main sectors (participation financing 
institutions, participation capital markets, participation insurance, participation social finance) and
sub-sectors, markets or institutions which underlie each sector (Figure 2).

Note: Participation financial institutions under the participation financial sectors include the existing ones. New institutions
and organizations that are proposed in the Participation Finance Strategy Document, such as the participation financial holding
companies, are not included in the chart.

The sectors that constitute the participation financial system and their components are summarized as
follows:

Figure 2: Participation Financial Sectors

* Operating in accordance with the tenets of participation finance 
** In the Participation Finance Strategy Document, it is proposed that the nomenclature "participation bank" to be changed to 
"participation finance house".

Lease certificates (sukuk) market
Money and FX markets*
Equity markets*
Investment funds*
Angel investing*
Private equity and venture capital*
Crowdfunding, P2P, etc.*

Participation insurance companies
Participation reinsurance companies
Private pension system*
Auto enrollment system*

Participation finance houses**
Development and investment banks*

Saving-based finance companies*

Waqf*
Zakah

Qard al-hasan
Microfinance*

PARTICIPATION
FINANCING

INSTITUTIONS
(PFI)

PARTICIPATION
CAPITAL
MARKETS
(PCM)

PARTICIPATION
SOCIAL

FINANCE
(PSF)

PARTICIPATION
INSURANCE
(PIN)

Participation Financing Institutions (PFI):
• Participation finance houses,
• Participation-based development and 

investment banks,
• Saving-based finance companies,

Participation Capital Markets (PCM):
• Lease certificates (sukuk) market,
• Participation-based money and foreign 

exchange markets,
• Participation-based stock exchange market,
• Participation-based investment funds,
• Participation-based angel investing,
• Participation-based venture capital,
• Participation-based crowdfunding, etc.

Participation Insurance (PI):
• Participation insurance companies,
• Participation reinsurance companies,
• Participation-based private pension system,
• Participation-based auto enrollment system.

Participation social finance (PSF):
• Waqf (participation-based),
• Zakah,
• Qard al-hasan (Benevolent loan),
• Participation-based microfinance. 



1.4 IMPORTANCE OF RISK-SHARING FOR PARTICIPATION FINANCE
The discussions regarding the locus of risk-sharing in the participation financial system, its significance and 
applicability in today’s circumstances have lasted for a long time. These discussions include a broad spectrum 
of views ranging from the view that participation finance should solely be based on risk-sharing to the view 
that risk-sharing is not applicable today due to the current restrictions and structural problems encountered 
by participation finance.

In the Participation Finance Strategy Document,
risk-sharing is not considered as one of the tenets of 
participation finance. On the other hand, risk-sharing 
is considered as one of the most important purpose-
oriented principles. Furthermore, it is concluded 
that the market share of products, services and 
activities based on risk-sharing should be significantly 
increased in order to ensure that the participation 
financial system supports strong, sustainable and 
inclusive growth to the desired extent.

Definitions of concepts, including the concept of 
participation finance, also affect the perceptions, 
behaviours and attitudes associated with these 
concepts, as well as the scope, content and outputs of 
policies implemented based on them. In this respect, 
the concepts of uncertainty and ambiguity must first 
be understood in order to correctly understand the 
concepts of risk and risk-sharing and determine the 
locus of these concepts in participation finance.

The concept of uncertainty, which is used to signify 
the unknowability and unpredictability of the future, 
is a natural part of economic and social life, albeit 
to varying degrees. Uncertainty may also arise 
in the natural course of life and without human 
intervention. Individuals, institutions and societies 
take various decisions in light of available information 
and past experiences. Existence of the uncertainty 
primarily stems from the inability to exactly know 
the consequences of the said decisions and actions 
in advance.2 With respect to the unpredictable 
nature of the future, it is stated that uncertainty and 
the attitudes and behaviors of believers regarding 
uncertainty are part of the testing process in Islam.

Accepting uncertainty as a natural part of economic 
and social life, economic actors make various 
predictions and forecasts about the future in light of 
the information available to them and based upon 
their past experiences. Based on their own probability 
calculations for different scenarios stemming from 
the decisions they take under uncertainty, economic 
actors turn uncertainty into measurable risk.
Therefore, risk refers to a situation where the
future is not exactly known due to uncertainty,
but where predictions (based on probability)
can be made regarding possible consequences
that may arise.

The concept of uncertainty, which is a natural part 
of economic and social life, turns into the concept of 
ambiguity as a result of situations arising from human 
interventions, primarily information asymmetry 
and failure to comply with the contractual terms. 
Defined as gharar within the scope of the tenets of 
participation finance, ambiguity is strictly prohibited, 
since it leads to unfair profits and disputes among the 
contracting parties. For example, with respect to an 
agricultural product whose price is paid in advance 
under a salam contract, the product’s market price at 
the time of delivery cannot be known prospectively 
and involves uncertainty. The parties take risk by 
agreeing on a price at the time of entering the contract 
in light of the available data and previous experiences. 
On the other hand, delaying the payment at the date 
agreed upon in a salam contract is within the scope of 
gharar by transforming uncertainty into ambiguity.3

2 For example, the error term, which is one of the main pillars of the time series analysis in econometrics, is a remarkable
reflection of prospective uncertainty in practice. The stationarity assumption, which is one of the pillar assumptions in
econometrics, tries to technically eliminate the uncertainty in projections as much as possible, on the assumption that the past
will repeat itself in the future on an average basis.

3 In statistical terms, risk requires the existence of a statistical distribution. Gharar, on the other hand, can also be summarized 
as the partial or whole elimination of this distribution through the intervention of parties.
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The uncertainty that arises in financial and economic relations and the (measurable) risk resulting from it are 
basically managed in three ways by the economic actors (Figure 3):

Risk-transfer is the voluntary undertaking of risks
that may arise in an economic or financial contract or
transaction by one of the contracting parties. In this
context, the risk is contractually transferred either in
whole or in part to one of the contracting parties by
consent. The current banking system is essentially
based on risk-transfer. For example, depositors
transfer the principal and return risk of the deposit
to the bank by depositing their savings based on a
predetermined maturity and interest yield. The credit
mechanism in the banking system also ensures that
the risk transferred to the bank by depositors is
transferred to the parties who get credit. Similarly,
the kafalah contract, which is within the scope of
participation finance, is an example of risk-transfer.
This is because such a contract involves the transfer
of the payment risk in a debt-based contract to a
third party (kafil).

In the case of risk-shifting, unlike risk transfer, the
risks that may arise from a transaction or contract
among the contracting parties are undertaken by
third parties not directly involved in the contract and
without their consent. An example of risk-shifting
is the taxpayers’ incurring cost that arose from the
Global Financial Crisis in 2008, which stemmed
from over-expansion of the mortgages to high-risk
borrowers by the financial institutions in the USA.

Contrary to risk transfer, risk-shifting is a type of
practice, which is not included in the participation
financial system.

Risk-sharing on the other hand, refers to a situation
where the risks arising in an economic or financial
contract or transaction are shared fairly by the
contracting parties. Contracts based on profit-loss
or labor-capital partnership, which are frequently
emphasized in participation finance and executed
in accordance with the tenets of participation
finance, as well as the stock market are among the
pronounced examples of risk-sharing.

Financial contracts involving risk-sharing such as
equity-based crowdfunding and stocks are also
used in the conventional financial system. Likewise,
contracts involving risk-transfer such as murabahah
and kafalah are included in the participation financial
system. In this regard, it is concluded that the
participation financial system is not solely composed
of risk-sharing. On the other hand, in order for
the participation financial system to contribute to
the generation of value-added and fair sharing of
economic welfare, the share of products, services
and activities based on risk-sharing within the
participation financial system needs to increase
significantly.

Figure 3: Uncertainty and Management of Emerging Risks

UNCERTAINTY RISK RISK-TRANSFER

RISK-SHARING

RISK-SHIFTING



The concept of risk-sharing does not only
encompass contracts based on partnership, 
such as mudarabah and musharakah. Being the
most effective form of risk management
against idiosyncratic or systemic risks faced by
individuals and societies, the concept of risk-
sharing in participation finance also includes the 
following:

• Contracts based on partnerships such as
 labor-capital partnership (mudarabah),
 profit-loss partnership (musharakah) and
 participation-based stocks,
• Institutions and mechanisms within the
 scope of social finance, such as zakah,  
 hibah, and sadaqah.

Law of inheritance, which is an element of
Islamic jurisprudence, also includes rules and
restrictions on risk-sharing with respect to the
just distribution of financial resources among
generations.
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PARTICIPATION
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 2.1.1 Pro-Cyclical Nature of Credit
  Mechanism
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Participation finance has a potential much more than financial inclusion of 
individuals who have religious sensitivities towards interest and channeling under-
the-mattress savings into the formal financial system. It can play a key role in 
having the Türkiye Economy Model reach its goals with the support of the basic 
principles of participation finance such as risk-sharing and being asset-based. 
Therefore, the perspective based on the potential contribution of participation 
finance should always be taken into account in implementing the action items of the 
Participation Finance Strategy Document.

This section summarizes the need for 
transforming Türkiye’s current financial 
architecture and the contributions that can 
be made by participation finance to this 
transformation, taking into account the 
Türkiye Economy Model and the international 
developments as well.

Türkiye’s banking-dominant financial system 
fails to make sufficient contribution in terms 
of supporting a robust, sustainable and 
inclusive growth. The products, services, and 
institutions of the current financial architecture 
need to embark on new expansions in non-
banking areas, primarily capital markets. In 
this respect, the participation financial system, 
which inherently incorporates features such as 
risk-sharing, asset-basedness and prioritizing 
moral values, has the potential to play a 
leading role in Türkiye's effectuation of a new 

financial architecture. However, in order for the 
participation financial system to play this role 
properly, it is important that its institutional 
transformation is realized and the action items 
in the Participation Finance Strategy Document 
are implemented.

The participation financial system has a 
potential to make a significant contribution to 
Türkiye’s economic development, particularly in 
the four areas given below (Figure 4):

• Reducing the market share of credit-based 
financing,

• Transitioning to public finance based on 
risk-sharing,

• Increasing private sector savings,
• Enhancing inclusive growth supported by 

social finance. 

Figure 4: Main Contribution Areas of Participation Finance to the Transformation of Türkiye's Financial System

Reducing the market share
of credit-based financing

Transitioning to public 
finance based on risk-sharing

Enhancing inclusive growth
supported by social finance

Increasing private sector
savings

MAIN
CONTRIBUTION AREAS
OF THE PARTICIPATION

FINANCIAL SYSTEM
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2.1 REDUCING THE MARKET SHARE OF CREDIT-BASED FINANCING
By nature, banking has two defining features, which can be summarized as follows:

• Maturity transformation,
• Risk-transfer.

Maturity transformation is described as channeling 
shorter-term deposits to longer-term investments 
through loans. Historically, banking activities 
have contributed to the achievement of economic 
development by playing an active role in financing 
long-term investments through maturity 
transformation. On the other hand, various risks, 
primarily liquidity risk, arise in the banking system due 
to maturity transformation. In countries where the 
average maturity of deposits is very short, exposure 
to risks related to maturity transformation such as 
banks’ inability to access liquidity, lay the foundations 
for repercussions such as the inability of financial 
markets to operate effectively as well as causing 
adverse impact on economic growth. Furthermore, 
achievement of an effective maturity transformation 
requires the presence of a strict regulatory and 
supervisory mechanism and a well-functioning 
interbank money market.

The second defining feature of banking is that deposit 
and loan contracts are based on risk-transfer.4 Risk-
transfer requires the presence of an ex-ante interest 
rate, largely independent of the return generated by 
the financing provided.

As of 2021, the ratio of banking assets to GDP was 
127% in Türkiye. The banking system’s hefty market 
share in the total financial system and the current 
architecture of the financial system based on credit 
may have a negative impact on Türkiye’s achievement 
of strong, sustainable and inclusive economic 
growth in the upcoming period. The main reasons for 
reducing the share of loans based on risk-transfer and 
mitigating the pressure of maturity transformation 

within the financing system and increasing the share 
of financing based on risk-sharing are listed below: 

• Pro-cyclical nature of credit mechanism,
• Severance of the link between financial and real 

sector,
• Risk-transfer’s potential to turn into risk-shifting.

2.1.1 PRO-CYCLICAL NATURE OF CREDIT
MECHANISM
Interest rates are determined in money markets 
before an economic activity or project kicks off 
(ex-ante) and, to a large extent, independent of its 
performance. Therefore, there is an incompatibility 
between the interest rates determined in money 
markets and macroeconomic balances.5 Furthermore, 
financial business cycles originating from credit 
mechanism based on interest and risk-transfer do not 
generally move in alignment with economic business 
cycles. A salient consequence of this misalignment 
is the pro-cyclical nature of the credit mechanism. 
The positive outlook of the economic conjuncture and 
expectations generally results in excessive credit 
expansion which in turn amplifies economic volatility. 
On the other hand, in the case of an economic 
downturn, credit channels are rapidly curtailed, 
economic activity slows down much faster than its 
natural course and various sectors of the economy 
cannot obtain adequate access to financing when they 
need it the most. Various studies also demonstrate 
that financial and economic business cycles in Türkiye 
support each other, and that the relationship between 
them is stronger than in many other countries.6

4 The concept of risk transfer is explained in Section 1.4.

5 The definition and determination of an interest rate compatible with economic balances (natural rate of interest) have long been a matter
of debate in the economics literature. According to the general view on the matter, this rate is long-term and unobservable. Therefore, the
concept of natural interest rate also implicitly indicates a lack of harmony between interest rates and macroeconomic balance in the short
and medium run.

6 For example Yazgan, M. E. (2020). Financial Cycles of the Turkish Economy: How Will It End This Time? Akat, A.S. and Gürsel
(Der.), Turkish Economy at the Crossroads, 123-152; (https://doi.org/10.1142/9789811214899_0005).
Çepni, S. O., Hacıhasanoğlu, Y. S. and Yılmaz M. H. (2020). “Credit Decomposition and Economic Activity in Türkiye: A Wavelet-
Based Approach”. Central Bank Review. 20(3):109-131; (https://doi.org/10.1016/j.cbrev.2020.06.001).



The strong interconnection between financial 
cycles originating from credit supply and the 
economic growth in Türkiye results in the 
implementation of high-cost policies in order to 
mitigate the pressures stemming from inflation 
and exchange rates from monetary policy 
perspective, and ensure firms’ access to low-cost 
financing from a financial policy perspective. On 
the other hand, in an economic structure in which 
there are not many choices other than credit 
mechanism, resorting to credit mechanism is the 
sole option to support economic growth. 

Furthermore, the banking sector prefers to 
provide financing to the projects skewed towards 
the lower end of the return and risk profile due 
to the credit mechanism’s risk-transfer nature. 
This preference leads to inadequate support for 
entrepreneurship through the credit mechanism. 
The preference in question restricts the financial 
access of micro- and small-scale businesses, in 
addition to ventures based on innovative ideas.

2.1.2 SEVERANCE OF THE LINK BETWEEN
FINANCIAL AND REAL SECTOR
There is a unidirectional relationship between
the expansion of credit supply and economic
growth, until countries reach certain threshold
level with respect to their indebtedness.7
Therefore, it is observed that credit supply
supports economic growth up to a certain
threshold level. Since the 1980s, there has
been a surge in credit supply far beyond the
real economic growth in the world. Severance
between credit growth and economic growth
raises questions such as to which degree credit 
supply have supported economic growth and the 
economic cost of increased indebtedness.

Financial crises are triggered by different
reasons such as loss of rationality of the markets, 
the failure of regulatory and supervisory 

institutions to fulfill their duties properly, 
problems in accessing liquidity, and sudden 
stops. However, the key factor determining the 
duration, frequency and economic impacts of 
financial crises and financial fluctuations is the 
level of indebtedness. While an increase in credit 
in developed and developing countries partly 
supports economic growth, a significant part 
of this increase is channeled towards the areas 
that foster indebtedness, inequalities, asset 
bubbles and excessive consumption.8 These 
developments pave the way for financial crises, 
the frequency of which is constantly increasing. 
Therefore, the long-term net effect of the 
increase in credit supply on economic growth 
may not be strong enough. 

A significant portion of the loans provided by the 
banking system in the world are directed towards 
real estate investments that are not considered 
under the category of new construction and 
consumer goods as well as commodities 
purchased for speculative purposes.For example, 
the ratio of housing loans to GDP in selected 
developed countries, which was 19% in the 
1970s, jumped to 49% as of 2017, during a period 
marked by a very low population growth rate.9

Another characteristic of the credit mechanism 
is that either the policy-makers cannot fully 
direct the credits for their intented purposes 
or the transaction cost of supervising whether 
the credit extended is used for the intented 
purpose is high. International practices provide 
convincing evidence that a considerable part of 
the credit provided under public credit guarantee 
schemes is used in other than its intended 
purposes such as real estate acquisition, 
purchase of commodities, and speculative 
transactions.

7 For example, Cecchetti, S. G. and Kharroubi, E. (2012). “Reassessing The Impact Of Finance On Growth”. BIS Working Paper,
No: 381.

8 Akın, T., and Mirakhor, A. (2019). Wealth Inequality, Asset Redistribution and Risk-Sharing Islamic Finance. De Gruyter
Oldenbourg: Berlin.

9 Jordà, O., Schularick, M. and Taylor, A. M. (2017). Macrofinancial History and the New Business Cycle Facts. Eichenbaum,
M. and Parker, J. A. (Ed.) NBER Macroeconomics Annual 2016, Chicago University Press, 31:213-263; (https://doi.
org/10.1086/690241).
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Furthermore, since the credit mechanism does not 
impose an obligation to conduct an asset-based 
transaction, the volume of financial transactions,
primarily originating from the derivatives market,
is much higher than the volume of real activities.
For example, in 2019, while the daily foreign trade
volume in the world was USD 40 billion, the volume
of transactions in the international foreign exchange
market, the majority of which were conducted via the
banking system, reached USD 6.6 trillion.10

2.1.3 RISK-TRANSFER’S POTENTIAL TO TURN INTO
RISK-SHIFTING
One of the basic defining mechanisms of the banking 
sector is risk-transfer, which refers to a situation 
where terms and conditions of a contract are accepted 
by both contracting parties (bank depositor or 
bank-credit customer). On the other hand, maturity 
transformation, which is another defining mechanism 
of banking, may turn risk-transfer into risk-shifting, in 
the event systemic risks are materialized. As a result 
of risk-shifting, third parties who are not parties to the 
contract incur the emerging losses. The occurrence of 
risk-shifting during various financial crises has paved 
the way for further deterioration of public balance, 
impoverishment of large segments of societies and 
escalation of inequalities.

Particularly after the 2008 Global Financial Crisis, the 
banking industry has been subject to more regulations 
and supervision worldwide, for the purpose of 
reducing the realization of systemic risks. Policy 
implementations such as Basel III have imposed 
requirements on banks to hold more capital. However, 
the macroprudential policies and new regulations and 
practices imposed on the banking sector have failed 
to contribute to the reduction of the probability of 
systemic risks pro rata the burden they inflict on the 
financial system. Financial activities that are based 
on maturity transformation and risk-transfer require 
constant and increasing regulatory and supervisory 
mechanisms due to their very nature. Therefore, these 
activities result in additional costs for the public and 
real sector in addition to the banking sector.
Another important reason triggering risk-shifting 
is the fact that moral and ethical values are not 
adequately adhered to in financial activities. 

Despite the significant steps taken for establishing 
governance mechanisms and implementing ethical 
values following the 2008 Global Financial Crisis, 
moral and ethical values are still playing an external 
role in banking activities. Nevertheless, important 
steps have been taken, such as the United Nations 
Principles for Responsible Banking. As a result, 
the share of socially responsible finance has been 
constantly increasing in recent years. In this regard, 
it is important to note that a system based on risk- 
transfer would not necessarily be in parallel with 
moral and ethical values by nature.

The participation financial system has the potential 
to present an important alternative for the current 
financial architecture based on risk-transfer, since 
it inherently includes moral and ethical rules within 
its structure based on risk-sharing and being asset-
based (Figure 5).

By nature, risk-sharing finance smooths out
excessive volatility in business cycles. Therefore,
increasing the market share of risk-sharing 
participation finance has the potential to boost the 
effectiveness of monetary and fiscal policies as well 
as its positive impact on the macroeconomic balances.

Asset-based financing is one of the important
principles in participation finance. Different needs
and activities of economic actors require the use of
different contracts in addition to contracts based 
on risk-sharing. In this respect, different types of 
contracts such as sales, leasing and wakalah has 
significant weight in the participation financial system 
as well. Murabahah, which is currently the contract 

• Risk-sharing

• Asset-based

• Moral values

• Pro-cyclical

• Weak linkage to real

   sector

• Risk-shifting
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Figure 5: Main Differences Between Risk-transfer Finance 
and Participation Finance

10 Schrimpf, A. and Sushko, V. (2019). Sizing Up Global Foreign Exchange Markets. BIS Querterly Review, “Bank for International
Settlements”; (https://www.bis.org/publ/qtrpdf/r_qt1912f.pdf).



with the biggest share in the participation 
financial system, is perceived to be similar to the 
credit mechanism in various aspects.11 The most 
important reason for this situation is the fact that 
murabahah-based financing rates are similar 
to interest rates on loans. On the other hand, 
the fact that murabahah is a purchase and sale 
contract makes it an asset-based transaction. 
For this reason, while murabahah and loan 
agreements are similar from some aspects at 
the micro level, they have macroeconomic and 
systemic effects that are entirely different from 
each other at the macro level, due to the asset-
based nature of murabahah.

The most important effect of the principle of
being asset-based at the macro level is that
it does not allow severance between real
economic activities and financial transactions.
In this regard, an exclusively credit-based
economic structure, and a similar economic
structure exclusively based on murabahah
would be entirely different than each other in
terms of the likelihood of incurring adverse
financial shocks and being resilient against
such shocks even though the latter has exactly 
the same financing rates as the former. However, 
it should be noted that the main condition for the 

participation financial system to be asset-based 
is the conduct of true purchase-sale transactions 
that result in actual exchange of ownership.

The fact that moral and ethical values are an
integral part of participation finance makes
it distinct from credit-based conventional
finance in terms of emergence of systemic
risks. In Islamic law, contracts and transactions
which are not permitted are indicated and the
principle of permissibility applies to all other
contracts and transactions (in other words,
“the original ruling is permissibility”). This
indication reduces the need for regulation and
supervision for Shariah-compliant products,
services and transactions. Therefore, risks
arising from failure to comply with moral and
ethical values are prevented to a large extent.
It should be underlined that the main condition
here is to ensure full compliance with the tenets
of participation finance and the establishment
of appropriate governance structures.

This section draws a framework for meeting the 
financing need for revenue-generating public 
investments and non-revenue-generating public 
expenditures within the scope of participation 
finance. The general framework for the 
contribution of participation social finance in 
reducing the public financial burden is covered in 
Section 2.4. 

Infrastructure investments are among the 
important ingredients for economic growth and
development. Türkiye's socio-economic 
necessities have spurred public infrastructure 
investments significantly, particularly in recent 
years. It is predicted that the need for further 
investments in infrastructure will continue in 
the coming period fueled by robust economic 
growth, demographic dynamics, and the 
country's green development goals.

2.2 PUBLIC FINANCE BASED ON RISK-SHARING
Participation finance has the potential to make significant contributions to public finance from
three aspects:

• Financing of revenue-generating public investments based on risk-sharing,
• Financing of non-revenue-generating public needs,
• Contribution of participation social finance to reduce the public financial burden.

11 Similarly, there is a general perception that sukuk based on ijarah are no different than bonds and treasury bills due to similar
pricing structures.
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According to calculations by the G20, financial 
resources amounted to USD 454 billion will be 
allocated to infrastructure investments in Türkiye 
between 2022-2040. However, the resources needed 

for infrastructure investments in this period amounts 
to USD 790 billion. Therefore, there is a need for 
additional resources in the amount of USD 336 billion, 
until 2040 (Figure 6).

The high need for financing arising from infrastructure 
investments exposes the public sector to significant 
constraints in meeting this financing gap. In the 
post-2008 Global Financial Crisis period, a significant 
drop has been observed in the banking system’s 
credit supply for infrastructure projects worldwide. 
In addition, due to the increase in risk premiums and 
exchange rate volatility in most of the developing 
countries, cost of credit for the financing of 
infrastructure projects are increasing rapidly.

Public infrastructure projects in Türkiye are mainly 
financed through direct public investments and 
public-private partnership (PPP) projects. The share 
of public investments in the GDP is 3.9% on average 
between 2010-2021.12 In this period, the general 

public borrowing requirement was 1.7% of the GDP 
on average. Therefore, it is concluded that the general 
public borrowing requirement could be significantly 
reduced, if public infrastructure investments could be 
financed through non-debt creating financing in the 
public sector balance sheet (Figure 7).13  
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Figure 6: Infrastructure Investments in Türkiye (Billion USD)

Source: Global Infrastructure Hub. (November 20, 2021). Infrastructure investment at current trends and need for Türkiye;
(https://outlook.gihub.org/countries/Türkiye)

12 These figures do not include the projects carried out within the framework of PPP in the same period.

13 Public investments include not only revenue-generating and risk-sharing projects that are can be financed by non-debt creating 
modes of finance but also investments that are not generating revenue and to be directly executed by the public sector. In this respect, the 
paragraph does not mean that all of the public investments can be subject to the non-debt creating modes of financing. 



Projects within the scope of PPP constitute 
another important mode of financing in public 
investments. Türkiye is one of the three leading 
countries in Europe in terms of the size of 
PPP projects. The total contract value of the 
projects carried out within the scope of PPP 
reached USD 183.9 billion between 1986-
2021. USD 88.5 billion of these contracts was 
directly channelled to fresh investments and 
USD 95.4 billion was paid for the transfer of 
operating rights.14 PPP models have contributed 
significantly to the reduction of the public’s 
need for investment financing. On the other 
hand, contractors who carry out the projects 
meet the majority of their financing needs from 
the banking sector.

Due to reasons such as low domestic savings 
and lack of innovative products in the capital 
markets, the main financing source of public 
investments and PPP projects is the banking 
sector, and partially the bond markets.15 
Generally, the banking sector obtains such 
financing from foreign funds. In the period that 
followed the 2008 Global Financial Crisis, there 
was an abundance of liquidity in the world due 
to the quantitative easing policies followed
by central banks of developed countries and 
foreign funds were provided at low costs
until 2018. However, foreign financing costs 
have increased rapidly, due to reasons such as 
concerns about the global financial conditions, 
the Covid-19 pandemic and increases in 
countries’ risk premium.

Figure 7: Public Investments and Public Sector Borrowing Requirement* (Percent of GDP)

Source: Presidency of the Republic of Türkiye Directorate of Strategy and Budget. (2021). 
Note: (-) indicates excess.
*General public expenditures include central government budget, local administrations, working capital, the Unemployment 
Insurance Fund, social security institutions, and general health insurance funds.
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14 Transfer of operating rights can be described as the grant of public assets to the private sector under the conditions and 
periods stipulated in the contract. The ownership of the asset remains with the public sector in these transfer contracts.

15 Direct public investments are largely financed through long-term loans extended by international institutions, international 
capital markets and international banks, as well as issuance of bonds by the central government. 21
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The volume of project-based loans provided by the 
domestic banking system, primarily for the energy and 
infrastructure projects, reached TRY 804 billion as of 
the end of 2021. It is also quite difficult for the domestic 
banking system to meet additional infrastructure 
project investment needs based solely on domestic 
deposits. Particularly, due to the low maturity of 
the TRY-denominated deposits, there is a maturity 
mismatch between banks’ short-term liabilities 
(deposits) and long-term assets (infrastructure project 
loans).

Therefore, the current structure of financing resources 
necessitates a new financing model based on non-bank 
and domestic savings to support long-term projects. In 
this context, participation financial products based on 
risk-sharing will contribute significantly to the financing 
of revenue-generating investments of the public sector. 
Models such as hybrid lease certificates based on 
istisna and mudarabah have substantial potential in this 
regard.16

Development of products based on risk-sharing to 
be used in the financing of public investments would 
result in more diversified products and services in the 
participation financial system. Public infrastructure 
and energy investments are projects that offer high 
and stable income flows in the medium and long-run 
despite their high initial sunk cost. Therefore, the 
expected rates of return for these projects is generally 
higher than the yields offered by the conventional 
financial system such as deposits and government 
domestic debt securities. In addition, financial products 
based on infrastructure projects have a significant 
potential for risk-averse investors as the volatility in 
rates of return is lower than stocks traded on the capital 
markets. In this regard, products based on risk-sharing 
in the financing of public investments will possibly 
receive high demand in case they are issued in small 
denomination.

Various lease certificate structures, the rates of return 
for which do not much deviate from the interest rates of 
similar bonds, are currently in use for the financing of 
non-revenue-generating public expenditures. Surging 

global uncertainties and indebtedness require novel 
lease certificate structures to be developed besides 
the currently used lease certificate structure based 
on ijarah contract. In this context, GDP-linked lease 
certificate, which could be an innovative participation 
financial product based on risk-sharing, possess a 
significant potential. A GDP-linked lease certificate, 
which may be based on various structures, offers 
the rates of return which are indexed to the country’s 
growth rates. Countries that have achieved high 
economic growth rates such as Türkiye can offer 
the investors to benefit from growth opportunities 
through GDP-linked lease certificates. On the public 
financing side, the main benefit of the GDP-linked lease 
certificate structures is their smoothing out effect on 
public finance balance. Thus, a more balanced public 
finance is ensured in the face of economic fluctuations 
and shocks.

Another potential source of financing within the scope 
of risk-sharing for the non-revenue-generating 
public investments is impact investing, which aims at 
financial returns by considering positive and sustainable 
social and environmental impact. The global size of 
impact investing reached USD 2.3 trillion in 2020. It is 
expected that the growth rate of impact investing will 
continue to grow exponentially in the coming period. It 
is possible for the public sector to implement its non-
revenue-generating projects such as construction of 
hospitals and schools, and conducting social services 
through participation-based impact investing models. 
In this way, it can then become possible to execute 
non-revenue-generating projects at a low cost and 
in a sustainable manner with the collaboration of 
the NGOs, international investors and waqfs. In this 
regard, the public sector can issue lease certificates 
based on impact investing such as social impact lease 
certificates. 

16 Studies to develop public financing instruments based on risk-sharing are carried out at the Finance Office of the Presidency of the 
Republic Türkiye.



2.3 INCREASING PRIVATE SECTOR SAVINGS
Several policy steps have been taken to increase private sector (household and the real sector) savings in recent 
years. These policies have contributed to the increase in household savings in particular. However, it is observed 
that private sector savings, primarily real sector savings, are still not at the desired level and that such savings 
have the potential to be increased significantly through innovative initiatives.

Participation finance has the potential to make substantial contribution in increasing private sector savings, 
thanks to the innovative products it may offer. In this section, the participation financial system’s potential to 
increase private sector savings is analyzed under two separate titles: household and real sector savings.

2.3.1 HOUSEHOLD SAVINGS
Policy initiatives such as Private Pension System 
(PPS), Automatic Enrollment System (AES) and 
dowry account, which have been implemented in 
recent years to increase household savings, mainly 
target the middle-income group and are based on 
small savings from regular income. Therefore, if the 
public sector does not provide additional support 
and incentive mechanisms, the main variable that 
can substantially increase household savings is the 
increase in household disposible income.

In economics literature, the main variables that 
determine household savings are listed as real 
interest rates, disposible income, access to credit, 
macroeconomic uncertainties and demographic 
structure of the country. On the other hand, some 
of these determinants (e.g. demography) cannot 
be influenced by using policy instruments in the 
short and medium-term, while the policies aiming 
to change other determinants (e.g. increasing real 
interest, restricting access to credit, increasing 
uncertainties) can have negative impacts on 
macroeconomic balances. For instance, household 
savings was at historically low levels during 
the periods of positive real interest rate policies 
implemented in the past. Disposible income, which is 
the main variable that determines household savings, 
has an endogenous relationship with savings. A 
sustainable increase in savings supports sustainable 
economic growth, which increases income per-capita 
disposible income over time.

For this reason, it is a challenge to give rise to an 
upward structural break in the household savings 
to GDP ratio in the short-term to a level comparable 
to high-saving countries by resorting to the existing 
financial products and the aforementioned variables 
of saving in the literature. On the other hand, the 
inclusion of the financial assets that are kept out 

of the financial system due to various reasons into 
the financial system can be an important step in 
increasing the household savings. 

Several surveys and studies conclude that the main 
drivers for the households to hold gold, real estate, 
and vehicles as a means for saving is that the existing 
financial products do not provide attractive financial 
returns and/or are not interest-free. Thus, it is of 
significant importance to develop novel financial 
products that may offer financial returns compete 
against the expected rates of return offered by the 
informal means of saving.  However, the rates of 
return offered by these novel financial products 
should not have an adverse effect on macroeconomic 
balances unlike the positive real interest rate. In 
addition, any new policy on household savings should 
aim at having the households substitute their existing 
modes of saving out of the financial system with the 
new financial products offered rather than bringing 
their modes of savings into the financial system in 
their original form in order to give rise to a structural 
break in the household savings.

In this regard, participation finance based on risk-
sharing has a potential to play a significant role in 
canalizing the modes of saving out of the financial 
system into the financial system thanks to its 
features such as providing rates of return in line 
with the real sector activity, being more compliant 
with the macroeconomic balances with its ex-post 
rates of returns, being asset-based and being more 
responsive to the sentivities of the society regarding 
interest rates.

Recently, one of the most important policy steps for 
ensuring that the gold kept "under-the-mattress" by 
the households contribute to the economy has been 
the issuance of gold bonds and gold-based lease 
certificates by the Ministry of Treasury and Finance. 
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The amount of total gold under-the-mattress
in the economy is estimated at around 5,000 tons.
In the 2017-2021 period, the amount of gold 
contributed to the system through the issuance 
of gold bonds and gold-based lease certificates 
was 344.3 tons. The share of gold-based lease 
certificates in outstanding gold bonds and gold-
based lease certificates was 57.5%. The high 
demand for gold-based lease certificates gives us 
an idea about the potential demand for participation 
finance once a level playing field is established for 
the participation financial products.

Directing the investment demand for gold to areas 
that will directly support production, investment and 
employment is just as important as canalizing the 
gold under-the-pillow into the financial system.
Therefore, it is concluded that the policies to be 

implemented in the coming period for harnessing
under-the-pillow gold savings should enable the 
gold stocks kept by households to be substituted 
by financial products that will directly support the 
economy and direct households to instruments 
within the financial system.

The participation financial system has the potential 
to enable this substitution through products based 
on risk-sharing. The current financial products in the 
conventional and participation financial systems are 
unable to offer rates of return that would structurally 
change the current informal saving inclinations of 
the risk-averse households. On the other hand, it 
can be argued that securitization of infrastructure 
projects and new participation financial institutions 
such as participation financial holding companies 
will provide an important foundation in this context.

2.3.2 REAL SECTOR SAVINGS
The real sector’s gross savings is defined as the sum of real sector companies’ undistributed profits (net 
savings) and fixed capital depreciation in the national accounts. In this regard, the savings rates of the real 
sector are closely related to tax and interest payments.

The most important sector determining the domestic savings of the private sector is the real sector which 
consists of non-financial companies. Therefore, changes in the real sector savings directly affect total 
domestic savings. On the other hand, the real sector also historically yields the biggest deficit in terms of 
sectoral savings-investment balance (Figure 8).

Figure 8: Sectoral Saving-Investment Balance (Percent of GDP)

Source: TURKSTAT. (October 14, 2021). Data Portal, Corporate Sector Accounts 
(https://data.tuik.gov.tr/Bulten/Index?p=Kurumsal-Sektor-Hesaplari-2020-37186).
Note: Positive values indicate net savings surplus, while negative values indicate net savings gap.
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The real sector’s high investment needs 
cannot be met through its own savings, which 
constituted one of the main reasons for the 
country’s high foreign financing demand in the 
past. The net saving-investment gap of the real 
sector reduced rapidly owing to factors such as 
the New Economy Program (NEP) announced in 
2018 and comprehensive public support during 
the Covid-19 pandemic.

On the other hand, the high investment demand 
led by the Türkiye Economy Model, which 
pursues boosting investment, employment, 
and exports, should be supported by novel 
financial products in order to keep the savings- 
investment balance of the real sector positive. 
Prevalence of banking and high interest rates in 
the financing of the real sector negatively affect 
the real sector’s savings rates (Figure 9).

Capital markets are of significant importance 
for the reduction of the real sector’s interest 
burden. On the other hand, factors such as 
inadequate demand for using capital markets, 
particularly by the SMEs, lack of interest in 
the stock market and reluctance of family 
businesses to accept foreign shareholders 
result in high prevalence of debt-based 
financing for such firms.

Participation finance has the potential to play 
an important role in increasing the real sector 
savings and reducing the real sector’s interest 
burden, which is one of the most important 
issues for the Türkiye Economy Model to 
achieve its objectives. Besides of the traditional 
participation financial products based on risk- 
sharing, financial technology areas such as 
crowdfunding and tokenization stand out as 
significant opportunities for the real sector’s 
access to finance via the participation financial 
system.

Figure 9: Ratio of Interest and Debt Repayments to the Real Sector’s Savings (Percent)

Source: Central Bank of the Republic of Türkiye. (September 16, 2022). Sector Balance Sheet Statistics, Sector Balance 
Sheets 2009-2021; (http://www3.tSPK.gov.tr/sektor/#/tr).
Note: In order to observe the approximate effect of interest payments on real sector savings, the ratio of financing expenses 
to net profitability has been used in the income statement covering all sectors. Sectoral Balance Sheets of the TCMB include 
934,550 firms as of 2021.
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2.4 INCLUSIVE GROWTH SUPPORTED BY SOCIAL FINANCE
Social finance is an integral part of the participation financial system and is addressed in detail in the 
Participation Finance Strategy Document. In particular, the Covid-19 pandemic has once again demonstrated 
the necessity of social finance in addition to that of the market and public sector.

After the 2008 Global Financial Crisis, wealth and 
income inequalities have increased around the 
world. The Covid-19 pandemic has further deepened 
the wealth and income inequalities, in addition to 
further restricting the real sector's access to finance. 
Despite all the support packages implemented, the 
inadequacy of the governments to support their 
citizens in this period necessitates new initiatives in 
the field of social finance. Social finance practices 
are crucial for achieving inclusive growth.

Qard al-hasan, zakah and waqf, which are 
considered within the scope of participation social 
finance, have significance and potential in the 
achievement of inclusive growth, as a complement to 
other social finance sectors.

Due to the impact of the Covid-19 pandemic, social 
expenditures of the governments have increased, 
whereas the increasing burden of worldwide 
public debt limits governments’ social spending 
capabilities. In this period, the public sector in 
Türkiye launched support programs for households 
and SMEs. The ratio of the public sector’s social 
spending to GDP increased from 15.9% in 2017 to 
17.6% in 2020 in Türkiye and this figure does not 
include a substantial part of the announced support 
packages. In this period, a partial deterioration 
in income distribution and poverty rates were 
observed, largely due to the impact of Covid-19 
(Figure 10). Therefore, despite the increase in the 
public sector’s social expenditures, there is an ever-
growing need for social finance practices in the 
coming period.

Figure 10: The Public Sector’s Social Expenditures and Income Distribution (Percent)

Source: SBB. (29 December 2021). Statistics Relating to Social Expenditures in the Public Sector. TURKSTAT (29 December 2021). 
Survey on Income and Living Conditions, 2020.
Note: The poverty line indicates the ratio of the population below the poverty threshold, which is determined on the basis of 50% of the 
equivalent household disposable median income, to the total population.
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Zakah offers a considerable potential within the 
scope of social finance. Although various studies 
reach at different numbers with respect to the 
zakah potential in Türkiye, Türkiye Diyanet 
Foundation announced that it was around USD 
55 billion in 2019. Considering that the public 
sector's social expenditures amounted to USD 
120 billion in 2020, there is a huge potential 
of zakah in Türkiye. On the other hand, zakah 
functions far below its potential in its current 
state of implementation. In this context, there 
is a dire need for the institutionalization and 
effective use of zakah. Likewise, waqf also 
presents significant potential in matters such as 
education and health. Furthermore, provision 
of some of the public sector's social service 
expenditures in the scope of social finance 
with the assistance of zakah and waqf will also 
contribute to reducing the public financing 
burden.

SMEs, which experience problems in accessing 
finance, constitute another important area
of social finance. One of the most important 
problems faced by SMEs during the Covid-19 
pandemic has been the deterioration in cash 
flows. To address these problems, large-scale 
support mechanisms, primarily the short-term 
employment allowance, were implemented
by the public sector. On the other hand, the 
problems experienced by SMEs, particularly 
micro-enterprises, in terms of compulsory 
payments such as wages, taxes, rent and bills 
continue. For instance, according to a survey 
conducted at the end of 2020 regarding the 
repercussions of the Covid-19 pandemic on 
enterprises, 20% of the companies could not 
make their compulsory payments at all, while 
35% had difficulty in making such payments.17

In spite of the fact that the public sector’s 
support programs that aim at securing SMEs' 
access to finance are expected to continue in 
the following periods, it is believed that social 
finance capabilities for enterprises should also 
be utilized. In this respect, particularly qard 
al-hasan has the potential to make significant 
contribution to the SMEs’ access to finance and 
alleviating their cash-flow problems. At this 
point, the products based on qard al-hasan 
should be developed and implemented by the 
public sector and professional associations.

Another important consideration is the need to 
integrate participation social finance with other 
participation financial sectors as well. Thus, the 
contribution of participation finance to inclusive 
growth would increase further.

17 TURKONFED, UNDP, TÜSİAD. (2021). Survey on the Impact of the Covid-19 Crisis on Enterprises.
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The participation financing institutions in the General Outlook section include the 
following sub-sectors:

• Participation banks,
• Development and investment banks (participation-based),
• Saving-based finance companies (participation-based).

1.1 GLOBAL OUTLOOK
The modern Islamic financial system started its development in the 1960s with a focus on Islamic 
banking with other areas such as capital markets and insurance following suit. Therefore, Islamic 
banking serves as a propulsive force for other Islamic financial sectors.

As of 2021, the size of global Islamic financial assets reached USD 3.1 trillion, 68.7% of which is 
represented by Islamic banking assets (Figure 11).

Figure 11: Breakdown of Global Islamic Financial Assets by 
Sectors (Percent)

Figure 12: Global Islamic Banking Asset Size (Trillion USD)

Source: Islamic Financial Services Board. (2022). Islamic 
Financial Services Industry Stability Report 2022; (https://
www.ifsb.org/sec03.php).

Source: Refinitive. (2022). Islamic Finance Development 
Report 2022; (https://www.refinitiv.com/en/resources/ 
special-report/islamic-finance-development-report).

*ForecastSukukBanking Funds Insurance
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The Islamic banking asset size increased by 6.6% YoY, reaching USD 2.1 trillion in 2021 (Figure 12). Thus, the 
share of Islamic banking within the total global banking system stood at 2.1% at that year (Figure 13).

As of 2021, there are 15 countries where the share of Islamic banking in total domestic banking assets is 
above 15% (systemically important) (Figure 14). In these countries, total Islamic banking assets constituted 
91.8% of the total global Islamic banking assets.

Figure 13: Share of Islamic Banking in the Global Banking System (Percent)

Figure 14: Islamic Banking Market Share in Selected Countries (Percent)

Source: Islamic Financial Services Board. (2022). Islamic Financial Services Industry Stability Report 
2021; (https://www.ifsb.org/sec03.php),
Bank of International Settlements (July 30, 2022). Summary of consolidated statistics, by nationality 
of reporting bank; (https://stats.bis.org/statx/srs/table/b1?m=S&f=pdf).

Source: Islamic Financial Services Board. (2022). Islamic Financial Services Industry Stability Report 2022; 
(https://www.ifsb.org/sec03.php).
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The country with the biggest share in the global Islamic banking assets is Saudi Arabia with 30.6%. 
While the participation banks in Türkiye are not deemed systemically important considering their 
share in the banking system, the participation banking asset size ranks 8th with its 2.9% share in the 
global Islamic banking system (Table 1). Therefore, it is predicted that Türkiye could be among the 
top five countries in terms of global Islamic banking asset size, if participation banking reaches an 
asset size of systemic importance in the domestic banking system.

There has been a recent trend in the world to reshuffle from Islamic banking windows to full- 
fledged Islamic banking. Full-fledged Islamic banks have the largest share among the global 
Islamic banking models (Figure 15). In countries where the Islamic banking window business 
model is implemented, the share of such windows is generally low (Table 2). In some countries 
which have recently switched from Islamic banking window to full-fledged Islamic banking, this 
transformation was made obligatory for all windows by law. It is worth noting that window system is 
not implemented in Türkiye.

Figure 15: Global Islamic Banking – By Business Model 
(2019)

Table 2: Distribution of Islamic Windows by Selected 
Countries (2020)

Table 1:  Market Share of Top 10 Countries in Global Islamic Banking (Asset Size, 2021)

Source: Islamic Financial Services Board. (2022). Islamic Financial Services Industry Stability Report 2022; 
(https://www.ifsb.org/sec03.php).

Source: Adewale, A. A. and Archer, S. (10 May 2019). 
Risk Sharing In Islamic Banking. IFSB Working 
Paper Series; (https://www.ifsb.org/press_full. 
php?id=477&submit=more).

Source: Islamic Financial Services Board. (July 21, 2021). 
Prudential and Structural Islamic Finance Indicators, Data 
By Country (Islamic Banking); (https://www.ifsb.org/
psifi_03.php).

Rank Country Share (%)

1 Saudi Arabia 30.6

2 Iran 17.0

3 Malaysia 11.2

4 UAE 10.0

5 Qatar 6.6

6 Kuwait 6.3

7 Bahrain 3.3

8 Türkiye 2.9

9 Bangladesh 2.7

10 Indonesia 1.9

Country
Number 

of Islamic 
Banks

Number 
of Islamic 
Windows

Islamic 
Window 
Market 

Share (%)

Malaysia 16 10 2.5

Indonesia 14 20 33.0

Pakistan 5 17 41.4

Bangladesh 5 163 6.7

Türkiye 6 0 0

WindowFull-fledged

%28

%72
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Islamic banking grew faster than its conventional 
counterpart in the past 20 years and followed a 
strategy that focuses on products and services 
accepted by conventional and Islamic finance while 
operating in accordance with the principles and 
procedures of Islamic finance.

It is observed that while there are significant 
differences between countries in terms of the 
financial products used by Islamic banks in funding, 
financing and treasury operations, they generally 
focus on products such as murabahah and tawarruq 
on the financing side. On the other hand, the use of 
products based on risk-sharing remained limited 
(Figure 16).

At a global level, the share of liquid assets in Islamic 
banks’ balance sheets in their total assets is generally 
higher than that of conventional banks. In particular, 
due to the impact of the higher level of liquidity risk 
compared to conventional banks, Islamic banks tend 
to keep low-risk financial assets with high liquidity.
This situation not only makes Islamic banks unable to 

set aside sufficient financial resources for financing 
the real sector, but also lead to a decline in their 
profitability. The share of liquid assets in total assets 
is particularly high in Türkiye (Figure 17). It is believed 
that participation banks’ inclination towards treasury 
products in recent years also contributed to this 
situation.
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Malaysia 

Türkiye
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Figure 16: Distribution of Islamic Bank’s Financing Products in Selected Countries (Percent, 2021)

Figure 17: Share of Islamic Banks’ Liquid Assets to Total Assets in Selected Countries (Percent)

Source: Islamic Financial Services Board. (August 29, 2022). Prudential and Structural Islamic Finance Indicators, Data By Country - 
TKBB.

Source: Islamic Financial Services Board. (August 30, 2022). Prudential and Structural Islamic Finance Indicators, Data By Country 
(Islamic Banking); (https://www.ifsb.org/psifi_03.php).
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Another important indicator regarding liquidity 
in Islamic banks is the liquidity ratio which 
demonstrates the liquid assets’ capacity 
to cover short-term liabilities (Figure 18). 
Malaysia stands out with a high liquidity ratio 

among the selected countries. The average of 
liquidity ratio in Türkiye was 60.1% in 2017-
2020 period and rose to 70.6% in 2021.

Figure 18: Liquidity Ratios of Islamic Banks in Selected Countries (Percent)

Source: Islamic Financial Services Board. (August 29, 2022). Prudential and Structural Islamic Finance Indicators, Data By 
Country (Islamic Banking); (https://www.ifsb.org/psifi_03.php).
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Participation banks operate under Banking Law 
no. 5411 and there is no separate legislation 
specific to participation banking in the form of 
a law. Under Law no. 5411, participation banks 
may carry out almost all of the activities carried 
out by deposit banks. Under the third article of 
the Law, participation banks may collect funds 
through current and participation accounts and 
may provide financing through sales, leasing, 
partnership, wakalah and other methods, as per 
the Regulation published in the Official Gazette 
dated 25.01.2019 and numbered 30666.

The amendment introduced to article 77 of 
Banking Law no. 5411 in 2020 paved the way for 
participation banks to conduct business activities 
based on partnership with the real sector. Another 
amendment introduced in the same article, 
exempted participation banks from article 57, 
which imposes restrictions on the purchase and 
sale of real estate, if financing is provided through 
interest-free modes of financing. 

Uniformity in participation banks’ internal 
control and supervision structures was ensured 
with the provisions of the Communiqué on 
Compliance with the Principles and Standards 
of Interest-Free Banking, which was published 
in the Official Gazette dated 14.09.2019 and 
numbered 30888.

Pursuant to Board Decision no. 7736 which was 
published by the BDDK in 2018 in order to
set the professional principles and standards 
regarding participation banking, the Centralized 
Advisory Board began to operate within TKBB in 
2019. The Board sets standards for the products 
and services offered by participation banks. 
The Board has published four standards (the 
Kafalah Standard, the Murabahah Standard, the 
Tawarruq Standard, and the Share Certificate 
Issuance and Trade Standard).

1.2 LEGAL AND INSTITUTIONAL INFRASTRUCTURE
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Furthermore, rules concerning the financial auditing 
of participation banks were included in the Interest- 
Free Finance Auditing standards published by the 
KGK. The published standards also include rules 
concerning fiqh auditing, in addition to issues 
relating to the independent auditing of participation 
banks.18

With the amendment published in the Official 
Gazette dated 25.01.2019, Development and 
Investment Banks were granted the authority to 
provide funds mobilized through interest-free 
modes by using interest-free methods of financing 
listed in the amendment. Thereupon, Eximbank, a 
state-owned investment bank, began to provide 
murabahah-based financing for the first time in 
2020. Currently, there is one development and 
investment bank that operates on full-fledged basis 
in accordance with the principles and procedures of 
interest-free finance.

The saving-based finance system, which is similar 
to the saving-based housing system prevalent in 
Germany and Eastern Europe today, has been in 
existence in Türkiye since the 1990s.

The current system initially emerged to meet the 
households' vehicle acquisition needs during 
the high inflationary environment of the 1990s in 
Türkiye. On the other hand, in the mid 2000s, when 
macroeconomic indicators stabilized and demand for 
real estate increased due to the advent of mortgaged 
housing finance, a saving-based finance system 

began to develop in the real estate sector as well, 
in response to the housing needs of consumers in 
quest for interest-free financing. Contrary to their 
precedents abroad, saving-based finance companies 
in Türkiye provide financing in many areas such as 
the financing of vehicles, workplaces, offices and 
real estate in addition to housing finance.19 As of the 
first half of 2022, saving-based finance companies 
had around 2 million customers with an asset size of 
TRY 64.6 billion.

The first standalone legislation concerning saving-
based finance companies was introduced in 2021, 
with the amendment to Law no. 7292. This regulation 
enabled the working principles and procedures of 
saving-based finance companies to gain a legal 
basis. Saving-based finance companies retain a 
relatively high amount of real estate in their balance 
sheet. In order to ensure that these companies 
are not exposed to any liquidity and credit risks, 
obligations and restrictions such as a minimum 
paid-in capital amount of TRY 100 million, financing 
maturity limit, upper limit for drawing groups, 
contingency fund, financing limitation of maximum 
120 months for housing and workplaces and 
maximum 60 months for vehicles, and customers' 
right of recourse within 14 days from the time of 
contract were introduced. In 2021, 35 saving-based 
finance companies applied for accreditation and 29 
of them were disqualified.

1.3 OUTLOOK IN TÜRKİYE
Currently, there are six participation banks operating in Türkiye, three of which are publicly owned (Table 3). 
As of June 2022, the share of public participation banks in the participation banking sector stood at 36.9%. 

In addition, three new digital participation banks (Hayat Katılım, Kasa Katılım, T.O.M. Katılım) were licensed 
as per the "Regulation on Operating Principles of Digital Banks and Service Model Banking" issued by the 
BDDK in 2021. 

18 Public Oversight Accounting and Auditing Standards Authority (30 July 2021). Interest-Free Finance Auditing Standards (https://www. 
kgk.gov.tr/DynamicContentDetail/10228/Faizsiz-Finans-Denetim-Standartlar%C40B1).

19 Saltuk, O. (2020). Savings-based Financing System. Gösterge, Turkish Capital Markets Association, 47-80; (https://www.tspb.org.tr/ wp-
content/uploads/2015/ 07/Gosterge_Yaz_2020.pdf).



Table 3: Summary Information about Participation Banks (As of June 2022)

Source: Banking Regulation and Supervision Agency. (June 30, 2022). Banking Sector Data, Monthly Banking Sector Data; 
(https://www.bddk.org.tr/BultenAylik).

*Operates as an investment bank

Over the last decade, participation banks have increased their market share in the banking system 
from 4.3% to 8.2% as of the first half of 2022 (Figure 19).

Source: Banking Regulation and Supervision Agency. (June 30, 2022). Banking Sector Data, Monthly Banking Sector Data; 
(https://www.bddk.org.tr/BultenAylik).

Figure 19: Participation Banking Assets (Billion TRY, Percent)

Name Date of 
Establishment Status Paid-in Capital 

(billion TRY)
Equity  

(billion TRY)
Assets  

(billion TRY)

Albaraka Türk 22.11.1983 Private  2.5  7.2  131.7 

Kuveyt Türk 22.01.1988 Private  4.6  20.9  329.6 

Türkiye Finans 28.12.2005 Private  2.6  8.9  141.8 

Ziraat Katılım 29.05.2015 Public  2.6  8.2  151.6 

Vakıf Katılım 26.02.2016 Public  9.6  14.9  142.3 

Emlak Katılım 27.02.2019 Public  1.0  3.2  59.6 

Golden Global* 15.10.2019 Private  0.2  0.2  0.7 

Total  23.1  63.4  957.3 
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In 2021, the asset size of participation banks 
increased by 64.1% YoY, reaching TRY 
717.3 billion (Figure 19). While the share of 
participation banks in the banking system 
decreased in terms of asset size in the 2012-
2016 period, this share surged particularly upon 

the establishment of public participation banks 
after 2016. In the 2010-2021 period, assets of 
participation banks grew at rates higher than 
that of conventional banks, except for the 2014-
2016 period (Figure 20).
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Figure 20: Growth Rate of Assets (Percent)

Figure 21: Credit and Financing (Billion TRY, Percent)

Source: Banking Regulation and Supervision Agency. (December 31, 2021). Banking Sector Data, Monthly Banking Sector Data; (https://
www.bddk.org.tr/BultenAylik).

Source: Banking Regulation and Supervision Agency. (June 30, 2022). Banking Sector Data, Monthly Banking Sector Data; (https://www.
bddk.org.tr/BultenAylik).
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In 2021, the financing provided by participation 
banks increased by 51.3% YoY and reached 
TRY 335.9 billion. The growth rate of financing 
provided by participation banks is higher than 
that of loans provided by their conventional 
counterparts. In the first half of 2022, the 
financing provided by participation banks 
stood at TRY 467.8 billion and accounted for 

7.5% of the credit volume in the banking system 
(Figure 21). In the 2010-2021 period (except 
the years 2017 and 2020), the annual growth 
rate of financing provided by participation banks 
remained below their assets' growth rate. This 
situation indicates the fact that participation 
banks could not redirect the growth in their 
assets to financing (Figure 22).

One of the culprits for the growth rate of 
financing provided by participation banks to fall 
behind the growth rate of assets is the fact that 
participation banks were more inclined towards 
the use of  treasury and capital market products 
which are relatively less risky, have shorter 
maturities and yield lower returns than financing 
of the economic sectors which is considered as 
more risky (Figure 23). The share of financing 
in total assets decreased from 59.9% in 2015 
to 46.9% in 2021, notwithstanding the Asset 
Ratio rule, expansion of the Credit Guarantee 
Fund and other credit easing policies introduced 
by the government during that period. On 
the contrary, share of securities in assets 
increased from 6.3% in 2015 to 17.3% in 2021. 
Consequently, the growth of financing items 
remained below that of total assets, due to 

factors such as the volatility in exchange rates 
from 2018 onwards, restrictions on FX financing 
to corporate customers not having revenue in 
foreign currency pursuant to the amendment 
related to Decree no. 32 issued on 2 May 
2018, certain restrictions applicable to debt 
restructuring as a requirement of participation 
finance principles and lack of adequate products 
developed for liquidity management.

Source: Banking Regulation and Supervision Agency. (December 31, 2021). Banking Sector Data, Monthly Banking Sector 
Data; (https://www.bddk.org.tr/BultenAylik).

Figure 22: Growth Rate of Assets and Financing of Participation Banks (Percent)
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Figure 23: Breakdown of Assets in Participation Banks (Percent)

Figure 24: Loan-to-Deposit-Ratio (Percent)

Source: Banking Regulation and Supervision Agency. (June 30, 2022). Banking Sector Data, Monthly Banking Sector Data; (https://www.
bddk.org.tr/BultenAylik).

Source: Banking Regulation and Supervision Agency. (December 31, 2021). Banking Sector Data, Monthly Banking Sector Data; (https://
www.bddk.org.tr/BultenAylik).

The loan-to-deposit ratio, which is another indicator of the extent to which the funds collected under the 
balance sheet liabilities are redirected to financing in the banking sector, has also remained below the 
banking sector average since 2014 (Figure 24).
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Figure 25: Market Share of Public Participation Banks in Participation Banking (Billion TRY, Percent)

Figure 26: Financing Share of Public Participation Banks in Participation Banking (Billion TRY, Percent)

Source: Banking Regulation and Supervision Agency. (June 30, 2022). Banking Sector Data, Monthly Banking Sector Data; 
(https://www.bddk.org.tr/BultenAylik).

Since 2015, when the first public participation bank was established, the share of public 
participation banks in total assets of participation banks has steadily increased and realized as 
36.9% as of the first half of 2022 (Figure 25).

Similarly, the share of financing provided by public participation banks in total financing provided by 
participation banks reached 41.7% in the same period (Figure 26).

Source: Banking Regulation and Supervision Agency. (June 30, 2022). Banking Sector Data, Monthly Banking Sector Data; 
(https://www.bddk.org.tr/BultenAylik).
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Figure 27: Breakdown of Financing Provided by Participation Banks by Type (Billion TRY)

Figure 28: Breakdown of Financing Provided by Participation Banks by Type (Percent)

 Source: Banking Regulation and Supervision Agency. (June 30, 2022). Banking Sector Data, Monthly Banking Sector Data; (https://
www.bddk.org.tr/BultenAylik).

Source: Banking Regulation and Supervision Agency. (June 30, 2022). Banking Sector Data, Monthly Banking Sector Data; (https://www.
bddk.org.tr/BultenAylik).

As of June 2022, private and public participation banks provided total financing amounted to TRY 272.5 
billion and TRY 195.3 billion, respectively. The share of commercial and corporate financing in total financing 
increased particularly in the last three years (Figure 27). On the contrary, the share of SME financing in total 
financing showed a declining trend (Figure 28).
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Figure 29: Share of SME Financing in Total Financing (Total cash and non-cash, Percent)

Figure 30: Share of Medium-Sized Enterprises in Total SME Financing (Percent)

Source: Banking Regulation and Supervision Agency. (December 31, 2021). Banking Sector Data, Monthly Banking Sector 
Data; (https://www.bddk.org.tr/BultenAylik).

Historically, the share of SME financing in the financing provided by participation banks is higher than 
the share of SME loans in the total loans provided by deposit banks (Figure 29).

Medium-sized enterprises account for a major share in SME financing provided by participation 
banks (Figure 30). They are followed by small enterprises (Figure 31). Participation banks are 
ahead of deposit banks in terms of the share of financing provided to small and medium enterprises 
within total financing. On the other hand, the share of financing provided by participation banks to 
micro enterprises within total SME financing is comparably low (Figure 32).

Source: Banking Regulation and Supervision Agency. (December 31, 2021). Banking Sector Data, Monthly Banking Sector 
Data; (https://www.bddk.org.tr/BultenAylik).
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Figure 31: Share of Small-Sized Enterprises in Total SME Financing (Percent)

Figure 32: Share of Micro-Sized Enterprises in Total SME Financing (Percent)

Source: Banking Regulation and Supervision Agency. (December 31, 2021). Banking Sector Data, Monthly Banking Sector Data; (https://
www.bddk.org.tr/BultenAylik).

The FX-denominated financing provided by participation banks increased rapidly in the 2018-2021 period 
compared to the previous years (Figure 33). Depreciation of the domestic currency against the USD and high 
volatility in exchange rates are the main drivers for this development.
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Source: Banking Regulation and Supervision Agency. (December 31, 2021). Banking Sector Data, Monthly Banking Sector Data; (https://
www.bddk.org.tr/BultenAylik).
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Figure 33: Breakdown of Financing Provided by Participation Banks by Currency (Billion TRY, Percent)

Source: Banking Regulation and Supervision Agency. (December 31, 2021). Banking Sector Data, Monthly Banking Sector 
Data; (https://www.bddk.org.tr/BultenAylik).
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Foreign currency assets and/or assets in foreign currency are used in the TCMB's foreign currency
- TRY swap markets in order to provide TRY-denominated financing throughout the banking sector, 
including participation banks. Thus, the aim is to reduce the weighted average cost of funding 
provided by the TCMB. This enables participation banks to reduce their funding costs without taking 
trade position risk over their foreign currency assets.

In the period after 2016, the share of FX-denominated participation accounts within total 
participation accounts surged from 40.9% in 2015 to 75.2% in 2021 (Figure 34).

Figure 34: Breakdown of Participation Accounts by Currency (Billion TRY, Percent)

Source: Banking Regulation and Supervision Agency. (June 30, 2022). Banking Sector Data, Monthly Banking Sector Data; 
(https://www.bddk.org.tr/BultenAylik).
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One of the most important factors behind the 
hefty share of the FX-denominated participation 
accounts in participation banks is the lack of product 
diversification in line with the customers’ liquidity, 
return and risk expectations.

The FX-denominated loan to deposit ratio of 
participation banks was 40.5% as of June 2022, 
remaining lower than deposit banks’ credit to deposit 
ratio (54.6%) (Figure 35).

After 2018, participation banks generally utilized 
their assets in foreign currency that could not 
be provided as financing, in short-term financial 
investments such as cross currency swaps 
and forward foreign currency purchase-sale 
transactions within the scope of cash management 
(Figure 36). As of June 2022, the ratio of off-balance 
sheet transactions to assets stood at around 28%, 
which is its lowest level since 2018.

Figure 35: Participation Banks' FX Funding-FX Financing and L/D Ratio (Billion TRY, Percent)

Source: Banking Regulation and Supervision Agency. (June 30, 2022). Banking Sector Data, Monthly Banking Sector Data; (https://www.
bddk.org.tr/BultenAylik).

As of June 2022, 87.7% of the participation accounts 
(Figure 37), and 36.7% of the financing provided 
by participation banks are short-term (Figure 
38). Therefore, there is a high degree of maturity 
mismatch in participation banking. Furthermore, the 

structural impediments encountered by participation 
banks in access to liquidity and the low product 
diversification make liquidity risk management more 
important for participation banks.
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Figure 36: Participation Banks' Off-Balance Sheet Transactions (Billion TRY, Percent)

Source: Banking Regulation and Supervision Agency. (June 30, 2022). Banking Sector Data, Monthly Banking Sector Data; 
(https://www.bddk.org.tr/BultenAylik).

Figure 37: Maturity Breakdown of Participation Accounts 
(2022-H1)

Figure 38: Maturity Breakdown of Financing Provided by 
Participation Banks (2022-H1)

Source: Banking Regulation and Supervision Agency. (June 30, 2022). Banking Sector Data, Monthly Banking Sector Data; 
(https://www.bddk.org.tr/BultenAylik).
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Whereas the establishment of public participation 
banks reversed the trend in the 2015-2017 period, 
the capital adequacy ratio (CAR) of participation 
banks was below that of the deposit banks in the 
2017-2020 period (Figure 39). Massive capital 
injections to the public participation banks reversed 
the trend in the past 5 years and the CAR of 
participation banks outperformed that of deposit 
banks (Figure 39).

Total profits by participation banks stood at TRY 18.1 
billion as of June 2022. The share of the sector's 
profit resulting from capital markets and foreign 
exchange transactions in total profits reached 29.5% 
in this period (Figure 40).

Figure 39: Capital Adequacy Ratio (Percent)

Source: Banking Regulation and Supervision Agency. (June 30, 2022). Banking Sector Data, Monthly Banking Sector Data; (https://www.
bddk.org.tr/BultenAylik).

Participation banks significantly increased the 
high-quality liquid asset (HQLA) stocks in their 
portfolio in order to manage the risks arising from 
maturity mismatch and access to liquidity (Table 
4). As of June 2022, the HQLA stock in the balance 
sheets of participation banks increased by 34.8% 

YoY, by reaching TRY 248.6 billion. Thus, the liquidity 
coverage ratio (LCR) of participation banks also 
reached quite high levels. On the other hand, 
the fact that the LCR is above the banking sector 
average adversely affected the rates of return and 
profitability of participation banks.

Source: Participation Banks Activity Reports

Table 4: Stock of High-Quality Liquid Assets Held by Participation Banks (Billion TRY, Percent)

Currency 2019 2020 2021 2022 Q2 Change (2021-2022 Q2)

Turkish Lira (TRY) 9.17 28.16 32.49 51.04 57.1%

Foreign Currency (FX) 51.13 81.81 151.93 197.59 30.1%

Total 60.29 109.97 184.42 248.63 34.8%

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 Q2

Participation banks Deposit banks

8

10

12

14

16

18

20



The difference between the profit margin of participation banks on commercial and personal financing 
and the dividends distributed to account holders is higher than that of deposit banks. On the other hand, 
the net dividend margin of participation banks is lower than that of deposit banks. The main reasons for 
the lower level of net dividend margins of participation banks compared to deposit banks are as follows:

• Inadequate number of products which can 
generate commission income (for example, 
the absence of income items that are present in 
deposit banks such as Overdraft Account (ODA) 
commission, credit card advance cash fee, etc. ),

• Higher FX deposit rates in participation banks 
compared to deposit banks,

• Lower margins in foreign exchange transactions,
• Higher share of current accounts, which is a type 

of drawing account, in participation banks than 
the ratio of demand deposits of deposit banks,

• Limited product diversification for retail 
customers offered by participation banks,

• Participation banks’ limited flexibility to respond 
in periods of policy rate changes, due to reasons 
such as the inability to offer financing based on 
variable profit rates, relatively higher maturity of 
the funds provided and inability to apply changes 
to the general loan agreements (GLA) before 
expiration of the maturity,

• Higher commission costs resulting from the 
purchase and sale of commodities (most notably 
platinum) in order to manage short-term cash 
flows in balance sheets, which in turn translate 
into higher operational costs compared to those 
of conventional banks because of the use of 
tawarruq and reverse tawarruq mechanisms in 
the aforementioned transactions,

• Inability to use the interest generated by the 
reserves held at the TCMB for the participation 
bank's costs, expenses or any form of financing as 
per the tenets of participation finance.

Figure 40: Breakdown of Participation Banks' Profits by Sources (Million TRY, Percent)

Source: Banking Regulation and Supervision Agency. (June 30, 2022). Banking Sector Data, Monthly Banking Sector Data; 
(https://www.bddk.org.tr/BultenAylik).
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1.4 STRENGTHS-WEAKNESSES AND OPPORTUNITIES-THREATS (SWOT ANALYSIS)
1.4.1 STRENGTHS 
•  A structure more resistant to systemic risks and financial crises, due to requirements such as the 

prohibition of speculation in financial transactions and asset-based nature of many financial contracts 
within the scope of the tenets of participation finance,

• A strong governance infrastructure, since participation banks are subject to fiqhi governance requirements 
in addition to the various corporate governance requirements applicable to conventional banking,

• Based on a business model that is in line with social values,
• Commitment to a more inclusive and just financial system within the scope of risk-sharing principles,
• The potential to make a stronger and more direct contribution to economic activity due to its greater 

connection with the real economy,
• A significant potential to attract customers who avoid using conventional finance products due to religious 

sensitivities,
• The potential to enhance social welfare thanks to its ethical, human-centered and socially responsible 

approach,
• Existence of experienced and professional participation financing institutions which have been operating 

in the sector for a long time, resulting in the the presence of an established corporate structure and social 
acceptance,

• Ability to offer new and low-cost products for financing the high housing demand through saving-based 
finance companies,

• Lower commissions collected on transactions compared to their conventional counterparts, 

1.4.2 WEAKNESSES
• Participation banks are subject to Banking Law no. 5411 and therefore cannot deviate much from 

conventional banking practices in their activities,
• Economies of scale cannot be utilized due to low scale size,
• The operational processes of financing products similar to conventional financial products are more 

complex (billing, purchase wakalah, sale wakalah, etc.) and the transaction costs of these products are 
higher,

• Stemming from the current business model, which aggravates liquidity risk and maturity mismatch, rates of 
return in participation banks move in tandem with the market interest rates. This situation paves the way for 
a negative perception towards participation banks among current and potential customers,

• Participation banks' support for the real sector, primarily micro and small-scale enterprises, is below their 
potential, 

• The use of products based on risk-sharing is limited, particularly on the financing side, due to the lack of 
relevant regulations and incentive mechanisms, 

• There is a need to focus on matters that would directly affect clients' preferences, such as corporate values, 
risk-sharing, transparency and ethical principles, apart from being interest-free,

• Periods of high volatility negatively affect profit distribution mechanisms and prompt actions in line with 
sudden changes in market conditions cannot be taken regarding profit rates,

• Participation banks may differ significantly in fiqhi practices, which causes hesitations among stakeholders,
• Overemphasizing necessity and public interest in fiqhi decisions gives rise to a negative perception among 

stakeholders,
• Resorting to disputable products in fiqhi arena, such as tawarruq, give rise to a negative perception among 

stakeholders,
• Effective liquidity mechanisms compliant with the fiqhi rules and principles and easily accessible by 

participation banks are not available yet.



• Participation bank customers as well as employees have low financial literacy and knowledge 
regarding participation finance,

• There are no standalone accounting standards for participation banks,
• There are inadequate number of applied academic studies related to participation banking.

1.4.3 OPPORTUNITIES
• Increasing public sector support for the development of participation banking such as establishing 

institutions and departments as well as implementing regulations in line with international 
standards,

• Identification of participation finance as one of the two pillars of the İstanbul Financial Center, 
which will pave the way for new opportunities for participation financing institutions in the coming 
period,

• The potential to initiate activities and collaborations related to participation banking in African, 
Central Asian and Middle Eastern countries in addition to neighboring countries, thanks to 
Türkiye’s geographical position, close relations with the people of the region and historical 
connections,

• Participation banking has a high growth potential and is capable of offering alternative products 
and services to the credit-based financial system,

• Opportunities to penetrate different sectors and customer segments in case of active use of 
products such as salam, istisna and musharakah,

• Increasing opportunities of cooperation among automation, digitalization, artificial intelligence, 
and fintech as well as easier access to potential customers through non-branch digital channels in 
product and service delivery thanks to technological developments,

• Gaining a better position in global Islamic finance thanks to Türkiye's geographical, economic, 
historical and cultural proximity to European, Central Asian and Gulf countries,

• Effective cooperation opportunities with research centers which has increased in number 
recently,

• A strong demand for areas directly related to participation finance such as halal value chain, 
saving-based finance, green finance, impact investing and social finance,

• Thanks to the increased use of technology, participation banks' opportunity to penetrate into the 
masses they could not reach through traditional channels. 

1.4.4 THREATS
• The current structural restrictions, primarily the need for additional capital and liquidity access 

channels, have the potential to prevent participation banks from achieving their objectives for 
2025,

• A general perception among current or potential customers might emerge that participation banks 
are not fully compliant with the tenets of participation finance and not different from conventional 
banks,

• The reputational risk that might arise in case the sector practices resembling the conventional 
practices become prevalent in the market on the basis of necessity or public interest despite the 
fact that such products and services are not in line with the purpose-oriented principles,

• The public sector's current intensive support might vanish in case the goals and expectations are 
not achieved,

• Fintech institutions may compete against participation financing institutions in various banking 
areas in terms of offering products and services,

• The lack of harmonization of practices and processes related to products and services in fiqhi 
governance may give rise to reputational risk.
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2022-2025 HOLISTIC TRANSFORMATION



The participation capital markets included in the General Outlook section are;
• Lease certificates (sukuk) market,
• Participation-based money and foreign exchange markets,
• Participation-based stock exchange and stocks market,
• Participation-based investment funds,
• Participation-based angel investing,
• Participation-based venture capital,
• Participation-based crowdfunding, peer-to-peer (P2P) finance, etc.

2.1  GLOBAL OUTLOOK
In 2021, the global asset size of Islamic capital markets reached USD 930.3 billion, constituting 
30.5% of the total assets of Islamic financial services industry.20 As the most popular financial 
product among Islamic capital markets products, the volume of sukuk issuances increased by 13% 
YoY (Figure 41). As for the volume of Islamic funds assets, it recorded an increase of 6.1% YoY in the 
same year (Figure 48).

Since issuance of the first international sukuk 
in 2001, sukuk has gradually become the most 
important financial product of the global Islamic 
capital markets. Factors such as the low risk and 
fixed income offered by many types of sukuk for 
corporate investors as well as tax incentives and 
the establishment of a sound legal legislation 

in countries such as Malaysia and Saudi 
Arabia played a significant role in the solid 
development of the sukuk market worldwide. 
As of 2021, the countries with the highest 
sukuk issuances were Saudi Arabia, Indonesia, 
Malaysia, Kuwait, and Türkiye.

20 Islamic Financial Services Board. (2022). Islamic Financial Services Industry Stability Report 2022; (https://www.ifsb.org/
sec03.php).
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Figure 42: Maturity Breakdown of Global Sukuk Issuances (2001-2021, Percent)

Source: International Islamic Financial Market. (2022). Sukuk Report (11th Edition); (https://www.iifm.net/public/sukuk-reports).

Figure 41: Global Sukuk Issuances and Sukuk Outstanding (2001-2021, Billion USD)

Source: International Islamic Financial Market. (2020). Sukuk Report (9th Edition); (https://www.iifm.net/public/sukuk-reports). 
International Islamic Financial Market. (2022). Sukuk Report (11th Edition); (https://www.iifm.net/public/sukuk-reports).

In the 2001-2021 period, the total global sukuk issuances reached USD 1.6 trillion, out of which USD 732.1 
billion is currently outstanding in the global sukuk markets. In 2021, the sukuk issued amounted to USD 188.1 
billion, which is a record high number since 2001. The breakdown of sukuk issuances by issuer type is as 
follows: USD 110.2 billion by sovereigns, USD 27.7 billion by quasi-sovereign institutions, USD 25.7 billion by 
non-financial institutions, and USD 24.6 billion by financial institutions.
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Figure 43: Global Sukuk Issuances by Market (2021, 
Percent)

Figure 44: Global Sukuk Issuances by Currency (2021, 
Percent)

Source: International Islamic Financial Market. (2022). 
Sukuk Report (11th Edition); (https://www.iifm.net/public/
sukuk- reports).

Source: Islamic Financial Services Board. (2022). Islamic 
Financial Services Industry Stability Report 2022; (https://
www.ifsb.org/sec03.php).
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Globally, wakalah (27.3%), murabahah 
(24.8%), and hybrid (17.7%) are the most 
commonly used sukuk structures. The share
of sukuk issuances based on risk-sharing 
contracts in total issuances is quite low (Figure 
45).

In terms of sukuk issuance by issuer type, the 
sovereign entities had a share of 58.6%. On 
the other hand, the sukuk issued by the non-
financial institutions constituted 13.6% of the 
total issuances (Figure 46).

The volume of global sukuk issuances in 
2021 reached its highest level, since the first 
international sukuk issuance in 2001. In that 
year, the total sukuk issuances increased by 
13% YoY by reaching USD 188.1 billion. This 
is mainly due to the ever increasing financing 
needs of the sovereigns and the nonfinancial 
institutions' refinancing of the real sector during 
the COVID-19 pandemic.

Mainly stemming from global slowdown in 
economic activity, elevated vulnerabilities and 
mounting concerns about the financial markets 
during the COVID-19 pandemic, the average 
maturity in many financial markets, including the 
sukuk market, considerably shortened. However, 
2021 marked as a year in which issuances of longer 
maturity sukuk has started to gain a noticeable 
share in total issuances coupled with the increase 
in the sukuk issuances by the real sector  (Figure 
42). 

Of the total sukuk issued globally in 2021, 26.3% 
were issued on international markets and the 
rest were issued on domestic markets. The main 
reason for the 2.3% YoY increase in sukuk issued 
on domestic markets in 2021 was the preference 
for issuances in local currencies by sovereigns 
and the refinancing needs by the private sector 
in countries such as Bahrain, Indonesia and 
Türkiye due to high exchange rate volatility 
(Figure 43). 

Majority of the sukuk issued by foreign currency 
is in USD (34.2%), Malaysian Ringgit (26.2%), 
and Saudi Arabian Riyal (23%)(Figure 44). 
Particularly in countries with shallow domestic 
capital markets, issuance of sukuk in foreign 
currency is also important for attracting foreign 
capital. However, issuance of sukuk in local 
currencies continued to increase in 2021, which 
overlapped with the COVID-19 pandemic.
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Figure 45: Global SukukIssuances by Contract Type (2021, 
Percent)

Figure 46: Global Sukuk Issuances by Issuer Type (2021, Percent)

Source: Islamic Financial Services Board. (2022). Islamic Financial 
Services Industry Stability Report 2022; (https://www.ifsb.
org/sec03.php).

Source: International Islamic Financial Market. (2022).Sukuk 
Report (11th Edition); (https://www.iifm.net/public/sukuk-
reports).

The global green finance market has seen a rapid 
growth momentum since 2010 with the development 
of green financial instruments such as green bonds. 
The issuance of green sukuk, which is a significant 
capital market instrument where Islamic finance 
meets green finance, has surged in the world as well. 
In countries where Islamic finance is developed, 
regulations and incentive mechanisms are 
introduced for essuring the development of various 
green finance products, primarily green sukuk. 

The first green sukuk was issued by the private
sector in Malaysia in 2017, while the first sovereign 
green sukuk was issued a year later by the Ministry 
of Finance, Indonesia. The following year witnessed 
the continuation of issuing green sukuk that are in 
line with the Environmental, Social and Governance 
(ESG) strategy with the issuance of an ESG-linked 
sukuk by a Dubai-based company. In 2020, green 
and sustainable sukuk issuances were carried out 
by private sector institutions in Saudi Arabia, United 
Arab Emirates, Indonesia, Malaysia and Türkiye, as 
well as by the Islamic Development Bank. Indonesia, 
Malaysia, Bangladesh, and Türkiye were the most 
active countries in issuing thematic sukuk in 2021. 
Together with these issuances, global green sukuk 
issuance amounted to USD 10 billion between 2017 
and 2021 period (Figure 47). Issuances of Green 
and Socially Responsible Investment (SRI) sukuk 
are expected to increase in 2022 particularly for 
financing renewable energy projects in the Middle 
East and North Africa region.21

21Jimenea, A. (June 12, 2021). Market recovery to underpin rise in sukuk issuance in 2021. S&P Global Market Intelligence; (https://www.
spglobal.com/marketintelligence/en/news-insights/latest-news-headlines/market-recovery-to-underpin-rise-in-sukuk- issuance-in-
2021-8211-s-p-ratings-62073249).
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Islamic funds are similar to conventional funds with respect to the common objectives pursued, such 
as the management of collected funds, preservation of capital and rate of return optimization. The 
main point of divergence between Islamic funds and conventional funds is that the former invest the 
funds in Shariah-compliant financial products. Therefore, global development of Islamic investment 
funds primarily depends on the state of development in other Islamic financial products.

Figure 47: Global Green Sukuk Issuances (2017-2021, Billion USD)

Figure 48: Asset Size of Global Islamic Funds (2008-2021, Billion USD)

Source: Islamic Financial Services Board. (2022). Islamic Financial Services Industry Stability Report 2022; (https://www.ifsb.
org/sec03.php).

Source: Islamic Financial Services Board. (2022). Islamic Financial Services Industry Stability Report 2022; (https://www.ifsb.org/
sec03.php).

2017 2018 2019 2020 2021
0

1

2

3

4

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
0

20

40

60

80

100

120

140

55

G
EN

ER
AL

 O
U

TL
O

O
K

Fi
na

nc
e 

O
ffi

ce
 o

f t
he

 P
re

si
de

nc
y 

of
 th

e 
R

ep
ub

lic
 o

f T
ür

ki
ye

 |
 P

ar
tic

ip
at

io
n 

Fi
na

nc
e 

St
ra

te
gy

 D
oc

um
en

t



Others

Mixed Allocation

Real Estate

Fıxed-income Securities

Commodities

Equities

Money Market Instruments

0% 10% 20% 30% 40%

22 Islamic Financial Services Board. (2022). Islamic Financial Services Industry Stability Report 2022; (https://www.ifsb.org/sec03.php).

Figure 49: Portfolio Breakdown of Global Islamic Funds (2021, Percent)

Source: Islamic Financial Services Board. (2022). Islamic Financial Services Industry Stability Report 2022; (https://www.ifsb.org/
sec03.php).

The number and portfolio size of family offices, 
which are specialized in the management of the 
wealth of the ultra high-net-worth individuals 
(HNWIs) and their families, are increasing rapidly 
in recent years. Located particularly in financial 
centers such as New York, London, Hong Kong and 
Singapore, the asset size of the family offices is 
calculated to be above USD 620 billion worldwide. 
Globally, while there is a broad mass of individuals 
prefer to have their wealth managed using Islamic 
financial products, primarily in Gulf countries, 
the number of family offices engaged in asset 
management within the scope of Islamic finance and 
the amount of assets managed by such offices are far 
below their potential. 

The share of financial products within the scope
of Socially Responsible Investment (SRI) and 
Environmental, Social and Governance (ESG) in
the asset management of the HNWIs is rapidly 
increasing. Socially responsible and ESG-compliant 
investments within the scope of Islamic finance 
which meet the demands of wealthy Muslim people, 
whose portfolios are growing around the world, have 
enormous potential. In this respect, the number and 
size of family offices that manage their portfolios 
within the scope of Islamic finance are expected to 
increase in the coming period.

Asset size of global Islamic investment funds increased by 6.1% YoY by reaching USD 122 billion (Figure 48). 
In terms of the portfolio breakdown of Islamic investment funds, money market instruments and stocks had 
the biggest share (Figure 49). On the other hand, there was a tendency to diversify the portfolios in countries 
such as Indonesia, Malaysia and Saudi Arabia. 62.9% of the Islamic investment funds are concentrated in two 
key markets: Saudi Arabia (35.2%) and Malaysia (27.7%).22



Against a backdrop of  disturbances in 
international supply chain, production, 
investment and trade in 2021, stock market 
indices went up with a push by inflationary 
pressures. Ongoing economic uncertainties 
accompanied by contractionary monetary 
and fiscal policies have steered investors 
preferences from stock markets to fixed-income 
and high-yield securities such as bond and/
or sukuk in 2022. This resulted in downward 
pressures in stock market indices.

Although Islamic and conventional indices 
have moved in parallel since the outbreak 
of COVID-19 pandemic, Islamic indices 
outperformed conventional indices on average 
(Figure 50 and Figure 51). The main reason for 
this is the fact that the Islamic indices do not 
include companies with high financial leverage 
ratios and highly volatile sectors such as 
conventional banking and financial services, as 
a requirement for the Shariah screening. 

Venture capital in which angel investors become 
shareholders of or provide debt financing to 
companies with growth potential have seen a 
rapid growth worldwide since the 1970s. Most 
of the venture capital models are established to 
invest the private equity in companies’ ideas in 
the startup stage.

Figure 50: Dow Jones Global and Islamic Market World Indices

Source: S&P Global Dow Jones Indices. (June 30, 2022); (https://www.spglobal.com/spdji/en/indices/equity/dow-jones-islamic-
market-world-index/#overview).
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Financing models that are based on venture capital 
and private equity offer significant opportunities 
from the perspective of Islamic finance due to 
their risk-sharing features inherent in their nature. 
Furthermore, studies reveal that "commenda" 
partnership models, which were actively used in 
business transactions in medieval Europe, and are 
considered as the predecessor of venture and private 
equity models today, originate from Islamic finance 
contracts.23

Recently, introduction of suitable financial solutions 
for SMEs and new regulations on exiting and firm 
valuation have contributed to the development of 
participation-based venture capital and private 
equity in Türkiye24

Crowdfunding is a nascent financial area in which a 
high number of individuals participate collectively 
with small amounts via an online platform, in 
order to finance a venture or a project. Today, 
crowdfunding models are implemented on the basis 
of equity, donations, rewards and debt.

Figure 51: S&P 500 and S&P 500 Shariah Indices 

Source: S&P Dow Jones Indices. (June 30, 2022),
(https://www.spglobal.com/spdji/en/indices/equity/sp-500-shariah-index/#overview).

23Udovitch, A. L. (1970). Partnership and Profit in Medieval Islam. Princeton University Press.

24Orhan, Z. H. (2021). Türkiye’de Banka Dışı Bazı Finansal Kurumlar ve İslam İktisadı Açısından Değerlendirilmesi. İKAM Araştırma 
Raporları; (http://dx.doi.org/10.26414/ur09).

Crowdfunding models have a significant potential 
in Islamic as well as in in conventional finance.25 
Crowdfunding is indeed a very suitable financing 
model for purposes of participation finance, with 
its structure based on social cooperation and risk-
sharing. 82 out of 320 companies operating under 
the Islamic fintech model in the world are P2P 
and crowdfunding companies.26 Islamic fintech 
transaction volume in the Organisation of Islamic 

Cooperation (OIC) member countries in 2021 is 
estimated at USD 79 billion, which corresponds 
to 0.8% of the global fintech market.27 Digital 
payments and crowdfunding platforms along with 
social finance are prominent elements of the fintech 
services offered. At a global level, the crowdfunding 
volume stood at 12.3 billion USD for 2020, while an 
increase of 196.4 billion USD is expected between 
2021 and 2025.28
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2.2 LEGAL AND INSTITUTIONAL INFRASTRUCTURE

Globally, legal and institutional infrastructure 
for Islamic capital markets vary among 
countries. For instance, there is a separate law 
for Islamic capital markets in Malaysia whereas 
regulations regarding the Islamic capital 
markets are embedded in conventional laws in 
the U.K.

Unlike Malaysia, there is no separate and 
standalone law for the participation capital 
markets in Türkiye. The participation capital 
markets are regulated through additional 
or secondary regulations to the existing 
relevant laws similar to the case in the UK. The 
participation capital market products were 
defined within a legislative document for the 
first time in Türkiye with the issuance of the 
“Communiquê on the Principles for Lease 
Certificates and Asset Leasing Companies” in 
2010. The ommuniquê defined ijarah sukuk as 
a "lease certificate based on ownership". This 
was followed by the description of participation 
capital market products in Capital Market 
Law no. 6362 in 2012, the first time that the 
participation capital market products were 
included in a law.

Following the legal amendments aimed 
at establishing a legal framework and 
infrastructure for the capital market products, 
secondary regulations related to taxation and 
market operations were introduced after 2016.
In this respect, tax exemptions and regulations 
removed the barriers in relation to the 
issuance of lease certificates to a large extent. 
Subsequently, participation-based repo and 
reverse repo markets were established in 2018. 
The market share of lease certificates expanded 
with the issuance of a decision in 2021 by the 

Capital Markets Board that allowed for the 
holding of lease certificates in the portfolio of 
the Debt Securities Umbrella Funds. 

Participation Indices, which had been initiated, 
calculated, and published by brokerage firms, 
have been published by Borsa İstanbul since 
November 12, 2021. BIST Participation Indices 
are calculated based on the "Share Certificate 
Issuance and Trade Standard" published by 
the Advisory Board of the TKBB. There are 
currently five participation indices namely, 
BIST Participation 30 Index, BIST Participation 
50 Index, BIST Participation 100 Index, BIST 
Participation All Index and BIST Sustainability 
Participation Index. 

The SPK published the Guidelines on 
Green Debt Instruments, Sustainable Debt 
Instruments, Green Lease Certificates and 
Sustainable Lease Certificates in February 2022 
for the green bonds and green lease certificates 
that are used exclusively for the financing or re-
financing of convenient green projects. In the 
following months, Advisory Board of the TKBB 
published two guidelines on the rules used 
for determining the companies to be included 
in participation indices and the purification 
procedures for equities.

25 A more detailed section is available under the title Thematic Areas with respect to crowdfunding products in the Islamic/ 
participation finance area and their potential.

26 IFN Fintech. ( June 30, 2022). Landscape Data; (https://ifnfintech.com/landscape/).

27 Dinar Standard & Elipses. (2022). Global Islamic Fintech Report 2022; (https://www.salaamgateway.com/specialcoverage/
islamic-fintech-2022).

28 Statista. (August 27, 2021). Market size of crowdfunding worldwide in 2020 with a forecast for 2027; (https://www.statista. 
com/statistics/1078273/global-crowdfunding-market-size/#statisticContainer).
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Table 5: Important Regulations of Participation Capital Markets in Türkiye

Year Regulation

2010 Lease certificates (sukuk) were included in the legislation with "Communiquê on the Principles for Lease Certificates and 
Asset Leasing Companies", which was published in the Official Gazette dated 01.04.2010 and numbered 25739.

2011

The first tax related amendments aiming to increase the use of lease certificates were introduced under Law no. 6111, 
which was published in the Official Gazette dated 25.02.2011 and numbered 27857. As a result of these amendments, 
income derived from lease certificates received tax treatment similar to that imposed on income derived from securities.

The banking and insurance transactions tax (BSMV) rate applicable to sukuk was determined in the “Decision on the 
Amendment of Certain Decrees” no. 2011/1854, which was published in the Official Gazette dated 29.06.2011 and 
numbered 27979.

2012
Lease certificates became regulated within the legal framework by amending the “Capital Market Law” no. 6362, which 
was published in the Official Gazette dated 30.12.2012 and numbered 28513. Based on the  amendment introduced to the 
same law, “participation fund” was defined as a new type of fund for the first time.

2013

New regulations on lease certificates and asset leasing companies were introduced under the "Communiquê on 
Lease Certificates" no. III.61.1, published in the Official Gazette dated 07.06.2013 and numbered. 28670. In the new 
Communiqué, five types of lease certificates were defined: sukuk based on ownership (ijarah), sukuk based on 
management agreement (wakalah), sukuk based on trading (murabahah), sukuk based on partnership (mudarabah or 
musharakah), and sukuk based on engineering, procurement and construction (istisna).

The “Communiqué on Venture Capital Investment Trusts” no. III-48.3, published in the Official Gazette dated 09.10.2013 
and numbered 28790, outlines the framework for venture capital investment funds.

2014 The “Communiqué on the Principles for Venture Capital Investment Funds” no. III-52.4, published in the Official Gazette 
dated 02.01.2014 and numbered 28870, outlines the framework for venture capital investment funds.

2016
Tax regulations were introduced and the tax barriers preventing the private sector from issuing sukuk were abolished 
with the introduction of Law no. 6728 titled "Amending Certain Laws in order to Improve the Investment Environment", 
which was published in the Official Gazette dated 09.08.2016 and numbered 29796.

2018 On 02.08.2018, the “Committed Transactions Market”, where sukuks are traded, began to operate on Borsa İstanbul A.Ş. 
Thus, the participation-based repo and reverse repo market was established in Türkiye.

2019
Under the “Communiqué on Equity-based Crowdfunding”, published in the Official Gazette dated 03.09.2019 and 
numbered 30907, financing of ventures based on partnership via digital platforms was legalized and positive 
discrimination in favor of participation banks was granted.

2020 Standard No. 1 on "Issuing and Trading of Shares", which was published by the TKBB Advisory Board on 26.08.2020, 
stipulated the Fiqhi principles that should be adhered to when issuing and trading shares. 

2021

Pursuant to the decision taken by the Board of Directors of the Capital Market Board during the meeting dated 29.07.2021 
and numbered 38/1155, the Fund Guidelines were amended. In this respect,  lease certificates were included as part of 
the 80% component of the Debt Securities Umbrella Funds, thereby expanding the market share of sukuk.

Under the “Communiqué on Crowdfunding”, published in the Official Gazette dated 27.10.2021 and numbered 31641, 
equity-based as well as debt-based financing of ventures via digital platforms was permitted.

The announcement dated 09.11.2021 and numbered 2021/76 on the "Commencement of the Calculation of the BIST 
Participation Indices by Borsa İstanbul and the Changes Introduced to the Ground Rules of the BIST Market Cap Weighted 
Equity Indices for the BIST Sustainability Index". Based on the above-mentioned announcement, Borsa İstanbul began to 
calculate the BIST Participation All Shares, BIST Participation 100, BIST Participation 50, BIST Participation 30 and BIST 
Sustainability Participation indices as of 12.11.2021. Therefore, by assigning the calculation of the participation indices 
to Borsa İstanbul, a single institution became responsible for this task, which resulted in the standardization of the 
calculation methodology.

2022

On 24.02.2022, the Capital Market Board published the “Guidelines on Green Debt Instruments, Sustainable Debt 
Instruments, Green Lease Certificates and Sustainable Lease Certificates”, with the aim of incentivizing the financing 
of investments that combat climate change and reduce its risks, as well as the financing of necessary projects that will 
contribute to environmental sustainability.

A guide on the issues to be taken into consideration when determining the companies to be included in the participation 
indices was published by TKBB Advisory Board in line with the decision dated 24.03.2022 and numbered 47. 

An implementation guide on the purification of the prohibited earnings of shares of companies operating in accordance 
with the principles of participation finance was published by TKBB Advisory Board in line with the decision dated 
21.04.2022 and numbered 50.



2.3 OUTLOOK IN TÜRKİYE

Since the issuance of the first global corporate sukuk in the world in 2001, Islamic capital markets 
have grown rapidly. Participation capital markets in Türkiye have been operating since 2008, a date 
much more recent than the inception of the participation banking in 1984, with the launching of the 
Participation 30 index.

In Türkiye, the market share of lease 
certificates (sukuk) in the capital markets 
has been increasing in recent years. Lease 
certificates was mentioned in the legislation 
for the first time with the "Communiquê on 
the Principles for Lease Certificates and Asset 
Leasing Companies" published in 2010 by the 
Capital Markets Board (SPK).29 Under the 
Communiqué, issuance of lease certificates 
was allowed only based on ownership (ijarah 
contracts). Subsequently, the SPK published 
another communiqué in 2013, which allowed 
the issuance of lease certificates based on 
management agreement (wakalah), trading 
(murabahah), partnership (mudarabah- 
musharakah), and engineering, procurement 
and construction (istisna).30 After these 
regulations, lease certificates began to be 
issued through Asset Leasing Companies (ALC), 
which have the status of joint- stock company. 

In this respect, the first  lease certificate 
issuance was executed by a participation bank 
in 2010 on international markets and amounted 
to USD 100 million. In 2011, various facilitating 
amendments were introduced to the tax 
regime with respect to the issuance of  lease 
certificates. Upon the changes introduced for 
tax purposes in 2012, the sovereign carried out 
the first  lease certificate issuance amounting 
to USD 1.5 billion on international markets, 
and amounting to TRY 1.6 billion on domestic 
market.

Between 2010 and 2021, USD 17.8 billion, Euro 
4 billion, and MYR 2 billion lease certificates 
were issued on domestic and international 

markets. The total volume of gold-based lease 
certificates amounted to 197.9 tons since 2017 
(Figure 52). 

By the end of 2021, 72.2% of the FX-
denominated lease certificates and all of the 
gold-based lease certificates were issued 
by the sovereign in Türkiye. The main reason 
for this development is that the "Decree No. 
32 on the Protection of the Value of Turkish 
Currency" published in the Official Gazette 
edition 20249 on August 11,1989 does not 
allow the non-public sector institutions for 
issuing FX-denominated or precious metal-
backed capital market securities including lease 
certificates in the domestic market. Although 
participation banks issued FX-denominated  
lease certificates on international markets in the 
past, their volume is negligible. Between 2010 
and 2021, the total amount of FX-dominated  
lease certificate issuance was barely 5 billion 
Euro by the real sector and USD 118 million by 
development and investment banks (Figure 
52). Although  lease certificates issuances on 
international markets by the issuers other than 
the sovereign were quite limited, issuance 
of domestic currency denominated lease 
certificates thrived to a large extent thanks to an 
enabling legislation infrastructure. In the 2012-
2021 period, domestic currency denominated 
lease certificates outstanding reached TRY 
336.6 billion and TRY 66.8 billion of which is still 
in circulation. In 2021, issuance amount of lease 
certificates realized as TRY 115.6 billion with a 
18.7% YoY increase (Figure 53).

29 Communiquê on the Principles for Lease Certificates and Asset Leasing Companies (April 01, 2010). Official Gazette 
(Number: 27539);
(https://www.resmigazete.gov.tr/eskiler/2010/04/20100401-15.htm).

30 Communiquê on Lease Certificates (June 07, 2013). Official Gazette (Number: 28670); (https://www.resmigazete.gov.tr/
eskiler/2013/06/20130607-14.htm).
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Figure 52: Foreign Currency and Gold Denominated Sukuk Issuances (2010-2021, Billion, Ton)

Figure 53: TRY-Denominated Sukuk Issuances (2012-2021, Billion TRY)

Source: Republic of Türkiye Ministry of Treasury and Finance, Central Securities Depository of Türkiye, Public Disclosure 
Platform.

Source: Republic of Türkiye Ministry of Treasury and Finance, Central Securities Depository of Türkiye, Public Disclosure 
Platform.
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In recent years, market share of lease certificates in the capital market has surged. Regulations introduced in 2016 
removed, to a great extent, the tax related barriers preventing the private sector from issuing lease certificates. 
Three public participation banks, which were established between 2015 and 2019, contributed to the development 
of the lease certificates market. Issuance volume of lease certificates by participation banks exceeded that of the 
sovereign in 2017 and since then participation banks continued to outperform the sovereign with respect to the 
issuance volume of lease certificates. Participation-based funds' demand for lease certificates also increased 
mostly because 61.3% of the participants of the Auto Enrollment System introduced in 2017 preferred interest-
free funds. As per the regulation introduced in 2018, lease certificates started to be traded under the "Committed 
Transactions Market" in Borsa İstanbul. Thus, participation-based repo and reverse repo markets started operating 
in Türkiye. Issuances of lease certificates by participation banks (Figure 54) and the private sector (Figure 55) gained 
significant momentum particularly after 2017 as a result of the above-mentioned regulations and developments. 

As opposed to the global trends, end of the year lease certificates outstanding generally stood below issuance 
amount at that year. This was a reflection of the fact that average maturity of lease certificates issued is short-term 
due to macroeconomic uncertainties and volatile financial markets (Figure 56). In other words, a large part of the 
lease certificates issued was used for liquidity management by participation banks.

Figure 54: TRY-Denominated Sukuk Issuances by 
Participation Banks (2013-2021, Billion TRY)

Figure 56: Maturity Breakdown of TRY-Denominated Sukuk Issuances (2012-2021, Percent)

Figure 55: TRY-Denominated Sukuk Issuances by Non-
Financial Institutions (2013-2021, Billion TRY)

Source: Central Securities Depository of Türkiye, Public 
Disclosure Platform.

Source: Republic of Türkiye Ministry of Treasury and Finance, Central Securities Depository of Türkiye, Public Disclosure Platform.

Source: Central Securities Depository of Türkiye, Public 
Disclosure Platform.
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Figure 57: Breakdown of TRY-Denominated Sukuk 
Issuances by Issuer (2012-2021, Percent)

Figure 59: Breakdown of TRY-Denominated Sukuk 
Issuances by Contract (2012-2021, Percent)

Figure 58: Breakdown of the Number of TRY-Denominated 
Sukuk Issuances  by Issuer (2012-2021, Number)

Figure 60: Breakdown of the Number of TRY-Denominated 
Sukuk Issuances  by Contract (2012-2021, Number)
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Source 57-58: Republic of Türkiye Ministry of Treasury 
and Finance, Central Securities Depository of Türkiye, 
Public Disclosure Platform.

Source 59-60: Republic of Türkiye Ministry of Treasury 
and Finance, Central Securities Depository of Türkiye, 
Public Disclosure Platform.Mudarabah and Musharakah
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Between 2012 and 2021, 1,266 issuances of lease certificates on domestic market were executed amounting 
to TRY 336.6 billion. Breakdown of these issuances by issuer was as follows: participation banks TRY 226.4 
billion(67.3%), sovereign TRY 85.5 billion (25.4%), non-banking financial institutions TRY 12.4 billion (3.7%), 
investment banks TRY 6.6 billion (1.9%), and real sector TRY 5.8 billion (1.7%) (Figure 57 and Figure 58). 

Lease certificate structures based on management agreement (wakalah) and ownership (ijarah) contracts 
dominated the domestic lease certificates market in Türkiye (Figure 59 and Figure 60). The share of risk-
sharing based lease certificates in total issuances was quite low. Issuances of lease certificates by the 
participation banks were structured predominately based on management agreement (wakalah). On the 
other hand, issuances of lease certificates by the sovereign were structured solely based on ownership 
(ijarah) until 2021.



As a result of  the primary legislation and 
secondary regulations introduced for lease 
certificates market, non-banking financial 
institutions and real sector companies also 
started to play an active role in the market. 
The diversity in the sectoral breakdown of the 
issuances of lease certificates also expanded 
the diversity in lease certificate structures. 
The share of other lease certificate structures 
beside of management agreement (wakalah) 
in total issuances is expected to increse in line 
with the growth of the lease certificates market 
in the coming period. 

Since the first green sukuk issuance realized 
by the private sector in Malaysia in 2017, the 
green sukuk market within Islamic finance 
has expanded rapidly. In this respect, the 
thematic lease certificates have the potential 
to substantially contribute to the financing of 

green transformation and development of green 
ecosystem in Türkiye. 

As a reflection of the deepening of the lease 
certificates market in Türkiye since 2010, the 
first sustainable lease certificates was issued 
in 2020, with a value of TRY 50 million by a 
company operating in the energy sector. On 
September 2021, a participation bank issued 
the first sustainable Tier 2 subordinated lease 
certificate in international markets amounted 
to USD 350 million. Subsequently, in November 
2021, another participation bank issued 
Türkiye's first green lease certificate based 
on partnership contract amounted to TRY 52 
million. The last green lease certificate of 2021 
was worth TRY 600 million and was issued in 
December by the İstanbul Financial Center's 
project company based on istisna contract 
(Table 6).  

Similar to the portfolio distribution of Islamic 
investment funds in the world, participation-
based investment funds invest more in stocks 
and lease certificates in Türkiye as well. 
There are participation-based investment 
funds initiated by various asset management 
companies and pension funds.

In parallel to the steady growth in the 
participation-based pension funds, 

participation-based investment funds also 
continued to grow since 2020. In this regard, 
participation-based investment funds grew by 
142.9% reaching TRY 82 billion (Figure 61). 
In addition, a total of 186 participation-based 
investment funds, including 108 pension funds, 
73 mutual funds and 5 exchange-traded funds, 
were operating as of the end of 2021 (Figure 
62).

Source: Extracted from disclosures on the originators' websites.

Sector Originator Amount 
Issued

Issue 
Date

Redemption 
Date Contract Theme

Renewable 
Energy

Zorlu Enerji Elektrik 
Üretim A.Ş.

 50,000,000 
TRY 3.06.2020 2.06.2021 Wakalah Sustainable

Renewable 
Energy

Zorlu Enerji Elektrik 
Üretim A.Ş.

45,000,000 
TRY 22.04.2021 17.09.2021 Wakalah SDGs-related

Participation 
Banking

Kuveyt Türk Katılım 
Bankası A.Ş.

350,000,000 
USD 16.09.2021 16.12.2031 Murabahah & 

Wakalah Sustainable

Investment 
Banking

Türkiye Kalkınma 
ve Yatırım Bankası 

A.Ş.

50,000,000 
TRY 12.10.2021 10.01.2022 Wakalah Social

Participation 
Banking

Türkiye Emlak 
Katılım Bankası A.Ş.

51,800,000 
TRY 10.11.2021 16.11.2022 Wakalah Green

Construc-
tion

TVF İFM 
Gayrimenkul ve 

İnşaat Yönetimi A.Ş.

600,000,000 
TRY 24.12.2021 22.12.2023 Istisnâ Green

Table 6: Debut Thematic Lease Certificate Issuances in Türkiye
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31Borsa İstanbul. (November 12, 2021). Participation Indices; (https://borsaİstanbul.com/en/sayfa/6857/
participation-indices). 

32 S&P Global Dow Jones Indices (June 30, 2021). Dow Jones Islamic Market Türkiye Index; (https://www.
spglobal.com/spdji/en/indices/equity/dow-jones-islamic-market-turkey-index/#overview).

In the stock market, participation-based stocks are 
determined via participation indices, which have been in 
use in Türkiye since 2008. Since November 12, 2021, five 
such participation indices have been calculated on Borsa 
İstanbul, namely,  BIST Participation 30, BIST Participation 
50, BIST Participation 100, BIST Participation All and BIST 
Sustainability Participation.31 The Dow Jones Islamic 
Market Türkiye Index also includes some companies traded 
on Borsa İstanbul since 2004.32

The operating principle of participation indices is based on 
two-stage screening, similar to the international practices:
• Qualitative filter, which examines the suitability of the 

relevant sector,
• Quantitative filter, which is based on financial ratio 

analysis.

In the former, the defense industry is also included in the 
indices in order to develop the national defense industry, 
unlike international practices. The ratios used in the 

quantitative filtering are listed below:
• Interest-bearing loans/Total assets or Market cap 

<33%.
• Interest-based income /Total assets or Market 

cap<33%.
• The income generated from the two activities/total 

income <5%.

Türkiye's participation-based stock markets generally 
displayed a strong performance similar to the rest of the 
world despite the impact of the COVID-19 pandemic and 
the volatile market structure in the years 2020 and 2021. 
In this regard, participation indices have been dissociated 
from conventional indices since 2020 (Figure 63 and Figure 
64). The main reason for this is the fact that sectors in 
participation indices do not include companies with high 
financial leverage ratios and highly volatile sectors such as 
banking and financial services, as a result of fiqhi screening.

Figure 61: Asset Size of Participation-based Investment Funds 
2018-2021, Billion TRY

Figure 62: Number of Participation-based Investment Funds 
(2018-2021)

Source: TEFAS Türkiye Electronic Fund Trading Platform. 
(December 31, 2021). Fund Comparison; (https://www.tefas.gov.tr/
FonKarsilastirma.aspx). 

Source: TEFAS Türkiye Electronic Fund Trading Platform. 
(December 31, 2021). Fund Comparison; (https://www.tefas.gov.tr/
FonKarsilastirma.aspx). 
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61.3% of the participants in the Auto Enrollment System, which was launched in 2017, preferred interest-free 
funds, thereby increasing the demand for participation-based capital market products. Furthermore, pursuant to 
the decision taken by the Decision Making Body of the SPK during the meeting dated 29.07.2021 and numbered 
38/1155, the Fund Guidelines were amended. The decision allowed for further expansion of the market share of 
lease certificates.



Figure 63: Participation Indices and BIST 100 Index

Source: Borsa İstanbul.

Figure 64: Selected International Indices

Source: S&P Dow Jones Indices. (June 30, 2022); (https://www.spglobal.com/spdji/en/indices/equity/dow-jones-islamic-market-
turkey-index/#overview).
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The initiatives regarding the venture capital legislation 
in Türkiye has largely started since the early 2000s. 
There were substantial capital inflows from abroad in 
relation to venture capital investment funds, particularly 
after 2005. Although the capital inflows based on 
venture capital investment funds slowed down in the 
following years due to the 2008 Global Financial Crisis, 
it gradually rebounded after 2010.33 The framework for 
venture capital investment funds was outlined in the 
"Communiquê on Venture Capital Investment Funds 
(III-48.3)" which was published in the Official Gazette 
dated 09.10.2013 and numbered 28790. Subsequently, 
the “Communiqué on the Principles for Venture Capital 
Investment Funds (III-52.4)”, which was published in 
the Official Gazette dated 02.01.2014 and numbered 
28870, introduced new regulations on venture capital 
investment funds and outlined the relevant framework.

Venture capital investments, which amounted to USD 
19.1 million in 2010, rose by 4.3 times reaching USD 
101.8 million in 2019, with the number of ventures 
rising from 11 to 92 during the years in question 
(Figure 65).

The participation-based venture capital in Türkiye 
developed thanks to the venture capital investment 
funds established primarily by participation banks in 
recent years. The total asset size of the six existing 
venture capital investment funds reached TRY 394.2 
million as of 2021 (Table 7).

Figure 65: Venture Capital in Türkiye by Number of Ventures

Source: Yağcı, S. (January 29, 2020). US$ 101 million of investment in startups. Dunya; (https://www.dunya.com/ekonomi/
startuplara-101-milyon-yatirim-haberi-461404).

33Aktaş, M.and İlgün, Y. (2019). Türkiye’de Girişim Sermayesi Yatırım Ortaklıklarının Finansal Performanslarının Karşılaştırılması. Academic 
Review of Economics and Administrative Sciences, 12(3): 384-398; (https://dergipark.org.tr/tr/download/article-file/790296)
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Source: Extracted from the 2021 year-end audit reports of the relevant funds available at the Public Disclosure 
Platform.

Table 7: Participation-based Venture Capital Investment Funds (As of December 31,2021)

Crowdfunding in Türkiye had practiced 
solely based on rewards and donations 
until new amendments were introduced to 
the Capital Market Law no. 6362 in 2017.
These amendments paved the way for other 
regulations on equity-based crowdfunding to be 
issued in 2019, whereby, the SPK published the 
“Communiqué on Equity-based Crowdfunding 
(III-35/A.1)”, establishing the legal foundation 
for equity-based crowdfunding practices. 
Subsequently, in 2021, the “Communiqué on 
Crowdfunding (III-35 A.2)” laid the foundation 
for financing of ventures based on debt 
financing, in addition to the partnership-based 
financing on digital platforms.

In the aforementioned Communiqué, which 
was published in 2019, crowdfunding is 
described as “collection of money from the 
public via crowdfunding platforms without 
being subject to the provisions of the Law on 
investor compensation, within the framework 
of the principles determined by the Board, in 
order to provide the fund needed by a project 
or a venture company.” The Article 5/4 of the 
Communiqué titled “Principles Regarding the 
Platform” exempts intermediary institutions 
with broad authority and participation banks 
from certain liabilities and the right to the 
exemption rule is reserved in Article 5/6 in 
the Communiqué published in 2021 as well. 
In other words, convenience was provided 
to participation banks and intermediary 
institutions which intend to establish 
crowdfunding platforms. 

Fund Founder Major Shareholder(s)
Asset Value 

of Fund 
(million TRY)

Bilişim Vadisi GSYF Albaraka Asset Management 
Company

Albaraka Türk Participation Bank  
Vakıf Participation Bank 

294.9

Fintech GSYF Albaraka Asset Management 
Company Albaraka Türk Participation Bank 20.6

Kalkınma Katılım 
GSYF

Kalkınma Venture Capital 
Asset Management Company

Development and Investment Bank 
of Türkiye 12.7

Lonca GSYF KT Portfoy Asset Management 
Company

KT Portfoy Asset Management 
Company 5.6

Start-Up GSYF Albaraka Asset Management 
Company Albaraka Türk Participation Bank 27.7

Teknogirişim GSYF KT Portfoy Asset Management 
Company

Kuveyt Türk Participation Bank
32.7

Vakıf Participation Bank

TOTAL ASSET VALUE 
OF THE FUNDS 394.2
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Based on the aforementioned Communiqué 
published in 2019, a number of crowdfunding 
platforms applied to the SPK for licensing. As of June 
30, 2022, 7 platforms were licensed by the SPK.34 In 
this context, 36 different campaigns were launched  
through licensed platforms, and 27,758 investors 
participated in the campaigns. Furthermore, 
investors who participated in the campaigns 
provided TRY 65.1 million (123%) which surpassed 
the target amount of TRY 52.9 million (Table 8).

Although the financing model of ongoing or 
completed campaign projects is based on 
partnership, there is no clear information regarding 

the compliance of the campaigns with the tenets 
of participation finance in terms of the signed 
agreements and companies receiving the funding. 
This is because the projects financed through 
crowdfunding platforms in Türkiye do not have an 
assessment mechanism to determine the level of 
their compliance with the tenets of participation 
finance. In this regard, it is believed that the 
participation finance rating mechanism will play 
an important role in measuring the compliance 
of crowdfunding platforms and the campaigns 
advertised on them with the tenets of participation 
finance.

34Capital Market Board. (June 30, 2022). Listed Platforms; (https://www.spk.gov.tr/Sayfa/Index/12/6/2). 

Source: Extracted from disclosures on crowdfunding platforms websites.

Table 8: Equity-based Crowdfunding Campaigns in Türkiye (As of 30.06.2022)

Number of Campaigns 36

Number of Investors 27,758

Targeted Amount 52,918,000 TRY

Collected Amount 65,058,958 TRY

Success Rate 122,96%

Number of Successful Campaigns 31

Number of Unsuccessful Campaigns 5



2.4 STRENGTHS-WEAKNESSES AND OPPORTUNITIES-THREATS (SWOT 
ANALYSIS)
2.4.1 STRENGTHS
• An enabling legal infrastructure for participation capital market products has been identified 

in the capital markets legislation, which allows for the development of the participation capital 
markets as well as new products,

• The market players' recognition of secondary regulations and incentives within the scope of 
participation capital markets,

• Institutions that have a strong infrastructure in the Turkish capital market, providing services on 
the regulatory, supervisory and operational side, also offer services on the participation capital 
market side,

• Participation banks' more resistance to market fluctuations and expansion in their liquidity 
management capabilities thanks to their ability to offer alternative products against fluctuating 
interest rates,

• Lease certificates have been issued at increasing volumes and numbers for more than 10 years by 
the sovereign, participation banks, investment banks and non-banking private sector, and it has 
gained an established position in the Turkish capital market due to the high demand by investors,

• Lease certificates can be included in the portfolios of both participation-based investment funds 
and conventional investment funds and consequently it has a broad market,

• Lease certificates can be structured in different forms with fixed and variable returns depending 
on the participation financial contract on which they are based, providing flexibility to the investor 
base,

• The diversification of products is enhanced and a wide range of investors is attracted through 
the issuance of lease certificates denominated in different currencies and precious metals by the 
Ministry of Treasury and Finance,

• Participation capital market products that are structured based on assets entitle their investors to 
have a recourse to the underlying assets, in the event that they cannot be redeemed (in the event 
of default),

• As a result of fiqhi screening, the participation indices include companies that do not use 
leveraged and derivative products or use them in a limited way outside their main fields of activity. 
Consequently, companies in the indices show a more resilient performance during times of 
financial shocks,

• Participation capital market products with a risk-sharing and asset-based structure, such as 
certain types of lease certificates are suitable instruments for project finance and have significant 
advantages compared to credit-based products in financing infrastructure projects.
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2.4.2 WEAKNESSES
• Lack of participation capital market products with low risk and high liquidity that can substitute 

investment instruments such as gold and real estate,
• Participation capital market products are generally short and medium-term and investors do not have an 

appetite for new long-term financial products in the current conditions of the market,
• Absence of liquid and deep secondary  market for participation capital market products with the 

exception of the participation-based stock market,
• There is no separate market for participation finance in Borsa İstanbul,
• Lack of a comprehensive rating mechanism for measuring the fiqhi compliance of participation capital 

market products, primarily lease certificates,
• Inadequate human resources competent in both fiqh and capital markets in academia and the sector,
• Failure to achieve standardization among products and services in participation capital markets, 

primarily lease certificates,
• Current lease certificate structures are mostly based on wakalah, which is similar to conventional bonds 

in some respects; issuance of lease certificates based on risk-sharing still constitutes a small share,
• Limited benchmark indices in the issuance of variable-return lease certificates,
• Need for detailed supervision mechanisms for the underlying assets used in the issuances of lease 

certificates,
• The high operational and time costs, primarily in the documentation process, during the issuances of 

lease certificates,
• Lack of a standalone department in the SPK exclusively responsible for participation capital markets,
• The distribution network of participation capital market products is much more restricted than that of 

conventional products,
• Negative perception and low awareness regarding the compliance of participation capital market 

products with the tenets of participation finance.

2.4.3 OPPORTUNITIES
• There is a global quest for alternatives to the current financial architecture, which is based on interest 

and debt. In this regard, participation capital market products offer asset-based and risk-sharing 
financial products in various structures,

• The rapid growth of global Islamic capital markets has the potential to increase the demand for the 
participation capital markets as well,

• Due to the low level of rates of return abroad, there is a strong potential of international demand for 
participation capital products, which provide higher rates of return,

• Recently retail and corporate investors are more interested in capital markets and awareness in this area 
has started to increase,

• The relatively weak demand for capital market products other than stocks has created a need for 
alternative capital market products,

• Rapidly increasing demand for sustainable, socially responsible and ethical finance in the world and in 
Türkiye, and the potential of participation capital market products to meet the demand in these areas,

• The increase in the educational and certificate programs along with academic studies in the field of 
participation finance creates the potential for an increase in product variety in participation capital 
markets,

• The participation capital market products based on risk-sharing offer an alternative mode of financing for 
companies that encounter difficulty in accessing credit in the current market conditions,

• There are a large number of  investment funds and/or investment trusts, such as venture capital 
investment funds, venture capital investment trusts, real estate investment trusts, etc. which are 
compliant with the tenets of participation finance and have great potential for the development of the 
sector,



• Public infrastructure projects typically require substantial amount of initial outlay and it is 
highly improbable that the banking sector can meet the financing needs of these projects in the 
current global conjuncture,

• Developments in financial technologies can reduce the operational costs substantially 
pertaining to the participation capital markets.

2.4.4 THREATS
• Due to the failure to carry out adequate promotion and awareness activities for participation 

capital market products, the market has developed much below its potential,
• Fiqhi standards of the advisory committees of participation financial institutions, other than 

participation banks, are not still well developed,
• Any default in lease certificate issuances can give rise to reputational risk for the participation 

capital market,
• Since the participation capital markets do not offer adequate product diversification, the 

customer segment with the biggest potential to use participation capital markets channel their 
savings towards areas such as gold and real estate.
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The participation insurance in the General Outlook section includes the following 
sub-sectors:
• Participation insurance companies,
• Participation reinsurance companies,
• Participation-based voluntary private pension system (PPS),
• Participation-based auto enrollment system (AES).

3.1  GLOBAL OUTLOOK
The sector, which is called “Islamic insurance” or “takaful” in the world, is named "participation 
insurance" in Türkiye. Islamic insurance was implemented for the first time in Sudan in 1979. It is 
distinguished from the conventional insurance system in terms of its operations, which are based 
on the principle of cooperation among participants and retention of the collected funds in interest-
free funds. Different Islamic insurance systems ranging from full-fledged to windows have been 
implemented in various countries to date. However, a general trend of transitioning from windows-
based takaful systems to full-fledged takaful systems is observed worldwide.

Figure 66: Takaful Contribution Volume and Market Share in Selected Countries (Billion USD, Percent)

Source: IFSB. (2022). Islamic Financial Services Industry Stability Report; (https://www.ifsb.org/sec03.php).
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Direct contributions by the overall global Islamic insurance 
sector increased by 4.8% YoY to USD 24.2 billion in 2020. 
Saudi Arabia, Iran, Sudan, Brunei, Malaysia, UAE, and 
Indonesia constitute 95% of the total direct contributions. 
Islamic insurance has 100% market share in Saudi Arabia, 
Iran, and Sudan.

Saudi Arabia was the top market in terms of its contribution 
volume, which stood at USD 10.3 billion followed by Iran 
with total contributions of USD 5 billion. Türkiye's direct 
contribution share in the global Islamic insurance market 
was 2.4% in 2020.

In 2020, 75% of the takaful operators showed positive 
performance, which indicates increase in net income, 
decrease in net loss or turn to profit from loss compared to 
the previous year.35

Islamic insurance has a rapid growth rate particularly in 
regions with a large Muslim population, such as Asia-
Pacific and Gulf Cooperation Council (GCC) countries. 
The Islamic insurance premium contribution rebounded 
from USD 15.2 billion in 2011 to USD 27 billion in 2018, at 
an annual average growth rate of 8.5%, and this volume is 
estimated to reach USD 49 billion in 2027.36 In the upcoming 
period, the size of the Islamic insurance sector is expected 
to surge in tandem with population growth and per-capita 

income level of Muslims worldwide.

On the other hand, still low level of awareness about 
Islamic insurance poses a major obstacle to the growth 
of the Islamic insurance sector. Other serious obstacles 
include lack of global standards set in the field of Islamic 
insurance, deficiency of supervisory mechanisms, and lack 
of product diversification in terms of directing the funds to 
investments with high rates of return. Another important 
factor regarding the development of the Islamic insurance 
system is the absence of re-takaful companies with a 
capacity sufficient to meet the current need.

According to the IFSB data, Islamic insurance continued to 
be the smallest segment in the Islamic financial industry. 
However, Islamic insurance's contribution to overall Islamic 
financal system and domestic market share is on the rise in 
recent years.

Insurtech applications, whose use has started to surge 
recently, present important opportunities for the global 
Islamic insurance sector, particularly in terms of easy 
access to clients and cost reduction. Furthermore, the peer 
to peer insurance models, which have started to develop 
recently, are also expected to make significant contribution 
to the development of the Islamic insurance sector.

35 Refinitiv. (2021). Islamic Finance Development Report; (https://www.refinitiv.com/en/resources/special-report/islamic-finance-
development-report).

36 Islamic Financial Services Board. (2020). Islamic Financial Services Industry Stability Report; (https://www.ifsb.org/sec03.php).Imarc.
(June 30, 2022), Takaful Market: Global Industry Trends, Share, Size, Growth, Opportunity and Forecast 2022-2027; (https://www.
imarcgroup.com/takaful-market).

3.2 LEGAL AND INSTITUTIONAL INFRASTRUCTURE
In Türkiye, participation insurance companies have been operating since 2010. As of 2021, 12 companies, 6 of which are 
windows, operate in the field of participation insurance. In line with the Regulation on Insurance and Private Pension 
Activities within the Framework of Participation Principles, which was published in 2020, the windows system would cease 
its operations by the end of 2021. 

The first legislative regulation on participation insurance was introduced with the title “Regulation on the Working 
Principles and Procedures of Participation Insurance”, which was published in the Official Gazette dated 20 September 
2017 and the "Circular on the Implementation of Participation Insurance" numbered 2017/22. Definitions of participation 
insurance, participation reinsurance, participatory investment fund, mudarabah management model, wakalah and 
wakalah/mudarabah (hybrid) models are provided in the Regulation.

The “Regulation on Insurance and Private Pension Activities within the Framework of Participation Principles”, published in 
the Official Gazette dated 19 December 2020 and the “Circular on Participation-Circular on Insurance and Private Pension 
Activities within the Framework of Participation Principles" dated 1 April 2021, aimed at regulating participation insurance 
and private pension activities together by introducing certain new practices for participation insurance and repealing the 
Regulation of 2017.



Some of the important issues included in the new 
regulation regarding participation insurance are listed 
below:
• The aim of the new regulation is to establish a 

new participation insurance model specific to 
Türkiye.

• Under this model, participation insurance 
activities are based on three main pillars: 
establishment of an advisory committee, 
avoidance of covering any risks that are not 
religiously legitimate, and management of 
financial assets within the framework of 
participation principles.

• Practices such as separating shareholders’ funds, 
conclusion of grant-based contracts, refund, 
balance and debt are not obligatory in the new 
model.

• A model with a low operational burden and with 
its own internal control mechanism was adopted.

• The temporary operation period of three years 
for phasing-out the windows proposed by 
the regulation dated 20 September 2017 was 
extended for one more year with the regulation 
dated 19 December 2020.

• The structure and reporting processes of the 
advisory committee were improved and the 
internal audit report function of the participation 
department was introduced in order to monitor 
the compliance of the participation insurance 
company with the tenets of participation finance.

• A training, examination and certification 
mechanism was prescribed for all relevant 
personnel of participation insurance companies  
and all intermediaries, in order to increase the 
number of human resources needed in this sector.

• Pools of TARSIM, DASK, Assurance Account 
and Turkish Motor Insurers’ Bureau, which 
provide services exclusively or in connection with 
participation insurance companies, have also 
been included in the scope, with the aim to grow 
the participation financial system.

• Unlike the previous regulation, coinsurance 
and retrocession have been addressed and the 
conduct of these activities with participation 
based insurance companies was made 
mandatory.On the other hand, in case of 
unavailability of the necessary products and 
services, the conduct of these activities with 
conventional companies has been permitted 
in certain areas and for a limited period of time, 

provided that the approval of the advisory 
committee is obtained. 

• The Advisory Committee and Participation 
Compliance Unit activities, establishment and 
structuring, company internal audit report 
practices, procedures and principles regarding 
the establishment and portfolio transfer of 
companies, intermediaries, as reported in 
the Regulation together with the "Circular on 
Insurance and Private Pension Activities within 
the Framework of Participation Principles" 
published on 01.04.2021 and the form and 
qualifications of the training and exams for the 
company personnel are explained in detail.

The new legislation also includes significant 
regulations on participation-based private pension 
activities, which are listed below: 

• Pension companies that intend to carry out 
participation-based activities should establish 
pension plans with the phrase “participation” in 
their title. Only participation pension funds can be 
included in participation pension plans.

• Companies which do not carry out participation- 
based life insurance activities and whose pension 
funds do not entirely consist of participation 
pension funds may outsource the functions of 
the advisory committee to third parties. The 
compliance of the companies' funds and portfolio 
asset distribution with the participation principles 
must be examined. 

• The relevant data must be filed on monthly basis 
by pension funds through the Pension Monitoring 
Center and by other companies and institutions 
directly to SEDDK (Insurance and Private Pension 
Regulation and Supervision Agency) and TSB 
(Insurance Association of Türkiye) and this data 
shall be published periodically on the web site of 
TSB.

• It is also stipulated that SEDDK will publish 
participation audit guidelines to ensure 
compliance with the provisions of this Regulation 
and compliance audits will be conducted within 
the framework of these guidelines.
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3.3 OUTLOOK IN TÜRKİYE
The annual growth rate of the participation insurance sector, which is around 50%, outperformed that of 
the insurance sector since 2015. Furthermore, participation insurance was the fastest growing market in 
the global Islamic insurance industry in 2016 and 2019. The market share of participation insurance realized 
as 5.2% in 2021. In the same period, the total contributions collected by participation insurance companies 
amounted to TRY 5.5 billion (Figure 67).

Figure 67: Total Contributions and Market Share of Participation Insurance in Türkiye (Billion TRY, Percent)

Source: Insurance Association of Türkiye (2021). Participation - based Insurance and Private Pension Sector Report; (https://www.tsb.
org.tr/tr/yayinlar).

The "Guidelines on Implemenation of Participation 
Insurance" was issued by the SEDDK to effectively 
supervise participation-based insurance, 
reinsurance, and private pension companies. 
Furthermore, a circular on "Teysir Model and Other 
Participation-based Operations" was published by 
SEDDK on April 21, 2022. As a result, the "Türkiye 
Model" was renamed as the "Teysir Model". 
Therefore, the circular on "Redefining the Türkiye 
Model within the Scope of Participation-based 
Operations" (2021/6) was repealed. The Teysir 
Model was defined as a type of insurance in which 
only risks and sectors allowed by Islam are insured. 
Moreover, the assets of the insurance companies 
need to be invested in fiqhi-compliant investments. 

As a consequence of the introduction of this new 
model, insurance companies were not allowed to use 
the takaful model. 

Another development that took place in the 
participation insurance sector was the establishment 
in February 2022 of Türk Katilim Reasürans AŞ, 
which is the first participation-based reinsurance 
company in Türkiye. The company will focus on 
meeting the reinsurance needs of the paraticipation 
insurance sector. It is expected that the new 
company will mainly operate in the field of life 
insurance not only in the domestic market but also in 
international markets as well.  
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As of 2021, there are 12 participation-based 
insurance companies, 3 of which constitute the 
bulk of the market. Even though the market 
share of the top three companies fell from 
95.3% in 2018 to 92% in 2021 and the market 
share of the small players showed a noticeable 
increase, the sector is still not operating on 
competitive grounds. 

Motor vehicles (compulsory third-party) 
liability, general damages, and fire and natural 
disaster insurance products constitute the most 
prominent areas of collected contributions. The 
share of motor vehicles liability in total collected 
contributions fell from 61.6% in 2018 to 40.6% 
in 2021, while the share of general damages 
in total collected contributions increased from 
5.1% in 2018 to 23.2% in 2021. 

Agents' distribution channels has decreased 
from 58% in 2020 to 54.3% in 2021, they still 
maintained their top rank though. Participation 
banks, on the other hand, were the second 
biggest distribution channel, achieving a share 
of 16.2% in 2020 and 15.5% in 2021.37 

The rapidly increasing demand for the private 
pension system (PPS) was also a significant 
factor affecting the growth of the participation 
insurance sector. The participation-based 
pension investment funds in the private pension 
system invested in financial products such as 
stocks listed in participation indices approved 
by the advisory boards of pension companies, 
interest-free securities investment funds, gold 
and precious metals, participation accounts 
opened in participation banks, and lease 
certificates issued in Türkiye or abroad. 

The total fund size in the private pension system 
in 2021 reached TRY 239.4 billion out of which 
TRY 56.4 billion  was invested in participation-
based funds. TRY 44 billion of the TRY 201 
billion collected in the Voluntary PPS, TRY 9.5 
billion of the TRY 15.4 billion collected through 
the AES and TRY 2.9 billion of the TRY 23 billion 
in the state contribution category were invested 
in participation-based funds. Thus, the share 
of participation-based funds in the total funds 
of PPS and AES categories reached 23.6%. 
However, when only AES funds are taken into 
consideration, the share of participation-based 
funds was 61.3% (Table 9).

Among the private pension interest-free fund 
categories, the voluntary PPS, AES and state 
contribution increased by 105.9%, 34.6% and 
34.1% in 2021, respectively. As a result of the 
high returns generated throughout 2021 by 
companies listed in the participation index 
and gold-indexed investment products, which 
constitute the highest share in the portfolio 
of participation-based funds, rates of return 
in all of the aforementioned interest-free 
fund categories outperformed rates of return 
generated by the conventional funds. This paved 
the way for high demand for the participation-
based funds. The same trend is expected to 
continue in the coming period.

37 Insurance Association of Türkiye (2021). Participation - based Insurance and Private Pension Sector Report; (https://www.
tsb.org.tr/tr/yayinlar).
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Fund Segment Number of 
Funds

Fund Size 
(Million 

TRY)

Annual 
Growth (%)

Share within 
Total Funds 

(%)

Annual Rate 
of Return

Voluntary PPS with Interest 185 156,921 36.2 65.5 39.5

Voluntary PPS without Interest 36 44,035 105.9 18.4 62.7

Total Voluntary PPS Funds 221 200,955 47.1 83.9 44.1

Auto Enrollment with Interest 66 5,958 40.2 2.5 22.7

Auto Enrollment without Interest 56 9,473 34.6 4.0 23.8

Total Auto Enrollment Funds 122 15,431 36.7 6.5 23.4

State Contribution with Interest 12 20,110 3.4 8.4 -6.1

State Contribution without Interest 13 2,898 34.1 1.2 18.3

Total State Contribution Funds 25 23,008 6.5 9.6 -3.6

TOTAL 368 239,394 41.3 100.0 36.3

Table 9: Size and Performance of the Private Pension Funds by Type (As of 31.12.2021)

Source: Pension Monitoring Center. (August 24, 2022). Information Center, Statistics, Net Asset Values of Voluntary PPS Funds, State 
Contribution Funds and Automatic Enrollment Funds; (https://www.egm.org.tr/bilgi-merkezi/istatistikler/).

3.4 STRENGTHS-WEAKNESSES AND OPPORTUNITIES-THREATS (SWOT ANALYSIS)
3.4.1 STRENGTHS
• Türkiye's favorable demographic structure and high potential in terms of participation insurance,
• Having more growth potential compared to conventional insurance,
• A potential for high demand among those that have hesitations regarding the insurance sector due to religious 

sensitivities, thanks to offering interest-free products based on ethical principles,
• An increasingly more competitive structure with the support of digitalization,
• Ability to use the collected contributions to directly support the real sector through participation-based 

investments,
• Sharing of surplus with the policyholders,
• The presence of a domestic participation reinsurance company which has started to operate recently,
• Obligation of all pension funds to establish participation-based funds in accordance with the Auto Enrollment 

System legislation,
• Easy access to online participation insurance policies thanks to digitalization,
• Expectations to build a strong human resources base in a short period of time through the mandatory training 

and certification programs prescribed by the legislation for the participation insurance sector. 

3.4.2 WEAKNESSES
• There is no legislation in the form of a law specific to participation insurance and the current legislations are 

issued in the form of regulations and by-laws,
• Limited capacity to compete against conventional insurance companies,
• Limited capacity to cover large-scale risks due to restrictions faced by participation insurance companies 

related to economies of scale,
• Insufficient number of existing participation insurance companies,
• Lack of competitiveness in the participation insurance sector,
• Lack of capital and know-how support because of the absence of large foreign insurance companies, contrary 

to conventional insurance companies,
• Fiqhi discussions on participation insurance may give rise to negative perception of participation insurance 

among stakeholders,
• Limited investment avenues for participation insurance funds,



• There is a higher number of funds which can be preferred in interest-bearing PPS plans,
• The low market share of participation banks' products such as consumer financing has resulted in the low 

volume of participation insurance products related to this area,
• Lack of promotional and advertisement activities that provide information and raise awareness,
• Independent academic programs related to participation insurance are very limited,
• Participation insurance has weak cooperation with the global Islamic insurance industry,
• Absence of a professional association related to participation insurance,
• Primary focus on certain products, business lines, classes and products,
• High costs and high contributions of participation insurance products compared to conventional 

products.

3.4.3 OPPORTUNITIES
• The potential to become an regional hub for participation insurance with the establisment of the İstanbul 

Financial Center,
• Türkiye has a big potential to provide participation insurance to patients from Muslim countries within the 

scope of its strategy to become a hub in international health services,
• The demand for participation insurance will increase in tandem with the growth of other sectors of the 

halal economy in the world,
• There is a large customer base with religious sensitivities towards monoline insurance,
• A new area of development was created for participation insurance, with the models based on sharing 

economy,
• Large-scale insurance areas such as foreign trade and logistics constitute niche areas with high demand 

potential for participation insurance,
• The general increase in the reputation of the participation financial system and participation-based 

pension system, due to the high returns offered by the participation-based pension funds in 2020, when 
economic fragility and fluctuations were experienced due to the pandemic.

• Increase in the areas where participation insurance premiums can be used, thanks to the increase of 
participation capital market products based on project financing,

• The positive effect of the participation finance rating system on participation insurance and pension 
funds,

• Interest in online policies increased in the pandemic period, which resulted in high demand for and quick 
adaptation to services that can be provided through digital channels,

• Ability to eliminate the competition disadvantages in conventional insurance with the investments made 
in innovative insurance technologies, ability to offer micro-takaful solutions and reach foreign markets,

• Creation of perceptional advantages by increasing the social impact through incentives in insuring 
sustainable and green projects,

• The opportunity to be based on more solid legal grounds with the enactment of Participation Finance Act.

3.4.4 THREATS
• The risk that the Teysîr model and new regulations may not be accepted in the international arena,
• Despite the religious sensitivities of its clients, the price and service quality is prioritized over religious 

sensitivities with regard to insurance products,
• Products relating to possible catastrophic risks such as natural disasters arising from climate change and 

earthquakes are not developed in the field of participation finance,
• The underdevelopment of the field of micro-insurance in Türkiye is likely to adversely affect micro- 

takaful ventures as well,
• Reluctance to set up new companies due to the domination of a certain number of companies in the 

sector,
• Risk transfer in return for premium, which is the foundation of the Teysîr model, is still a controversial 

issue from the lens of Islamic Jurisprudence.
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Also known as the third sector, social finance includes institutions aiming to 
offer social benefits in order to provide solutions for the problems in the market 
mechanizm. While social finance is considered to be a seperate area from the public 
sector and the private sector, it indeed cooperates with both to achieve its goal. 
Social finance activities are basically divided into two categories as profit and non-
profit activities. These activities are carried out by the public sector, the private 
sector, the households, or other third sector institutions (Figure 68).38

Source: Yenice, A. C. (2021). Islamic Social Finance. IKAM Research Reports 15; (http://dx.doi.org/10.26414/icr0007) 
and Arshad, M. N. M., & Haneef, M. A. M. (2016). Third sector Socio-Economic models: How waqf fits in? Institutions 
and Economies, 8(2), 72 -90.

38 Yenice, A. C. (2021). Islamic Social Finance. IKAM Research Reports 15; (http://dx.doi.org/10.26414/icr0007).
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Figure 68: The Third Sector within the Framework of a Tripolar Approach
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Similar to the purposes of social finance, participation social finance aims at channeling 
the participation-based financial resources in a way to attain the religion’s purposes 
(Maqasid al- Shariah) and ensure their effective use. In this context, the main goal of 
participation social finance is the preservation of fundamental rights and values, which can 
be summarized as the protection of life, lineage, mind, property and religion. Following 
the fulfillment of these fundamental rights and values, activities for the development of 
individuals and society are carried out in the field of participation social finance.
  
The participation social finance sector included in the General Outlook section covers the 
following aspects:
• Waqf (operating in accordance with the tenets of participation finance),
• Zakah,
• Qard al-hasan (Benevolent loan),
• Participation-based microfinance institutions.

As one of the five pillars of Islam, zakah is an 
obligatory religious duty for the Muslims who meet 
the required criteria of having a level of wealth to 
help the needy clearly set forth in the Quran. Zakah 
is basically one of the most fundamental institutions 
of Islam aiming to ensure a just distribution of 
wealth, and is not only a financial act of worship but 
also imposes a social responsibility on individuals 
for increasing social welfare. Generally performed 
as an individual act of worship, zakah can also be 
fulfilled through different institutions and structures 
in countries today. Zakah institutions located in 
different countries vary due to the differences in 
countries’ legal and institutional structures.

Being a financial act of worship, in certain 
aspects, zakah differs from taxes collected by the 
governments from their citizens on the basis of laws. 
The main differences between zakah and tax are 
presented in Table 10.

The practices of collecting and distributing zakah, 
and the institutional structures relating to zakah vary
significantly among countries. In countries such as 
Sudan and Saudi Arabia, zakah is collected by the
public authority and taxpayers who meet the 
requirements of zakah are obliged to pay zakah 
(Table 10). In Indonesia, institutions such as the 
Indonesian National Board of Zakat (BAZNAS) 
and Lembaga Amil Zakat Nasional (LAZNAS) are 
responsible for the collection and distribution 

of zakah. BAZNAS is a quasi-autonomous zakah 
agency established by the state, whereas LAZNAS 
is a zakah agency established by non-governmental 
organizations. The Indonesian National Board of 
Zakah (BAZNAS) provides services in four areas 
related to zakah. These areas are as follows:

• Education programs: this area covers zakah 
provided for educational purposes.

• Humanitarian aid: this area covers  zakah used 
for humanitarian aid and emergency disaster 
relief.

• Medical aid: this area covers zakah given as 
medical support such as free health centers.

• Financial aid: this area covers zakah provided to 
the needy.

The zakah administration in Malaysia is regulated 
by the Constitution and zakah institutions operate 
under the State Religious Boards. There are zakah 
offices affiliated with the State Religious Boards 
and "Baitulmal" and "Zakah Office" units affiliated 
to these offices. In Malaysia, zakah is collected 
voluntarily, and zakah collection and distribution 
is carried out by the State Religious Boards. Zakah 
collected in a state is distributed only to zakah 
beneficiaries in that state.

4.1 GENERAL OUTLOOK
4.1.1 ZAKAH



Zakah Tax

Purpose Transfer from rich Muslims to 
eligible individuals

Transfer to areas or groups to be 
determined by the government, 

from all economic units

Regulatory source Islamic sources Laws

Liability Muslims Related economic actors

Rates Definite, fixed and unchangeable Changing

Distribution Eligible individuals Variable and spent on different areas

Provision Fardh An economic liability

Return Not Expected Expected

Statute of Limitation Not Applicable Applicable

Exceptions Organic and flexible Inflexible, based on accounting

Abandonment Not abandonable Abandonable

Exemptions or exceptions Not Applicable Applicable

Time of payment Once a year or during harvest Varies

Sanction Material and spiritual Material

Base Broad Narrow

Evasion Not possible Tax evasion methods are available

Collection Lower transaction costs Higher transaction costs

Method of collection Directly Directly and indirectly

Underlying assets Productive assets and cash Assets and many economic
activities, including consumption

Nisâb Definite limits Varying limits

Liability Obligatory financial act of worship Legal financial obligation

Transfer A non-transferable right A transferable responsibility

Table 10: Zakah-Tax Comparison

Source: Yılmaz, İ. (2020). Negatif Gelir Vergisi Özelinde Zekât-Vergi İlişkisi. Beyan Yayınları.

The zakah collected is not sent to other states or 
to the central authority. These zakah institutions 
set an example for best-practices in terms of 
information technology, with their applications 
such as advanced payment systems, alternative 
distribution channels, special zakah software 
(SiZA) and call center.

In addition, some of these zakah institutions 
engage in activities such as emergency 
assistance services, dialysis centers and 
orphan care centers within the scope of 
social responsibility projects. The zakah 
paid by individuals is deducted from income 
tax. However, the amount of zakah paid by 
businesses is not deducted from the corporate 
tax.39

39 Şensoy, N. (2008). Zakah as a modern social security institution the Malaysian zakah fund example. Çetiner, B. (Ed.), Zakah in 
the Quran and Sunnah as a Social Security Institution, The Foundation for Research in Islamic Sciences, 88-101.
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Initiatives to institutionalize zakah in Pakistan began 
with the establishment of the Zakah Commission 
in 1950 and states were put in charge of zakah 
collection upon the publication of the Zakah Law 
in 1956.40 In Pakistan, zakah is collected indirectly 
through various non-governmental organizations 
rather than directly through public institutions. 
Individuals volunteer in the collection and 
distribution of zakah. The zakah collected is
spent on areas such as health, education, social 
needs and management expenses.

Financial technologies (fintech) offer a significant 
advantage for the institutionalization and effective 
use of zakah. In traditional zakah collection methods, 
issues related to lack of transparency result in 
problems of trust, whereas the inability to track the 
payers and beneficiaries of zakah under a practical 
system reduces the effective use of zakah. Fintech 
applications offer important opportunities to remedy 
such potential problems.

It is observed that fintech-based innovations are becoming prevalent worldwide for the expansion of zakah
activities and the effective use of these funds. Some examples of the fintech-based zakah activities in the
world are as follows:

The online zakat platform established by the UNHCR in 2018 aims to 
improve the financial situation of refugees. Zakah payments to the 
platform can be made via debit card, credit card or PayPal account. 
Nisab amounts41 can be calculated via the platform. The entire zakah 
amount is delivered to refugees.42

It was founded in 2018 in accordance with the Malaysian Islamic Digital 
Economy (IDE) Standards. It serves as a crowdfunding platform to 
match donors and recipients, based on zakah and sadaqah donations 
and corporate social responsibility aids. The organizations hosted
by the platform are funded through donations by donors. The inclusion 
of organizations in the platform depends on their financial status and 
reliability. The entire amount, excluding the payment toll and platform 
service fee, is transferred to the organizations that receives the 
donation.43

40Cici, R. (2008). Efforts to Institutionalize Zakah in Islamic Countries Today. Çetiner, B. (Ed.), Zakah in the Quran and Sunnah as a Social 
Security Institution, The Foundation for Research in Islamic Sciences, 88-101.

41 Nisab, is the minimum amount of wealth that a Muslim must own before being obliged to give zakah, excluding certain goods which are 
considered basic requirements. See also: Erkal, M. (July 7, 2021).  Nisab. Encyclopedia of Islam, 33: 138-140; (https://islamansiklopedisi. 
org.tr/nisab).

42 The United Nations High Comissioner for Refugees. (July 7, 2021). The Refugee Zakat Fund; (https://zakat.unhcr.org/). 

43 Global Sadaqah.(July 7, 2021). (https://globalsadaqah.com/about-us).

UNCHR (UNITED NATIONS HIGH
COMMISSIONER FOR REFUGEES)
REFUGEE ZAKAH FUND

GLOBAL SADAQAH



Zakah has a significant potential in Türkiye. 
According to the calculations by various
sources, Türkiye’s annual zakah potential is 
calculated at around USD 55 billion.48 However, 
a significant part of this potential is left unused, 
due to the historical transformation of zakah 
from an institutional structure to an individual 
religious service. In this respect, there is more 
need for the institutionalization of zakah. The 
first civil initiative for the institutionalization of 

zakah in Türkiye was the establishment of the 
Türkiye Zakah Foundation in 1980. Today, these 
activities are usually carried out individually, 
while they are also carried out through 
organizations such as non-profit waqfs and 
associations authorized by the state. However, 
the recent economic shocks, especially the 
COVID-19 pandemic, increase the need for the 
institutionalization of zakah.

It is a national zakah platform established in the United 
Kingdom. The nisab amount is calculated via the platform, 
and zakah can be paid for purposes of reducing poverty, 
acquisition of houses, education expenditures and starting 
a business. 10% of the zakah amount is deducted by the 
platform. The individuals and areas for which the zakah 
payments are used can be tracked with the ZakaTracker 
program.44

Established by the Association of Muslim Professionals 
(AMP), which carries out activities for the Muslims living in 
India, the platform brings together zakah givers and zakah 
recipients with the aim of increasing socio-economic welfare 
without expecting commercial profits.45

The platform is established in Türkiye and facilitates zakah 
calculation according to various types of assets and liabilities 
by providing information about zakah, in order to ensure that 
zakah is promoted and understood as an effective instrument. 
Works still continue on the platfom to be able to allow for 
zakah management and payment. 46

It is an application which enables zakah collecting charities 
to be viewed altogether. The application enables the user to 
view the charities to which zakah can be paid and to create a 
customized portfolio that includes the desired charities.47

44 National Zakat Foundation. (July 7, 2021). (https://nzf.org.uk/).

45 IndiaZakat. (July 7, 2021). (https://indiazakat.com/about-us)..

46 Digital Zakat. (July 7, 2021). (www.digitalzakat.com).

47 Zakatify. (July 7, 2021). (https://www.zakatify.com/faq).

48 Türkiye Diyanet Vakfı. (May 25, 2019). Türkiye'nin Zekat Potansiyeli 55 Milyar Dolar; (https://tdv.org/tr-TR/turkiyenin-
zekatpotansiyeli-55-milyar-dolar/).

NATIONAL ZAKAT FOUNDATION

INDIAZAKAT.COM

DIGITAL ZAKAH

ZAKATIFY
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Country
First-Last 

Legal 
Legislation

Zakah 
Obligation Penalty Tax Exemption Recipient 

Classes

Sudan 1921-2001 Obligatory
Twice as much 

as the zakah 
payable.

Exempt from 
income tax

Those defined in 
the relevant verse

Malaysia 1938-1997 Voluntary Varies among 
states.

Exempt from 
income tax, not 

exempt from 
corporate tax

Those defined in 
the relevant verse

Egypt 1948-2014 Voluntary - - Those defined in 
the relevant verse

Saudi Arabia 1951-1976

Zakah of 
institutions is 
entirely paid 

to the state for 
its distribution, 
while only half 
of the zakah of 

individuals is paid 
to the state for its 

distribution 

Imprisonment - Those defined in 
the relevant verse

Pakistan 1956-1997

Obligatory for 
some assets, 
voluntary for 

others

- Not Applicable Those defined in 
the relevant verse

Indonesia 1978-2014 Voluntary - - Those defined in 
the relevant verse

Kuwait 1982-2006

Obligatory for 
institutions, 

voluntary for 
individuals

- - Those defined in 
the relevant verse

Bangladesh 1982 Voluntary - Exempt from 
income tax

Those defined in 
the relevant verse

Brunei 1984 Obligatory - Exempt from 
income tax Exceptions apply

Nigeria 1999 Varies among 
states

Fine or 
imprisonment

Those defined in 
the relevant verse

Table 11: Implementation of Zakah in Selected Countries

Source: Selçuk, M. and Görmüş, Ş. (2019). Institutionalization of Zakah: Applications in the World and Model Recommendation for 
Türkiye. İktisat Yayınları.



Region Number of Waqf

North America 91,850

Europe 154,271

Asia 13,170

Africa 47

Latin America 859

Table 12: Global Breakdown of Waqfs by Region (2018)

Source: Johnson, P. D. (2018). Global Philanthropy Report: Perspectives on the global foundation sector. Harvard Kennedy 
School; (https://cpl.hks.harvard.edu/files/cpl/files/global_philanthropy_report_final_april_2018.pdf).

Historically, waqfs have been one of the most 
important elements of social and economic 
life, in addition to being an instrument of social 
solidarity and cooperation in Muslim socities.  
On the other hand, it is believed that the waqf’s 
potential for social solidarity and cooperation is 
not sufficiently leveraged today.

Social finance is a model that functions through 
institutions and/or organizations established 
with different structures. Waqf is the most 
common institution within the scope of social 
finance in the world. Waqf is generally classified 
as independent waqf, religious waqf, corporate 
waqf, family waqf, public waqf and social waqf. 
According to the results of a research conducted 
in 38 countries by the Global Philanthropy 
Report, there are 260,358 waqfs worldwide 
(Table 12).49

4.1.2 WAQF 

49Johnson, P. D. (2018). Global Philanthropy Report: Perspectives On The Global Foundation Sector. Harvard Kennedy School; 
(https://cpl.hks.harvard.edu/files/cpl/files/global_philanthropy_report_final_april_2018.pdf).

While there are no official statistics regarding 
the total value of waqf assets in the world, 
according to a research conducted in 24 
countries, the total value of waqf assets in these 
countries is estimated at USD 1.5 trillion (Figure 
69). USA, Netherlands and Germany rank as the 
top three countries in terms of the total value of 
waqf assets. The size of waqf assets in Türkiye, 
on the other hand, is approximately USD 20 
billion.

The tradition of waqf in Türkiye has continued to 
exist even though it has undergone institutional 
changes from the past to present day. According 
to the data of the General Directorate of 
Foundations, there are a total of 6,504 waqfs 
in Türkiye. The breakdown of them by type is 
shown in Table 13.

Type Number

Annexed Waqfs 251

Community Waqfs 167

Artisan Waqfs 1

New Waqfs 6.074

Branches/Representatives of Foreign Waqfs 11

Table 13: Breakdown of Waqfs in Türkiye by Type

Source: General Directorate of Foundations. (August 31, 2022). Distribution of the Foundations in Türkiye by Type; (https://
cdn.vgm.gov.tr/genelicerik/genelicerik_945_290519/001vakiflarin-turlerine-gore-dagilimi05082020.pdf).
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Figure 69: Waqf Assets in Selected Countries (Billion USD)

Source: Johnson, P. D. (2018). Global Philanthropy Report: Perspectives On The Global Foundation Sector. Harvard Kennedy 
School; (https://cpl.hks.harvard.edu/files/cpl/files/global_philanthropy_report_final_april_2018.pdf).

Qard al-hasan refers to the lending of a fungible 
item, to be returned in the same quantity. While it 
is mostly implemented by lending money, qard al-
hasan can also be given in kind.

It is important that the maturity of the loan extended 
is determined during the extension of the loan in
qard al-hasan practices. One of the most important 
debates about qard al-hasan today is whether an 
increase calculated at the inflation rate should 
be demanded in the repayment of this debt in an 
inflationary environment. In this context, there are 
alternative approaches such as indexing the qard 
al-hasan debt to inflation and lending in precious 
metals and different currencies.50

One of the most important examples of the 
implementation of qard al-hasan in the world 
is Akhuwat, an Islamic microfinance institution 
operating in Pakistan. Established in 2001, Akhuwat 
provides entrepreneurship training programs, 

sustainable health services and financial support 
to low-income individuals in need of short-term 
financing through qard al-hasan in addition to 
carrying out Islamic microfinance.51

Qard al-hasan practices are classified under two 
categories: official and unofficial. Unofficial qard 
al-hasan is provided by the individuals within their 
immediate social circles based on trust. In this 
respect, activities of solidarity known as “gold days” 
in Türkiye also fall within the definition of qard al-
hasan.52 Official qard al-hasan on the other hand can 
be carried out by organizations and institutions such 
as professional associations, mutual aid funds and 
microfinance institutions. A significant part of qard 
al-hasan activities in Türkiye is carried out through 
associations such as IKSAR (Foundation of Research 
and Praxis for Islamic Economics) and other non-
governmental organizations. Recently, a zakah 
fund has been established within the Qard al-Hasan 
Fund of MUSIAD. The Genc Yuva Cooperative, which 

4.1.3 QARD AL-HASAN

50Özdemir, M. (2019). Awareness of Qard Al-Hasan should be Increased (Interview). IGIAD Bulletin, 17(45): 13-17; ( https://igiad.org.tr/
images/Karzi_Hasen_Makale_Rp.pdf).

51Akhuwat. (July 27, 2021). (https://akhuwat.org.pk/our-journey/).

52Genç, A. T. (2019). Qard-Hassan Fund Applications in Türkiye: A Qualitative Research. (Unpublished master’s thesis). Sakarya 
University Institute of Social Sciences; (https://acikerisim.sakarya.edu.tr/bitstream/handle/20.500.12619/90111/T08381. 
pdf?sequence=1&isAllowed=y).

0 100

890.0

108.0

92.9

87.8

86.9

84.2

29.6

29.0

20.4

14.2

10.9

10.6

8.7

3.8

200 300 400 500 600 700 800 900

USA

Netherlands

Germany

Switzerland

Italy

UK

France

Spain

Türkiye

China

Mexico

Hong Kong

Australia

Canada



carries out its activities under the cooperative 
model, has implemented a qard al-hasan 
product for couples who want to get married.

In terms of Islamic banking, qard al-hasan 
carries a great potential as a financing method 
complementing Islamic banking activities. 
However, it is not adequately used in Islamic  
banking practices yet, since it is believed to
be costly and does not generate sufficient 
profits. The share of qard al-hasan within the 
total financing volume of Islamic banking in
the world is 1.5%.53 A significant portion of
the said amount consists of short-term loans 

extended by Islamic banks to their clients with 
high credibility.54 One of the most important 
institutions that commonly uses the qard al- 
hasan product in the world is the Jordan Islamic 
Bank.

53 World Bank Group. (2016). Global Report on Islamic Finance 2016: A Catalyst for Shared Prosperity?; (https://mbri.ac.ir/ 
userfiles/file/Islamic%20Banking/%D8%A8%D8%A7%D9%86%DA%A9%20%D9%85%D9%82%D8%A7%D9%84%D8%A7 
%D8%AA/Principals%20of%20Islamic%20banking%20and%20finance/Islamic%20Finance%20a%20Catalyst%20for%20 
Shared%20Prosperity.pdf).

54 Ariffin, N. M. and Adnan, M. A. (2010). The Perceptions of Islamic Bankers on QardhulHasan In Malaysian Islamic Banks. The 
2nd International Conference on Arab-Malaysia Islamic Global Business and Entrepreneurship 2010, Jordan and Syria; (http://
repository.umy.ac.id/bitstream/handle/123456789/1280/PNLT1938.pdf?sequence=1&isAllowed=y).

55 Ahmad, S., Lensink, R. and Mueller, A. (2020). The Double Bottom Line Of Microfinance: A Global Comparison Between 
Conventional and Islamic Microfinance. World Development, 136-105130; (https://doi.org/10.1016/j.worlddev.2020.105130).

4.1.4 MICROFINANCE

Islamic microfinance institutions which support micro-enterprises based on Shariah principles carry 
out their activities without requiring a guarantee from the businesses financed similar to what is 
being done by conventional microfinance institutions. The Islamic microfinance institutions (IMFI) 
in the world are located in South Asia (29%), Middle East and North Africa (28%), Sub-Saharan 
Africa (22%), Eastern Asia and the Pacific (11%), Eastern Europe and Central Asia (5%), and Latin 
America and the Caribbean (2%) (Table 14).55

Region Number Share in Total (%)

Sub-Saharan Africa 23 22.8

Eastern Asia and the Pacific 12 11.9

Eastern Europe and Central Asia 5 5.0

Latin America and the Caribbean 2 2.0

Middle East and North Africa 29 28.7

South Asia 30 29.7

Total 101 100

Table 14: Islamic Microfinance Institutions by Region

Source: Ülev, S. (2021). Islamic Microfinance: Examples from the World and Recommendations for Türkiye. IKAM Research
Reports 18; (http://dx.doi.org/10.26414/ikm007).
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Islamic microfinance in the world generally includes 
products based on murabahah, musharakah and 
salam contracts. Furthermore, the zakah collected 
in some countries is also utilized within the scope 
of Islamic microfinance. These institutions use the 
collected zakah to gratuitously support individuals 
incapable of meeting their basic needs and include 
it in their microfinance program in order to ensure 
that these individuals become economically active. 
The individuals in question, whose basic needs are 
met through zakah, are then supported for income 
generating activities with Islamic finance products, 
primarily qard al-hasan as mentioned above.

In terms of the financial products used by the IMFIs, 
it could be said that the situation in Islamic banks 
applies to IMFIs as well. The financial products of 
IMFIs are murabahah, qard al-hasan, mudarabah/
musharakah, salam and other products (Figure 70).

IMFIs are similar to Islamic banks in that murabahah 
ranks top among the financial products used by 
IMFIs. However, IMFIs and Islamic banks differ from 
each other in terms of the use of qard al-hasan as a 
financial product. This situation is attributed to the 
fact that Islamic banks are for-profit organizations, 
while IMFIs are non-profit organizations. The 
distinction is also believed to arise from the 
differentiation of the target audiences that obtain 
financing.56

56 Ülev, S. (2021). Islamic Microfinance: Examples from the World and Recommendations for Türkiye. IKAM Research Reports 18; (http://
dx.doi.org/10.26414/ikm007).

Source: El-Zoghbi, M. and Tarazi, M. (2013). Trends in Sharia-Compliant Financial Inclusion. CGAP Focus Note No: 84; 
(https://www.cgap.org/sites/default/files/Focus-Note-Trends-in-Sharia-Compliant-Finanicial-Inclusion-Mar-2013.PDF). 

Figure 70: Breakdown of IMFI Funds by Financing Product (Million USD)
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57 Revenue Administration. ( August 31, 2022). List of Foundations Granted Tax Exemption; (https://www.gib.gov.tr/yardim-ve-
kaynaklar/yararli-bilgiler/vergi-muafiyeti-taninan-vakiflarin-listesi) ve General Directorate of Civil Society Relations. (August 
31, 2022). Associations Working in the Public Interest; (https://www.siviltoplum.gov.tr/kamu-yararina-calisan-dernekler).

Participation-based microfinance products have 
a significant potential. Due to the dominancy of 
banking within the financial system and some 
characteristics inherent in its nature, there is 
a vast micro-enterprise network which is not 
covered financially, but which carries a high 
production potential. Furthermore, in Türkiye 
which hosts almost 4 millions foreign nationals 

under temporary protection, majority of whom 
is from Muslim countries, microfinance has a 
strong potential for the support of these guests. 
It is believed that particularly microfinance 
models based on qard al-hasan can be used as 
a significant instrument to enhance access to 
finance by the foreign nationals under temporary 
protection.

In the current situation, majority of the activities 
that could be considered within the scope of 
participation social finance are carried out 
through associations and waqf.

Aid collection activities carried out by 
individuals and institutions, which also form the 
basis of social finance activities, are regulated 
within the scope of Aid Collection Law No. 2860. 
Under this Law;
• Individuals, associations, institutions, 

foundations, sports clubs, newspapers 
and journals may collect aid in order to 
achieve their objectives, help those in need 
and perform or support one or more public 
services, in line with public interest,

• Provision of aid is voluntary; therefore, 
individuals and institutions may not be 
compelled to grant aid.

• Individuals and institutions may not collect 
aid without obtaining permission from a 
competent authority.

The institutions that collect aid in Türkiye 
operate as public interest organizations and 
are eligible for various financial supports and 
incentives. For example, there are currently 
306 waqfs and 349 associations to which tax 
exemption is granted in Türkiye.57

Although the provision of microcredit products, 
which is one of the fields of participation social 
finance activities, falls under the responsibility 
of foundations and associations in Türkiye, the 
authority to grant microcredit is given to Special 
Provincial Administrations under the Law no. 

5302 on Special Provincial Administrations. 
The Special Provincial Administrations are 
authorized to issue regulations in this regard.

4.2.1 ASSOCIATIONS

Associations are subject to the Associations 
Law dated 23/11/2004 and numbered 5253. 
According to the definition made in the 1st 
paragraph of Article 2 of the Law, an association 
refers to: "A group of at least seven real or legal 
persons formed by continuously combining 
their knowledge and work in order to achieve 
a specific and common non-profit purpose not 
prohibited by law".

Associations are non-governmental 
organizations that do not pursue any purposes 
against the law and morality and that are built 
upon a purpose other than generating profit. 
The legislation does not, directly or indirectly, 
allow associations to engage in microfinance 
activities, except for the establishment of funds. 
Therefore, there is a gap in this regard.

As stated in the Associations Law and 
Associations Regulation, services such as 
fund establishment and extension of short-
term loans to members via such funds can 
be provided based on the association’s legal 
personality. However, one must be a fund 
member in order to benefit from the loan facility 
offered by that fund.

4.2 LEGAL AND INSTITUTIONAL INFRASTRUCTURE
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Under the Turkish Civil Code (TCC), foundations are 
"collection of goods with legal personality formed by 
real or legal persons endowing sufficient goods and 
rights for a specific and permanent purpose".
The Code stipulates that the purpose for the 
establishment of the foundation, the goods and 
rights dedicated to this purpose, its organizational 
structure and official address are specified in the 
foundation deed. In terms of providing micro-finance 
both foundations and associations are not prohibited 
from doing so. On the other hand, when there is 
a profit generated, an economic enterprise must 
be established. However, the establishment of an 
economic enterprise does not mean it may carry out 

microfinance activities. This is due to the fact that, in 
microfinance activities, generating profits (including 
inflation differences) would be considered as a loan 
extension activity by regulatory and supervisory 
institutions, which would also require different 
procedures such as authorization, auditing and 
taxation.

A more inclusive regulation than the fund 
application is required for associations to engage 
in microfinance activities. Within this framework, 
it is concluded that a regulation which will include 
associations, foundations and cooperatives in 
addition to commercial companies is required.

4.2.2 WAQFS

4.3 STRENGTHS-WEAKNESSES AND OPPORTUNITIES-THREATS (SWOT) ANALYSIS
4.3.1 STRENGTHS 

• Strong positive perception of concepts such as philanthropy, cooperation and solidarity and strong 
formation of NGOs throughout the country,

• The higher social acceptance and perception of participation social finance institutions compared to other 
participation financial sectors,

• Historical and cultural experience of participation social finance institutions,
• Participation financial institutions have the mechanisms capable of supporting participation social 

finance institutions within the scope of social responsibility,
• There are practices that can set examples in every field of social finance, even on a small scale,
• Microfinance, zakah and qard al-hasan have solid value proposition,
• There are a large number of academic studies regarding the theortical foundations of social finance and 

its practices.

4.3.2 WEAKNESSES 

• Inadequate legislation to support the development of participation social finance, primarily in areas such 
as qard al-hasan and microfinance,

• Lack of awareness about participation social finance being a natural part of the participation financial 
system,

• Participation social finance practices are not institutionalized to a great extent,
• There are deficiencies in terms of transparency and accountability, largely due to the lack of 

institutionalization,
• Participation social finance practices are unable to fulfill their potential contribution to the society and 

economy, since they are carried out on a local level and small scale,
• The data on participation social finance is not sufficient and centralized enough to contribute to policy 

development in this area,
• The weak financial sustainability of participation social finance institutions in general,
• The inadequacy of financial products aimed at ensuring financial sustainability of participation social 

finance institutions,
• Existence of fiqh debates about the legitimacy of cash waqfs,
• Ability of conventional banks to respond to individual needs faster than waqf. 



4.3.3 OPPORTUNITIES 

• Rapidly increasing interest in and demand for socially responsible and ethical finance in the 
world,

• Financial technologies’ potential to significantly increase the effectiveness of participation 
social finance and its capacity to reach different social groups,

• Ability to easily bring together individuals in need and well-off individuals through financial 
(electronic) products,

• Practices such as qard al-hasan and microfinance have the potential to significantly increase 
companies’ and individuals’ access to finance and boost financial inclusion, especially during the 
COVID-19 pandemic,

• Participation social finance funds’ potential to reach a large volume in a short period of time, if 
the stakeholders are convinced,

• Companies and platforms operating in the field of participation social finance in countries such 
as Malaysia, Qatar and England are willing to cooperate with countries that have strong NGOs 
like Türkiye. 

4.3.4 THREATS 

• Possible breach of social trust which may occur if institutions such as zakah and qard al-hasan 
are implemented without adhering to religious orders and restrictions,

• The current economic conjuncture and the uncertainty caused by the pandemic, negatively 
affect the capital formation in the field of social finance,

• The unregistered nature of solidarity and cooperation in the society in general,
• The failure to build sufficient trust hinders the development of initiatives in participation social 

finance,
• Lack of sufficient accreditation mechanisms regarding social finance institutions,
• Possibility of causing injustice in case of failure to distribute zakah effectively,
• Lack of institutionalization of the sector which can be tackled by establishing the necessary 

legislation and infrastructure and lack of its integration with other components of participation 
finance,

• Inability to develop effective macro policies in the area, due to lack of institutionalization of the 
practices and absence of sufficient data,

• The sector is made to compete with conventional products, which devalues these institutions 
and instruments,

• Microfinance institutions are under the risk of being considered as competitors by banks. 
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THEMATIC 
AREAS

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION



Various topics that are included in the Participation Finance Strategy Document 
action items, which are crucial for the development of the participation financial 
system, are addressed in detail in this section. These topics, which are called 
Thematic Areas, cover brand new institutions such as the participation financial 
holding company proposal and areas that are associated with one or more sectors, 
such as financial technologies.

The topics addressed in the Thematic Areas are listed below:

• Participation Financial Holding Company,
• International Islamic Infrastructure and Liquidity Corporation, 
• Participation Finance Rating System,
• International Participation Finance Arbitration Center,
• Participation Finance from a Sustainability Perspective,
• Integration of Participation Finance with the Halal Value Chain,
• Participation Finance from Financial Technologies Perspective, 
• Fiqhi Governance in Participation Finance,
• Human Capital,

• Perception, Awareness and Participation Financial Literacy.
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1.1  Universal Banking in the World
 1.1.1 Reduction of Information Asymmetries
 1.1.2 Maintaining an Optimal Capital
  Structure
 1.1.3 Establishment of Long-term Relations
  with Customers
1.2  Participation Financial Holding Company:
 Definition and Structure
1.3  Potential Impact of the Participation
 Financial Holding Company Proposal on   
 Participation Finance
 1.3.1 Stronger Ties with Capital Markets
 1.3.2 Increasing the Diversification of
  Products and Services
 1.3.3 Decoupling Rates of Return from
  Interest Rates
 1.3.4 New Opportunities in SME Financing
 1.3.5 Benefiting from Economies of Scale

Participation Financial 
Holding Company
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1. PARTICIPATION FINANCIAL HOLDING COMPANY

Participation financial holding company proposal refers to a conglomerate 
encompassing multiple participation financial institutions provided that at least 
one of them is a participation bank, which can form partnerships with firms based 
on risk-sharing, can be represented in these firms’ board of directors and can also 
trade in goods and services.

The participation financial holding company 
proposal has the potential to play an important 
role for the participation financial system to 
support the real sector more effectively, gain 
competitiveness against conventional financial 
institutions, increase the diversification of 
products and services based on risk-sharing 
and contribute to a positive perception and 
awareness of the participation financial system.

While the participation financial holding
company proposal is similar to universal banking 
model in the world in many aspects, there are 
significant distinctions between the two models. 
This section draws a general framework regarding 
the universal banking model and summarizes 
the main features, structure, and scope of the 
participation financial holding company proposal 
as well as its differences from universal banking 
and potential contribution to the participation
financial system.
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The banking sector in the world operates basically 
under two business models. In the commercial 
banking (deposit banking) model, which is generally 
common in Anglo-Saxon countries, role of the banks 
is mainly limited to financial intermediation activities.

On the other hand, in the universal banking model, 
which is common in Japan and some European 
countries such as Germany, Belgium, and Italy, banks 
provide different financial services all together 
through their extensive branch networks, can 
establish direct partnerships with firms and can 
directly intervene in the corporate governance of 
the firms they provide financing. Another distinctive 
feature of the universal banks that operate as 
financial holding companies is their ability to develop 
long-term relations with their customers.

Since the 19th century, the universal banking
model has made important contributions to 
the economic development of the countries 
such as Germany and Japan that have realized 
industrialization under the leadership of the public 
sector. In particular, the banking system's ability to 
establish long-term relationships with the real sector 
through partnerships  and its influence in the real 
sector’s investment and growth decisions leveraged 
the success of the banking-based growth model
in these countries. Thanks to their representation 
on the board of directors and the partnership-based 
relationships they establish with the businesses 
they provide financing, universal banks partake 
in the decision-process of the firms, navigate the 
investments at the optimal return-risk combination, 
mitigate moral hazard and provide longer-term 
capital to the real sector.

The advantages of universal banking, especially in 
terms of the real sector's access to finance, are as 
follows:

1.1.1 REDUCTION OF INFORMATION ASYMMETRIES
Moral hazard and adverse selection are the two main 
sources of information asymmetries inherent in the 
banking system. Moral hazard refers the situations in 
which the financing provided by a bank is not used in 
accordance with its purpose and this situation cannot 
be determined correctly by the bank. In adverse 
selection, due to inadequate screening of customer 

profiles, the financing provided by a bank may be 
canalized to the customers who cannot use the 
financing correctly or to whom have a high credit risk, 
rather than the customers who are able to use this 
financing optimally. In times of economic
contraction, moral hazard becomes the primary 
source of information asymmetry, while adverse 
selection is a primary source of information 
asymmetry in times of economic expansion.

In order to mitigate moral hazard in banking 
activities, strict supervision and control mechanisms 
are implemented by public authorities at
the macro level and within the internal governance 
structures of banks. However, these mechanisms 
generally have adverse effects on banks' cost of 
doing business. The use of partnership-based 
financing methods by banks to provide financing for 
firms stands out as a viable policy option in reducing 
moral hazard. In this respect, universal banking 
carries less moral hazard risk than deposit banking.

On the other hand, adverse selection is an important 
factor that impede firms' access to finance. Faced 
with the risk of adverse selection, banks act very 
selectively in providing financing, or request 
high collateral amounts. In addition, banks tend 
to provide financing to the safest companies as 
a precautionary measure in cases where the 
fluctuations in the economic conjuncture increase 
or in case of economic contraction. Therefore, 
due to the pro- cyclical nature of loans, the firms, 
particularly SMEs, are unable to secure adequate 
access to finance. Increasing partnership-based 
financing opportunities for banks not only alleviates 
adverse selection but also provides easier financing 
opportunities for the firms that have long-term 
partnerships with banks.

1.1.2 ESTABLISHMENT OF THE OPTIMAL CAPITAL 
STRUCTURE
Firms tend to use a combination of credit and own-
equity at varying degrees depending on factors 
such as the sectors in which they operate, age, and, 
production structure rather than using either credit 
or own-equity. The ideal debt-to-equity ratio of the 
capital structure of a firm is defined as the optimal 
capital structure. Financial institutions that can 
offer financing compliant with the optimal capital 

1.1 UNIVERSAL BANKING IN THE WORLD



structure of their customers not only secure 
the firms' access to finance but also ensures 
that the financial resources support long-
term economic growth. At this point, universal 
banking has the potential to contribute more 
to long-term economic growth than deposit 
banking by providing credit and partnership-
based financing simultaneously at different 
combinations. In addition, the universal banks 
that can provide a combination of credit and 
partnership-based financing at varying degrees 
are able to offer more support to new ventures, 
which are considered as a riskier customer 
segment than others.58

  
In economies with developed universal banking 
systems such as Germany and Japan, the 
financing provided to SMEs and SMEs’ capability 
to access to banking-based financing are at 
higher levels than countries where deposit 
banking but not the capital markets are well 
developed.

1.1.3 ESTABLISHMENT OF LONG-TERM 
RELATIONS WITH CUSTOMERS
An essential characteristic of universal
banks is that they can conduct all of their 
transactions with the customers under a single 
structure, establishe direct partnerships with 
the firms, have a say in the management of 
these firms and can therefore develop long-
term relations with their customers. The most 
important advantage of developing long-term,
customer-specific relations is the ability to 
reduce information asymmetries for the banks, 
overcome impediments on their customers' 
access to finance to a great extent. In particular, 
partnerships established with the firms 
contributes substantially to the development of 

the firms' corporate governance.
Another important benefit of the mutual long- 
term relationships between the universal 
banks and their customers is that the latter 
can improve their expertise in their sectors 
and make judicial decisions in their financing 
needs. Furthermore, as demonstrated in various 
studies, long-term relations between banks 
and firms considerably increase companies’ 
profitability.59

58 Al-Jarhi, M. A. (2005). The Case for Universal Banking as a Component of Islamic Banking. Islamic Economic Studies,
13(1): 2-65; (http://iesjournal.org/english/Docs/093.pdf). 

59Menna, B. (2021). Monetary Policy, Credit Risk, and Profitability: The Influence of Relationship Lending on Cooperative 
Banks’ Performance. HAL Open Science; (https://hal.archives-ouvertes.fr/hal-03138738).

Hainz, C. ve Wiegand, M. (2013). How Does Relationship Banking İnfluence Credit Financing? Evidence From The Financial 
Crisis. IFO Working Paper No: 157, Leibniz Institute for Economic Research at the University of Munich; (https://www.ifo.de/
en/node/21511). 
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60 Prof. Dr. Mabid Ali Al-Jarhi’s Islamic banking model studies based on universal banking contributed significantly to the preparation of this 
section. In this context, Prof. Dr. Al-Jarhi’s book, “Economics Analysis: An Islamic Perspective” is considered to be an important reference 
source. The book can be accessed via the following link: https://tkbb.org.tr/Documents/Yonetmelikler/EKONOMIK_ANALIZ_KITAP_V1.pdf

Participation finance encompasses contracts based 
on partnership such as mudarabah and musharakah, 
based on sales such as murabahah, istisna and 
salam, based on leasing such as ijarah and based 
on wakalah such as investment wakalah, beside of 
contracts that do not aim to generate profits, such 
as qard al-hasan. In this regard, the participation 
financial system has the potential to offer financial 
products and services on a broad range which can 
meet the financial needs of all its stakeholders. 
Furthermore, in terms of its principles and rules, 
participation finance is very suitable for developing 
close ties between the financial system and the real 
sector.

On the other hand, it is observed that participation 
finance remains much below its potential due 
to various structural issues and impediments. 
Therefore, the current structure of participation 
banking should be improved based on a novel 
business model and institutional setup regarding the 
product and service diversification, scope of business 
and relations with the real sector. The participation 
financial holding company proposal has the potential 
to serve as a precursor for the introduction of a new 
participation banking structure.60

Inclusion of Private Finance Houses (ÖFKs) within 
the scope of the Banking Law no. 5411 with their new 
name of participation bank in 2005 was a turning
point for participation banking from a legal and 
institutional perspective. However, the Law
in question have participation banks converge 
more and more to deposit banking in many aspects, 
primarily in terms of business model and corporate 
governance. Under the Banking Law no. 5411, 
participation banks may carry out all activities of 

deposit banks, except collecting deposits through 
current and participation accounts. Therefore, 
participation and conventional banking have quite 
similar status from a legal perspective.

The Banking Law and related legislations are 
essentially and structurally designed for the risk-
transfer based banking system. Participation 
banks were embedded into the banking system in 
a later stage, causing participation banks to face 
difficulties to operate effectively and per Islamic 
finance principles. Specifically, implementing 
modes of finance based on risk-sharing gives rise 
to substantial legislative and operational costs for 
participation banks by forcing them to resort to 
fixed income, less risky and sales-based financing 
methods.

The first and main effect of a business model 
similar to deposit banking is the stakeholders' 
perception that participation banking is very similar 
to conventional banking. This perception regarding 
participation banks is considered to be one of the key 
barriers to the growth of the sector.

The participation financial holding company model 
can directly establish close relations and develop 
partnerships with the real sector and trade in goods 
and services. Moreover, it will be an important 
step for the participation banks' operation per its 
purpose-oriented principles. These companies 
are institutions which not only have the general 
advantages of universal banking, but will gain more 
competitiveness through the use of economies of 
scale.

1.2 PARTICIPATION FINANCIAL HOLDING COMPANY: DEFINITION AND STRUCTURE



61 In the Banking Law no. 5411, financial holding company is defined as "a company, the subsidiaries of which are exclusively or mainly 
credit institutions or financial institutions, on the condition that at least one of them is a credit institution”. It is also stated in the law that 
“the standard rates and limitations to be set and calculations to be made in terms of financial holding companies shall be taken into account 
only on consolidated basis.”

62 As emphasized earlier, a financial institution that meets the minimum requirements is defined as a participation financial holding 
company. Therefore, a participation financial holding company structure does not have to operate in all financial or non-financial areas.

A structure similar to the participation financial 
holding company proposed in this section
is already covered in the Banking Law no.
5411 as the “financial holding company”.61 
Whereas the definition of financial holding 
company in the Law would provide a convenient 
ground in establishing the institutional and 
legal infrastructure of the participation financial 
holding company proposal, there are some 
substantial differences between them. The 
main line of difference between  the concept 
of financial holding company and participation 
financial holding company is that the latter may 
establish partnerships with the real sector, 
directly trade in goods and services, and have a 
say in the firms' management.

Provided that sufficient tax exemptions 
and incentives are secured, the existing 
participation banks and other participation 
financial institutions may be willing to convert 
to the participation financial holding company 

structure. It should also be noted that a general 
trend in global Islamic banking is large-scale 
Islamic financial services providers. In this 
regard, the participation financial holding 
proposal may encourage the big players in 
Islamic banking in the world to operate in 
Türkiye.

In the ideal structure of the participation 
financial holding company, there are four main 
pillars that are directly related to each other 
(Figure 71):62  

• Holding organization,
• Financial affiliates,
• Non-financial affiliates,
• Branches.
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Figure 71: Structure of Participation Financial Holding Company

Holding company: The umbrella organization
of all financial or non-financial affiliates
of the participation financial holding company. 
Fundamental decisions (strategy, human resources, 
investments, intercompany relations, etc.) regarding 
all affiliates and branches are given by the holding 
organization.

Financial affiliates: A participation financial holding 
company may establish affiliates in financial 
activities on the condition that it is permitted to 
carry out under the relevant regulations. Some of 
the financial affiliates that can be established by 
participation financial holding companies and that 
operate in accordance with the tenets of participation 
finance are as follows:
• Participation banks,
• Saving-based finance companies,
• Insurance companies,
• Capital market institutions,
• Crowdfunding platforms,

• Venture capital investment partnerships,
• Venture capital investment funds,
• Microfinance institutions.

Non-financial affiliates: The most important 
characteristic of the participation financial holding 
company proposal that distinguishes it from the 
financial holding company structure in the Banking 
Law no. 5411 is its direct involvement in real sector 
activities. Participation financial holding companies 
may directly establish companies for production, 
trade and foreign trade, join as shareholders in 
these companies and directly have a say in their 
management. Thus, improving the cooperation 
between finance and the real sector (and taking 
it to a different level than the current situation) 
will buttress the financing of the real sector and 
contribute to developing new products and services 
in participation finance. For example, a participation 
financial holding company with a project company 
affiliate can directly securitize the projects 

PARTICIPATION FINANCIAL
HOLDING COMPANY
• Treasury and risk management
• Strategy development
 

BRANCHES
• Banking business
• Business for other affiliations 
• Investment (up to a limit)
• Project financing (up to a limit)

  FINANCIAL AFFILIATES
• Banking
• Saving-based finance
• Insurance
• Capital markets
• Crowdfunding, etc.

NON-FINANCIAL
AFFILIATES
• Trade
• Production
• Foreign trade
• Project financing, etc



developed by the project company based on 
risk-sharing and offer these new products to 
corporate investors or its own retail customers.

Branches: In the branches of participation 
financial holding companies, all financial 
products and services related to the company’s 
financial affiliates can be offered with an “all-
inclusive” approach. Therefore, the customers 
may be simultaneously  offered many financial 
services, such as insurance, savings-based 
financing, microfinance, crowdfunding 
investing, and retail or corporate banking 
services at the branches of a holding company. 
Participation banks may offer products relating 
to insurance or capital markets from their 
branches in the current situation; however, 
the promotion or offering of these products is 
considered an activity of secondary importance 
and separate from the banking activities of 
the branches. Therefore, the non-banking 
financial products offered by the branches of 
participation banks are below their potential 

in terms of reaching out the customers. In 
case the products and services related to 
participation finance operate holistically, with 
an “all-inclusive” approach, this will pave 
the way for heightened awareness for the 
products and services not currently offered by 
the participation banks and leverage banking 
activities with the contribution of these financial 
products and services.

An important difference of branches under 
the participation financial holding structure 
from the current situation is that branches 
can establish partnerships with real sector 
companies up to certain limits and have a direct 
say in the management of these companies. In 
addition, branches can also carry out project 
finance activities within predetermined limits. 
On the other hand, in order for branches to carry 
out these activities, they need to develop human 
resources specialized in matters such as project 
finance and corporate valuation.

Before summarizing the potential contributions 
of the participation financial holding company 
proposal to the development of participation 
finance, an important difference between 
the participation financial holding company 
structure and universal banking should be 
underlined.

The universal banking model made a significant 
contribution to the economic development 
of countries with relatively undeveloped 
capital markets and the support of real sector 
in access to finance. On the other hand, the 
financialization phonemenon since the early 
1990s has led many universal banks worlwide 
to focus on derivative products and leveraged 
transactions rather than supporting the real 
sector.

Investment and deposit banking were entirely 
separated with the Glass-Steagall Act in the 
USA in 1933. In 1999, this distinction gradually 
dissolved with the Gramm-Leach-Bliley Act. 

The Integrated Financial Services Provision 
(IFSP) enabled banks to provide all financial 
services under a single structure closely 
resembling universal banking; in time, this 
became the general banking model in the world. 
On the other hand, as a result of the introduction 
of more flexible regulations to boost the 
efficiency of the banking sector including 
universal banking and the failure to supervize 
them effectively, systemic risks significantly 
increased as of the mid 2000s. The 2008 Global 
Financial Crisis emerged as a result of these 
dynamics, and universal banking was also 
adversely affected by the crisis.

1.3 POTENTIAL IMPACT OF THE PARTICIPATION FINANCIAL HOLDING COMPANY 
PROPOSAL ON PARTICIPATION FINANCE
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Since 2000s, the universal banking’s failure to 
provide its former contribution to economic 
development was mainly driven by its focus on 
non-asset-based activities, which supported 
financialization and led to risk-shifting. It is 
believed that the participation financial holding 
company model, which is aligned with the tenets 
of participation finance and effectively uses risk- 
sharing, will significantly mitigate the risks that
can emerge in the current universal banking business 
model. In fact, due to the fact that the participation 
financial holding company structure prioritizes risk-
sharing and can establish closer relations with the 
real sector, it may alleviate the current constraints 
and risks of participation banks.

The main impacts and contributions that  the 
participation financial holding company proposal 
may bring about in participation banking are 
explained as follows (Table 15):

1.3.1 STRONGER TIES WITH CAPITAL MARKETS
Basically, the financial systems in the world can be 
divided into bank-based and capital markets-based 
structures.Different countries' experiences regarding 
banking or capital markets based financial structures on 
economic development have produced varying results. 
The system based on capital markets in countries 
such as the USA and the UK, and the system based 
on banking in countries such as Continental Europe 
and Japan played an important role in their economic 
development. Therefore, with respect to the role of 
financial structures based on banking or capital markets 
in the economic development, there is no single model 
proposal that applies to all countries.

On the other hand, in countries where banking supports 
economic growth, capital markets generally operate 
in a close collaboration and coordination with the 
banking system. Universal banking models where 
banking-based growth models supported economic 
development set the most important example for this 
situation. However, in developing countries where 
capital markets are underdeveloped, albeit indirectly, 
and where only models based on deposit banking are 
applied, the banking system has adverse effects on 
economic growth if the market share of the banking 
system within the total financial system exceeds a 
certain threshold value.

The constraints and problems caused by the 
banking-dominant financial system in Türkiye in 
terms of financial development, financial inclusion 
and supply of adequate financing to the real sector 
apply to participation banks as well. Therefore, 
participation banks may not support economic 
growth and financial independence to the desired 
extent in their current circumstances.

Furthermore, it is also quite difficult for the current 
banking-based financial architecture to transform 
into a capital markets dominant financial architecture 
in the short and medium-term. In this context, the 
participation financial holding company structure, 
where banking services and capital market products 
operate in an integrated manner, has significant 
advantages.

1.3.2 INCREASING PRODUCTS AND SERVICES 
DIVERSIFICATION
One of the major constraints on the development
of participation finance is that the participation 
financial institutions still can't offer a diversified 
product and services at a desired level. Increasing 
the diversification of products and services is one of 
the main objectives of participation finance which is 
mentioned in different strategy documents, policy 
notes and academic studies. On the other hand, it is 
challenging to realize this objective under the current 
business model without establishing closer ties 
between the real sector and banking activities.

Establishment of closer ties with the real sector, 
development of partnership-based financing
and doing business in activities regarding trade
of goods and services requires the participation 
financial holding companies to develop appropriate 
financing solutions. As a natural consequence, this 
requirement brings about introduction of novel 
financial products based on risk-sharing within
the sphere of the participation financial holding 
companies. Eventually, this will cause an increase in 
the product and service diversification in the natural 
course of business dynamics rather than as a top- 
down policy.

Another point that should be emphasized is
the tendency to use financial technologies for 
banks’ information gathering, risk management and 
supervision activities in the banking-based systems. 



63 Bacha, O. B. and Mirakhor, A. (7-8 September, 2015). A Risk Sharing Banking Model. Inaugural Annual Symposium on Islamic 
Economics and Finance, The World Bank & IDB, İstanbul;
(https://tkbbegitim.org.tr/Documents/Yonetmelikler/A-Risk-Sharing-Banking-Model-Obiyathulla-Ismath-Bacha-Abbas- 
Mirakhor-2015.pdf).

Fintech innovation in banking-based systems 
mostly focuses on making banks' operations 
more efficient. On the other hand, development 
of new products in line with the customers’ 
needs is more important in models focused on 
the capital markets. Therefore, it is believed 
that the participation financial holding company 
structure could also significantly impact 
innovative steps and areas of focus of financial 
technologies. 

1.3.3 DECOUPLING RATES OF RETURN FROM 
INTEREST RATES
Participation banks' primary mode of raising 
capital is the participation accounts, which is 
based on sharing the profits generated between 
the participation banks and the depositors as 
per a predetermined profit-sharing ratio. The 
convergence of the rate of returns provided to 
the depositors by participation banks to interest 
rates is one of the main reasons behind the 
public perception that participation finance is 
not much different from conventional finance by 
nature.

One of the main drivers of the convergence 
between the rates of return and the interest
rates is that the bulk of financing provided by 
participation banks is based on fixed-return 
contracts such as murabaha and ijarah, and 
reflect the returns they receive from financing to 
their participation accounts. Due to the fact that 
participation banks have to bear similar costs 
with commercial banks in liquidity management, 
may not carry out certain financial activities 
within the framework of the relevant legislation, 
and have mostly focused on financing products 
that provide fixed returns, their rates of return 
on financing do not deviate much
from the rates offered by the commercial banks.
Due to the aforementioned reasons, 
participation banks offer similar rates of 
return to their participation account holders as 
commercial banks do to their deposit account 
holders.

On the other hand, the real sector's own rate of 
return is above the rate of return of the financial 
system on average. In recent years, average 
real interest rates for some key financial 
products have been at historically low levels. 
In a study conducted in 2015, the average rates 
of return of the real sector were compared 
with the sector-weighted rates of return of 
the financial system (primarily deposit) on a 
global basis. According to the study, the average 
rate of return of the real sector in the world is 
approximately 14%, while the average rate of 
return offered to its investors by the financial 
sector is 2%. In the study, the difference 
between the rates of return is called the rentier 
income of the financial system.63

  
In this context, the participation financial 
holding company model, which can establish 
close ties with the real sector, develops 
partnerships and also directly operates in the 
fields of direct trade of goods and services, is 
expected to reflect the returns generated from 
the real sector rather than financial returns 
with the participation accounts. The impact 
of this in terms of financing is the reduction of 
costs of companies through partnerships and 
of households through new products such as 
savings-based finance. On the other hand, the 
rates of return offered by participation accounts 
that more closely reflect the real sector's rates 
of return will possibly be above the interest 
rates offered by the conventional deposits.
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1.3.4 NEW OPPORTUNITIES IN SME FINANCING
There are considerable impediments on SMEs', 
primarily micro-enterprises', access to low-
cost financing in Türkiye. Credit-based modes of 
financing have negative effects on SMEs' access 
to finance and increase their operating costs. The 
credit mechanism susceptible to business cycles and 
the central bank's policy rates adversely affects the 
financing costs of SMEs.

In SMEs’ access to finance and maintaining of an 
optimal capital structure, SMEs need products and 
services not only based on capital markets and 
risk-sharing but also based on sales and leasing, 
especially for management of their current assets 
and working capital. Therefore, financial institutions 
which can simultaneously offer products based on 
risk-sharing, sales and leasing can make significant 
contribution to SME financing. Since the participation 
financial holding company model has the potential 
to simultaneously offer multiple financing solutions, 
it could easily provide the products and services 
that could meet the needs of SMEs. The opportunity 
for the participation financial holding companies 
to develop direct partnerships with SMEs and have 
a say in their management can contribute to the 
increase in the overall level of trust and ensuing 
positive effects on economic activity in markets, 
which suffer from information asymmetries and an 
underdeveloped partnership culture.

The ability of participation financial holding 
companies to offer diversified financing solutions 
also has the potential to significantly reduce 
transaction costs, thus financing costs. For example, 
an SME that would prefer to use a financial leasing 
service could receive this financial leasing service 
from a participation financial holding company’s 
affiliate engaged in construction equipment. Since 
finance and real transactions are carried out under 
the same holding structure, the financial leasing 
costs would be lower.

1.3.5 BENEFITING FROM ECONOMIES OF SCALE
The market share of participation banks in the 
banking system is much lower than the level 
required to be a systemically important sector. This 
situation has adverse impacts on many areas, from 
the development of products and services specific 
to participation finance, to the creation of client 
awareness. In order to increase the competitiveness 
of participation finance, full-fledged and large 
structures should also be in the sector.

The participation financial holding company 
structure, where different financial affiliates exist 
together and these affiliates can be integrated with 
the real sector affiliates, would have a extenuating 
effect on transaction costs and the number of 
transactions in the value chain. In addition, a full-
fledged structure would further improve loyalty-
based customer relations by developing closer and 
long-term relationships with the customers.



Current Situation
What does the Participation 
Financial Holding Company 

Model Propose?
Expected Impact

Weak relationship of 
participation finance with 
capital markets

A new participation finance model closely 
working with the real sector and capital 
markets

Increasing the share and efficiency 
of capital markets in the financial 
system

Lack of product and 
service diversity

Direct investment in companies, 
integrated affiliates, project finance, all- 
inclusive financial services

New products and services based on 
risk-sharing

Convergence between 
rates of return and 
interest rates

Opportunities of direct involvement in 
the real sector

Convergence with real sector 
returns, lower murabahah pricing

Below-potential access 
to SMEs

Combinations of debt and partnership, 
long-term relationship with customers

Lower financing costs through
reduced information asymmetries, 
principal-agent problems, and 
transaction costs

Small share in the 
financial system Full-fledged financial holding model Economies of scale, shorter value 

chain, long-term bilateral relations

Perception and 
awareness

Resorting more to risk-sharing modes 
of finance, more integration with real 
sector and rates of return divergent from 
interest rates

The share of participation finance 
in the financial system can increase 
rapidly, thanks to a more positive 
perception

Human capital Specialization for establishing real 
sectoral partnerships

Formation of new areas of expertise 
in subjects such as sector experts 
and corporate valuation

Table 15: Potential Impacts of the Participation Financial Holding Company Proposal on Participation Finance
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2.1 ISLAMIC BANKING AND LIQUIDITY RISK
The banking sector typically extends loans to its customers at a longer maturity 
than the funds received from its depositors. In this regard, management of the 
maturity mismatch arising between banks’ assets and liabilities is one of the main 
fields of activity in the banking sector. The liquidity risk stemming from the maturity 
mismatch in question is defined as the inability to meet current liabilities with 
current assets.

In a financial system based on risk-sharing, the 
liquidity risk is expected to be at a low level due 
to the fact that the financial institutions' assets 
and liabilities in this setup move in tandem with 
each other. Since global Islamic banking adopts 
a business model that paves the way for maturity 
mismatch, liquidity risk management is as 
critical to Islamic banking as it is to conventional 
banking. 

On the other hand, structural problems, such as 
the structure of Islamic finance contracts and 
the fact that Islamic banking mainly operates in
the conventional financial system, make the 
repercussions of the liquidity risk and its 
management even more important for Islamic 
banks. Indeed, conducting Islamic finance- 
specific activities in a conventional system 
exposes Islamic banks to additional liquidity 
risks.
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In addition to the existing constraints and structural problems of Islamic banks' access to liquidity, there
are new obligations imposed by Basel III Standards, such as Liquidity Coverage Ratio and Net Stable 
Funding Ratio. These new obligations require introduction of novel financial products for the liquidity risk 
management in banking industry. Conventional banks have more easily adapted to the new obligations 
introduced by Basel III standards through repo markets. Since Islamic banks do not have access to 
conventional repo markets, they have turned to low-efficiency products that are controversial from a Shariah 
perspective, such as interbank murabahah and Islamic repo.

Within the framework of Basel III standards, the 
Shariah-compliant financial products used by Islamic 
banks for liquidity risk management must meet 
conditions such as low credit and market risk, low 
price volatility, and the presence of a developed 
secondary market. On the other hand, financial 
products with these characteristics are quite limited 
in the current Islamic financial markets. In 2010, 

the International Islamic Management Corporation 
(IILM) was established in order to facilitate Islamic 
banks’ liquidity risk management. However, the 
volume of sukuk issuances carried out by the IILM 
for liquidity risk management is much lower than 
the amount needed by Islamic banks due to various 
reasons.

Nature of Islamic financial contracts: From a fiqhi 
perspective, the liquidity risk management tools 
of Islamic banks are quite limited compared to the 
conventional banks due to the prohibition of interest-
based financial products and severe restrictions 
on the sale of financial debt. For example, using 
financial instruments such as murabahah and salam 
for contractual liquidity risk management is not 
permitted in many jurisdictions.

Lack of Shariah-compliant money markets: Since 
the conventional money markets operate based 
on the interest-bearing financial products, Islamic 
banks cannot use these markets. On the other 
hand, except for a few jurisdictions, there is a lack 
of Shariah-compliant as well as deep, developed 
and effective money markets. The development of 
money markets for Islamic finance will significantly 
increase the competitiveness of Islamic banks 
against their conventional peers.

Lack of price discovery mechanism: As a result of 
the lack of development of the Shariah-compliant 
money markets, price discovery mechanisms, 
which are very important in the correct pricing of 
financial products in money and capital markets, 

have not been established. The establishment of 
price discovery mechanisms based on the real sector 
activity is crucial in terms of convergence of the rates 
of return offered by Islamic banks with the rates of 
return stemming from the real economic activity.

Lack of hedging mechanisms: Almost none of the 
financial products for hedging extensively used
in conventional finance can be of use in Islamic 
banking. Failure to establish hedging mechanisms in 
Islamic finance increases not only the funding costs 
of Islamic banks but also their liabilities that may 
amplify formation of systemic risk.

Lack of a Lender of Last Resort: In many countries 
where Islamic finance is developed, a Shariah-
compliant Lender of Last Resort (LOLR) to meet the 
liquidity needs of Islamic banks in the realization of 
a systemic risk is not available. Due to the absence 
of Shariah-compliant LOLR mechanisms, the ratio 
of Islamic banks’ liquid assets to their total assets is 
generally higher than that of conventional banks.

The main sources of the liquidity risk specific to Islamic banking that are not existent in the conventional 
financial institutions are listed below:



2.2 THE NEED FOR REDUCING LIQUIDITY RISK IN ISLAMIC BANKING

A common criticism toward the current global 
Islamic banking is that it has been converging to 
the conventional banking products and business 
model to a great extent. The underutilization of 
the potential of risk-sharing based products is 
considered one of the main factors affecting the 
convergence of Islamic banks with conventional 
banking. On the other hand, the structural issues 
faced by Islamic banks, primarily access to 
liquidity, and the current regulatory framework 
in the world also restrict the use of risk-sharing 
financial contracts by Islamic banks.

The important consequences of the convergence 
of Islamic banks to conventional banks in terms 
of product, service and business model in the 
world are listed below:
• The growth rate of Islamic banking in many 

markets is tapering off,
• The rates of return offered by Islamic banks 

converge to market interest rates,
• The increase in the share of quasi-debt 

financial products in balance sheets 
increases the fragility and systemic risks of 
Islamic banks,

• The real sector, primarily SMEs, cannot have 
access to adequate financing,

• The public perception and awareness 
towards Islamic banking is low,

• The effectiveness, profitability and 
competitiveness of Islamic banks are 
adversely affected by the inadequate 
diversification of products and services. 

Obstacles in access to liquidity and the
lack of adequate liquidity risk management 
mechanisms are among the most pronounced 
drivers with regards to the convergence of 
Islamic banking to conventional banking.

Due to the failure to develop liquidity risk 
management mechanisms, Islamic banks’ liquid 
assets constitute a high share in their total 
assets (Figure 72). On the other hand, the high 
share of liquid assets, which act as a buffer 
against realization of the liquidity risk, gives 
rise to adverse effects on the rates of return and 
profitability of Islamic banks.

The CIBAFI’s Global Islamic Bankers’ Survey 
also indicates liquidity risk as one of the most 
important risks faced by Islamic banks in the 
coming years (Figure 73).

As a consequence of the further globalization
of Islamic finance, access to international 
liquidity mechanisms is essential for Islamic 
banking. On the other hand, in addition to the 
facilitation of Islamic banks’ existing liquidity 
access channels, taming their liquidity needs is 
also important. To the extent of its convergence 
to conventional banking, Islamic banking’s 
need for liquidity will continue to increase and 
liquidity risk management will continue to be a 
major constraint for Islamic banks in the coming 
period as well. In this respect, new liquidity 
access mechanisms to be developed should 
tame Islamic banks’ liquidity needs.
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Figure 73: Islamic Banking Risk Scale (2019-2021 average)

Note: The Letter W between brackets in country names refers to Islamic windows.

Source: General Council for Islamic Banks and Financial Institutions. (2020). Global Islamic Banker’s Survey 2020; (https://cibafi.org/
Files/L1/Content/CI1977-English%20GIBS.pdf).

General Council for Islamic Banks and Financial Institutions. (2021). Global Islamic Banker’s Survey 2021; (https://cibafi.org/Files/L1/
Content/CI2095-GIBS%202021%20-%20EN%20-%20Final%20(1).pdf).

Figure 72: Liquidity Ratio (2013- 2021 Average, Percent)

Source: Islamic Financial Services Board. ( August 29, 2022). Prudential and Structural Islamic Finance Indicators, Data By Country 
(Islamic Banking); (https://www.ifsb.org/psifi_03.php).
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2.3 INTERNATIONAL ISLAMIC INFRASTRUCTURE AND LIQUIDITY CORPORATION 
(IIILC) PROPOSAL
IIILC refers to an international online platform that provides member institutions with access to 
liquidity based on the securitization of development projects and enables these securities to be 
traded in the secondary market.

Over the few decades, various initiatives were 
taken to establish international institutions 
aiming to provide liquidity with the Islamic 
banks. The most prominent among these 
initiatives was the Islamic Megabank project.
The idea of establishing an international Islamic 
Megabank under the leadership of the Islamic 
Development Bank was first raised in 2009. In 
this regard, the Board of Executive Directors 
of the Islamic Development Bank ratified 
the establishment of the Islamic Megabank, 
though there was no development until 2012. 
Türkiye declared its intention to join the Islamic 
Megabank in 2013. Between 2013-2014, 
negotiations were held for the establishment 
of the Islamic Megabank hosted by Türkiye. 
However, the negotiations between Türkiye and 
Indonesia have still not been concluded as of 
today.

The process regarding the Islamic Megabank 
project has still not been concluded due to three 
main reasons:
• The current proposals, primarily the Islamic 

Megabank, are based on a traditional 
international development bank model. This 
model has led to various disputes among 
member countries with respect to the 
ownership of the Islamic Megabank.

• The Islamic Megabank model requires a 
high amount of seed capital, and there are 
disputes and uncertainties among member 

countries concerning the procurement of 
the seed capital in question.

• The Islamic Megabank proposal embodies 
the idea of establishing a sizeable 
international development bank, which 
can also compete with other international 
institutions. A more realistic approach is to 
establish a flexible structure domestically 
first and then forge an international 
identity for it with the involvement of other 
countries.

The IIILC proposed in this section is designed
as an international institution that provides 
liquidity through the securitization of 
development projects (infrastructure, 
renewable energy, etc.) based on an online 
transaction platform and a mutual fund 
structure. IIILC will also have a physical 
institutional structure. On the other hand, 
majority of the transactions would be carried 
out via an online platform. Member institutions 
and organizations of the IIILC consist of 
ministries of finance, central banks, other 
relevant institutions as well as Islamic financial 
institutions and international organizations. The 
IIILC proposal will also allow for overcoming the 
constraints outlined above regarding the Islamic 
Megabank.

In summary, the mechanisms to be developed 
for Islamic banks' access to liquidity should:
• Provide Islamic banks access to continuous 

and sufficient liquidity promptly,
• Provide them access to international 

liquidity,
• Support a structural transformation process 

that will reduce Islamic banks’ liquidity 
needs.

The current proposals regarding international 
Islamic liquidity mechanisms cannot meet all 
these conditions simultaneously. It is believed 
that the proposal of International Islamic 
Infrastructure and Liquidity Corporation (IIILC), 
an international online platform where Islamic 
banks use financial products based on risk-
sharing in liquidity risk management, could meet 
all these conditions.
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The IIILC also has the potential to significantly 
increase the share of financial products based
on risk-sharing in Islamic banks’ balance sheets,
as securitization will be carried out through risk- 
sharing contracts. Such a development would 
contribute to Islamic banking’s transformation based 
on risk-sharing and reduce the need for liquidity. 
The organizational structure of the IIILC is basically 
composed of the following,64

• Board of Directors,
• Project Evaluation Committee (PEC),
• Multilateral Financing Guarantee Agency 

(MFGA),
• Executive Directorate.

The Board of Directors is composed of the 
representatives of member countries and is the 
main decision-making body of the IIILC. The 
Project Evaluation Committee is independent of the 
Executive Directorate and takes decisions on whether 
the projects presented to the IIILC by member 
countries should be included in the project pool. The 
Multilateral Financing Guarantee Agency (MFGA) 

provides financing guarantee for the projects it 
approves. From a Shariah perspective, the MFGA may 
be established within the Islamic Development Bank 
entirely independent from the IIILC, in line with the 
requirement that the institution providing financing 
must be different from the institution providing 
financing guarantees (Figure 74).

The Executive Directorate is responsible for carrying 
out operational activities of the IIILC. In this regard, 
the Executive Directorate embodies the online 
platform, the SPV, the liquidity supply mechanism 
and the mutual fund.

This section summarizes the IIILC’s scope, business 
model, structure and potential under the following 
headings:
• Generic Balance Sheet of the IIILC,
• Financing of development projects,
• Securitization and sukuk issuances,
• Secondary markets via the online platform,
• Market making.

2.4 GENERIC BALANCE SHEET OF THE IIILC

64Studies regarding the IIILC are carried out in Finance Office of the Presidency of the Republic of Türkiye and very brief information about 
the IIILC is provided in this section due to spatial limitations.

65 Prof. Dr. Obiyathulla Ismath Bacha, a faculty member at INCEIF, made significant contributions to the studies carried out on the provision 
of liquidity to Islamic banks via an online platform based on a mutual fund structure. This topic was also addressed in detail at the 
respective session of the “New Horizons in Alternative Finance: International Liquidity, Socially Responsible Finance and Green Finance” 
Conference, which was held on September 9, 2019 and was also honored by the President of the Republic of Türkiye.

A mutual fund is defined as a capital market 
institution which collects funds from investors in an 
investment pool and makes investments based on 
that pool. Retail or institutional investors become 
partners in the investments by acquaring a share 
from the pooled fund. Mutual funds essentially 
operate based on risk- sharing since the returns of 
investors are determined pro rata the rate of return 
generated by the pooled fund.65

The advantages offered by mutual funds for 
investors are listed below:
• Pooled funds are managed by professionals.
• Fund portfolios generally have a more balanced 

return-risk profile compared to other capital 
market instruments.

• Funds that have a more balanced distribution and 
are managed by professionals are very suitable 
for institutional investors as well as retail 
investors with lower risk-taking thresholds.

• Investors can easily buy and sell shares from the 
fund pool at market prices in liquid markets.



The main distinction between mutual funds and 
banking is the fact that assets and liabilities in 
mutual funds’ balance sheets move in the same 
direction in principle. Thus, maturity mismatch 
and ensuing need for liquidity risk management 
are much lower than in banking.

In this regard, a financial structure based on 
mutual funds has five key advantages regarding 
maturity mismatch:
• The investment risk on the assets side of 

the balance sheet is largely shared with the 
liability side.

• Systemic risk and risk transfer are mitigated 
because mutual funds are not exposed to 
the risk of a bank run.

• Therefore, the liquidity risk of mutual funds 
is much lower than that of the banking 
system.

• At a macro level, a Lender of Last Resort 
(LOLR) is not needed.

• Except for project guarantees for certain 
projects, contingent liabilities carrying 
the potential to pose systemic risks for the 
public sector generally do not emerge.

On the other hand, the IIILC is not an institution 
solely based on the mutual fund model. Instead, 
as a combination of banking and mutual fund,
it embodies the utilization of securities and 
investors, at which banking is quite good, and 
liquidity management mechanisms. Due to its 
balance sheet structure, it would also have the 
expertise of mutual funds regarding investment 
valuation and risk-sharing.

 BOARD OF DIRECTORS

EXECUTIVE DIRECTORATE

SPV

MUTUAL FUND

LIQUIDITY MECHANISM

ONLINE PLATFORM

PROJECT EVALUATION
COMMITTEE (PEC)

MULTILATERAL FINANCING
GUARANTEE AGENCY (MFGA)

   

Figure 74: Organizational Structure of the IIILC
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Generic balance sheet of the IIILC, which is similar 
to the balance sheet structure of mutual funds to a 
large extent, is as follows:66 

Assets:
• Cash and cash equivalents,
• Infrastructure investments financing,
• Renewable energy investments financing,
• Transportation investments financing.

Liabilities:
• Current accounts,
• Infrastructure sukuk,

• Renewable energy sukuk, 
• Transportation sukuk. 

Therefore, sukuk issuances will be realized in 
accordance with the maturity, contract and risk level 
of each investment or investment pool (through 
securitization of different investments) as per the 
IILC's balance sheet. The IIILC gains the status of an 
international mutual fund based on risk-sharing due 
to this characteristic (Table 16).

66 The balance sheet items in question are presented here according to IIILC’s main fields of activity, which have been determined as 
infrastructure, transportation and renewable energy. These items and the IIILC’s investment portfolio may change over time. Furthermore, 
new hybrid sukuk models could be developed through the securitization of different sukuk which are issued for combinations of fields of 
activity.

67All institutions providing services within the scope of Islamic finance, including Islamic banks may become members of the IIILC.

Assets Liabilities

Cash and cash equivalents Current accounts

Infrastructure investments financing Infrastructure sukuk

Energy investments financing Renewable energy sukuk

Transportation investments financing Transportation sukuk

Stockholders' Equity

Table 16: Sample Balance Sheet for the IIILC

Debt-generating contracts (murabahah, istisna etc.) 
may also be utilized for some of the investments 
by the IIILC. In this respect, IIILC’s cash and cash 
equivalents provided by member countries and 
current account items are also included in the 
balance sheet.

The cash and cash equivalents item is composed 
of the cash, precious metals, short-term Islamic 
financial products and other financial products with 
a maturity of less than one year, which are supplied 
by the member countries. Member countries or 
institutions are expected to contribute to this item 
to the extent of their ownership rights in the IIILC. 
However, IIILC’s capital or seed capital requirements 
will be much lower than that of an Islamic bank due 
to its structure.67

The main objective is to finance the development 
projects in member countries, particularly in the 
developing countries, based on risk-sharing and 
without generating debt for the public sector by 
employing the IIILC’s asset portfolio.

On the other hand, the sukuk issued in consideration 
of its assets by the IIILC aim to serve as the financial 
products based on which the liquidity needs 
of Islamic banks will be met. The liquidity risk 
management of Islamic banks will be carried out by 
establishing a secondary market for the sukuk via an 
online platform.



2.5 FINANCING OF DEVELOPMENT PROJECTS
As mentioned before, the IIILC aims to ensure that the liquidity needs of Islamic banks are met, the 
use of products based on risk-sharing is increased and development projects are financed. The first 
stage among these objectives is ensuring the financing of development projects.

The financing stage (Project Stage) of development projects covers the following activities 
(Figure 75):
• Member countries annually determine the development projects to be included in the IIILC’s 

project pool. The standards for the determination of development projects are set by the IIILC’s 
board of directors.

• The selected projects by the member countries are submitted to the IIILC. The project files 
submitted to the platform include documents such as project evaluations, project stages and 
profitability assessments presented in a standard format. On the other hand, the final decision 
regarding whether the submitted projects will be included in the project pool is taken by the 
Project Evaluation Committee (PEC).

• The Project Stage also involves financing guarantees whose issuance is decided by the Multilateral 
Financing Guarantee Agency (MFGA), which provides financing guarantees as per kafalah contracts.

• Following the PEC and the MFGA approvals, the IIILC includes projects in the project pool on an 
annual basis.

2.6 SECURITIZATION AND SUKUK ISSUANCES
After including of the projects submitted by member countries in the project pool, securitization and 
sukuk issuance based on these projects are carried out, which constitutes the Issuance Stage.68

DETERMINATION
AND SUBMISSION
OF THE PROJECTS

PROJECT
EVALUATION
COMMITTEE (PEC)

MULTILATERAL 
PROJECT FINANCING 
POOL GUARANTEE
AGENCY

PROJECT
POOL

Figure 75: Steps of the Project Stage

The salient advantages of the securitization 
of the projects for the member countries are 
summarized below:
• Regular issuance of securitized sukuk at 

high volume would lay the foundations 
for establishing a liquid asset market for 
meeting high quality liquid assets (HQLA) 
requirements for Islamic banks.

• Islamic banks’ project-based sukuk 
issuances aimed at liquidity management 
provide significant advantages compared 
to the existing liquidity management tools 
such as tawarruq. These issuances will not 
only help risk-sharing financial products 
develop but also expand alternative modes 

of financing for economic development.
• Sukuk that is issued regularly at different 

maturities (tranches) by an international 
institution would contribute to the formation 
of an Islamic pricing benchmark directly 
based on the real sector activities as an 
alternative to the market interest rates.

• The inclusion of the project-based sukuk, 
some of which are under financing 
guarantee, in Islamic banks’ portfolios would 
enable low-risk financial products with 
potentially high returns. This, in turn, would 
contribute to the mitigation of risks of Islamic 
banks, especially those arising from liquidity 
risk, and to an increase in their credit ratings.

68The main question concerning sukuk issuance per the IIILC framework and their status in the secondary market is which 
exchange rates to apply for sukuk issued in different currencies. A common currency that is specific to the platform and similar 
to the SDR could be implemented in this regard.
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• Securitization of the development projects with 
different maturities and characteristics would 
also significantly reduce the concentration and 
return risks.

• The sukuk in the portfolios of Islamic banks may 
be offered to other institutional investors, such 
as private pension funds, through Islamic banks. 
Therefore, other financial institutions will also 
be able to benefit from these financial products 
based on risk-sharing.

• Member countries will be able to make cash 
and non-cash contributions to the investments 
carried out by the IIILC as additional investors 
(e.g. as Rabbu’l-Mal). However, this contribution 
should not exceed 20% per project.

• The decrease in debt-based financing in public 
investments will reduce financial burden on 
public sector and systemic risks in member 
countries.

As a general rule, standalone sukuk issuance should 
be carried out for the projects worth more than USD 
100 million, while projects of smaller amount should 
be pooled and securitized as per their common 
characteristics such as maturity and sector in order 
to offer project sukuk tranches to the market.

The main financial product recommended for 
the IIILC is a convertible sukuk based on istisna- 
mudarabah contracts. Nevertheless, financial 
products other than the recommended model should 
be utilized as well.

Convertible sukuk based on istisna-mudarabah 
contracts comprises three main stages: Firstly, 
the construction stage based on the istisna 
contract; secondly, the risk-sharing stage based 
on mudarabah and finally, the public offering and 
conversion stage.

2.6.1 CONSTRUCTION STAGE BASED ON ISTISNA 
CONTRACT
In the first stage based on the istisna contract 
(3-4 years on average), which covers the project’s 
construction process, the issued sukuk could be 
used directly to meet the liquidity needs of Islamic 
banks. The sukuk in question largely meets the 
HQLA requirement of Basel III standard, if a financing 
guarantee is provided by the MFGA. The project does 
not yield a direct rate of return in the istisna process. 
On the other hand, this sukuk can be traded by 
Islamic banks on the online platform and used as the 
HQLA or collateral.

Since the istisna contract also allows for the 
financing of the project during the course of 
construction, convertible sukuk based on istisna-
mudarabah contract may be issued in small 
denominations.

Sukuk issuance will be carried out through a special 
purpose vehiche (SPV) to be established by the IIILC. 
The funds generated from the sukuk issuance will be 
transferred to the member countries/ institutions to 
complete the project.

The main consideration here is the controversial 
aspect of the secondary market from the Shariah 
perspective since istisna contracts are based on 
sales. In the proposed solution, the sukuk issued 
during the construction process reflects future cash 
flows (Figure 76).



The mudarabah-based risk-sharing stage begins 
with the completion of the project construction and 
generation of income from the project. The istisna 
sukuk is thus converted to mudarabah sukuk. In 
this process, investors (Islamic banks) are the 

rabbu’l-mal and member countries are the mudarib 
(Figure 77). Upon commencement of the mudarabah 
process, the sukuk is converted to financial products 
based on risk-sharing that potentially yield high 
rates of of return and function as the HQLA.

2.6.2 RISK-SHARING STAGE BASED ON MUDARABAH

Figure 76: Construction Stage Based on Istisna Contract

Figure 77: Risk-sharing Stage Based on Mudarabah

INVESTORSCONTRIBUTION
BY THE IIILC
(CASH OR NON-CASH)

COUNTRY/ 
INSTITUTION
 

SPV

INVESTORSCONTRIBUTION
BY THE IIILC 
(CASH OR NON-CASH)

COUNTRY / 
INSTITUTION
 

SPV
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When the cash flows of the project become regular 
(between 6-10 years on average), the projects can 
be converted to stocks through an initial public 
offering on stock exchanges. Instead of offering all 
projects in the IIILC pool to the public, only projects 
capable of yielding regular dividends to the public 
should be offered. If the member countries approve, 
the IIILC's board of directors may take these project 
decisions (Figure 78). If a project is offered to the 
public, the existing sukuk investors would be able 
to convert their sukuk to stocks or sell the sukuk to 
other interested investors at the market price via the 
online platform.

The convertibility of the sukuk issued by the IIILC 
is an important opportunity both for the member 
countries where a project is carried out and the 
investors. Generally, the public offerings of regular 
income generating projects involve an upward 
revaluation opportunity. Therefore, the sukuk issued 
that has the potential for generating capital gains 
in public offerings may allow member countries for 
offering lower rates of return to investors.

2.6.3 PUBLIC OFFERING AND CONVERSION STAGE

Figure 78: Public Offering Stage

2.7 ONLINE PLATFORM

INVESTORSCONTRIBUTION
BY THE IIILC 
(CASH OR NON-CASH)

COUNTRY / 
INSTITUTION
 

SPV

In addition to project financing and sukuk 
issuance, the third main function of the IIILC is the 
management of the online platform where sukuk 
issuances and secondary market transactions will be 
carried out. The international online platform is an 
umbrella platform that connects domestic platforms 
in different member countries (Figure 79).

The prospective benefits that may arise from the 
proposed online platform are as follows:
• As an uninterrupted international online 

platform, it gives rise to a liquid, efficient and 
deep market.

• Offers a diversified product base for investors in 
terms of maturity and risk profiles.

• Mitigates systemic risk.
• Enables price discovery.
• Significantly reduces transaction costs.



2.8 MARKET MAKING

Similar to the proposed online platform, other existing online platforms such as Globex and 
Intercontinental Exchange (ICE) are already in use worldwide. In addition, the COMCEC Real Estate 
Securities Trading (CRESCENT) platform, which aims to provide online trading of real estate 
certificates among the OIC member countries, has a mandate and structure similar to that of the 
IIILC to some extent.

The absence of a Lender of Last Resort in the 
current Islamic banking is a substantial gap. 
While the IIILC will not act as a Lender of Last 
Resort by its construction, a market making 
institution would be necessary for the system. 
The IIILC could assign some of its member 
financial institutions, such as some of the 
large-scale Islamic banks and central banks 
of member countries, as well as international 
institutions such as the Islamic Development 
Bank, as market makers.

Potential benefits of the market making 
mechanism per the IIILC are listed below:
• Financing various projects which have 

strategic importance yet which receive low 
demand from investors,

• Supplying liquidity to the system even in the 
realization of systemic shocks such as the 
Covid-19 pandemic,

• Mitigation of price, market and default risks,
• Reduction of the liquidity risk premium,
• Enhanced reliability of price discovery 

processes.

Figure 79: Online Platform

ISTANBUL
KUALA

LUMPUR
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3.1 NEED FOR A PARTICIPATION FINANCE RATING SYSTEM IN TÜRKİYE
Rating is defined as the measurement of the capability of a financial institution, 
corporation or country to fulfill its financial liabilities as per a pre-determined 
criteria. Therefore, rating is basically a measure of the credit and default risk. 
Due to the fact that the participation financial institutions are essentially financial 
institutions, they are also subject to rating in terms of their financial situation, debt 
repayment capacities and quality of financial ratios.

A principal trait that distinguishes Islamic 
financial institutions from conventional financial 
institutions is their obligation to comply with the 
Shariah principles. In this regard, the concept
of Islamic rating encompasses measuring not 
only credit rating but also compliance with the 
Islamic principles and Shariah governance rules.
Therefore, the Islamic rating system informs 
stakeholders, primarily investors, about the 
extent to which Islamic financial institutions 
and the products and services offered by these 
institutions comply with the relevant Shariah 
principles and standards.

In the Participation Finance Strategy Document, 
the participation finance rating system is 
considered as one of the essential pillars of the 
Shariah governance. Currently, participation 
financial institutions operate as per the license 
obtained from the regulatory and supervisory 
authorities. These institutions are subject to 
strict regulation and supervision at international 
standards regarding their financials. On the 
other hand, the degree of Shariah compliance 
of participation financial institutions is also very 
important. The licensed participation financial 
institutions may differ substantially in their 
level of compliance with the Shariah rules and 
standards, including the tenets of participation 
finance.
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Conventional rating agencies such as S&P, Fitch, 
Moodys, and Capital Intelligence provide rating 
services for Islamic financial institutions all over the 
world. However, these institutions are essentially 
credit rating agencies. Islamic International Rating 
Agency (IIRA), which was established with the 
contribution of the IsDB to serve the OIC member 
countries, provides Islamic rating services as well 
as credit rating for the member institutions and 
countries. Mostly due to the fact that Islamic rating 
services provided by the aforementioned institutions 
are still limited and there is a high demand Islamic 
rating is still a nascent and promising area in Islamic 
finance.

The basic framework for Islamic rating is set in the 
"Sharia Compliance and Fiduciary Ratings for Islamic 
Financial Institutions: GSIFI 10" standard issued by 
the AAOIFI. In the GSIFI 10 standard, it is underlined 
that the compliance of Islamic financial institutions 
with the Shariah rules and the performance of their 
activities on a fiduciary basis should be known by 
the relevant stakeholders and that the Islamic rating 
fulfills this requirement.

Within the framework of the GSIFI 10 standard, 
Islamic rating is expected to measure the Islamic 
financial institutions’ level of Shariah compliance 
regarding matters such as:
• The compliance of their activities with the 

Shariah principles and rules,
• Shariah governance structure,
• Other governance structures associated with the 

Shariah governance,
• Transparency and accountability,
• Compliance with ethical rules and,
• Performance measurement regarding fiduciary 

activities. 

In various studies carried out regarding Islamic 
finance, it is stated that issues such as the lack of 
information infrastructure, the failure to establish 
sufficient transparency and ineffective Shariah 
governance mechanisms are the main problems 
in the current global Islamic finance system.69 In 
this regard, Islamic rating has high potential for the 
development of Islamic finance.

Implementation of the participation finance rating 
system is considered to be of great importance for 
the development of the participation financial system 
in Türkiye and for rendering İstanbul an international 
financial hub.

The Participation Finance Rating System, which
is proposed and covered as a thematic area in the 
Participation Finance Strategy Document, differs 
from the existing Islamic rating practices in various
aspects. It refers to a holistic Shariah rating system 
that includes participation financial institutions, 
real sector firms, products and compliance with 
sustainability principles (Figure 80).

PARTICIPATION
FINANCIAL
INSTITUTIONS

PRODUCTS

SUSTAINABILITY
(OPTIONAL)

REAL SECTOR
(FIQHI SCREENING)
  

Figure 80: Scope of the Participation Finance Rating System

69Standig Committee for Economic and Commercial Cooperation of the Organization of Islamic Cooperation. (2016). National and
Global Islamic Financial Architecture: Problems and Possible Solutions for the OIC Member Countries; (https://sbb.gov.tr/wpcontent/ 
uploads/2018/11/National_and_Global_Islamic_Financial_Architecture_Problems_and_Solutions_for_the_OIC_Member_Countries-.pdf).



Participation Financial Institutions: It refers to 
the rating of institutions such as participation 
banks, participation insurance companies and 
crowdfunding platforms similar to the Islamic 
rating as practiced worldwide. Currently, there 
are various international standards for the rating 
of these institutions.

Products: It refers to the measurement of the 
fiqhi compliance level of various participation 
financial products, primarily sukuk. In the 
current situation, SPVs may require rating 
reports regarding the fund beneficiary or
the lease certificates to be issued under the 
"Communiquê on Lease Certificates" published 
in 2013. On the other hand, the rating report 
required as per the related Communiqué is 
within the scope of credit rating. At this point, 
lease certificates should also be rated in 
accordance with fiqh compliance in matters such 
as the underlying assets and structure of lease 
certificates. The Participation Finance Rating 
System may be a pioneering practice in the 
world in this respect.

Sustainability: The Participation Finance Rating 
may optionally include measuring institutions' or 
products' level of compliance with sustainability 
principles based on objective criteria.

Real sector: In the Participation Finance 
Strategy Document, the measurement of real 
sector firms' fiqhi compliance through fiqhi 
screening is considered an essential step to 
help participation finance develop further and 
integrate with halal value chain.

The rating of the participation financial 
institutions and products under the Participation 
Finance Rating System and the rating on 
sustainability are implemented in different ways 
in the world. Since the fiqhi screening proposal 
for the real sector, primarily SMEs, is potentially 
a pioneering initiative in the world, the rest of 
the thematic section focuses on the Participation 
Finance Fiqhi Screening Mechanism rather than 
the whole Participation Finance Rating System 
proposal.

3.2 SHARIAH SCREENING AND ISLAMIC INDICES IN THE WORLD
The Islamic stock market, a pillar of Islamic capital markets, has developed very rapidly in the world, 
particularly after the 2008 Global Financial Crisis. In terms of its structure, the most basic criterion 
that distinguishes Islamic stocks from conventional stocks is that the former must comply with the 
Islamic principles and rules. Compliance of Islamic stocks with the aforementioned principles and 
rules is determined within the framework of Shariah screening methods. These methods are used to 
separate companies compliant with the relevant Shariah injunctions from those that are not.

With the heightened interest in Islamic capital 
markets, various Islamic indices based on 
Shariah screening methods are employed in 
the national stock markets of countries such 
as Malaysia, the USA and the UK in order to 
attract more investors to these markets. The 
first of such indices was developed in 1996 
by the asset management company RHB Unit 
Trust Management Berhad in Malaysia. After 
the launching of the Dow Jones Islamic Index 
Market (DJIM) in 1999, the Kuala Lumpur 
Islamic Index and the Financial Times Securities 
Exchange Islamic Index (FTSE-Islamic) 
was launched in the same year, followed by 
the Morgan Stanley Islamic Index (MSCI- 

Islamic), the Karachi Meezan Index, the STOXX 
European Islamic Index and the Borsa İstanbul 
Participation Index in 2007, 2009, 2011 and 
2011, respectively.

The Shariah screening methods used in the 
formation of the current Islamic indices, though 
with various differences among them, primarily 
consist of two stages, which encompass 
sectoral field of activity (qualitative) and 
financial ratios (quantitative).

In the qualitative stage, which is the first screening 
stage, the main field of activity of the company 
subject to the index is required to comply with the 
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Islamic principles and rules. In this context, companies 
whose main fields of activity (interest-based financial 
activities, production and trade of pork and their 
products, production and trade of alcoholic beverages 
and drugs, production and trade of tobacco products, 
gambling and similar games of chance, and obscene 
broadcasting, publishing, advertising activities, etc.) do 
not comply with Islamic principles are eliminated at the 
qualitative stage.

The quantitative stage, the second screening stage, 
involves the assessment of the extent to which the 
financial ratios of a company subject to the index comply 
with theIslamic principles and rules. Ideally, all financial 
ratios and balance sheet items of a company that 
operate in line with Islamic principles and rules must be 
entirely compliant with them. On the other hand, under 
the current economic and financial circumstances, 
there is a very small number of companies that operate 
entirely in accordance with the Islamic principles and 
rules in terms of their financial balance sheets and 
revenues. In this respect, various threshold values have 

been set in order to determine whether a company to 
be included in Islamic indices. Within this framework, 
the failure of the company’s revenue and balance sheet 
values to comply with Shariah standards is tolerated up 
to a preset threshold value. Islamic indices may include 
these companies as long as they remain within the given 
threshold values.

According to the generally accepted rule a business' 
revenue not in line with Islamic principles and
rules should not exceed 5% of its total revenues.70 
In terms of balance sheet items, key ratios such as 
the firm's debt ratio and the share of cash, financial 
receivables and interest-bearing financial products to 
total assets are generally considered. Particularly in the 
stage of quantitative screening regarding the balance 
sheet items, each Islamic index provider institution has 
established its own approach and method since 1996, 
the year when the first Islamic index was launced, and 
there is no standard approach in the world in this matter 
(Table 17).

Islamic index provider Numerator Denominator Thereshold value

FTSE Total Liabilities Total Assets < 33.33%

KSE Meezan Total Liabilities Total Assets < 37%

Malaysia SC Total Liabilities Total Assets < 33%

MSCI Total Liabilities Total Assets < 30%

AAOIFI Total Liabilities Market Value < 30%

Al-Rajhi Total Liabilities Market Value < 30%

Borsa İstanbul* Total Liabilities Market Value/Total Assets < 33%

Dow Jones Total Liabilities Market Value trailing for 24 months < 33%

S&P Total Liabilities Market Value trailing for 36 months < 33%

STOXX* Total Liabilities Market Value/Total Assets < 33%

Table 17: Thresholds for the Fiqhi Screening Methodolgy

Source: Yıldırım, R. (2021). Capital Structure and Shari’ah Compliance of non-Financial Firms. De Gruyter; (https://doi.
org/10.1515/9783110713664).
*The denominator takes both of them into account, Total Assets or Market Capitalization (whichever is higher).
Islamic index providers are listed alphabetically in Total Assets/Market Capitalization classes. The term “Total Liabilities” used in the 
table refers to the interest-bearing debt.

70 The period for which a company’s incomes are calculated may vary among indices. For example, retrospective 12-month averages were 
used in the Dow Jones Islamic Index Market (DJIM) before 2011, while retrospective 24-month average values began to be used after 
2011. In Türkiye, Participation Indices are calculated based on periodical balance sheets and income statements.



The methodolgy of the qualitative stage of 
each index is more or less similar to each other 
in all of the currenly employed fiqhi screening 
approaches. On the other hand, due to the 
discrepancy of the approaches and methods 
regarding the quantitative stage, there are 
various concerns on Islamic indices, some of 
which are summarized below:

Methodological Inconsistencies: Quantitative 
and qualitative indicators of Islamic indices, 
which stem from various methodological 
approaches applied by different index providers, 
may cause different and inconsistent results 
even for the same companies.

Lack of Credibility: Availability of different 
screening methodologies in the market, which 
are based on different ratios and thresholds, 
give rise to confusion and lack of credibility from 
the lens of the stakeholders.

Underdevelopment of Islamic Capital Markets:
Methodological disparities among the index 
providers and lack of credibility have an adverse 
effect on the further development of the Islamic 
capital markets and other areas of Islamic 
Finance.

One of the important aspects with respect to the 
methodological inconsistencies of the existing 
Shariah screening methods is the use of market 
value in gauging the quantitative ratios in fiqhi 
screening. In this regard, it would be more 
appropriate in terms of fairness and consistency 
to use variables that reflect the institutions’ 
own decisions more, such as the book value, 
rather than the market value, which is largely 
independent of the institutions’ own decisions.

The market value of the institutions is affected
by developments other than the institutions' 
own decisions (external factors), such as the 
monetary policy decisions taken by central 
banks, the performance of the capital markets 
in other countries, and market volatility. Indeed, 
as a result of screening based on the external 
factors, many institutions are excluded from 
the index indices in some periods and included 
in other periods. It is observed that such a 
screening methodology based on external 
factors give rise to confusion among the 
stakeholders, especially investors.

Almost none of the currently employed 
screening methods follow a mechanism that 
would encourage investment in financial 
products that are based on risk-sharing and 
other partnership-based financial products. 
However, the volume of the investors in the
Islamic stock market still remains well below
its potential due to the controversial issues 
regarding fiqhi screening and Islamic indices 
with different methods and threshold values. 
Furthermore, the fact that fiqhi screening 
approaches only cover the companies listed on 
stock markets restricts the access to Islamic 
finance products by real sector companies, 
primarily SMEs. It is also one of the reasons why 
non-banking Islamic finance institutions operate 
below their potential.
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3.3 PARTICIPATION FINANCE FIQHI SCREENING MECHANISM: GENERAL FRAMEWORK
The Participation Finance Fiqhi Screening Mechanism allows for determination of the fiqhi-compliance 
of financial and non-financial institutions, as well as various financial products related with participation 
finance, within the framework of a standard fiqhi screening method and based on objective criteria through 
accredited rating institutions. In addition to companies that are traded and listed on the stock exchange, 
companies not listed on the stock exchange, primarily SMEs, and various participation financial institutions 
such as crowdfunding platforms can be rated on a voluntary basis.

Under the Participation Finance Fiqhi Screening Mechanism, institutions and products that exceed the 
thresholds are considered “qualified”, while those that do not exceed them are considered as “unqualified” 
institutions and products.

Today, Islamic finance rating is provided by the 
institutions such as the International Islamic Rating 
Agency (IIRA) and Standard & Poor’s. On the other 
hand, the Participation Finance Fiqhi Screening 
Mechanism differs from the rating institutions’ 
existing approaches in various aspects:
• The Participation Finance Fiqhi Screening 

Mechanism is essentially established based 
on a simple method to determine whether the 
institutions, companies and products subject to 
the rating will be included in the participation 
financial system and the degree of such 
inclusion.

• In this respect, the Participation Finance Fiqhi 
Screening Mechanism aims to grant a halal 
certificate to the relevant institutions, companies 
and products, according to their main field of 
activity and financials.

• The Participation Finance Fiqhi Screening 
Mechanism is intended as a rating method 
that is complementary to the criteria such as 
governance quality, credit risk and liquidity risk, 
which are applied by the existing Islamic finance 
rating institutions and are essentially similar to 
credit rating.

• Credit rating and assessment of related risk 
and governance quality factors are important in 
both conventional and participation finance. On 
the other hand, the main defining characteristic 
of participation finance is compliance with its 
tenets. In this respect, it is important to rate 
financial and non-financial institutions and 
products within the context of compliance with 
the tenets of participation finance. For example, 
the compliance of an issued lease certificate 
with the tenets of participation finance should be 
assessed before the credit risk.

In this context, through the Participation Finance 
Fiqhi Screening Mechanism,
• Investors will have access to an objective, 

transparent and consistent classification 
regarding the degree of fiqhi-compliance of the 
institutions and products they will invest in. In 
particular, the rating of companies not quoted 
on the stock exchange is considered to be quite 
important for foreign and domestic investors 
who would like to invest in accordance with the 
tenets of participation finance.

• It will ensure that the intermediary institutions 
operating in newly developing financial areas, 
primarily crowdfunding and P2P platforms, have 
deep knowledge about the compliance of the 
companies in their portfolios with the tenets of 
participation finance.

• A financial halal certification will be provided 
for particularly those companies that work to 
integrate the real sector with the halal value 
chain. This would facilitate rapid development 
of the halal value chain among “qualified” 
companies.

• Participation financial institutions will be able 
to establish partnerships based on risk-sharing 
with qualified companies more easily.

• Awareness will be raised particularly among 
SMEs, facilitating these companies’ transition 
from a capital structure mostly consist of debt 
to a capital structure based on equity and 
partnerships.

• Institutions subject to rating, primarily SMEs, 
will be encouraged to make faster progress in 
matters relating to ESG and sustainability.



Apart from its aim to issue a financial halal 
certificate for the institutions and products 
subject to rating, the Participation Finance Fiqhi 
Screening Mechanism also rates the institutions
and products that have not exceeded the fiqhi 
screening threshold values according to their 
proximity to these values. Thus, institutions 
and products do not exceed the thresholds, but 

have different characteristics in terms of field 
of activity and financial ratios, are evaluated by 
taking these differences into account. In this 
context, institutions that are entirely unqualified 
for the Participation Finance Fiqhi Screening 
Mechanism and institutions and products that 
are very close to become qualified receive 
different rating notes (Figure 81).

A separate rating of products, services
and institutions that are not compliant or 
deemed unqualified per the Participation 
Finance Fiqhi Screening Mechanism provides 
significant contributions, particularly for SMEs’ 
access to finance and integration with the halal 
value chain. In the current situation, given 
Türkiye’s banking-dominant financial structure 
and the relatively small share of equity in SMEs’ 
capital structure, the number of SMEs which can 
be deemed to qualify for participation finance 
rating is expected to be small.

The capital structure is defined as the amount 
and distribution of the debt and equity employed 
by a firm to fund its operations and finance
its assets. An ideal capital structure is a 
combination of debt and equity which minimize 
the cost of capital for the company. A plausible 
solution that could boost the development of
participation finance and increase its use of 
risk-sharing-based products in an ideal capital 
structure is to change the capital structures of 

companies that fail to pass the participation 
finance rating but are close to eligibility. That 
way, participation financial institutions may
still support these companies. In the current 
conjuncture and with the assistance of the 
participation finance rating, SMEs with high 
indebtedness and financial leverage can achieve 
the ideal capital structure by increasing the ratio 
of equity and partnership-based financing in 
their capital structures. In this context, it
is also aimed to align the areas of focus in the 
participation finance strategy with participation 
finance rating system.

Shariah non-compliant because it:
• does noet fulfill the qualitative threshold, or
• fulfills the qualitative threshold but not the quantitative threshold.

COMPLIANTCOMPLETELY NON-
COMPLIANT

LESS NON-
COMPLIANT

Figure 81: Thresholds of the Participation Finance Fiqhi Screening Mechanism
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3.4 PARTICIPATION FINANCE FIQHI SCREENING STAGES
The Participation Finance Fiqhi Screening Mechanism consists of three main filtering stages; two of them are 
mandatory (qualitative and quantitative), while the third one is optional (social responsibility/ sustainability) 
(Figure 82).

STAGE 1:

FIELD OF ACTIVITY
(QUALITATIVE)

STAGE 2:

FINANCIALS
(QUANTITATIVE)

STAGE 3:

SUSTAINABILITY
(OPTIONAL)

Figure 82: Stages of the Participation Finance Fiqhi Screening Mechanism

3.4.1 QUALITATIVE STAGE
In the qualitative screening stage, which is deemed 
as the pre-qualification stage, institutions subject to 
the rating are assessed according to the sector they 
operate. The main goal here is to determine whether 
the core activities of these institutions are carried out 
in sectors not prohibited from a fiqhi perspective.71 
Businesses that fail in the qualitative stage, which 
make them unqualified for the following stages, are 
deemed as fiqhi-incompliant.

3.4.2 QUANTITATIVE STAGE:
In the quantitative stage, the institutions subject 
to the rating are assessed according to objective 
and quantitative data based on a standardized fiqhi 
screening methodology. At this point, it is planned 
to carry out the quantitative assessment according 
to ratios associated with the internal factors (hence 
the book value). Thus, institutions subject to rating 
are assessed with a focus on risk-sharing. The 
quantitative stage aims to direct and encourage 
institutions with debt-based capital structures 
towards partnership-based financing to establish 
and maintain higher equity.

In this context, the financial structure of an institution 
subject to rating is assessed based on its financial 
statements and financial data submitted to audit 
companies. Additionally, other factors such as 
interviews held with representatives of institutions 
are also used in the assessments.

3.4.3 SOCIAL RESPONSIBILITY AND 
SUSTAINABILITY:
The final stage of fiqhi screening is the assessment of 
the institutions with respect to their compliance with 
the environmental, social and governance principles 
set by national or international authorities. The fact 
that fulfiling the requirements of qualitative and 
quantitative stages does not guarantee that these 
firms meet the environmental, social and governance 
criteria, the third stage is a critical complementary 
element of the fiqhi screening process. For example, 
institutions that meet the qualitative and quantitative 
conditions may be creating adverse environmental 
and social impacts and have weak corporate 
governance. In this context, unlike other fiqhi 
screening methodologies, the participation finance 
rating mechanism involves an optional third stage 
named as sustainability. In this stage, institutions 
subject to rating are evaluated in terms of social 
responsibility activities and sustainability standards 
such as environmental, social and governance (ESG) 
and principles for responsible investment (PRI).

Before investing in a company, most investors 
consider the institutions' compliance with criteria 
such as sustainability or ESG and indicators such as 
growth and profitability. 

71These sectors and details concerning them will be set by the Participation Finance Standards Board. Another point that should be 
additionally underlined here is the degree of acceptance of the institutions whose main field of activity is carried out in sectors approved 
from fiqhi perspective, but which also operate in sectors not approved from fiqhi perspective or use the products and services associated 
with such sectors in their own fields of activity.



In summary, the three-stage fiqh screening methodology would facilitate;
• Elimination of elements not suitable for fiqhi-compliance,
• Increasing the financing opportunities based on risk-sharing,
• Allowing for more room for equity-based products (and discouraging interest-based debt) in 

firms' capital structure,
• Adoption of strategies to achieve the United Nations’ Sustainable Development Goals.
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4.1  Examples of Islamic Arbitration in the World  
 4.1.1 International Islamic Center for
  Reconciliation and Arbitration (IICRA)
 4.1.2 International Islamic Mediation &
  Arbitration Center (IMAC)
 4.1.3 Dubai World Islamic Finance
  Arbitration Center and Jurisprudence
  Office (DWIFAC, DWIFACJO)
 4.1.4 Asian International Arbitration Center
  (AIAC)
 4.1.5 Muslim Arbitration Tribunal (MAT)
 4.1.6 Dubai International Arbitration Center
  (DIAC)
 4.1.7 Astana International Arbitration
  Center (AIAC)
4.2  Legal Basis and Obstacles Regarding
 the International Participation Finance
 Arbitration Center
4.3  Necessary Amendments to the Legislation
 and Legal Framework
4.4  Recommendations

International Participation 
Finance Arbitration Center

04

THEMATIC 
AREAS

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION



Arbitration is described as the resolution of disputes by arbitrators in a final and 
binding manner, in cases where parties to a dispute over a right reach agreement 
and authorize private individuals called arbitrators to resolve the dispute instead 
of courts, if permitted by the legislation.72   ,73 Today, arbitration has become an 
essential mechanism for the resolution of domestic and international commercial 
disputes. A well-functioning arbitration mechanism directly affects investors’ 
investment decisions due to the belief that potential disputes can be resolved 
effectively, fairly and fast.

The infrastructure of the Turkish legal system in 
the field of arbitration is very convenient for the 
International Participation Finance Arbitration 
Center to become a regional and global hub.
The regulations on arbitration under the 
International Arbitration Law (IAL) no. 4686 and 
the Civil Procedure Law no. 6100, which were 
prepared based on international conventions, 
universal rules of law and recent developments 
in Türkiye, stipulates taking the UNCITRAL 
Model Law on International Commercial 
Arbitration as a benchmark. Therefore, 
Türkiye’s current legal infrastructure regarding 
arbitration includes necessary and sufficient 
legal protection and regulations for domestic 
and international disputes.

It is an essential requirement for the 
international financial centers to offer effective, 
fair and fast dispute resolution opportunities 
for investors. Therefore, the International 
Participation Finance Arbitration Center is one 
of the important pillars of the İstanbul Finance 
Center's vision to become primarily a regional 
and ultimately a global Islamic financial hub.
In countries where arbitration is widely and 
successfully practiced, parties involved in 

commercial disputes usually resort to arbitration 
rather than local courts, thus achieving a faster, 
more effective and reliable solution. The most 
pronounced advantage of arbitration for parties 
can be summarized as the freedom of will of
the parties in arbitration, competent and expert 
arbitrators, confidentiality, speed, the binding 
character of the decisions and the possibility
of recognition and enforcement of the arbitral 
decision in other countries.

There may be contradictions between the legal 
rules of countries and the principles of Islamic 
finance at certain points. These contradictions 
may also become an important obstacle to the 
development of Islamic finance. On the other 
hand, the principle of freedom of will of the 
parties in the arbitration system prioritizes
the will of the parties in terms of judgment, 
providing them the opportunity to choose the 
law applicable to the dispute. Therefore, the 
legal possibility of the parties to choose Islamic 
law as the "applicable law" through arbitration is 
an important step in the development of Islamic 
finance.

72 Akıncı, Z. (2020). Milletlerarası Tahkim (5th Edition). Vedat Kitapçılık. 

73 See also: CPL art.412, IAL art.4
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4.1.2 INTERNATIONAL ISLAMIC MEDIATION & 
ARBITRATION CENTER (IMAC)
The International Islamic Mediation & Arbitration 
Center (IMAC) was established in Hong Kong in 
2008, on the recommendation of the Arab Chamber 
of Commerce and Industry and in cooperation with 
the International Chamber of Commerce. IMAC 
resolves disputes arising from civil and commercial 
relations through mediation and arbitration. IMAC's 
arbitration practices are based on the "Shariah Rules 
of Arbitration" established within the center and the 
UNCITRAL Arbitration Rules.

4.1.3 DUBAI WORLD ISLAMIC FINANCE 
ARBITRATION TRIBUNAL AND JURISPRUDENCE 
OFFICE (DWIFAC, DWIFACJO)
Based in the United Arab Emirates, the Dubai World 
Islamic Finance Arbitration Tribunal (DWIFAC) and 
Jurisprudence Office (DWIFACJO) is an arbitration 
center where disputes arising from certain types of 
contracts (FIDIC model) are resolved, exclusively 
for the Islamic financial system. The disputes carried 
to DWFIAC are resolved within the framework of 
the Model Islamic Banking Law Rules created by 
DWIFACJO and fiqh-compliant DWIFAC rules.

4.1.4 ASIAN INTERNATIONAL ARBITRATION 
CENTRE (AIAC)
The Asian International Arbitration Centre (AIAC), 
which was formerly named Kuala Lumpur Regional 
Arbitration Center, carries out its arbitration 
practices regarding Islamic finance within the scope 
of the phrase “Sharia Law” in its Book of Rules. In 
the Rules of Islamic Banking and Financial Services 
document published in 2007 in Malaysia, it is stated 
that, if the parties involved in an arbitration process 
choose the rules of Islamic law as the applicable 
legal system, the dispute will be resolved in 
accordance with the principles of Islamic law within 
the framework of Rules of Islamic Banking and 
Financial Services.75 These rules were updated in 
the following periods and were enforced in 2018 
under the title of AIAC i-Arbitration Rules.76 The 
AIAC i-Arbitration Rules document is divided into 
two sections; the first section includes the Shariah- 
compliant AIAC i- Arbitration, whereas the second 
includes the UNCITRAL Arbitration Rules.

4.1 EXAMPLES OF ISLAMIC ARBITRATION IN THE WORLD
4.1.1 INTERNATIONAL ISLAMIC CENTER FOR RECONCILIATION AND ARBITRATION (IICRA)
Established in Dubai under the auspices of the Islamic Development Bank and the United Arab Emirates in 
2005, the International Islamic Center for Reconciliation and Arbitration (IICRA) aims to resolve disputes 
arising from banking, finance, real estate and commercial investments through mediation and arbitration in 
accordance with Islamic principles (Sharia Law). IICRA, which has 70 different Islamic Finance institutions 
from various Muslim countries as members, states in its rules that parties are free to choose the law they 
wish, but the arbitrators will not apply the chosen law’s provisions that are contrary to Islamic law.74

74Colón, J.C. (2011). Choice of Law and Islamic Finance. Texas International Law Journal, 46: 411-435.

75Kuala Lumpur Regional Centre for Arbitration. (2007). Part I: Introductory Rules. Rules for Arbitration, 4-7; (https://arbitrationlaw.com/
sites/default/files/free_pdfs/KLRCA%20Arbitration%20Rules%20%28Banking%20%26%20Financial%20Services%29.pdf).

76Asian International Arbitration Centre. (t.y.). i-Arbitration Rules;
(https://www.aiac.world/wp-content/arbitration/AIAC-i-Arbitration-Rules-2018.pdf).



77Muslim Arbitration Tribunal. (n.d.). Procedure Rules of Muslim Arbitration Tribunal; (http://www.matribunal.com/rules.php).

78Colón, J.C. (2011). Choice of Law and Islamic Finance. Texas International Law Journal, 46: 411-435.

4.1.5 MUSLIM ARBITRATION TRIBUNAL (MAT)
Established in the United Kingdom in 2007, 
the Muslim Arbitration Tribunal (MAT) 
aims to resolve the disputes among Muslim 
communities that have difficulties adapting to 
British Law. Although MAT was established in 
order to settle disputes in civil areas such as 
family law and personal law, it currently deals 
with commercial disputes as well. According 
to the Procedural Rules of MAT, the arbitral 
tribunal must include at least one Islamic law 
expert and one British lawyer. The arbitral 
tribunal takes decisions per English and Welsh 
law and the rules of Islamic Law.77 

4.1.6 DUBAI INTERNATIONAL ARBITRATION 
CENTER (DIAC)
Dubai International Arbitration Center (DIAC), 
located in Dubai Jebel Ali Free Zone, is one of 
the most important arbitration centers in the 
Middle East in terms of transaction volume. 
Carrying out proceedings without any restriction 

in terms of subject, DIAC allows parties to 
choose arbitration per Islamic Law.78 

4.1.7 ASTANA INTERNATIONAL ARBITRATION 
CENTER (AIAC)
Astana International Financial Center (AIFC) 
was established to become Kazakhstan's 
international Islamic financial center. In this 
context, one of the first steps taken at AIFC was 
the establishment of the Astana International 
Arbitration Center (AIAC). AIAC aims to quickly 
resolve legal disputes that may be encountered 
by foreign investors, especially those of UAE 
origin, through arbitration.

4.2 LEGAL BASIS AND OBSTACLES REGARDING THE INTERNATIONAL 
PARTICIPATION FINANCE ARBITRATION CENTER
In Türkiye’s legal structure, arbitration 
is regulated in many laws, primarily the 
Constitution. Under the 125th article of the 
Constitution, parties may resort to national or 
international arbitration for disputes in which a 
public institution is a party. On the other hand, 
it states that international arbitration may be 
sought only for disputes in which a foreigner 
is a party. Two primary laws regulate the 
principles and procedures for arbitration that 
apply to the cases concluded by parties subject 
to private law: the Code of Civil Procedure 
(CCP) no. 6100 and the International Arbitration 
Law (IAL) no. 4686. Provisions of the CCP are 
applied to disputes that do not fall within the 
scope of IAL. Under the CCP and IAL, freedom 
of will is granted to the parties or arbitrators in 
determining the rules applicable in arbitration 
proceedings. 

However, this freedom of will granted to 
the parties does not allow the parties and 
arbitrators to be completely independent of 
national law and regulations. If the decision of 
the arbitral tribunal conflicts with certain
national regulations, an action for annulment 
may be filed against the decision. Even if an 
action for annulment is not filed against the 
decision, the decision is at risk of not being 
recognized and enforced in another country. 
Therefore, initiation of actions for annulment 
against arbitral decisions and the institutions of 
recognition and enforcement should be briefly 
explained. Furthermore, whether the principles 
of Islamic finance will be applied in the disputes 
to arise should be clarified.
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If the principles of Islamic finance are considered 
commercially accepted and uniform rules, the 
concept of lex mercatoria comes into prominence. 
Lex mercatoria is defined today as the norms 
specific to international trade law, which are 
established to ensure that disputes arising from 
foreign investments are settled in accordance with 
commercial traditions and customs developed in 
favor of investors instead of the national law.79 In the 
current stage reached in arbitration proceedings, 
both national regulations and international 
agreements adopt the principle that parties may 
freely select the law applicable to disputes. If no 
selection is made, arbitrators may choose the law 
applicable for arbitration.

In this context, the question arises whether the 
principles of Islamic finance will be applied as lex 
mercatoria or as commercial traditions and customs 
in an arbitration proceeding. Lex mercatoria and 
commercial traditions and customs are both based 
on customary patterns of business behavior.
In international arbitration, not only do arbitrators 
resort to lex mercatoria in cases where parties 
make explicit reference to it, but they resort to lex 
mercatoria in cases where parties have not chosen 
a specific law or in instances with loopholes in an 
agreed-upon law. Even if the principles of Islamic 
Finance are not considered within the scope of lex 
mercatoria, they may be applied within the scope of 
commercial traditions and customs.

On the other hand, if parties choose the Turkish 
Law as arbitration under lex mercatoria, they will 
ensure dispute resolution per the Principles of 
Islamic Finance and recognition and enforcement of 
the arbitral decision in other countries. Moreover, 
by applying Turkish Law in disputes with an 
international character, export and thus revenue 
will be generated by 'exporting law.' The Arbitration 
Rules determined by the Arbitration Center could 
also provide the opportunity to select national
laws other than Turkish law. This situation would 
play a role in the preference of the International 

Participation Finance Arbitration Center for dispute 
resolution by investors who would like to have 
other national laws applied with the principles of 
Islamic finance (in this context, lex mercatoria). 
Attracting foreign investors to the İstanbul Financial 
Center is one of the main reasons for establishing 
the International Participation Finance Arbitration 
Center. The fact that an considerable share of these 
investors is expected to come from Muslim-majority 
countries, especially the Middle East, makes it 
even more important to allow them to select the 
laws applied in arbitration. Such an allowance will 
primarily contribute to the following:

• Many laws in the Turkish legal system were 
prepared in light of the laws of various European 
countries. Furthermore, the Turkish legal 
system is harmonized with the Directives of the 
European Union as part of the European Union 
Harmonization Process. This situation is of great 
importance for investors who consider elements 
such as legal security, the universality of law, 
and the imperative provisions. In addition, the 
Turkish legal system offers a structure that 
will ensure the resolution of all disputes within 
the rules of law, in terms of procedures and 
principles. Therefore, disputes between the 
parties can be resolved fairly and in accordance 
with today's conditions if Turkish law is chosen as 
the applicable law.

• Another important factor in selecting the Turkish 
law as the applicable law for investors is the 
existence of a legal system that functions on a 
secular basis. Given that Türkiye is a Muslim-
majority country, harmony has been achieved 
between the religious values of the society and 
the secular rules of law.Therefore, a legal system 
that involves cultural diversity in many aspects 
and does not conflict with the values of a Muslim 
society for Middle Eastern investors offers both 
cultural proximity and legal security.

79Erdem, E. (2008). Lex Mercatoria ve Uluslararası Ticarette Örf ve Adetin Önemi. H. Ercüment ERDEM (Editor), Milletlerarası Ticaret 
Hukuku ile İlgili Makaleler, 311-344.



4.3 NECESSARY AMENDMENTS TO THE LEGISLATION AND THE LEGAL 
FRAMEWORK
The rules that regulate international commercial arbitration in the Turkish law are listed below:
• The Convention on the Recognition and Enforcement of Foreign Arbitral Awards, dated 10 June 

1958,
• The European Convention on International Arbitration (Geneva), dated 21 April 1961,
• The International Convention on the Settlement of Investment Disputes (ICSID Convention), 

dated 14 October 1966,
• Conventions on Mutual Promotion and Protection of Investments (MPPI),
• The Stage before Enforcement of the International Arbitration Law no. 4686,
• The Constitution amendment introduced under the Law no. 4446 dated 14.08.1999: Constitution 

of the Republic of Türkiye Article 125,
• In the stage following the enforcement of the International Arbitration Law no. 4686, the 

UNCITRAL Model Law (enforced based on the International Arbitration Section of the Swiss 
Federation Private Law and ICC Arbitration Rules as examples),

• Sections regarding arbitration in the Code of Civil Procedure dated 12 January 2011 (in line with 
the International Arbitration Law and prepared using the UNCITRAL Model Law as a guide).

• The rules that govern international mediation in Turkish Law are as follows:
• The Law on Mediation in Legal Disputes, dated 07 June 2012, no. 6325
• The United Nations Convention on International Settlement Agreements resulting from 

Mediation, dated August 2012

Therefore, there are no obstacles to the 
establishment of a sectoral arbitration and 
mediation center in terms of Turkish legal 
legislation. An example is the Energy Disputes 
Arbitration Center, the first sectoral arbitration 
center in Türkiye. It was established within the 
Energy Law Research Institute to settle the 
disputes between companies in Central Asia, 
Europe, the Balkans, the Middle East and Africa 
regarding Energy and Infrastructure Law. 

In this regard, it is legally possible to establish 
the International Participation Finance 
Arbitration Center for the settlement of disputes 
concerning participation finance. Legislative 
amendments are not needed to set up an 
arbitration and mediation center in the field of 
participation finance.
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4.4 RECOMMENDATIONS
The International Participation Finance Arbitration Center should not only offer arbitration as a dispute 
resolution method. It it should also have the authority to resolve disputes through other amicable methods 
of resolution, primarily mediation. On the other hand, it should be kept in mind that decisions taken through 
mediation must be in line with the Singapore Convention in order to be enforced.

The settlement of Islamic finance contracts 
through international arbitration is one of the most 
reasonable dispute resolution methods that will 
meet the needs and expectations of the parties. 
Parties resort to arbitration for a variety of reasons: 
the confidentiality of the proceedings unless 
otherwise stipulated; selection of the provisions 
applicable to the trial procedure, the arbitration 
agreement and the merit agreement by the parties 
themselves per the principles of Islamic finance; 
appointment of the arbitrator or arbitrators to handle 
the proceedings by the parties; shorter duration 
of the proceedings and the binding character of 
the decision taken at the end of the proceedings. 
Thus, parties select the arbitrators whose 
decisions they trust and can ensure that the legal 
system of their preference governs their disputes. 
However, for the parties to fully and completely 
obtain the benefit they expect from the arbitration 
proceedings, they must first draw up an arbitration 
agreement or arbitration clause as per international 
conventions. The International Participation Finance 
Arbitration Center must be able to provide seamless 
consultancy services to the requesting individuals 
and institutions, with a team specialized in the 
preparation of arbitration agreements in Islamic 
finance agreements. In this regard, during the 
preparation of arbitration agreements, it should be 
kept in mind that the law applicable to the basis of 
the dispute is different from the law applicable to the 
arbitration agreement and that the correct choice 
of law will affect the interests of the parties and the 
outcome of the arbitration proceedings.

The infrastructure of the Islamic finance arbitration 
can be created in different ways, namely Islamic and 
semi-secular.80 Institutional arbitration rules in line 
with the selected model should be established and 
declared. Sample arbitration terms can be shared 
with sector stakeholders and serve as a resolution 

mechanism in case of disputes. With the International 
Participation Finance Arbitration Center, it is also 
possible to establish a structure of special dispute 
resolution procedures. In that case, parties and 
arbitrators together determine the special purpose 
(ad-hoc) Islamic finance rules. The most important 
step that must be taken during the establishment of 
the International Participation Finance Arbitration 
Center is to maintain communication and cooperation 
with the international institutions and foreign 
arbitration centers in the Islamic Finance sector. 
Particularly, the inclusion of international institutions 
in the General Assembly of the International 
Participation Finance Arbitration Center would 
enable the International Participation Finance 
Arbitration Center to gain a global identity from 
the establishment stage. Furthermore, receiving 
the support of international institutions as of the 
establishment of the International Participation 
Finance Arbitration Center would encourage the 
investors associated with these institutions to bring 
their disputes to the International Participation 
Finance Arbitration Center. In addition, inclusion 
of a clause that determines the International 
Participation Finance Arbitration Center as the place 
of dispute settlement in international conventions 
concluded with certain countries would enable the 
Arbitration Center to be the mandatory jurisdiction in 
international disputes.

For the post-establishment process, inclusion
of experts in the field of Islamic finance and 
arbitration in the advisory board and arbitration 
board would be beneficial for the global vision of
the International Participation Finance Arbitration 
Center. The advisory board to be established within 
the International Participation Financial Arbitration 
Center will provide “expertise” services for the cases 
pending in other arbitration centers, enhancing the 
cooperation between the International Participation 

80For more information, see:  Blanke, G. (2020.). Semi-Secular Arbitration in Islamic Banking and Finance Disputes: A Proposal. Arbitration: 
The International Journal of Arbitration, Mediation and Dispute Management, 86(2): 201-210.
See also: Banketas, I. (2021). Transnational Islamic Finance Disputes: Towards a Convergence with English Contract Law and International 
Arbitration. Journal of International Dispute Settlement, 12(3): 505-523.



Finance Arbitration Center and other arbitration 
centers.

It is also of great importance that the principles 
of Islamic Finance, which are determined or 
approved by the Arbitration Center bodies, 
are very well promoted in the international 
arena. With its establishment, the International 
Participation Finance Arbitration Center has 
the potential to fulfill a vital task for the global 
development of Islamic finance. An important 
consideration for the establishment here is 
that the International Participation Finance 
Arbitration Center is essentially an arbitration 
center and is not connected to the subject of 
arbitration. Whether the dispute's subject
is specifically related to the Islamic finance 
sector should not make a significant difference 
in the regulation of other rules issued by the 
International Participation Finance Arbitration 
Center, primarily the arbitration rules. Thus, the 
International Participation Finance Arbitration 
Center would be subject to the same principles 
as other successful examples in arbitration and 
be authorized to deal with all different kinds of 
disputes without having a dispute settlement 
authority limited only to Islamic finance.

Whether the principles of Islamic finance and 
Islamic law would be applicable to the disputes 
brought to the International Participation 
Finance Arbitration Center depends on the will 
of the parties. If parties agree on the application 
of certain legal rules, such as the Islamic finance 
principles determined by the arbitration center 
or AAOIFI Shariah Standards, as lex mercatoria 
to the dispute, the arbitral tribunal could apply 
the principles of Islamic finance depending on 
the nature of the dispute, but only to the extent 
appropriate. A considerable period of time is 
needed for this. It is of substantial importance
to consider two points during this period. 
The first one is the determination of uniform 
principles of Islamic Finance and continuous 
updating of these principles by a board to be 

established with the İstanbul Finance Center or 
the International Participation Finance
Arbitration Center, as explained previously. The 
legal community of Türkiye should accomplish 
the second task. In a crucial phase to ensure the 
applicability of Islamic law and Islamic finance 
principles in legal disputes, academics should 
discuss the extent of Islamic law's and Islamic 
finance's uniformity within the concept of lex 
mercatoria, and national courts' subsequent 
decisions based on this concept. Islamic law 
could be considered as lex mercatoria if this 
matter is concluded in both judicial and scientific 
studies.

The International Participation Finance 
Arbitration Center should be capable of settling 
all kinds of disputes in addition to Islamic 
finance disputes and allow parties to resort to 
the ad hoc arbitration procedure. Therefore, it 
should be clearly expressed in the arbitration 
rules that parties may select the law and legal 
regulations they wish.

The International Participation Finance 
Arbitration Center should offer a mechanism 
similar to modern arbitration centers
against emergencies as a requirement of
the constantly operating commercial life. 
Known as "Emergency Arbitrator" today, this 
mechanism provides parties the temporary
and adequate protection they need in line
with the requirements of commercial life during 
emergencies where it is not possible
to wait for arbitrators to start their duties. In 
the Emergency Arbitration practice, which is 
resorted to for very limited situations, decisions 
can be taken in seven days and the dispute 
settled immediately.
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5.1 SUSTAINABILITY AND GREEN FINANCE: CONCEPTUAL FRAMEWORK
The concept of sustainable development was first mentioned in the Brundtland 
Report prepared by the United Nations World Commission on Environment and 
Development (WCED) in 1987. The report defines sustainable development as: “the 
ability to meet the needs and expectations of the present without compromising the 
ability of future generations to meet their own needs and expectations.”

Since the early 2000s, environmental and social 
impacts have been included in the definition
of sustainability in addition to economic and 
financial issues. In this context, the Sustainable 
Development Goals (SDGs) were adopted

by the United Nations in 2015. The SDGs consist 
of 17 goals under three aspects (environmental, 
social and economic) (Figure 83).

Source: The Global Goals. (October 13, 2021). The Global Goals for Sustainable Development
(https://www.kureselamaclar.org/).

NO
POVERTY

ZERO
HUNGER

GOOD HEALTH 
AND WELL-BEING

QUALITY
EDUCATION

GENDER
EQUALITY

CLEAN WATER 
AND SANITATION

AFFORDABLE 
AND CLEAN ENERGY

DECENT WORK 
AND ECONOMIC 
GROWTH

INDUSTRY, I
NNOVATION AND 
INFRASTRUCTURE

REDUCED 
NEQUALITIES

SUSTAINABLE 
CITIES AND 
COMMUNITIES

CLIMATE
ACTION

LIFE BELOW 
WATER
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Figure 83: Sustainable Development Goals
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It has been officially recognized at the international level that the SDGs and the environmental, social and 
economic issues are interlinked. Subsequently, the quest for alternative modes of financing for achieving the 
SDGs have accelerated. Today, there are three prominent areas regarding the financing of the SDGs:
• Environmental, social and governance (ESG) investing,
• Socially responsible investing (SRI),
• Impact investing.

5.1.1 ESG INVESTING
ESG refers to environmental, social and governance 
practices that can significantly impact an 
investment's overall performance (Figure 84). In 
addition to traditional financial assessment, the ESG 
investing considers potential non- financial risks and 
opportunities of an investment. The ultimate goal in 
the ESG investing is still financial returns since the 
investments without considering the ESG criteria 
may adversely affect these financial returns.

5.1.2 SRI 
In addition to the ESG criteria, SRI includes specific 
ethical rules in investment decisions within the 
scope of the United Nations Responsible Investment 
Principles (UN PRI). In this context, the SRI approach 
utilizes the negative screening approach to avoid 
investment in companies that have adverse impacts 
on the environment or society. Negative screening 
means avoiding investments in companies or 
organizations with activities that conflict with the 
investor's non-financial values. Investment is not 
made in areas such as alcohol and tobacco products, 
gambling, and human rights violations since they 
do not comply with ethical rules in the SRI negative 
screening process.

5.1.3 IMPACT INVESTING
Impact investing refers to an investment that aims 
to create measurable positive social, economic or 
environmental impact apart from the investments' 
financial returns. Investors expect a financial return, 
but it is not their only point of focus. Instead, they 
take the social, economic and environmental impact 
of the investment stipulated from the outset into 
consideration in their overall assessment of the 
project.

Impact investing aims to make investments in areas 
such as sustainable agriculture, renewable energy, 
microfinance, housing, health and education, 
consistent with the United Nations Sustainable 
Development Goals. In this context, unlike the 
ESG and SRI approach, impact investing is based 
on positive screening and prioritizes investing in 
companies or funds that give priority to social or 
environmental impact over financial returns.

Source: UNEP FI, UN Global Compact Responsible Investment Principles https://www.escarus.com/surdurulebilir-yatirim-kavramlari-
esg-odakli-yatirim-sorumlu-yatirim-ve-etki-yatirimi

ENVIRONMENTAL SOCIAL GOVERNANCE

Climate change 

Greenhouse gas emission 

Natural resources

Waste and pollution 

Energy consumption 

Animal welfare

Working conditions

Local communities 

Occupational safety and health

Relations with employees 

Diversity

Pay policies

Bribery and corruption 

Board of directors 

Transparency and openness 

Management quality

Figure 84: The Pillars of the ESG



Therefore, traditional investments, ESG and 
SRI are defined as areas that prioritize financial 
returns without compromising risk and return. 
On the other hand, impact investing and 

philanthropic investments prioritize social 
impact (Figure 85).

Under the broad rubric of sustainability, green 
finance is an area developing quite fast and 
closely related to the Climate Action pillar of 
the SDGs (SDG 13). The scope of green finance 
overlaps with that of traditional investing, ESG, 
SRI and impact investing to a large extent. 
Green finance practices are considered one of 
the primary contribution areas of participation 
finance to the financing of sustainability.

Under the United Nations Framework 
Convention on Climate Change (UNFCCC), the 
Paris Agreement was signed in 2015 in order 
to provide the required financing to mitigate 
climate change. Enforced in 2016, the Paris 
Agreement aims to keep the increase in global 
average temperature 2°C below pre-industrial 
levels and imposes various legal obligations on 
countries that sign the agreement to achieve 
this ultimate goal. One of the key goals of 
the Paris Agreement is to stabilize access to 
finance for low-emission and climate-resilient 
development.

In 2019, the European Green Deal (EGD) was 
launched by the European Union Commission in 
order to prevent and reduce the adverse effects 
caused by climate change. The European Union 
Commission announced that, with the European 
Green Deal, it would adopt a new growth 
strategy that required the transformation of 
the industry within the framework of its goal of 
being the first climate-neutral continent in 2050, 
and that it would determine all its policies by 
considering their impact on climate change.

Within the scope of the European Green Deal 
Investment Plan, a fund of Euro 1 trillion has 
been allocated to the European Investment Bank 
(EIB) by the European Union (EU) governments 
to be used in green investments. The fund, 
which would be in operation by 2022, aimed 
to channel investments in the EU member 
countries towards more environment-friendly 
projects. Türkiye signed the Paris Agreement 
on April 22, 2016 and promulgated it on October 
7, 2021 pursuant to a Presidential Decision. 
Moreover, it was officially stated by the 
President of the Republic of Türkiye that Türkiye 
would reach its net-zero emission target by 
2053.

Following the transformation in the 
international economy and trade resulting from 
the comprehensive changes in the EU policies 
to adopt the European Green Deal, Türkiye has 
taken significant steps towards sustainability 
and financing sustainability. In this context,
the Ministry of Trade published the Green Deal 
Action Plan in July 2021.

TRADITIONAL
INVESTMENT

ESG SRI IMPACT
INVESTING

CHARITY

Priority of financial returns Priority of social impact

Figure 85: Priorities of Investments within the Scope of SDG
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With the Green Deal Action Plan, a road map
was proposed for the Turkish economy's
green transformation, inclusive and sustainable 
growth, and protection and enhancement of the 
competitiveness of Türkiye's exports to other 
countries, especially the EU. One of the most 
important goals of the Green Deal Action Plan is to 
strengthen the ecosystem, which will increase green 
financing opportunities, and to develop new financial 
products in this area. 

Apart from offering viable solutions for the financing 
of Türkiye's sustainability related policies, primarily 
the Green Deal Action Plan, participation finance 
has also a vast potential in rendering the İstanbul 
Financial Center to become a global sustainable 
finance hub.

The first green bond in the world was issued by the 
European Investment Bank in 2007 under the name 
Climate Awareness Bond.81 The size of the green 
bond market has reached USD 500 billion from 2007 
to date and the market is expected to reach at USD 1 
trillion by 2023. Furthermore, it is estimated that the 
total size of green investments (green bonds, green 
loans and green sukuk) will reach USD 5 trillion by 
2025.82

The heightened interest in green finance and the 
exponential growth of the green bond market in 
conventional finance have also spurred interest in 
green finance in Islamic finance. In this respect, 
various Islamic financial products within the scope 
of SRI, such as green sukuk, ESG-compliant stocks 
and social impact sukuk have been introduced to the 
market.

That Islamic finance shares similar underlying 
principles as that of green finance makes Islamic 
finance convenient for green finance practices. 
Moreover, Islamic finance has a wide product range 
and investor- base that can be harnessed for green 
finance. Another important point to note that many of 
the countries in dire need of sustainable investments 
are also member countries of the OIC. Therefore, 
products and services lying at the intersection of 
Islamic and green finance have a quite high demand 
potential.

The first regulation on Islamic finance within 
the scope of sustainability was the Sustainable 
and Responsible Investment Sukuk (SRI Sukuk) 
Framework document, published in 2014 by the 
Securities Commission (SC) Malaysia. Various 
incentives for the development of Islamic green 
finance in Malaysia were also provided, along with 
the SRI Sukuk Framework and regulations issued by 
the SC. These incentives are listed below:

•  A grant program of RM 6 million managed by the 
SC was established to assist issuers in defraying 
the external review costs for the SRI sukuk.

• Tax exemption was introduced for investors 
covered by the grant program between 2018-
2020.

• Tax relief was provided until 2020 for the costs of 
SRI sukuk issuances provided and authorized by 
SC or submitted to the SC.

• Issuance expenses are deductible from the tax 
base until 2023, on the condition that 90% of the 
income generated from SRI sukuk issuances is 
used in sustainable and responsible projects.

• The Capital Markets Development Fund 
managed by the SC provides financial grants of 
up to RM 300,000 to issuers of green, sustainable 
and socially responsible sukuk. The income 
tax exemption relating to this grant has been 
extended until 2025.

5.2 ISLAMIC GREEN FINANCE IN THE WORLD 

81European Investment Bank. (July 13, 2021). Disclaimer; (https://www.eib.org/en/investor-relations/cab/index.htm).

82Fatin, L. (October 28, 2021). $1 Trillion Annual Green Bonds Milestone Tipped for end 2002 in Last Survey: Sean Kidney calls for $5 
Trillion per year by 2025. Climate Bonds Initiative; (https://www.climatebonds.net/2021/10/1trillion-annual-green-bond-milestone-
tipped-end-2022-latest-survey-sean-kidney-calls).



Year Action

2014 • The Malaysian Securities Commission (SC) issued the Sustainable and Responsible 
Investment Sukuk Framework (SRI).

2016

• Incentives were introduced for issuers under the Sustainable and Responsible 
Investment Sukuk Framework (SRI) published by the Malaysian Securities Commission 
(SC).      
• The Global Islamic Finance Impact Investment Platform (GIFIIP) was established by the 
Islamic Development Bank (IsDB) and the United Nations Development Program (UNDP).

2017
• The first green sukuk was issued by the private sector in Malaysia.
• ASEAN Capital Markets Forum (ACMF) published the green bond standards (For bonds 
and sukuk).

2018
• Malaysia introduced tax incentives for Sustainable Responsible Investments (SRI). 
• The Indonesian Government published the Green Sukuk Framework.
• The first public green sukuk was issued by the Government of Indonesia.

2019

• Abu Dhabi Sustainable Finance Declaration” was issued by the United Arab Emirates 
(UAE). In the same year, private sector green sukuk was issued.
• The Islamic Development Bank (IsDB) issued Euro-denominated green sukuk.
• Sustainable and Responsible Investment (SRI) roadmap was published for Malaysian 
Capital Markets.
• The Malaysian Sustainable and Responsible Investment (SRI) Framework was updated. 
• The Islamic Development Bank (IsDB) issued the Sustainable Finance Framework.

2020 •  Malaysia expanded the tax incentives for both issuers of Sustainable Responsible 
Investment (SRI) sukuk and Sustainable Responsible Investment (SRI) funds.

2021

• Sustainable Finance Framework and Sustainable Issuance Guide have been published in 
the UAE.
• The Saudi National Bank has published the Sustainable Finance Framework.
• Sustainable Finance Framework Document has been published by the Republic of 
Türkiye Ministry of Treasury and Finance.
• The first green sukuk issuance in Türkiye was carried out by a public participation bank. 
• Pakistan Securities and Exchange Commission has published guidance for green bond/
sukuk issuance.

2022

• The Green Debt Instrument, Sustainable Debt Instrument, Green Lease Certificate, 
Sustainable Lease Certificate Guide was published by the Capital Markets Board of 
Türkiye.
• The Green Sukuk Working Report has been published by the Presidency of the Republic 
of Türkiye Finance Office within the scope of the Republic of Türkiye Ministry of Trade 
Green Deal Action Plan.

Another important step taken with respect to 
sustainability in the field of Islamic finance is the 
Green Bond and Green Sukuk Framework policy 
document, which is the first regulation on green 
sukuk introduced in Indonesia in 2018. Under 
the regulation, various definitions regarding 
projects with and without green qualification 
were introduced.

Thanks to the aforementioned regulations 
introduced by Malaysia and Indonesia, green 
sukuk issuances have surged worldwide since 
2017. Important global developments in the 
area of green sukuk since are listed in Table 18.

Table 18: Developments, Incentives and Issuances in Green Sukuk

Source: Islamic Financial Services Board. (2020). Islamic Financial Services Industry Stability Report;(https://www.ifsb.org/
sec03.php).
*The 2021 and 2022 data were compiled by the authors from the institution web pages of the relevant countries.
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The introduction of incentives, support mechanisms 
and regulations in green sukuk has paved the way
for surge in green sukuk issuances worldwide. 
Between 2017-2020, the volume of green sukuk 
issued by Indonesia, Saudi Arabia, United Arab 
Emirates, Malaysia and the Islamic Development 
Bank reached USD 10 billion (Figure 86). Thanks 
to mass issuances by the public sector, Indonesia 
became the country with the highest issuance 

volume with green sukuk issuances amounting to 
USD 5.5 billion. While the volume of green sukuk 
issued is around USD 1 billion, Malaysia has the 
highest number of private sector issuances reflecting 
effective grant and tax exemption mechanism. Up 
to date, seven different firms issued green sukuk in 
Malaysia, five of which issued (any type of) sukuk for 
the first time.83

The demand for green sukuk primarily come from 
investment advisory firms, banks, insurance 
companies and government wealth funds. In 
addition, 80% of the green sukuk issuances were 
USD-denominated.

A total of 226 ESG sukuk have been issued in the 
world since the debut issuance of the ESG sukuk in 
Malaysia. ESG sukuk issuances amounted to USD 
15.6 billion as of 2021, and the majority of which is 
within the green sukuk category. 29% of the ESG 
sukuk issuances, which amounted to USD 5.3 billion 
in 2021, was under the green sukuk category in 2021 
(Figure 87).

83Azhgaliyeva, D. (2021). Green Islamic Bonds. Asian Development Outlook 2021 Background Paper; (https://www.adb.org/sites/default/
files/institutional-document/691951/ado2021bn-green-islamic-bonds.pdf). 

Source: Azhgaliyeva, D. (2021). Green Islamic Bonds. Asian Development Outlook 2021 Background Paper; (https://www.adb.org/sites/
default/files/institutional-document/691951/ado2021bn-green-islamic-bonds.pdf). 
*2020 data covers January-September period.

Figure 86: Green Sukuk Issuances (Billion USD)
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The biggest issuer of the ESG sukuk is the 
Islamic Development Bank, with a total 
issuance of USD 5.2 billion. In 2021, the Islamic 
Development Bank issued a sustainable-
themed sukuk worth USD 2.5 billion for 
financing projects within its own sustainable 
finance framework. The introduction of 
government regulations on green sukuk will 
further increase the number and the volume of 
the issuances.

Various countries that were not active in the 
green sukuk market have recently issued green 
sukuk and are introducing relevant regulations. 
For example, a bank in Sudan established a 
green sukuk investment fund worth USD 11.3 
million for the first time in the country. Draft 
regulations which will allow the country to enter 
green, blue or waqf sukuk market have recently 
been issued in Oman.

Green sukuk has the potential to reach a wider 
investor base than non-green sukuk. This is 
mainly due to the fact that green sukuk appeals 
to investors within the scope of Islamic finance 
due to its Shariah-compliance and to traditional 
investors due to its green certification. For 
example, a large share of the green sukuk 
issued in Indonesia were purchased by investors 
from the USA and Europe.84

84Azhgaliyeva, D. (2021). Green Islamic Bonds. Asian Development Outlook 2021 Background Paper; (https://www.adb.org/
sites/default/files/institutional-document/691951/ado2021bn-green-islamic-bonds.pdf).

Source: Refinitiv. (2022). Sustainable Islamic Finance Monitor Q4 2021; (https://www.refinitiv.com/content/dam/marketing/
en_us/documents/reports/refinitiv-sustainable-islamic-finance-monitor-q4-2021.pdf).

Figure 87: ESG Sukuk Issuances (2017-2021, Million USD, Number)
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5.3 CORPORATE GOVERNANCE MECHANISMS WITHIN THE SCOPE OF ISLAMIC GREEN 
FINANCE
The difference in governance mechanisms is the main point of departure between green financial and 
traditional (non-green) financial products and services. These differences cover compliance with green 
finance standards and regulations, as well as external reviewer reports. Islamic and conventional finance 
products are subject to the same standards in terms of greenness and sustainability. In this context, the 
Climate Bond Standard (CBS) issued by the Climate Bonds Initiative (CBI), the Green Bond Principles (GBP) 
issued by the International Capital Market Association (ICMA), the Green Bond Standards (GBS) issued
by the Association of Southeast Asian Nations (ASEAN), and the SRI Sukuk Framework published by the 
Malaysian Securities Commission (SC) are important globally or regionally accepted standards.

Global Regional National

Institution
 International Capital 

Market Association 
(ICMA)

Climate Bonds 
Initiative 

(CBI)

ASEAN Capital 
Markets Forum 

(ASEAN)

Securities Commission 
Malaysia 

(SC)

Frameworks / 
Standards

• Green Bond 
Principles
• Social Bond 
Principles
• Sustainability Bond 
Guidelines

• Climate Bond 
Standard Certificate

• ASEAN Green Bond 
Standards
• ASEAN Social Bond 
Standards
• ASEAN Sustainability 
Bond Standards

• SRI Sukuk 
Framework

Key Element

• Use of Proceeds
• Process for Project 
Evaluation and 
Selection
• Management of 
Proceeds 
•Reporting

• Use of Proceeds
• Selection of 
Projects&Assets
• Management of 
Proceeds 
• Reporting
• External review

• Use of Proceeds
• Process for Project 
Evaluation and 
Selection
• Management of 
Proceeds 
• Reporting

• Utilization of 
Proceeds 
• Process of Project 
Evaluation&Selection
• Management of 
Proceeds 
• Reporting

Allocation 
Reporting Mandatory Mandatory Mandatory Mandatory

Impact 
Reporting Encouraged Mandatory Encouraged -

Eligibility 
Reporting - Mandatory - -

Pre & Post 
External 
Review

Encouraged Mandatory (at least 
once) Encouraged Encouraged

Table 19: Comparison of Global, Regional and National Frameworks/Standards

Source: World Bank.(October 6, 2020). Pioneering the Green Sukuk: Three Years On; (http://hdl.handle.net/10986/34569). 
*ASEAN standards are similar to ICMA standards, except for regional restrictions and fossil fuel production.



Current bond and sukuk standards typically 
consist of elements such as use of proceeds, 
project selection and evaluation, management 
of proceeds and reporting. Although the 
standards are generally quite parallel with 
each other, there are certain differences in the 
content of standard elements and reporting 
processes after bond/sukuk issuance (Table 
19). For example, while allocation reporting 
is obligatory in all standards, the impact and 
eligibility reporting of standards other than CBI 
standards are optional or subject to incentives. 
All reporting is mandatory under CBI standards. 
External review before and after issuance is 
also mandated by CBI, whereas other standards 
do not impose any sanctions or only include 
incentive items.

The Malaysian SRI Sukuk Framework, which 
is the first standard issued with respect to the 
issuance of sukuk and its compliance with green 
standards, is important in terms of matters 
such as its analogousness to the leading green 
bond standards and scope (Figure 88). The 
main constituents of the relevant framework 
are utilization of proceeds and determination, 
evaluation and reporting of eligible projects. 
SRI-approved projects have objectives with 
positive environmental impact, such as 
protecting natural resources, promoting the use 
of renewable energy, and reducing greenhouse 
emissions. The regulations on green sukuk 
in Malaysia introduced significant incentives 
for issuers, some of which had never issued 
traditional sukuk and joined the sukuk market 
with green sukuk issuance.

Source: Securities Commission Malaysia and World Bank. (2019). Islamic Green Finance: Development, Ecosystem 
and Prospects; (https://documents1.worldbank.org/curated/en/591721554824346344/pdf/Islamic-Green-Finance- 
Development-Ecosystem-and-Prospects.pdf).

UTILIZATION
OF PROCEEDS

Solely for eligible 

SRI projects

ELIGIBLE SRI 
PROJECTS

AIM OF THE ELIGIBLE SRI PROJECTS

PRESERVE AND 
PROTECT 
ENVIRONMENT 
AND NATURAL 
RESOURCES

CONSERVE 
THE USE OF 
ENERGY

PROMOTE THE 
USE OF 
RENEWABLE 
ENERGY

REDUCE 
GREENHOUSE 
EMISSIONS

IMPROVE 
THE QUALITY 
OF LIFE FOR 
SOCIETY

Includes natural 

resources, renewable 

energy and energy 

efficiency

ASSESSMENT

An independent assessor 

may be appointed to 

undertake an assessment 

of the eligible SRI projects

REPORTING

Annual reporting 

on the status of eligible 

SRI projects to investor

Figure 88: Malaysia Sustainable Responsible Investment (SRI) Sukuk Framework
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Another important development in terms of Islamic 
and sustainable finance in Malaysia is the adoption 
of Value Based Intermediation (VBI). The concept of 
VBI is analogous to the areas of sustainability such 
as ESG and SRI in terms of intended outputs. On the 
other hand, VBI differentiates from these areas as
it is based on Islamic rules in the determination of 
core values, moral criteria and priorities. VBI aims to 
create a sustainable and positive impact on society, 
economy and environment without compromising 
the financial returns and long-term interests of the 
stakeholders. VBI also focuses on minimizing the 
negative impacts that may result from the practices 
of Islamic banks in the country.

The studies carried out in this field in Malaysia are 
not restricted to standards only; a rating mechanism 
was also established. In this context, RAM Ratings, 
which is one of the two rating institutions of Malaysia, 
set up the RAM Sustainability company on May 31, 
2000. RAM Sustainability was the first institution 
established in the ASEAN region within the scope of 
rating and second party opinion on sustainability. It is 
also the first registered observer of the International 
Capital Markets Association (ICMA) Green Bond 
Principles (GBP), Social Bond Principles (SBP) and 
Sustainability Bond Principles in ASEAN.

One of the main issues distinguishing green sukuk 
from traditional sukuk issuance is the requirement 
for an external review report regarding the sukuk 
issued. External reviewers, who play an important 
role in the governance structure of green finance, 
provide an independent rating service defined as 
‘second opinion’ with respect to the compliance of 
issuances with the relevant standards. While the 
second opinion is similar to credit rating in many 
aspects, it is focused on the environmental impact of 
the products.85

The external reviewer report covers the processes 
before and after issuance. The pre-issuance reviewer 
report includes third-party evaluation, second-party 
opinion, green bond rating and green bond certificate 
verification. The post-issuance reviewer report 
includes second and third party reporting, impact 
reporting and post-issuance green bond certificate 
verification.

Though appointment of external observers is 
optional, it is essential to gain investors' trust, mainly 
because external observer reports verify the use of 
sukuk issuance proceeds in projects that meet the 
conditions. Therefore, external observer reports 
increase transparency and accountability for Islamic 
green finance applications.

In this context, CICERO stands out as the most 
preferred external observer company for green 
sukuk issued to date. CICERO's second opinion 
includes processes such as evaluation of eligibility 
with green bond standards, use and management 
of proceeds, transparency and impact reporting. In 
addition, CICERO also assigns ratings according to 
shades of green (Figure 89).

85 World Bank. (October 6, 2020). Pioneering the Green Sukuk: Three Years On; (http://hdl.handle.net/10986/34569).



Source: CICERO Shades of Green. (November 17, 2021). Green Bonds, Research-Based, Independent and Relevant; (https://
cicero.green/green-bonds).

GREEN BOND
PRINCIPLES

CLIMATE
SCIENCE

RELEVANT
STANDARDS

GREEN BOND
FRAMEWORK

SUSTAINABILITY 
STRATEGY AND 
REPORTS

OTHER RELEVANT
DOCUMENTATION

Assessment Draft Second
Opinion

Final Second
Opinion

Use of Proceeds

Management 
of Proceeds

Governance and 
Transparency

Impact Reporting

Clarification with
issuer as needed

Shades
of Green

Input from issuer Week 1-2 Week 3-5 Second Opinion Report

Figure 89: CICERO Second Party Opinion Evaluation Process

5.4 GREEN FINANCE IN TÜRKİYE 
In Türkiye, policies for sustainable development and green transformation have been introduced
in parallel with the developments in sustainability in the world. Action items and road maps for 
sustainable development and green finance are included in key policy documents such as the 
Eleventh Development Plan, Green Deal Action Plan and Medium Term Program 2022-2024. The 
Paris Climate Agreement, promulgated on October 7, 2021 pursuant to a Presidential Decision, was 
one of the most critical steps taken in green transformation in Türkiye.

One of the objectives the Eleventh Development Plan (2019-2023) is to align SDGs with the policies 
and establish an effective follow-up mechanism for implementing the SDGs. With the contribution 
of the emphasis on the SDGs in the policy documents, the interest towards the green finance has 
hightened recently in Türkiye. Pronounced developments within the scope of green finance in 
Türkiye are summarized in Table 20, Table 21 and Table 22.
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Sector Developments

Public Sector

 • In August 2009, Türkiye signed the Kyoto Protocol, which imposes greenhouse gas emission limits 
and reduction obligations, as a party.

• In 2012, the Energy Efficiency Strategy Document was published by the Ministry of Energy and 
Natural Resources. Afterwards, the National Energy Efficiency Action Plan (NEEAP) and the 
National Renewable Energy Action Plan (NREAP) were prepared.

• In 2014, Borsa İstanbul (BIST) started to publish the BIST Sustainability Index.
• In September 2015, Türkiye submitted its Intended Nationally Determined Contribution to the 
    Contracting Secretariat.
• In 2019, the Strategy and Budget Directorate published the 2nd National Review Report of Türkiye
on the Sustainable Development Goals.
• Policies and measures for combating and adapting to climate change were included in the
Eleventh Development Plan (2019-2023).
• In 2020, BDDK became a member of the Task Force on Climate-related Risks (TFCR) established
by the Basel Committee on Banking Supervision (BCBS).
• In October 2020, the SPK published the Sustainability Principles Harmonization Framework.
• In June 2021, a Green Bond and Green Sukuk Workshop was held in cooperation with the SPK and
the World Bank (WB).
• The Guidelines on Credit Allocation and Monitoring Processes issued by the BDDK in June 2021
addressed issues regarding the consideration of environmental, social and governance (ESG)
related factors and impacts of climate on change in bank credit policies and processes.
• Measures against climate change were included in the Presidential annual program for 2021.
• “Green Deal Action Plan” was issued by the Ministry of Commerce in July 2021.
• The “Green Deal Working Group”, which includes relevant public institutions, was established in
order to monitor the implementation of the Green Deal Action Plan in 2021.
• In the Economic Reforms Action Plan (EREP) announced in March 2021, actions are included
under "Green Transformation in Industry will be Supported" under the current account balance
section.
• In October 2021, the Paris Climate Agreement was adopted by the Turkish Grand National
Assembly.
• In October 2021, the Presidency of the Republic of Türkiye, Directorate of Communications
published the book "Türkiye's Green Development Revolution".
• In December 2021, the “Sustainable Banking Strategic Plan” was published by the BDDK.
• Policies and measures regarding green transformation were included under macroeconomic
targets and policies in the Medium Term Program (MTP) for the years 2022-2024.
• In February 2022, SPK published the "Green Debt Instrument, Sustainable Debt Instrument, Green
    Lease Certificate, Sustainable Lease Certificate Guide."
• In May 2022,the Green Sukuk Working Report has been published by the Presidency of the Republic
    of Türkiye Finance Office within the scope of the Republic of Türkiye Ministry of Trade Green Deal
     Action Plan.
• In the Medium Term Program (MTP) for the years 2023-2025, policies and measures regarding 
    green transformation are included under the heading of macroeconomic targets and policies.

Table 20: Developments in Green Finance in Türkiye (Public Sector)



Sector Developments

Financial 
Sector

• In 2016, the Sustainable Cities Program (SCP) was launched with the cooperation
    between the World Bank and the Bank of Provinces.
• Banks have been issuing Sustainable Bonds since 2016.
• In 2017, seven UN Global Compact member banks (Akbank, Garanti Bank, ING Bank,
    İşbank, Şekerbank, Yapı Kredi Bank and Turkish Industrial Development Bank, and later 
    Turkish Development and Investment Bank) signed the Global Compact Türkiye’s
    Declaration on Sustainable Finance.
• Garanti Bank, ING Bank, Turkish Development and Investment Bank, Şekerbank, TSKB
    and Yapı Kredi Bank participated in the Principles for Responsible Banking, which were 
     implemented by the United Nations Environment Programme Finance Initiative (UNEP 
     FI) in 2019, as founding signatories from Türkiye.
• The Sustainability Guidelines for the Banking Industry, which were prepared in 2014 by 

the Banks Association of Türkiye (BAT), were updated in 2021.
• In 2021, BAT held a conference titled “Potential Impacts of Risks and Opportunities 

Arising from Climate Change on the Banking Industry. 
• On behalf of Zorlu Energy, TSKB mediated the issuance of sustainable lease certificates
    in 2020 and SDG-compliant lease certificates in 2021.
• In 2021, a Global Sustainable Tier 2 Subordinated Sukuk was issued by Kuveyt Türk 
    Participation Bank.
• In 2021, the first green lease certificate issuance in the country was carried out by 
    Türkiye Emlak Participation Bank.
• Carrying out the Türkiye Emlak Participation Bank İstanbul Finance Center project in 
    2021 mediated the green lease certificate issuance  of TVF  İFM AŞ.

Sector Developments

NGOs

• In 2004, Business Council for Sustainable Development Türkiye (BCSD Türkiye) was 
    founded.
• In October 2020, TSKB founded the Green Swan Platform to take joint action against the 
   climate crisis.
• The Turkish Industry and Business Association (TÜSİAD) prepared the Sustainable 
    Finance and Support Models Note.
• The İstanbul Chamber of Industry (ICI) prepares a guide including the “sustainability
    priorities and follow-up indicators” for 10 separate sectors in which 55 professional 
    committees are grouped. The Textile Products and Clothing Industry document, 
    prepared within this framework, was published in September 2021.
• In April 2021, the Impact Investing Advisory Board (IIAB) was founded with the vision to 
    make impact investing a mainstream investment choice in Türkiye.
• SDG Investments Türkiye Platform was established in February 2022 with the financial
   support of UNDP and the cooperation of Impact Investment Advisory Board.

Table 21: Developments in Green Finance in Türkiye (Financial Sector)

Table 22: Developments in Green Finance in Türkiye (Non-Governmental Organizations)
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6.1 GLOBAL OUTLOOK
As of 2021, the size of the halal economy excluding Islamic finance reached USD 
2.1 trillion in the world. Thus, the total size of the halal economy has reached USD 
5.7 trillion. According to the sectoral breakdown of the halal economy excluding 
Islamic finance, halal food ranks first with USD 1.3 trillion, followed by halal 
fashion, halal media and halal tourism, which are worth USD 295 billion, USD 231 
billion and USD 102 billion respectively. After contracting by 8% in 2020, due to the 
COVID-19 pandemic, the halal economy rebounded by 15.1% in 2021. The size of 
the halal economy is expected to reach USD 7.7 trillion as of 2025 (Figure 90).86

Source: Dinar Standard. (2022). State of the Global Islamic Economy Report 2021/22; (https://cdn.salaamgateway.com/
reports/pdf/State+of+the+Global+Islamic+Economy+Report+2022_V2_Updated.pdf).

Figure 90: Global Breakdown of Halal Economy by Sectors (2021, Billion USD)

86Dinar Standard. (2022). State of the Global Islamic Economy Report 2021/22; (https://cdn.salaamgateway.com/reports/pdf/
State+of+the+Global+Islamic+Economy+Report+2022_V2_Updated.pdf).
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The concepts of halal economy and halal lifestyle 
are becoming more pronounced in tandem with the 
increase in the per-capita income and awareness 
of the Muslim population worldwide. Furthermore, 
expectations for high quality and safe products in 
consumer preferences have also positively affected 
the demand for halal products for Muslim and non- 
Muslim consumers alike. Consequently, the volume 
of products and services provided by halal sectors 
have surged globally.

Particularly during the Covid-19 pandemic, the 
heightened expectations for high quality and safe 
products in consumer preferences can be met by 
the “halal and pure" (halalan tayyiban) rule of Islam, 
which includes not only the “halal” aspect, which 
appeals to Muslims, but also the rule of “pureness”

that appeals to all humanity. For example, the 
conditions a product must meet to be certified as 
halal in the halal food category overlaps with the 
conditions required for obtaining Kosher certificate 
to a great extent.

According to the Dinar Standard's Global Islamic 
Economy Indicator (GIEI), which assesses the 
general development and performance of the seven 
sectors under halal economy in 81 countries based 
on 49 criteria, the most developed country in the 
halal economy is Malaysia, followed by Saudi Arabia 
and the United Arab Emirates (Table 23 and Table24).

Country GIEI Islamic 
Finance

Halal 
Food

Halal 
Tourism

Halal 
Fashion

Halal 
Cosmetics & 

Medicines

Halal 
Media

1. Malaysia 207.2 426.9 123.4 193.5 46 83.9 97.3

2. Saudi Arabia 97.8 218.6 56.6 69.2 19.3 34.3 29.7

3. UAE 90.2 114.6 63.3 78.6 171.8 53.6 63.8

4. Indonesia 68.5 91 71.1 58 68 46.3 26.8

5. Türkiye 67.3 51 69.8 106.7 95.1 55 53.5

6. Bahrain 66.7 121.9 44.5 89.3 18.6 29.4 30.1

7. Singapore 65 45 57.8 107.1 48.3 107.9 78.5

8. Kuwait 62.1 115.5 43.1 69 17.5 29.6 29.2

9. Iran 56 90.3 48.1 52.1 25.4 42.3 24.9

10. Jordan 51.8 72.1 51.3 58.4 19.3 44.6 25.7

11. Oman 47.8 74.5 46.1 43.2 20.2 26.9 25.9

12. Qatar 46.9 73.4 43.4 40.1 21.6 26.2 30.8

13. U.K 46.1 49 47.4 31.4 41.9 45.2 52.9

14. Kazakhstan 45.2 46 59.2 60.8 26.6 22.7 26.4

15. Pakistan 44.9 65.7 48.3 38.7 26.4 30.9 11

Table 23: Global Islamic Economy Indicator (GIEI) Country Ranking (2021)

Source: Dinar Standard. (2022). State of the Global Islamic Economy Report 2021/22; (https://cdn.salaamgateway.com/
reports/pdf/State+of+the+Global+Islamic+Economy+Report+2022_V2_Updated.pdf).



The GIEI 2021 rankings revealed that Türkiye ranked 5th in general score, 3rd under halal food, 2nd 
under halal fashion, 3rd under halal tourism, and 7th under halal medicine and cosmetics scores 
whereas ranked 12th under Islamic finance score. Therefore, GIEI indicators underscored that 
participation finance is not sufficiently integrated with other sectors in the halal economy and that 
there is a significant potential for the growth of participation finance in this area.

Islamic Finance Halal Food Halal Tourism

1.  Malaysia 1. Malaysia 1.  Malaysia

2. Saudi Arabia 2.  Indonesia 2. Singapore

3. Bahrain 3. Türkiye 3. Türkiye

4. Kuwait 4. Russia 4. Bahrain

5. UAE 5. UAE 5. UAE

6. Indonesia 6. Kazakhstan 6. Tunis

7. Iran 7. Singapore 7. Saudi Arabia

8. Oman 8. Saudi Arabia 8. Kuwait

9. Qatar 9. South Africa 9. Kazakhstan

10. Jordan 10. Australia 10. Morocco

Halal Fashion Halal Cosmetics & 
Medicines Halal Media

1. UAE 1.  Singapore 1. Malaysia

2. Türkiye 2. Malaysia 2. Singapore

3. Indonesia 3. Netherlands 3. UAE

4. China 4. Belgium 4. China

5. Spain 5. France 5. Türkiye

6. İtaly 6. Egypt 6. U.K

7. Singapore 7. Türkiye 7. Netherlands

8. France 8. UAE 8. Belgium

9. Malaysia 9. Indonesia 9. Germany

10. Germany 10. U.K 10. USA

Table 24: Global Islamic Economy Indicator (GIEI) Sectoral Ranking (2021)

Source: Dinar Standard. (2022). State of the Global Islamic Economy Report 2021/22; (https://cdn.salaamgateway.com/
reports/pdf/State+of+the+Global+Islamic+Economy+Report+2022_V2_Updated.pdf).
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87Dinar Standard. (2022). State of the Global Islamic Economy Report 2021/22; (https://cdn.salaamgateway.com/reports/pdf/
State+of+the+Global+Islamic+Economy+Report+2022_V2_Updated.pdf).

88Garip, E. (July 29, 2019). The target for halal food exports is 15 billion dollars.  Anadolu Ajansı;
(https://www.aa.com.tr/tr/ekonomi/helal-gida-ihracatinda-hedef-15-milyar-dolar/1518865). 

89Dinar Standard. (2022). State of the Global Islamic Economy Report 2021/22; (https://cdn.salaamgateway.com/reports/pdf/
State+of+the+Global+Islamic+Economy+Report+2022_V2_Updated.pdf).

6.1.1 HALAL FOOD
Halal food is a quality assurance system established 
to determine that the production process of food 
complies with the standards defined by relevant 
institutions, does not harm human health and 
protects the environment.

Worldwide, halal food is a sector more developed 
and common particularly in the regions of America, 
Europe and South Asia where multi-cultural societies 
from different religious beliefs live together. 
Malaysia is the country with the most developed 
halal food sector, halal food safety and certification.

Halal food expenditures constitute 20% of the global 
food expenditures. Global halal food expenditures, 
which amounted to USD 1.2 trillion in 2020, reached 
USD 1.3 trillion in 2021 with an increase of 8.5% YoY. 
There was not any significant decline in the halal 
food sector demand during the COVID-19 pandemic. 
The halal food sector is expected to increase by a 
annual average rate of 7.1% between 2021-2025 and 
reach USD 1.7 trillion as of 2025.87  

Four key trends relating to the halal food sector are 
expected to be prominent in the coming period88:  
• The demand for halal food will surge in parallel 

with the demographic dynamics in the Muslim 
population.

• There is a rapid increase in the demand for 
certified, high quality, safe and ethical products 
among consumers outside of the Muslim 
population as well and this demand is also 
expected to increase the demand for halal food. 
For example, although the Muslim population 
in the UK is 2 million, it is estimated that the 
halal certified meat sector reaches 6 million 
consumers.

• The increase in the Muslim population’s income 
and the change in consumption habits also 
positively affect the demand for halal food.

• There is increased awareness of the need and 
necessity of halal-certified food consumption 
among the Muslim population.

6.1.2 HALAL MEDYA
Halal media is a quality assurance system created 
to determine media products that comply with 
the relevant institutions' standards in content and 
production processes.

The volume of global expenditures relating to 
products and services considered within the scope of 
halal media increased by 4.1% in 2021 YoY, reaching 
USD 231 billion. The halal media sector is expected to 
increase by an annual average rate of 7.5% between 
2021-2025 and reach at USD 308 billion as of 2025.89

It is estimated that half of the Muslim population 
in the world will be under the age of 30 by 2030. 
Activities within the scope of halal media are 
expected to increase rapidly in parallel with
the increase in Muslims’ disposable income for 
entertainment. Halal media platforms with media 
content that adopt the ideal attitudes and behaviors 
established by Islam are also preferred by parents 
because these platforms offer safe media content.



90 Dinar Standard. (2022). State of the Global Islamic Economy Report 2021/22; (https://cdn.salaamgateway.com/reports/pdf/
State+of+the+Global+Islamic+Economy+Report+2022_V2_Updated.pdf).

91Dinar Standard. (2022). State of the Global Islamic Economy Report 2021/22; (https://cdn.salaamgateway.com/reports/pdf/
State+of+the+Global+Islamic+Economy+Report+2022_V2_Updated.pdf).

Media services produced by various media 
providers and production companies in Türkiye, 
primarily the Turkish Radio and Television 
Corporation (TRT), are in high demand from 
countries with a high Muslim population. 
According to the data of Eurodata, a research 
company that conducts analyses on programs 
and television surveys made around the world, 
25% of the productions imported by countries 
are of Turkish origin. In this regard, Türkiye's 
annual TV series export revenue stood at USD 
500 million as of 2020. The current demand for 
Turkish TV series also offers insight into the 
potential of halal media in Türkiye.

6.1.3 HALAL FASHION
Halal fashion is a quality assurance system 
established to determine that the production 
process of the fashion industry complies with 
the standards defined by relevant institutions, 
does not harm human health and protects the 
environment. In addition to South Asia, Türkiye 
and the United Arab Emirates are prominent 
producers in halal fashion. 

The volume of global expenditures on products 
considered within the scope of halal fashion 
increased by 6.5% in 2021 YoY, reaching USD 
295 billion. The halal fashion sector is expected 
to increase by an annual average rate of 6.1% 
between 2021-2025 and reach USD 375 billion 
by 2025. The annual global expenditures on 
fashion amounted to USD 1.7 trillion, and halal 
fashion accounts for 16.2% of this amount. Iran 
ranks first in the list with Islamic fashion sector 
expenditures amounting to USD 50.7 billion, 
followed by Türkiye ranking 2nd with USD 36.2 
billion, Pakistan ranking 3rd with USD 23 billion 
and Saudi Arabia ranking 4th with USD 21.6 
billion.90

Although Türkiye is a leading global production 
base for halal fashion, its current status still 
does not reflect its potential. Thanks to the 

consumers' perception about Türkiye's high 
quality textile production and expertise in 
design, Türkiye has become a trend-setting 
country in this industry, both regionally and 
globally. In recent years, Turkish companies 
have become essential suppliers in halal 
fashion with the contribution of their focus on 
e-commerce.

6.1.4 HALAL TOURISM
Halal tourism is a quality assurance system 
of touristic activities in the halal value chain 
that comply with the standards defined by the 
relevant institutions. Therefore, halal tourism 
also covers financial transactions in addition 
to transfer, accommodation, privacy in public 
areas, food and creation of necessary social 
areas. 

Since the beginning of the 2000s, there has been 
a significant increase in expenditures relating 
to entertainment and recreation activities, 
primarily tourism, as a result of the rise in the 
income of the Muslim population
and globalization. The growth in halal tourism 
activities in the world has also resulted in 
increased demand for halal tourism certificates 
by making the required transformation of 
existing tourism facilities.

The volume of global expenditures relating 
to products considered within the scope of 
halal tourism contracted by 47.4% in 2021 YoY, 
reaching USD 102 billion. The halal tourism 
sector is expected to expand by an annual 
average rate of 16.5% between 2021-2025 and 
reach USD 189 billion as of 2025.91

Halal tourism achieved steady and rapid growth 
between 2000-2020. According to the Global 
Muslim Travel Index 2019 report, the number of 
Muslims who went on holiday abroad increased 
from 25 million in 2000 to 140 million in 2018. 
It is estimated that this number will reach 230 
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92Mastercard-Crescentrating. (2019). Global Muslim Travel Index;
(https://www.crescentrating.com/reports/global-muslim-travel-index-2019.html). 

93Tekin, Ö. A., Turhan, A. A. ve Turhan E. A. (2017). Türkiye Turizmi Için Stratejik Bir Vizyon: Helal Turizm. MÜSİAD;
(https://www.researchgate.net/publication/318858964_Turkiye_Turizmi_icin_Stratejik_Bir_Vizyon_Helal_Turizm). 

94Dinar Standard. (2022). State of the Global Islamic Economy Report 2021/22; (https://cdn.salaamgateway.com/reports/pdf/
State+of+the+Global+Islamic+Economy+Report+2022_V2_Updated.pdf).

million people and the total economic size will reach 
USD 300 billion in 2026.92 

Türkiye is located in a region where approximately 
400 million Muslims live within a five-hour flight 
radius and has a very important geographical 
advantage in terms of halal tourism. In addition, the 
average annual income per capita of six Muslim- 
majority countries (Saudi Arabia, United Arab 
Emirates, Oman, Kuwait, Qatar, Bahrain) within a 
three-hour flight distance to Türkiye is over USD 30 
thousand, and these countries’ tourism expenditures 
per capita are also quite high. On the other hand, less 
than 1 million tourists out of 55 million citizens in 
these countries annually visit Türkiye.

In order to realize the halal tourism potential, the 
first standard called “Halal Management System- 
Hotels”, which allowed hotels to grant halal 
management certificate, was issued through the 
cooperation between TSI and SMIIC in 2016.93

6.1.5 HALAL MEDICINE 
Halal medicine is a quality assurance system 
established to determine that the production process 
of medicines complies with the standards defined by 
relevant institutions, does not harm human health 
and protects the environment. In this respect, in 
addition to the content of medicinal products (no 
pork-based products and derivatives, no alcohol 
usage, etc.), their production processes are also 
considered within the scope of halal medicine 
certification.

The volume of global expenditures relating to 
products considered within the scope of halal 
medicine increased by 6.3% in 2021 YoY, reaching 
USD 100 billion. The halal medicine sector is 
expected to increase by an annual average rate 
of 6.7% between 2021-2025 and reach USD 129 

billion as of 2025. The demand for halal medicine is 
expected to increase exponentially, even after the 
Covid-19 pandemic.94

The awareness and sensitivity regarding the 
concept of halal medicine have been growing rapidly 
in recent years in countries with a high Muslim 
population, such as Malaysia, as well as countries 
such as the USA, England, Russia, India and South 
Africa where Muslims are minorities. The public 
awareness towards halal medicine is ascending in 
Türkiye as well.

6.1.6 HALAL COSMETICS  
Halal cosmetics is a quality assurance system 
established to determine that the production process 
of cosmetics complies with the standards defined by 
relevant institutions, does not harm human health 
and protects the environment.

The volume of global expenditures relating to 
products considered within the scope of halal 
cosmetics increased by 6.1% in 2021 YoY, reaching 
USD 70 billion. The halal cosmetics sector is 
expected to increase by an annual average rate of 
7.4% between 2021-2025 and reach USD 93 billion 
as of 2025.95

The first standard relating to halal cosmetics in the 
world was issued in Malaysia in 2008. In Türkiye, the 
Turkish Standards Institution (TSI) established the 
TSE K202 “Halal Cosmetics Standard” in 2013. The 
TS OIC/SMIIC 4 standard was updated in the field of 
halal cosmetics by the Halal Technical Committee 
in 2018. Approximately TRY 250 million worth of 
cosmetics are consumed annually in Türkiye, and 
the market share of halal cosmetics products in this 
amount is lower than 1%. In this context, there is 
a great potential for the halal cosmetics market in 
Türkiye and the world.



6.2 THE CONCEPT OF HALAL VALUE CHAIN
Halal Value Chain (HVC) refers to compliance with halal standards in all stages relating to the 
manufacture of a product or provision of a service, such as input (raw materials), production, 
distribution, marketing and consumption. Beside of aforementioned stages, the halal value chain 
also includes financing of these stages.

As a halal assurance management system, the halal value chain involves three main stages:

95Dinar Standard. (2022). State of the Global Islamic Economy Report 2021/22; (https://cdn.salaamgateway.com/reports/pdf/
State+of+the+Global+Islamic+Economy+Report+2022_V2_Updated.pdf).

Standardization: The International 
Organization for Standardization (ISO) defines 
standardization as “the process of setting and 
applying certain rules with the contribution 
and cooperation of all relevant parties in order 
to derive economic benefit from a particular 
activity." Halal standards also determine the 
conditions under which the relevant products 
or services will be considered halal. Different 
institutions in the world set halal standards. 
Türkiye accepts the standards published by the 
Standards and Metrology Institute for Islamic 
Countries (SMIIC), which operates under the 
Organization of Islamic Cooperation (OIC).

Accreditation: The Turkish Accreditation 
Agency (TURKAK) defines accreditation as “a 
quality infrastructure established to support 
the reliability and validity of the studies 
carried out by the compliance assessment 
institutions, hence the attestation of conformity 
certificates issued as a result of these studies." 
Authorized institutions accredit conformity 
assessment institutions according to relevant 
international standards. Established in 2017, 
the Halal Accreditation Agency (HAK) is the 
only institution authorized to accredit halal 
conformity assessment institutions in Türkiye.

Certification: Halal certification activities 
include the determination of the compliance
of the products, services and activities of the 
enterprises which have obtained or would
like to obtain a halal certificate, with the 
relevant standards published by an accredited 
certification institution. The first contact of the 
halal value chain with producers and consumers 
starts with halal certification.

According to SMIIC standards, accreditation 
institutions assess the eligibility of candidate 
institutions' financial structure and activities for 
halal certification during the accreditation stage. 
On the other hand, certification companies 
cannot evaluate the conformity of a candidate 
company's financial structure and activities to 
Islamic finance.
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6.3 HALAL VALUE CHAIN WITHIN THE SCOPE OF PARTICIPATION FINANCE
In halal value chain, all processes from the production of a product or service until their delivery to the end- 
user must be in compliant with the halal standards. On the other hand, the current standards do not stipulate 
that financing of the halal value chain to be halal. This is one reason for the inadequate involvement of 
participation finance with halal value chain in Türkiye.

Closer cooperation between the halal value chain 
and the participation financial system offers a 
significant win-win opportunity for both parties. 
Introducing financial solutions regarding the 
needs of companies within the scope of the halal 
economy by participation financial institutions 
could positively affect these companies’ access 
to finance and financing costs. On the other hand, 
more inclusion of participation financial institutions 
in the halal value chain offers a great potential for 
the growth of these institutions’ market share and 
customer base. It should be specifically underlined 
that the participation financial products and 
services aimed at the halal value chain are not 
only limited to participation financing institutions. 
Other participation financial institutions have 
also the capacity to develop solutions for the 
halal value chain of participation finance, in areas 

such as participation insurance, social finance, 
crowdfunding, and P2P-B2B financing. Furthermore, 
the fact that participation finance is an integrated 
part of the halal value chain is a factor that could 
increase the positive perception and awareness 
of participation finance, in addition to the “holistic 
branding” opportunity that it offers.

Provision of the necessary support and incentive 
mechanisms in the integration of the participation 
finance with the halal value chain is important. 
Halal parks, which could be established similarly to 
organized industry zones, are considered effective 
incentive mechanisms. The halal park setup, 
explained in detail in the next section, would also 
support Türkiye’s new economic model focused on 
production and exportation.

6.4 HALAL PARK CONCEPT AND PRACTICES IN THE WORLD
As a clustering model, halal parks have been established in a number of countries in order to ensure more 
effective conduct of activities. The establishment of halal parks in Türkiye would be an important step for the 
integration and co-development of participation finance and the halal value chain.

Halal parks are clustered industry and trade zones established by the stakeholder institutions and 
organizations in the halal value chain, primarily producers, in certain geographic areas. Similar to clustered 
industrial zones, it is aimed that halal parks provide effective collaboration among the actors in the halal 
value chain. Furthermore, the competitiveness of companies operating within the scope of the halal economy 
could be increased and foreign investments could be encouraged thanks to halal parks. 

Halal parks in the world can be classified as general application centers and specific application centers. 
General application centers are the industrial zones where many sectors carry out their activities, while 
specific application centers are where thematic projects are conducted and/or a specific sector is located.

6.4.1 MALAYSİA
The “Halal Industry Development Master Plan”, prepared
to achieve Malaysia’s goal of becoming a global hub in halal 
economy, was launched in 2008. Malaysia aims to become 
the leading global player in halal economy with its vision 
“Malaysia: As a Global Halal Hub”. Strategies to attain this goal 
were set on three key pillars, namely clustering, logistics and 
communication (Table 25).



Clustering Logistics Communication

Halal parks and international halal 
trade centers

A hub for perishable products E-halal certification

Agricultural production areas Halal cold chain E-commerce market

Food production centers Halal logistics OIC and other Islamic institutions

R&D institutions Logistics security
Market penetration 
and halal integrity

Cabotage Policy
Manufacturing, virtual and physical 

trading market

Goal Creating clusters Efficient logistics -

Benefit
Increasing production 

capacity, supply 
chain management

Cost advantage, traceability, 
halal logistics

-

Table 25: Elements of the Malaysia Global Halal Hub Strategy

Source: Erkan, M. E. (2019). Helal Üretimde Bir Bütünlük Stratejisi Olarak Helal Parklar: Dünyadaki Helal Park Uygulamalari 
ve Ülkemiz İçin Öneriler.

It is observed that investments regarding halal 
production in Malaysia rapidly increased upon 
implementation of the “Malaysia as a Global 
Halal Hub” master plan. Investments within the 
scope of the halal economy increased from USD 
1 billion in 2012 to USD 2.6 billion in 2015. The 
number of companies with halal certificates 

increased from 2,336 in 2011 to 5,726 in 2015. 
The number of people employed as part of the 
halal economy increased from 97,000 in 2010 
to 250,000 in 2018. Total halal product exports, 
which were worth USD 3.7 billion in 2010, 
reached USD 9.8 billion in 2018.

6.4.2 CHINA
According to the China Council for the 
Promotion of International Trade (CCPIT), 
China accounts for 0.1% of the total halal 
product exports in the world in 2014. In 2006, 
the “Wuzhong Halal Industrial Park” was 
established as a halal park in order to increase 
the global halal market share and enhance 
the economic relations with the member 
countries of the Organization of Islamic 
Cooperation (OIC). There are currently 200 
companies operating in the park. Ningxia Hui 
Halal Certification Center, China's first halal 
certification institution, was established in 
2008. Subsequently, the regional halal standard 
“Halal Food Identification Standard”, which also 
covers Ningxia Hui region, was issued in 2013.96

96Dubê, F. N., Hongxia, Z., Haijuan, Y. ve Lijun, H. (2015). Internationalization Promotion Policies in The Halal Food Industry: 
Comparison of China (Ningxia) And Malaysia. Euro-Asian Journal of Economics and Finance; (https://doi.org/10.12783/dtem/
icem2016/4069). 
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6.4.3 INDONESIA
The country aims to carry out clustering activities 
in tourism, fashion, media and renewable energy in 
addition to sectors such as halal food, cosmetics and 
pharmaceutical industry as per the “Enhancement 
of the Halal Value Chain” section in the Indonesia 
Islamic Economic Master Plan covering the years 
between 2019 and 2024.

Indonesia’s first halal park, Modern Cikande 
Industrial Estate (MCIE), commenced operating 
in 2020. The MCIE will be specialized in halal food 
sector and include a water treatment plant and 
logistics center in addition to a halal certification 
institution with a laboratory.97 

97Dinar Standard. (2022). State of the Global Islamic Economy Report 2021/22; (https://cdn.salaamgateway.com/reports/pdf/
State+of+the+Global+Islamic+Economy+Report+2022_V2_Updated.pdf).

6.4.4 SAUDI ARABIA
The Kingdom of Saudi Arabia launched the Vision 
2030, which is a transformative economic and social 
reform blueprint, in 2016. One of the action items
of the Vision 2030 is to establish the world's largest 
halal production area in the country.

To this end, a center focused on halal production 
will be established with the cooperation among 
halal product manufacturers, service providers, 
halal certification institutions, universities and 
R&D institutions. The government plans to provide 
various incentives to the firms in food, cosmetics, 
pharmaceutical products and medical equipment 
sectors located in the center.



6.5 THE PROPOSAL OF HELAL PARK A.Ş. (HPAŞ)
HPAŞ stands for the project management company (SPV) established based on profit and loss 
sharing (musharakah) among the resident investors, which are the firms willing to operate
within the halal park. In case the initial capital invested by the resident investors falls short of the 
establishment cost, the rest of the capital needed will be met through issuance of mudarabah sukuk 
or istisna sukuk for the so-called non-resident investors. Thus, the non-resident mudarabah sukuk 
investors will be the shareholders in the halal park in the form of rabbu’l-mal. On the other hand, 
non-resident istisna sukuk investors will be the owner of the real estate located in the halal park. 
Furthermore, any extra financing need that will arise from the redemption of the istisna sukuk will 
be met through the issuance of ijarah sukuk on the real estate subject to the istisna based sukuk in 
the halal park project (Figure 91).

HPAŞ
(SPV)

SHAREHOLDERS

INVESTORS1

INVESTORS

NON-RESIDENT 
INVESTORS

(Rabbu’l-Mal)

  RESIDENT
INVESTORS
(Partners)

Construction stage

• Advisory
• Audit
• Insurance

Equity capital

Funds

Funds

Equity capital

Services

Post-construction stage

2

Figure 91: Stakeholders of the HPAŞ Project

The canvas of the HPAŞ business model is 
presented in Table 26. The term “shareholders” 
under the Key Stakeholders section of the halal 
park business model canvas refers to
the investors who constitute halal park’s
initial equity capital. Shareholders include 
institutional investors such as private 
companies, participation financial institutions 
and public companies. The key stakeholders 
specified as “individual and corporate external 
investors” refers to the retail and/or corporate 
investors who buy the sukuk issued to meet the 
need for additional capital, if sufficient capital 
cannot be collected during the establishment 
of the halal park. “National and international 
suppliers” refer to the companies that
supply goods and services at halal standards 
during the halal park’s production process. 

“Regulatory and supervisory institutions” 
refer to the institutions and organizations 
which will regulate the halal requirements of 
the production, supply, storage and logistics 
transfers pertaining to the companies in
the halal park and will be in charge of their 
supervision as well.

“Training institutions” are responsible for 
meeting the qualified human resources needs of 
the resident firms by providing training services 
to the employees working in the halal park. 
“Participation financial institutions” provide all 
kinds of participation financial services needed 
ranging from financing to insurance in the
halal park. Increasing the diversity of 
participation finance product and services and 
carrying it beyond the branch banking, the 
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service of participation financial institutions here 
will lead to accumulation of knowledge. HPAŞ is 
an umbrella management company for the firms 
operating in the halal park and is in charge of 
planning of the halal park, establishing the SPV and 
ensuring the international integration of companies 
via its technical and Shariah advisory services.

Halal Park Value Production Mechanism aims 
to create a sustainable halal economy. In this 
context, active use of participation capital market 
products and development of alternative trade-
based participation finance products are aimed for 
financial needs. Through developing a reliable and 
traceable halal value chain, it is targeted to improve 
the accessibility of halal products and to raise 
awareness. Additionally, including international 
knowledge transfers, halal economy ecosystem with 
market knowledge pool will be created.

Halal Park Relations, which carry out activities 
supporting the internal management mechanisms of 
companies under the title of corporate support, are 
developed in three stages.Their operational support 
will contribute to the development of companies’ 
national and international relations. Contribution 
will be made to the companies’ efforts regarding 
production and compliance with halal standards 
through the advisory service.

Halal Park Customers include not only the firms 
operating in the halal sectors but also the firms 
purchasing goods and services from those firms. 
With the sukuk issuances of Helal Park A.Ş., services 
will be provided indirectly to retail and/or corporate 
investors and companies that are not included in the 
halal sector, but that need laboratory, certification 
and supervision services.

Halal Park Communication channels include
halal park hubs, national and international fair 
organizations and call centers. Halal Park Key 
Resources can be considered as its physical and 
technological infrastructure, financing- based 
assets and certification, as well as the patent and 
registration mechanism. In addition, an effective 
fiqhi auditing mechanism and laboratory examination 
center are among its key resources.

There are two main elements that constitute the 
Halal Park’s Cost Structure. These are the internal 
and external management expenses of the halal 
park and the expenses of outsourced services. This 
cost structure includes the advisory and certificate 
processes that assist in ensuring the halal park’s
compliance with halal standards and international 
integration from the entry until the exit of products. 
The SPV will be established in order for the halal 
park to be able to use participation capital market 
products actively as of its establishment and 
throughout the period it operates; therefore, the 
operating expenses of the SPV are included in the 
cost structure.

There are four main resources under the Halal
Park Income Flow. The fees payable by the 
companies in the halal park to HPAŞ are indexed to 
income. The growth achieved in a 10-year vision will 
be calculated while establishing the halal
park. According to the aforementioned growth, 
commercial entities will be kept in stock during the 
construction process and will be owned by Helal 
Park A.Ş. The rental income of the commercial units 
will be included in the income flow. Knowledge 
pools will be set up in order to meet the needs of the 
sector, with the income from commercial activities 
to be established by Halal Park A.Ş. on a partnership 
basis and the knowledge and experience created 
during this whole process. With the advisory services 
rendered by the knowledge pools, the halal park 
is intended to operate in the form of an organized 
industrial zone with a sustainable income flow.

Halal parks are designed to serve as organized 
industry zones where participation financial 
products are implemented. The goal is to create a 
financially sustainable financing structure by using 
various participation financial products from the 
establishment stage. Furthermore, in addition to 
the financing products, the leasing, takaful and 
participation social finance products needed by 
companies operating in the halal park will also be 
supplied in a holistic manner.



Key Stakeholders Key Activities Value Production 
Mechanism Relations Customers

Investors 

Individual and 
Corporate 
Investors 

National and 
International 
Suppliers 

Regulatory and 
Supervisory 
Institutions 

Training 
Institutions
 
Participation 
Finance Institutions

Halal Park’s 
Establishment
and Management 

Establishment and 
Management of the 
SPV Affiliated to the 
Halal Park 

Technical and 
Shariah Advisory

International
Integration

Halal Economy 
Ecosystem

Sustainable Values

Production of 
Value-Adding 
Products and 
Services

Reliable and 
Traceable Halal 
Value Chain

Increasing the 
Awareness and 
Accessibility of 
Halal Products

Market Knowledge 
Pool

International 
Know-How 
Transfer

Development of 
Trade-Focused 
Alternative 
Participation 
Finance Products

Crowdfunding 
Mechanism

Project Financing 
Via Sukuk Issuance

Corporate Support

Operational 
Support

Advisory Service

Companies in the 
Halal Ecosystem

Companies 
Purchasing Goods/ 
Services

Corporate and 
Individual Investors

Outsourced 
Services

Key Resources Channels

Human Resources 

Career Center

Physical and 
Technological 
Infrastructure

Financing Assets

Certification, 
Patent and 
Registration 
Mechanism

Shariah 
Supervision 
Mechanism

Laboratory 
Inspection 
Mechanism

Knowledge Pool

Permanent Halal 
Park Hubs

International 
Organizations

Press and Media 
Bodies

Call Center

Table 26: Business Model Canvas of the HPAŞ

Cost Structure Income Flow

Management and Operational Costs HPAŞ Operating Incomes

Financing Expenses HPAŞ Fee Incomes

Rental Incomes

Financing Incomes 169
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7.1  Digital Finance Applications
 7.1.1 Digital Banking
 7.1.2 Open Banking
 7.1.3 Electronic Money Institutions 
 7.1.4 Robo-Advisory
 7.1.5 Digital Payments
7.2  Participation Insurance and Financial
 Technologies
7.3  Participation Social Finance and Financial
 Technologies
 7.3.1 Zakah and Sadaqah 
 7.3.2 Waqfs
 7.3.3 Microfinance
7.4  Crowdfunding
7.5  Blockchain Technology and Tokenization
 7.5.1 Tokenization of Stocks
 7.5.2 Tokenization of Sukuk
 7.5.3 Tokenization of Real Estate Assets

Participation Finance from 
Financial Technologies 
Perspective

07

THEMATIC 
AREAS

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION



Financial technologies (fintech) refer to the use of technology in financial activities. 
They significantly changed the existing financial business models with their 
advantages in financial inclusion, easier access to products and services,
and reduced transaction costs. In this regard, there is a substantial increase in
the interest shown and investments made in the fintech area by Islamic finance 
institutions worldwide. The main point of difference between Islamic fintech and its 
conventional counterpart is that the former has to comply with the Shariah rules in 
its products, services and practices.

In 2021, the volume of Islamic fintech in the 
member countries of the Organization of Islamic 
Cooperation (OIC) reached at USD 79 billion, 
with Islamic fintech accounting for 0.8% of 
the global fintech market. Islamic fintech is 
expected to grow at an annual rate of 17.9% 
and reach USD 179 billion by 2026.98 There are 
320 institutions operating in Islamic fintech 
around the world. Asia is the leading continent 
in Islamic fintech with a share of 40.6% in the 
global Islamic fintech market, while Middle 
East and Europe follow Asia. Meanwhile, the 
fact that the total shares of Europe and America 
correspond to approximately one third of 
the market with 29.3% indicates that Islamic 
fintechs have intense activities outside of 
Muslim geographies.99 Given the fact that the 
Muslim world has the youngest population in the 
world and Islamic finance has been developing 
vigorously, Islamic fintech has a significant 
potential to thrive in the coming periods.100

Digital payment systems, crowdfunding and 
social finance applications such as zakah are 
prominent elements of Islamic fintech products 
and services, whereas applications in the areas 
of Islamic capital markets and insurance are still 
relatively uptapped.

Türkiye has a substantial potential in fintech 
with its advantages such as a young population, 
high mobile penetration rate and educated 
workforce. As of 2021, 520 startups and 
organizations operate in the field of fintech
in Türkiye. In general, fintech startups are 
focused on payment systems, cryptocurrency, 
blockchain and banking products, whereas 
their penetration in areas such as insurance and 
capital markets is relatively low.101 Participation 
financial institutions in Türkiye also have serious 
breakthroughs in digitalization. As of 2021, 
the participation fintech transaction volume in 
Türkiye has reached USD 4.4 billion and ranks 
fifth among the OIC member states.Participation 
fintech volume is expected reach USD 7.3 billion 
by 2025.102

98 DinarStandard & Elipses (2022). Global Islamic Fintech Report; (https://www.salaamgateway.com/specialcoverage/
islamicfintech-
2022).

99 IFNFintech. (August, 2022). Landscape Data; (https://ifnfintech.com/landscape/). 

100 DinarStandard & Elipses (2022). Global Islamic Fintech Report; (https://www.salaamgateway.com/specialcoverage/
islamicfintech-
2022).

101 Finance Office of Presidency of the Republic of Türkiye, Startups Watch. (2021). Türkiye Fintech Outlook Study; 
(https://www.cbfo.gov.tr/sites/default/files/2021-12/turkiye-fintek-ekosistemi-durum-raporu-2021.pdf).

102 DinarStandard & Elipses (2021). Global Islamic Fintech Report;
(https://www.salaamgateway.com/specialcoverage/islamic-fintech-2021).
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Year Developments

2020

• In Indonesia, the first Shariah-compliant national e-money platform has been started.
• A memorandum of understanding was signed between the Islamic Corporation for the Development 
of the Private Sector (ICD), the private sector arm of the Islamic Development Bank (IsDB) Group and 
Asian headquartered fintech platform Finterra. The collaboration between the ICD and Finterra is 
based on blockchain solutions for Islamic finance (SadaqahChain, WAQFChain ve ZakatChain). 
•Collaboration was established between the Islamic Research and Education Institute (IRTI), a 
subsidiary of IsDB, and a blockchain technology company, for the generate a blockchain-based 
"Smart Credit Management Platform".
• The first-ever mobile digital sukuk was released by Malaysian government.
• Technical service provider of the first-ever blockchain based sukuk, issued in primary market, 
explained first nine months of the issue was ensured 15.5% cumulative annual gross investor return
• Pakistan State Bank introduced the Roshan Digital Account, enables Islamic investments.
•  Abu Dhabi Global Market has changed the framework governing the provision of money services to 
support fintech solutions.
• The guidelines of the Central Bank of the Philippines on the establishment of digital banks take 
effect.
• The Central Bank of the United Arab Emirates has created the fintech unit, which will function as a 
bridge between the industry and regulatory bodies.

2021

• In Indonesia, securities crowdfunding has been introduced by the financial regulator. With this 
licensing, platforms were enabled to issue various financial instruments, including sukuk, wider than 
equity-based crowdfunding. 
• Saudi Central Bank finalizes regulations for debt-based crowdfunding.
• IsDB, has launched the “e-Gateway” digital matchmaking platform that brings together solution 
providers and solution seekers in fields such as Islamic Finance, Halal Food Industry and Science, 
Technology and Innovation.
• Bank Indonesia, launched Sandbox 2.0, the upgraded sandbox.
• The Palestine Monetary Authority, launched Strategic Framework for Islamic Financial Services 
to strenghten Shariah finance’s role in promoting financial inclusion, with a special focus on 
enocuraging Islamic banks to adopt digital transformation and develop strategies with Fintech 
integration.
• Nigerian Debt Management Office, is revealed that exploring mobile sukuk.
• IsDB, rolled out the e-Disbursement Platform (EDP) to provide optimize operational efficiency in 
financial disbursement and project management.  
• In UAE, the first official government crowdfunding platform launched to support Shariah-compliant 
business and projects. Non-profit platform, works with reward-based business model, is open to 
SMEs, enterpreneurs and youths.
• The Securities Comission Malaysia and the UN Capital Development Fund, have launched Islamic 
fintech accelerator program.
• AAOIFI has approved in principle the governance standard on Islamic crowdfunding.
• The Saudi cabinet approved the establishment of two digital banks, including one of them is Islamic.
• In Pakistan, have been issued draft regulations for digital takaful as well as guidelines for 
investment fund digital platforms.
• Malaysian Concortium comprises, government, academia, represantives of industrial organizations 
and civil society, has launched ‘’i-Connect Fintech in Islamic Finance‘’ programme. Funds were 
set up in the program to foster innovation in two focus areas: social financing smart solutions and 
digitization of Shariah-compliant financial solutions.
• In Brunei, were taken action to establish regional Islamic digital finance hub. 
• ICD, gave award to five instutions, including one of them Tajik Islamic digital bank, in scope of its 
Global Finnovation Award organization.  
• Capital Market Authority of Oman, published ‘’Rules for Crowdfunding Platforms‘’ regulation.

Table 27: Important Developments in Islamic Fintech (2020 - 2022)

In recent years, the Islamic fintech field has undergone a period of significant developments globally, both 
in terms of legal regulations and in terms of private sector initiatives. Some of these developments are 
presented in Table 27.



Year Developments

2021

• Capital Markets Board of Türkiye, published “Crowdfunding Communiqué” which deals with 
debt-based and equity-based crowdfunding together. At the same time, the communiqué in 
2019 was repealed.
• Preperation of ’’National Fintech Strategy Document’’ was started by the Presidency of the 
Republic of Türkiye Finance Office.  
• Ireland-based IBF Net platform, focuses on Islamic economy and blockchain technology, 
has come to the fore its blockchain-based sadaqah platform project. Project comprises both 
financial and human resources aids.
•  The IBF Net platform has designed social crypto assets that are added to the donor's digital 
wallet with the submission of the donation's impact report.
• A new Islamic neobank, started operations in the USA.
• In Türkiye, five platforms, were licensed as equity-based crowdfunding.
• Albaraka Türk Participation Bank’s Alneo app, won the ’’Best Islamic Fintech Product’’ award at 
the Islamic Retail Banking Awards, organized by London-based Cambridge IFA.

2022

• In Türkiye, ”Regulation on the Operating Principles of Digital Banks and Banking as a Service Model”, 
published by Banking Regulation and Supervision Agency (BDDK), was entered into force. 
• In Malaysia, ’’Digital Insurance and Takaful Framework’’ was developed by Bank Negara Malaysia, for the 
digital insurance and takaful operators.
• The State Bank of Pakistan, published ’’Licensing and Regulatory Framework for Digital Banks’’, in order 
to accerelate establishment of both Islamic and conventional digital banking. 
• The Saudi Central Bank, updated crowdfunding rules, in order to support fintech sector developments.
• Türkiye-based digital agriculture platform Tarfin, was approved by private consultancy company, in 
context of complying for Islamic finance principles. 
• Online webinar “FinTech and Digital Participation Banking: Turkish Solutions and Opportunities in Qatar” 
was organized with partnership Presidency of the Republic of Türkiye Finance Office and Qatar Financial 
Centre, in order to promote Türkiye’s fintech and participation finance ecosystems to the foreign investors.
• IBF Net, targeting build Islamic Metaverse, launched Credence platform which includes non-fungible 
tokens (NFT).
• In Oman, were licensed first Islamic crowdfunding platform and Dubai-based P2P finance platform, by 
Capital Market Authority of Oman.
• 3rd Global Islamic Fintech Summit, organized by Elmangos Ventures, was fulfilled, with participation of 
stakeholders in İstanbul.  
• Agreement in context of tokenizing of fatwa, was signed, between the blockchain-based Islamic finance 
company and first Shariah advisory firm, which migrates the Shariah pronouncement’s NFT form to the 
blockchain.
• Islamic neobank, prepares for official launch, in context of serving Shariah-compliance banking, in 
France. 
• Saudi Arabian government, targets grow country’s fintech market nearly three times till 2025 with 
’’Fintech Strategy Implementation Plan’’, which are assessed also will positive impact for country’s Islamic 
fintech market.  
• Islamic social finance and fintech, determined as a one of the primary issues in the 11th Scholar in 
Residence Visiting Fellowship Programme in Islamic Finance, which are organized by Oxford Centre for 
Islamic Studies and Securities Comission Malaysia collaboration. 
• Global Islamic investment platform was launched by the New Zealand-based fintech company.
• In Albania, was a matter of establishment of country’s first digitalized murabaha platform with, United 
Bank of Albania's leadership.
• In Australia, IBA Group, which licensed as first Islamic bank by regulatory authority, will operate as a 
completely digitally. 
• In Egypt, first digital murabahah financing service, was started.
• Kuwait-based a bank, became the first Islamic bank to have a presence in virtual World, with enters 
Metaverse market.
• In Türkiye, three banks, received permission for establishment as digital participation bank from BDDK.

Source: IFN (2021). IFN Financial Innovation Report; (https://ifnfintech.com/ifn-financial-innovation-report-2021-
request/)
IFN Fintech. (September, 2022). Archive; (https://ifnfintech.com/archive/)
Katılım Fintek. (September, 2022). News & Media; (https://www.katilimfintek.com/category/gkf/)
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7.1.1 DIGITAL BANKING
Digital banking is defined as the provision of banking 
products and services via internet, mobile devices or 
other technological devices. Areas such as internet 
banking, ATM banking, mobile banking, telephone 
banking are within the scope of digital banking.
The use of digital banking in participation banking 
is growing rapidly. In the current situation, fund 
transfers, investment transactions, financial advice, 
account management and many other services are 
provided via digital channels. New fintech methods 
such as data analytics and artificial intelligence 
are also used to analyze customers’ data, and 
accordingly, products and services are offered in line 
with the clients’ behaviors.

Participation financial institutions have the potential 
to expand their service networks to a great extent
by establishing Neo Banks, which are digital-
only bank subsidiaries of the traditional banks. 
A Neo Bank operates exclusively online without 
any physical branch and reaches out to their 
customers through mobile applications. Neo Banks 
are expected to greatly increase the impact and 
recognition of participation finance, particularly for 
SMEs and customers having difficulties in access to 
finance by physical means.

In addition to Neo Bank structures, Challenger Bank 
models, which operate as stand-alone banks, are 
also rapidly growing worldwide. The most important 
advantage offered by the Challenger Bank model 
in terms of participation financing institutions, 
including participation banks, is its contribution to 
the participation finance’s ability to compete with its 
conventional counterparts on a level playing field 
by significantly reducing the costs of branching and 

transactions. Thus, participation financing institutions 
based on Neo Bank and Challenger Bank business 
models can appeal to a much wider client base.

7.1.2 OPEN BANKING
Open banking is a fintech area that enables new 
applications to be developed, by presenting the 
financial data of bank clients to third parties (fintech 
startups) via application programming interfaces 
(API). The aim of data sharing, which is carried out 
based on clients’ permission, is to develop better 
products and services for the clients and facilitate 
financial transactions.

Thanks to open banking, clients can be provided with 
real-time, low-cost financial services that meet their 
needs. On the other hand, financial institutions have 
opportunities to win corporate loyalty by achieving 
client satisfaction and developing financial services
in integration with technology. Fintech startups 
can reach to previously untapped new client base 
by ensuring integration of their own models with 
the services of financial institutions. In this regard, 
open banking applications have the potential to 
bring along significant changes for the future of the 
banking industry.

Banking as a Service refers to the provision of 
various banking services by third party fintech 
companies. In this regard, fintech startups can 
provide innovative financial services based on the 
licenses of participation financial institutions through 
this type of service.

Sufficient legal regulatory framework and well- 
developed technological infrastructure are
of particular importance for the development

Participation fintech applications are addressed under five main headings in the Participation Finance 
Strategy Document:
• Digital finance applications,
• Insurance applications,
• Social finance applications,
• Crowdfunding applications,
• Blockchain technology and tokenization.

Among them, the Participation Finance Strategy Document consider social finance, crowdfunding and 
tokenization applications as of significant importance.

7.1 DIGITAL FINANCE APPLICATIONS



of open banking applications since the open 
banking is mostly based on trust among the 
parties and issues such as data theft and its 
misuse may result in eroding of trust.

7.1.3 ELECTRONIC MONEY INSTITUTIONS
Electronic money institutions are a type of 
financial institutions which are authorized to 
issue and manage e-money, which is stored on 
electronic devices or online accounts, on behalf 
of their clients. These institutions have emerged 
as an important alternative for financial users 
who do not want to establish business relations 
with banks, may not have access to banks for 
various reasons, or do not prefer traditional 
payment systems/tools. Furthermore, they are 
also preferred by the younger generation due
to their advantages, such as allowing underage 
people to do online shopping within certain 
limits.

Electronic money institutions offer significant 
benefits for financial users by providing them 
the ability to make money transfers 24/7 and 
conducting transactions on mobile applications. 
In addition, registration of the transactions 
conducted through electronic money transfer 
reduces unregistered activities.

In the context of participation finance, electronic 
money institutions offer the potential to reduce 
personnel and operational costs of participation 
financial institutions. Moreover, they have the 
opportunity to reach a wider customer base, 
especially the young population, compared to 
traditional banking services.

7.1.4 ROBO-ADVISORY
Robo-advisory stands out as an innovative 
business model in terms of the digitalization
of asset management services. Robo-advisory 
includes activities providing investment advice 
and portfolio management services by analyzing 
the market and investors by means of innovative 
technologies.

Traditional asset management services involve 
issues such as the high costs of advisory 
services, susceptibility to human errors and 
failure to ensure transparency. The robo- 

advisory system is low-cost, reduces the 
possibility of human error with technologies 
such as financial algorithm software and 
artificial intelligence and provides transparent 
services, thanks to which many problems 
relating to traditional asset management 
services can be overcome. It also has the 
potential to appeal to a wider client base than 
traditional asset management services due to 
low investment limits, easy access and absence 
of time limitations.

As an important example of robo-advisory
in Islamic finance in the world, Wahed Invest 
serves as an online advisory platform within the 
framework of AAOIFI standards. The US-based 
startup has 11 offices in 10 different countries 
and has more than 200 thousand clients. Wahed 
has developed various financial algorithms to 
create portfolios suitable for its users. Financial 
literacy trainings for investors are also provided 
on the platform.

With Robo-advisory, investment advice on 
different return and risk options can be offered 
to participation finance investors. It also offers 
the opportunity to reach clients who cannot 
receive investment advisory due to the costs of 
traditional advisory services. Moreover, fiqh- 
compliance requirements in the investment 
process can be integrated into the artificial 
intelligence algorithm.

The establishment of a robo-advisory platforms 
based on participation finance in Türkiye has 
significant potential in facilitating investments 
in participation finance-based products, 
increasing the penetration of sectors, expanding 
the coverage of investment advisory services 
and increasing financial literacy.

7.1.5 DIGITAL PAYMENTS      
Digital payment systems come to the fore with 
the various solutions they offer to a wide range 
of clients and are becoming a more competitive 
area with the entrance of big technology firms 
called “bigtech” into the market. Türkiye has a 
globally important position in the field of digital 
payments, one of the most fundamental areas of 
financial technologies. Digital payment systems 
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7.2 PARTICIPATION INSURANCE AND FINANCIAL TECHNOLOGIES

have advantages such as the ability to transfer 
money off-working hours and without needing an 
IBAN number, low commission rates and facilitation 
of business transactions via payment methods such 
as the virtual POS.

Data regarding the transactions conducted via 
digital payment systems are also critical for 
monitoring and evaluating the economic behaviors of 
economic actors and implementing service policies 
accordingly.

The use of digital payment methods in the 
participation financial system is still at an early 
stage with respect to the market development and 
maturation. Particularly the blockchain technology 
is expected to make a great contribution to the 
development of digital payment systems within the 
scope of the participation financial system.

Although participation insurance has a vast potential 
client base, penetration rates remain low mainly 
due to Shariah-related reservations concerning 
insurance applications, restrictions on accessibility, 
low financial literacy, retention of contribution 
payments by insurance companies in case of no 
claim, and efficiency-related problems regarding 
claim management.Financial technologies would 
significantly contribute to solving some of the 
structural issues regarding the low penetration rate 
of participation insurance and achievement of more 
competitiveness by the sector.

Blockchain-based applications and smart contracts 
have significant potential in participation insurance. 
For example, the terms of the contracts between 
the insurance companies and the clients and the 
subsequent claims by the clients with respect to 
participation insurance transactions can be recorded 
on a blockchain and verified on the network. This 
ensures automatic rejection of potential false claims. 
Payments are made automatically and claims are 
effectively met when certain conditions are verified 
with smart contracts. Potential false statements 
regarding identity, vehicle damage reports and 
health reports, as well as fraudulent transactions 
can be detected more easily with blockchain and 
related technologies.

Data sharing and retention can also be made more 
efficient, and refunding processes can be reliably 
carried out through financial technologies. Thus, 
sharing of incomplete information by agencies and 
difficulties in refund balances to clients, which is one 
of the current problems, can be overcome.
The use of peer-to-peer (P2P) insurance is rapidly 
growing worldwide. P2P insurance is similar to 
participation insurance in matters such as the 
collection of funds based on trust by people on 
similar social networks (friends, family) against 
potential risks and redistribution of the amount 
remaining after the use of such funds again among 
the participants. There are currently various 
startups which provide P2P insurance and the P2P 
model could evolve into the business-to-business 
(B2B) insurance model in the future. Models based 
on P2P and B2B have enormous potential for the 
participation insurance sector, which has difficulties 
in competing with traditional insurance activities.



7.3.1 ZAKAH AND SADAQAH
Blockchain technology, crowdfunding platforms 
and various digital-based applications
offer significant opportunities for the 
development of social finance activities such
as zakah and sadaqah to their full potential.
In blockchain-based applications, transactions 
conducted without the need for intermediaries 
and the data shared transparently with users on 
the network allow for carrying out social finance 
practices in a low-cost, fast and transparent 
manner. Furthermore, stakeholders in different 
parts of the world can be safely brought 
together with these applications.

Donation-based crowdfunding is another 
window of opportunity for social finance 
activities such as zakah and sadaqah. A large 
number of donors in different geographical 
locations can participate in social finance 
activities with very low transaction costs 
through online platforms. For example, Global 
Sadaqah, one of the most important social 
fintech initiatives in the world in the field of 
Islamic social finance, has been conducting 
donation campaigns for low-income families, 
immigrants, health and education institutions 
through its crowdfunding platform since its 
inception in 2018. In the campaigns of the 
platform, donations of over RM 1.6 million have 
been collected to date.103 The crowdfunding 
platform Launhgood also come to the forth with 
the number of campaigns it has carried out and 
the amount of funds it has collected. Founded 
in 2013, the platform has run 49 thousand 
campaigns with over 1 million donors and has 

raised a total of USD 351 million in funds to 
date.104

Establishment of crowdfunding platforms 
focused on donations for particular purposes
at a local level and social fintech institutions 
that will operate on a global scale in Türkiye 
would ensure the distribution of social aids more 
effectively. In this context, participation-based 
and donation-based crowdfunding platforms 
could also be established for purposes such as 
meeting the treatment costs of people in need 
and financial needs of couples who will get 
married, as well as implementation of social 
projects.

7.3.2 WAQFS
In the past, foundations carried out social 
finance activities as an integral part of 
social life in Muslim societies. Yet today, 
their contributions to society are below their 
potential level, just like other social finance 
institutions. They have the potential to play 
an active role in increasing social welfare and 
meeting the needs of different social segments, 
complementing the roles of the private and 
public sectors, particularly during and after 
the COVID-19 pandemic. Fintech offers a 
significant opportunity to increase foundations’ 
accessibility and effectiveness by means such as 
reaching wider stakeholder groups domestically 
and abroad, reaching the right people in need 
and increasing the transparency of the use of 
foundation assets. 

103 Tarmizi, I. (2020). Introduction Deck. Global Sadaqah;
(https://f.hubspotusercontent40.net/hubfs/2627399/GS%20Intro%20Deck.pdf). 

104 LaunchGood. (08 Kasım 2021). $ Raised in The Past Hour; (https://www.launchgood.com/).

7.3 PARTICIPATION SOCIAL FINANCE AND FINANCIAL TECHNOLOGIES
Historically, there is significant experience and knowledge-base on social finance institutions and 
practices in Türkiye; however, participation social finance institutions today function far below
their potential. In Turkiye, social finance activities were carried out on locally and with traditional 
methods in the past. More recently, they are more centralized and largely carried out by associations 
and NGOs. On the other hand, practices today give rise to issues such as high transaction costs, low 
transparency and concerns over whether the social aids are delivered effectively to the right people. 
In this respect, financial technologies, primarily blockchain technology and crowdfunding, could 
constitute a turning point in terms of effective implementation participation social finance.
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Various fintech applications have started to be used 
in the world in order to increase the effectiveness 
of foundations. For instance, the Waqfinity digital 
platform established in the UK provides individuals 
or institutions with establishing foundations and 
managing these foundations professionally as well 
as generating sustainable income out of the assets 
owned by the foundations. Furthermore, foundations’ 
revenues are used transparently for social purposes. 
Finterra, a blockchain-based financial service 
provider operating in countries such as Malaysia, 
Singapore, Hong Kong, UAE and India, develops 
projects for foundations with its blockchain-based 
application called WaqfChain. The WaqfChain 
application allows activities such as supplying funds 
to foundations and implementing foundation and 
aid-themed projects. The Islamic Development Bank 
Institute (IsDBI), established within the Islamic 
Development Bank (IsDB), has initiated efforts to 
develop an electronic platform based on blockchain 
technology for the documentation and protection of 
foundation properties.

7.3.3 MICROFINANCE
Microfinance plays an important role in the provision 
of financial products and services for low-income 
groups that are considered high-risk in terms of 
repayments, which cannot be adequately accessed 
by traditional financial service providers, primarily 
in Bangladesh. Financial technologies also have a 
significant potential for the effective implementation 
of microfinance activities. Transaction costs of 
microfinance activities are high due to the presence 

of financial intermediaries in current microfinance 
applications, the above-average credit risks of 
microfinance clients and the small amount of funds 
needed by financial users. The transaction costs
of microfinance applications can be significantly 
reduced through fintech. In this respect, financial 
products within the scope of participation finance 
such as qard al-hasan, mudarabah, musharakah 
and murabahah have the potential to be used more 
widely and effectively in microfinance activities with 
the assistance of fintech.

Blossom Finance, which operates in Indonesia, is
a platform focused on microfinance and has been 
supplying funds to micro enterprises since 2015. 
The platform provides blockchain-based services 
and ensures significant cost and time savings, 
particularly in the international money transfers 
made via the platform. Blossom also issued 
mudarabah sukuk based on blockchain technology 
and smart contracts. The maturity of the said
sukuk was determined as one year, generating an 
annual gross return rate of 15.5% and funding 234 
enterprises. Performance of the issuance in the 
pandemic period with profit-loss sharing and the 
return rate generated by it are also noteworthy. 

The establishment of similar structures in Türkiye, 
one of the leading countries in social aid activities in 
the world, will contribute significantly to the growth 
of the volume of participation social finance.

Crowdfunding is defined as the transfer of funds 
that are collected from multiple investors via online 
platforms to parties in need of funds. Crowdfunding 
platforms are divided into four categories: award-
based, donation-based, equity-based and debt-
based. Crowdfunding is believed to be one of the 
most important areas for the development of the 
participation financial system in the coming period.
Equity-based crowdfunding allows investors to 
become partners in projects or initiatives offered 
through the online platform. Mudarabah and 

musharakah, which are among the main contracts 
of the participation financial system, are very 
suitable for use in equity-based crowdfunding. 
Equity-based crowdfunding has a lower volume 
than debt-based crowdfunding in the world due to 
factors such as the involvement of higher return risks 
for investors, asymmetrical information problems 
and project valuation. On the other hand, equity-
based crowdfunding is the fastest growing area of 
crowdfunding.

7.4 CROWDFUNDING



In debt-based crowdfunding, investors provide 
financing to entrepreneurs through loans. Due 
to the prohibition of interest in participation 
finance, debt-based crowdfunding has a limited 
area of use. On the other hand, contracts
based on purchase and sale in participation 
finance have an important potential for the 
development of participation-based and debt- 
based crowdfunding. Debt-based Islamic 
crowdfunding practices in the world are 
generally implemented by using murabahah 
and/or qard al-hasan contracts to provide 
financing to SMEs. For example, Kapital Boost, 
a hybrid crowdfunding platform based in South 
East Asia, provides short-term financing to 
SMEs through murabahah, qard al-hasan and 
wakalah contracts. Meeting SMEs' short-term 
financing and working capital needs through 
debt-based crowdfunding will be an important 
milestone in terms of providing financial access 
to SMEs by non-banking institutions.

Islamic crowdfunding practices are also 
becoming prevalent for real estate acquisitions 
in the world. In countries such as Malaysia
and Indonesia, construction companies 
finance housing projects via crowdfunding 
platforms. There is indeed significant potential 
in the financing of social housing projects via 
crowdfunding. The Indonesia-based Ethis 
platform, which has more than 30 thousand 
members from over 50 countries, sets an 
important example in this field. The value of 
social housing projects financed by Ethis since 
its foundation is around USD 133 million. The 
campaigns carried out by Ethis generated rates 
of return between 9%-24% per annum to the 
investors.

The first crowdfunding platform in Türkiye
was established in 2010. Due to the lack of 
relevant legislation, only award and donation- 
based crowdfunding activities were carried out 
until 2017. Equity-based crowdfunding was 
included in the legislation for the first time, 
with the law published in 2017. The principles 
regarding equity-based crowdfunding were 
determined under the “Communiqué on Share- 
Based Crowdfunding (III-35/A.1)” published
in 2019, and the principles regarding debt- 
based crowdfunding are determined under the 
“Communiqué on Crowdfunding (III – 35/A.2)” 
published in 2021. Since the first company to 
receive a license in April 2021, eight companies 
in total received a crowdfunding license from 
the CMB.

The first platform carrying out equity-based 
crowdfunding activities obtained its license in 
April 2021. There was enormous demand for 
the first campaign of the platform, with the 
domestic startup in the campaign receiving 
twice the target demand. An average of 1,216 
TRY per investor was invested in this campaign. 
The amount in question is above the average 
investment amount for similar applications in 
the world.

In summary, it is considered that crowdfunding 
platforms that operate according to the 
principles of participation finance in Türkiye 
can be widely used in meeting the capital and 
investment needs of SMEs, financing social 
housing projects and participation social 
finance.
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7.5 BLOCKCHAIN TECHNOLOGY AND TOKENIZATION 

Blockchain technology, smart contracts developed 
with this technology, and tokenization of assets via 
blockchain also have great potential in the field of 
fintech.
Blockchain is a recording technology where data can 
be stored and protected on a distributed network 
without the need for third-party intermediaries. 
Smart contracts, on the other hand, are defined 
as the automatic execution of contractual terms 
agreed on between parties via computers without 
human intervention. Smart contracts, which have 
the potential to greatly reduce transaction costs 
compared to traditional contract processes, seriously 
curtail processes of supervision and auditing of 
contracts, once set up.

In terms of participation finance, smart contracts 
have the potential to ensure that contracts of 
financial products such as murabahah, musharakah 
and sukuk are simpler and easier to understand, 
in addition to boosting the effectiveness of the 
supervision and auditing processes regarding the 
Shariah-compliance of such contracts.

In tokenization, representations of ideas, services 
and real assets in distributed ledgers are issued over
the blockchain. Assets such as copyrights, software 
and digital content can also be tokenized in addition
to traditional investment instruments such as stocks, 
lease certificates, gold and real estate. Significant 
transformations are expected in matters such as 
pricing, trade, liquidity, clearing and settlement in 
traditional financial markets due to the increased use 
of tokenization.

Tokenizing assets on the blockchain within the scope 
of participation finance offers various advantages, 
such as providing SMEs with more cost-effective 
financial products and internationally conducting 
the secondary market transactions of sukuk. 
Furthermore, tokenization is closely related to the 
principle of being asset- based, which is one of the 
major pillars of participation finance.

On the other hand, since tokenization applications 
within the scope of participation finance constitute a 
recently developing area, there is not much research 
yet on their fiqh aspect. In this context, it is important 

to evaluate certain matters such as the conditions 
for transferring tokens between parties, ownership 
rights and recognition of relevant transactions by 
state authorities.

7.5.1 TOKENIZATION OF STOCKS
Tokenization of their shares on the blockchain by 
companies has the potential to introduce disruptive 
innovations in terms of supply and trade of stocks. 
Organizations that intend to offer their shares to
the public under the traditional method face high 
transaction costs. Therefore, companies prefer to 
use debt-based financing methods to meet their 
capital needs. On the other hand, tokenization of 
stocks on the blockchain substantially reduces 
issuance costs and transaction times. Furthermore, 
tokenized stocks can be traded all over the world on 
asset exchanges on a 24/7 basis with the advantage 
of listing costs. Many companies worldwide, 
including the highest valued ones, started to issue 
tokenized shares which are traded on a global scale.

Stocks based on tokenization have much lower 
transaction costs than traditional stocks, which 
would increase SMEs’ interest in public offerings. 
With the development of capital markets based
on tokenization, the stocks in question have the 
opportunity to reach a wider investor base, including 
small investors.



7.5.2 TOKENIZATION OF SUKUK
As one of the most important Islamic capital 
market products, sukuk is very suitable for 
tokenization on the blockchain and traded on the 
secondary market. In recent years, tokenized 
sukuk has been issued in Dubai and Indonesia.

The issuance and trading of tokenized sukuk via 
smart contracts significantly reduce transaction 
costs in terms of matters such as certification 
and result-based payment. In addition, 
tokenized sukuk based on smart contracts 
would have a positive impact on the issuance of
sukuk issuances based on risk-sharing, due
to advantages such as performance-based 
payments being made at much lower transaction 
costs.

Under smart contracts, the contractual terms 
between parties are triggered automatically, 
which ensures the monitoring of the conditions 
fulfilled. Automation of the payments between 
SPVs and investors enables transactions 
to be conducted efficiently and in real 
time. Furthermore, the ability to monitor 
the contractual terms on the blockchain 
brings considerable advantages in terms 
of transparency and ease of supervision. 
Secondary market transactions of tokenized 
sukuk can also be carried out much faster, more 
transparently and with lower costs compared to 
traditional clearing and settlement processes. 
The counterparty risk is minimized through 
realtime agreements. The ability to trade tokens 
internationally on a 24/7 basis is a factor that 
increases the liquidity of sukuk.

On the other hand, contracts cannot be 
withdrawn in case of an error arising in smart 
contracts, which leads to serious problems from 
fiqhi and legislative aspects.Therefore, it is 
important that experts from different disciplines 
are brought together for a potential blockchain- 
based sukuk issuance.

7.5.3 TOKENIZATION OF REAL ESTATE ASSETS
The transaction time and costs of real estate 
investments are higher than other financial 
product investments. Furthermore, the liquidity 
of real estate investments is lower than other 
financial products. The lower liquidity in real 
estate markets compared to other markets may 
result in capital gain losses. The tokenization
of real estate assets enables markets for real 
estate assets to operate 24/7 and be globally 
accessible. Therefore, liquidity increases in 
these markets.

In addition, the real estate to be invested in can 
be divided into tranches and sold, thus reducing 
the cost of entry and making it easier for small 
investors to enter the market. Anyone anywhere 
in the world with sufficient capital and access
to the internet can participate in real estate 
investment. Conditions that can be standardized 
can be automated via smart contracts, thereby 
significantly reducing transaction costs.
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8.1 SHARIAH GOVERNANCE STRUCTURES AROUND THE WORLD
Corporate governance is defined as “a set of relationships between a company's 
management, its board, its shareholders and other stakeholders”.105 There is
a general consensus in the finance literature on the importance of corporate 
governance for financial institutions and the financial system, and its role in 
taming systemic risks. Indeed, recent studies demonstrate that weak governance 
in financial institutions is one of the important drivers of the 2008 Global Financial 
Crisis.106 International institutions such as the Group of Twenty (G20), Organization 
for Economic Cooperation and Development (OECD) and Basel Committee on 
Banking Supervision (BCBS) determine corporate governance standards and 
principles for financial institutions.

The corporate governance in Islamic finance 
encompasses various areas such as operational, 
financial, managerial and Shariah (fiqhi) 
governance. Shariah governance, which is 
specific to the Islamic financial system, includes 
corporate structures and control mechanisms 
in order to ensure that Islamic financial 
institutions comply with the Shariah principles 
and requirements within the scope of their 
contracts, products and services, and activities. 
Shariah governance consists of stages such 
as risk management, Shariah supervision and 
product development for mitigating the Shariah 
incompliance risk, which is specific to Islamic 
finance.107

The AAOIFI and the IFSB are the main 
international organizations responsible for 
determining the principles and procedures in 
Shariah governance. In this context, the AAOIFI 
published Shariah governance standards such 
as “Shariah Supervisory Board: Appointment, 
Composition and Report”109, “Shariah 
Review”109, “Internal Shariah Review”110, “Audit 
& Governance Committee for IFIs”111 and“ 
Independence of Shariah Supervisory Board”113. 
Likewise, the IFSB prepared standards entitled 
“Guiding Principles on Corporate Governance 
for Institutions offering only Islamic Financial 
Services”113 and “Guiding Principles on 
Governance for Islamic Collective Investment 
Schemes ”114.

105 Organisation for Economic Co-operation and Development. (2016). G20/OECD Kurumsal Yönetim İlkeleri. OECD Publishing; 
(https://doi.org/10.1787/9789264257443-tr). 
106 Kirkpatrick, G. (2009). The Corporate Governance Lessons from the Financial Crisis. OECD Journal: Financial Market Trends; 
(https://www.oecd.org/finance/financial-markets/42229620.pdf). 
107 Standing Committee for Economic and Commercial Cooperation of the Organization of Islamic Cooperation. (2020). 
Improving Shariah Governance Framework (SGF) in Islamic Finance. Proceedings of the 14th Meeting of the COMCEC Financial 
Cooperation Working Group;
108 Accounting and Auditing Organization for Islamic Financial Institutions. (1997). Shari’ah Supervisory Board: Appointment, 
Composition and Report. Governance Standard for Islamic Financial Institutions No: 1.
109 Accounting and Auditing Organization for Islamic Financial Institutions. (1999). Shari’ah Review. Governance Standard for 
Islamic Financial Institutions No: 2.
110 Accounting and Auditing Organization for Islamic Financial Institutions. (1999). Internal Shari’ah Review. Governance 
Standard for Islamic Financial Institutions No: 3.
111 Accounting and Auditing Organization for Islamic Financial Institutions. (2001). Audit & Governance Committee for IFIs. 
Governance Standard for Islamic Financial Institutions No: 4.
112 Accounting and Auditing Organization for Islamic Financial Institutions. (2005). Independence of Shariah Supervisory Board. 
Governance Standard for Islamic Financial Institutions No: 5.
113 Islamic Financial Servces Board. (2006). IFSB-3: Guiding Principles on Corporate Governance for Institutions offering only 
Islamic Financial Services (Excluding Islamic Insurance (Takaful) Institutions and Islamic Mutual Funds).
114 Islamic Financial Servces Board. (2008). IFSB-6: Guiding Principles on Governance for Islamic Collective Investment 
Schemes.
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A typical Shariah governance system covers the 
following corporate structures and regulations:
• Centralized advisory and supervisory boards,
• Advisory committees,
• Compliance and internal audit departments,
• External audit departments,
• Standards.

Not all of the above-mentioned structures are 
present in all countries where Islamic finance 
operates. These structures differ from country to 
country. In addition to the structures above, the 
participation finance rating system is believed to 
be one of the most essential pillars of participation 
finance fiqhi governance system. Since a separate 
section is devoted to the participation finance 
rating system in the Participation Finance Strategy 
Document, it is not delineated in this section.

8.1.1 CENTRALIZED ADVISORY AND SUPERVISORY 
BOARDS 
Centralized advisory and supervisory boards, as 
named in this Strategy Document, are also called as 
Shariah board or centralized advisory board
in different jurisdictions. These boards are of 
significant importance for the well-working and 
effectiveness of the Islamic finance system since 
they ensure that Islamic financial institutions operate 
in accordance with specific standards and provide the 
oversight and supervision of the potential Shariah 
incompliance risk.

Currently, the regulations of advisory and 
supervisory Shariah boards are divided into four 
main groups in terms of their structure, function and 
position within the country's legal system.116

Based on International Advisory and Supervisory 
Boards: These are the Shariah boards set up by 
international institutions. The most prominent 
ones are the Shariah Board in the AAOIFI and the 
International Islamic Fiqh Academy (IIFA) in the 
Organization of Islamic Cooperation (OIC). The 
method of operation and functions of international 
advisory and supervisory boards vary depending 
on the respective mandates of the international 
organizations they are affiliated with. For instance, 
the AAOIFI Shariah Board mainly focuses on 
developing standards on accounting, auditing, 
governance and ethics.

Based on Centralized Advisory and Supervisory 
Boards: This refers to the structures in which 
centralized advisory and supervisory boards issue 
binding or non-binding decisions at the national 
level. These boards generally operate under
the most important regulatory and supervisory 
institution in country's financial system. Malaysia, 
Indonesia and Pakistan, where advisory committees 
are also present in financial institutions in addition
to central advisory and supervisory boards, are 
examples of this structure. These structures are also 
categorized separately according to whether they 
have the ultimate authority in legal matters related to 
Islamic finance in their respective countries. 

The 2008 Global Financial Crisis paved the way for considerable revisions in the regulations on corporate 
and Shariah governance. The most important one among them is the standard titled “Guiding Principles on 
Shariah Governance Systems for Institutions offering Islamic Financial Services” prepared by the IFSB in 
2009. In parallel to the standards by the AAOIFI and the IFSB, local regulatory and supervisory institutions 
in countries such as Malaysia also published various standards and introduced regulations in the field of 
Shariah governance. For example, the Central Bank of Malaysia (BNM) published the policy document named 
“Shariah Governance”115 in 2019.

115 Bank Negara Malaysia. (2019). Shariah Governance. Policy Document;
(https://www.bnm.gov.my/documents/20124/761679/Shariah+Governance+Policy+Document+2019.pdf).

116 Standig Committee for Economic and Commercial Cooperation of the Organization of Islamic Cooperation. (2020). Improving Shariah 
Governance Framework (SGF) in Islamic Finance. Proceedings of the 14th Meeting of the COMCEC Financial Cooperation Working Group; 
(http://ebook.comcec.org/Kutuphane/Icerik/adc9ab88-78b5-4101-afb8-ffea3ad14a59.pdf).

Hassan, R. (2013). A Comparative Analysis of Shari’ah Governance in Islamic Banking Institutions Across Jurisdictions. ISRA Research 
Paper (No:50/2013).

Dinç, Y. (2016). Katılım Bankalarının Danışma Kurullarının Kurumsal Yönetim Unsuru Olarak Değerlendirmesi. İslam Ekonomisi ve Finansı 
Dergisi, 2(2): 83-103; (https://dergipark.org.tr/tr/download/article-file/277782).



Based on Regulatory and Supervisory 
Institution Oriented (Exclusive Centralized) 
Boards: In countries with this structure, also 
called the “passive” or “free” model in literature, 
there is a legal infrastructure of Islamic financial 
institutions and the centralized advisory and 
supervisory board has a more passive mandate. 
The most well-known example of this structure 
is Bahrain, where the responsibility for financial 
transactions and the form and management of 
transactions rests with Islamic banks and the 
advisory and supervisory Shariah committees 
in Islamic banks. On the other hand, a trend 
towards a structure in which centralized 
advisory and supervisory boards play a more 
active role is observed throughout the world.

Based on Decentralized Advisory and 
Supervisory Committees: It refers to the 
structures where there is no centralized 
advisory and supervisory board at the national 
level or within the regulatory and supervisory 
institutions in the jurisdiction. All Shariah 
governance processes are carried out and 
decisions are taken at the institution level. 

Moreover, the decisions by the advisory and 
supervisory committees are not subject to a 
higher regulatory and supervisory institution. 
Although there are differences from country to 
country in practice, the UK, Saudi Arabia and 
Singapore can be shown as examples of this 
structure.

Islamic financial institutions may also meet 
their advisory and supervisory Shariah board 
needs through national or international advisory 
companies, though this is not a common practice 
in many jurisdictions. 

In summary, there is no uniformity among 
countries in terms of Shariah governance 
practices. The scope and nature of these 
applications are determined within the 
framework of the size and variety of the 
Islamic financial system, as well as the legal 
infrastructure in a jurisdiction. Generally, 
Shariah governance structures are divided into 
two types of structures among jurisdictions as 
structures with centralized and decentralized 
advisory and supervisory boards (Table 28).

Centralized Advisory and 
Supervisory Boards are Present

Centralized Advisory and
Supervisory Boards are Not Present

Active Passive
Optional and 

sector-oriented
Obligatory

Centralized and
institutional structures 
are legally obligatory,

Centralized and 
institutional structures 
are legally obligatory,

Centralized and 
institutional structures 
are not legally obligatory,

Advisory and supervisory 
committees at the 
institution level are 
obligatory,

Strictly regulated,

Passive and only 
serves regulatory 
and supervisory 
institutions,

A regulated Shariah 
governance is not 
available,

A regulated Shariah 
governance is available,

Malaysia, Pakistan,
Indonesia and Sudan.    

Kuwait, Bahrein. Saudi Arabia and the UK. Qatar.

Table 28: Breakdown of Advisory and Supervisory Boards by Degree of Centralization

Source: Ginena, K. ve Hamid, A. (2015). Foundations of Shariah Governance of Islamic Banks. Wiley.
Standig Committee for Economic and Commercial Cooperation of the Organization of Islamic Cooperation. (2020). Improving 
Shariah Governance Framework (SGF) in Islamic Finance. Proceedings of the 14th Meeting of the COMCEC Financial 
Cooperation Working Group; (http://ebook.comcec.org/Kutuphane/Icerik/adc9ab88-78b5-4101-afb8-ffea3ad14a59.pdf).

185

TH
EM

AT
IC

 A
R

EA
S

Fi
na

nc
e 

O
ffi

ce
 o

f t
he

 P
re

si
de

nc
y 

of
 th

e 
R

ep
ub

lic
 o

f T
ür

ki
ye

 |
 P

ar
tic

ip
at

io
n 

Fi
na

nc
e 

St
ra

te
gy

 D
oc

um
en

t



Recently, a common trend in the jurisdictions, 
particularly in the GCC region, has been a shift from 
a “passive” and “moderate” structure to a structure 
based on more “detailed” and “stricter” regulations 
with respect to the structure of the advisory and 
supervisory boards. Particularly after the 2008 
Global Financial Crisis, there has been a transition 
to a corporate governance structure that is based 
on centralized advisory and supervisory boards 
and where Shariah governance is regulated in more 
detail in countries such as the United Arab Emirates, 
Bahrain and Indonesia. In countries where centralized 
advisory and supervisory boards have a regulatory 
function at the national level, the basic duties and 
mandates of these boards are similar, whereas there 
are differences among countries in terms of the scope 
of responsibilities and implementation (Table 29).

Pakistan: The State Bank of Pakistan (SBP) mandates 
the existence of advisory boards and internal Shariah 
auditing in Islamic banks within the framework of the 
Shariah governance principles it has established. In 
addition to the general Shariah supervision through 
the Shariah Board, established within SBP and serves 
as a central advisory and supervisory board, the 
Shariah compliance of the operations, transactions 
and processes in Islamic banks is audited by the 
Shariah Compliance Audit Department within the 
board. Furthermore, Shariah auditing parameters and 
procedures are set in a standardized manner under 
the “Shariah Inspectian Manual” published by the 
board.117

Bahrain: The Shariah Governance Module, which 
became effective in 2018, mandates the external and 
independent auditing of Islamic banks, in addition 
to the auditing of their advisory committees and 
relevant internal departments with respect to Shariah 
governance. The module mandates compliance of 
the related institutions with the AAOIFI standards, 
as well as the decisions and fatwa of the Centralized 
Shariah Supervisory Body (CSSB). Furthermore, it is 
stated that decisions of the CSSB will be applicable in 

the event of a conflict between other legislation and 
decisions and the fatwa of CSSB.118

Indonesia: There is a dual system that grants 
significant authority to the National Shariah Board 
(Dewan Syariah Nasional: DSN), the central advisory 
and supervisory board at the national level, in 
addition to the advisory committees established
by Islamic banks. The main duty of the DSN is to 
carry out general oversight by issuing fatwa and 
regulations on Islamic finance. DSN’s fatwa and 
decisions regarding Islamic finance are binding on 
advisory committees at Islamic banks. Furthermore, a 
Shariah banking committee was established
in Bank Indonesia to implement the regulations 
introduced by public authorities. Advisory committees 
are required to submit the reports they prepared 
for their Shariah auditing to the Financial Services 
Institution of Indonesia (OJK) on a semi- annual 
basis.

Malaysia: It is one of the countries with detailed 
regulations on Shariah governance system. Each 
Islamic bank is required to actively implement 
Shariah risk management, supervision and auditing 
mechanisms, as well as internally establish 
institution-level Shariah committees. In cases where 
the advisory committees within Islamic banks cannot 
conclude a case and there is no regulation, they may 
apply to the Shariah Advisory Council (SAC) which is 
established within the Central Bank of Malaysia and 
which is the most authorized centralized advisory and 
supervision board in the country. If the fatwa
or decision of any fatwa authority in the country
or an advisory committee within an Islamic bank 
contradicts with the decision of SAC, SAC’s decision 
is deemed as binding. SAC members are appointed 
by the head of state based on the recommendation 
of the minister of finance. A shariah advisory board 
under the name of SAC was established within the 
Securities Commission (SC) of Malaysia in order to 
ensure that the implementation of Islamic capital 
markets complies with Shariah principles.

117 Islamic Banking Department State Bank of Pakistan (2007). Pakistan’ s Islamic Banking Sector Review: 2003 to 2007;
(http://www.documents.pk/file/State%20Bank%20of%20Pakistan%20(SBP)%20-%20Pakistans%20Islamic%20Banking%20Sector%20
Review%202003-07.pdf). 

118 Central Bank of Bahrain. (2017). Shariah Governance Module;
(https://cbben.thomsonreuters.com/rulebook/sg-sharia-governance-1).



AAOIFI Malaysia Pakistan Indonesia Sudan Fas

Name
Shari’ah 
Board

Shariah
Advisory
Counsil
(SAC)

Shariah
Advisory
Committee
(SAC)

National
Sharia Board
(DSN)

Higher
Sharia
Control
Commission
(HSCC)

Shari’a
Committee
for
Participatory
Finance
(SCPF)

Number 
of 

Members

Single 
sector: 5 
Different 
sectors:7

Not specified.119 Not specified 120 46121 7-11 10

Appoint-
ment 

of 
Members

By the 
relevant
appointing 
authority 
of the 
country.

By the Head 
of State by 
consulting the 
Minister of 
Finance

Not open to The 
public

By the Majelis 
Ulama 
Indonesia 
(MUI)

By the 
President

By the Head of 
State

Affiliated 
Institution

-

Central Bank 
of Malaysia 
(BNM) and 
Securities 
Commission 
(SC)

State Bank of 
Pakistan  (SBP) 
and Securities & 
Exchange 
Commission
(SECP)

Majelis Ulama 
Indonesia 

(MUI)

Central Bank 
of Sudan 
(CBoS)

Ministry of 
Foundations and 
Religious Affairs

Re-
appointment

3-5 years.
Renewable

Term of 
office Not 
specified. 
Renewable

Term of 
office Not 
specified. 
Renewable

Term of 
office Not 
specified. 
Renewable

5 years.
Renewable

Term of 
office Not 
specified. 
Renewable

Scope of 
Shariah 
auditing

Islamic 
banks, 
takaful, 
capital 
market and 
other Islamic 
financial 
institutions

Islamic 
banks, 
takaful, 
capital 
market and 
other Islamic 
financial 
institutions

Islamic 
banks, 
takaful, 
capital 
market and 
other Islamic 
financial 
institutions

Islamic 
banks, 
takaful, 
capital 
market and 
other Islamic 
financial 
institutions

Islamic 
banks, 
takaful, 
capital 
market and 
other Islamic 
financial 
institutions

Islamic 
banks, 
takaful, 
capital 
market and 
other Islamic 
financial 
institutions

Table 29: Overview of Centralized Shariah Boards in Selected Countries

119 There are nine members in the CAB, which is affiliated to the central bank, and nine members in the SAC within the 
Securities Commission, see:https://www.bnm.gov.my/committees/sac ve https://www.sc.com.my/development/icm-v2/ 
shariah-advisory-council.

120 There are seven members in the SAC affiliated to the central bank, and five members in the SAC within the Securities & 
Exchange Commission, see: https://www.sbp.org.pk/IB/shariah.asp ve https://www.secp.gov.pk/islamic-finance/shariah- 
advisory-board-rulingsopinion/.

121Islamic Research and Training Institute. (2016). Indonesia Islamic Finance Report: Prospects for Exponential Growth; 
(https://irti.org/product/indonesia-islamic-finance-report-prospects-for-exponential-growth/).

187

TH
EM

AT
IC

 A
R

EA
S

Fi
na

nc
e 

O
ffi

ce
 o

f t
he

 P
re

si
de

nc
y 

of
 th

e 
R

ep
ub

lic
 o

f T
ür

ki
ye

 |
 P

ar
tic

ip
at

io
n 

Fi
na

nc
e 

St
ra

te
gy

 D
oc

um
en

t



Advisory committees are basically in charge of matters 
such as the inspection, approval and auditing of the 
financial products and services of the Islamic financial 
institutions. Therefore, advisory committees work in 
close cooperation with the compliance, audit, secretariat 
and product development departments of Islamic 
financial institutions in order to ensure the Shariah-
compliance of the products, services and transactions. 
The decisions taken by the committee are similar to 
individual fatwas, that is, only binding at the institutional 
level. On the other hand, the fatwa in question are 
specific to the activity carried out and cannot be deemed 
as reference decisions for other decisions.

The duties of the advisory committee are summarized as 
follows:
• Providing an opinion/decision (fatwa) on the 

Shariah-compliance of financial products and 
services,

• Issuing fatwas on the Shariah-compliance of 
businesses and transactions,

• Determining the rules for the distribution of income 
and expenses of Islamic financial institutions to the 
shareholders and investors of the institution,

• Deciding on the treatment of the Islamic financial 
institutions’ revenues deemed as Shariah- 
incompliant.

There are differences among countries in the selection 
of advisory committee members. In countries such as 
the United Arab Emirates, Türkiye, Pakistan and Jordan, 
the members of the advisory committee are appointed 
by the bank's board of directors; in countries such as 
Iraq, Kuwait, Indonesia and Qatar, these members 
are appointed by the general assembly of the bank. 
In international practice, the number of committee 
members usually ranges from three to seven. It is a 
general rule in the selection of committee members 
that the members of the advisory committee should 
be specialized especially in Islamic law and Islamic 
Commercial Law, which is a sub-branch of Islamic law.

Bahrain: Regulation on advisory committee partakes in 
the "Shariah Governance Module" document published 
by the Central Bank of Bahrain (CBB). Accordingly, 
it is mandatory for Islamic financial institutions 
to establish advisory committees. Furthermore, 
Islamic finance institutions are required to prepare 
an indigenous charter in which the duties, authorities 
and responsibilities of the advisory committee are 
specified. For the selection procedure of the committee 
members, there are requirements such as advanced 
command in the Arabic language, completion of at 
least undergraduate studies in Islamic law or Islamic 
commercial law and seven years of professional 
experience in the sector. The term of office of the 
members is three years minimum, whereas there 
is no regulation on when their term of office ends. 
Furthermore, the advisory committee will convene once 
in every three months.122

Malaysia: Regulation on advisory committees partakes 
in the "Shariah Governance" document, which aims at 
strengthening the effectiveness of Shariah governance 
implementation in the Islamic financial institutions. 
The document is published by the Central Bank of 
Malaysia (BNM). Accordingly, it is mandatory for 
Islamic financial institutions to establish advisory 
committees. Furthermore, Islamic finance institutions 
are required to prepare an indigenous charter in which 
the duties, authorities and responsibilities of the 
advisory committee are specified. For the selection 
requirements for members of advisory committees, 
BNM requires advanced Arabic skills and completion 
of at least undergraduate studies in Islamic law or 
Islamic commercial law. The regulation allows advisory 
committee members to work for only one institution 
and for a maximum period of nine years. Furthermore, 
members are obliged to convene once every two 
months and the number of these meetings held within 
the year, as well as participation of advisory committee 
members in the meetings must be disclosed in banks’ 
periodic reports.123 

8.1.2 ADVISORY COMMITTEES
Shariah committees (named advisory committees in Türkiye) are boards established at the institution level 
to oversee and supervise daily activities of the Islamic financial institutions in order to ensure that these 
activities are Shariah-compliant. The advisory committees serve as an assurance mechanism for the conduct 
of financial products and services offered to clients in accordance with Shariah rules.

122, 123Soysal, B. (2021). Structures and Processes Aiming to Establish Corporate Governance-Fiqh Compliance in Islamic Finance. İktisat 
Yayınları.



8.1.3 COMPLIANCE AND INTERNAL AUDIT 
DEPARTMENTS
Compliance departments supervise the 
compliance of operations within the Islamic 
financial institutions with the standards 
published by the centralized advisory and 
supervisory boards and fatwas issued by 
Advisory Committees. Compliance departments 
play a critical role in ensuring that the decisions 
taken and standards published by institutions or 
boards do not cause differences in practice. In 
this respect, compliance departments can
be said to perform a complementary function 
in the context of corporate governance. The 
internal audit department, on the other hand, 
is responsible for post-implementation follow- 
up of the relevant activities and auditing the 
Shariah-compliance.

The supervision of Shariah compliance is one of 
the most crucial aspects that distinguish Islamic 
financial institutions from conventional financial 
institutions. Auditing the financial services 
delivered to consumers through the internal 
audit department is an indispensible part of 
corporate governance. Compliance and internal 
audit departments increase the stakeholders' 
trust toward the financial institutions.

Malaysia: Regulation on compliance and 
internal audit systems partake in the "Shariah 
Governance" document published by the Central 
Bank of Malaysia (BNM). Internal audits are 
conducted by banks’ existing internal audit 
departments.

Bahrein: Regulation on compliance and internal 
audit systems are prepared by reference to
the relevant standards of the AAOIFI and the 
IFSB. According to the regulation, Islamic 
banks' Shariah-compliance management 
systems consist of four main elements: Shariah 
Supervisory Board (SSB); Shariah Coordination 
and Implementation Internal Shariah Audit and 
Independent External Shariah Compliance Audit 
(IESCA).124

8.1.4 EXTERNAL AUDIT DEPARTMENTS
External Shariah audit departments are 
established outside the organization of Islamic 
institutions and audit the compliance of these 
institutions’ activities, primarily their financial 
statements, with the Shariah principles and 
rules set by the advisory committee and report 
the compliance in question to the respective 
authorities. External Shariah audit is different 
from conventional external audit institutions 
in that they audit the Shariah-compliance of 
the activities of Islamic finance institutions in 
addition to their other audit duties.

External Shariah auditing should be executed by 
an independent entity outside the organizational 
structure of the institution rather than being an 
entity within the institution.

In countries such as Malaysia, Kuwait, Bahrain 
and Pakistan, the external Shariah audit is 
established through the relevant legislations.

Malaysia: While the board with the highest 
authority in terms of external audit in Malaysia 
is the Shariah Advisory Council (SAC), the 
Islamic Financial Services Act 2013 (IFSA) 
authorizes the Central Bank of Malaysia to 
assign third parties to audit the compliance of 
Islamic financial institutions with the Islamic law 
through independent external audits. The costs 
to arise from such transactions must
be undertaken by financial institutions. The 
implementation of the said audit activity is 
determined by the precautionary decision of the 
Central Bank.

Kuwait: The Central Bank Act requires an 
independent external audit for Islamic banks. 
The external Shariah audit unit is established
in a manner integrated with the Shariah 
advisory committee in charge of internal 
auditing. Whereas the Shariah auditing is the 
responsibility of the advisory committee, the 
external audit unit is responsible for supervising 
the relationship between the Islamic financial 
institution and the advisory committee.

124 Central Bank of Bahrain. (2017). Shariah Governance Module;
(https://cbben.thomsonreuters.com/rulebook/sg-sharia-governance-1).

189

TH
EM

AT
IC

 A
R

EA
S

Fi
na

nc
e 

O
ffi

ce
 o

f t
he

 P
re

si
de

nc
y 

of
 th

e 
R

ep
ub

lic
 o

f T
ür

ki
ye

 |
 P

ar
tic

ip
at

io
n 

Fi
na

nc
e 

St
ra

te
gy

 D
oc

um
en

t



Bahrain: Islamic banks are obliged to comply with 
the AAOIFI standards. In Bahrain, Islamic banks are 
required to appoint an independent external Shariah- 
compliance auditor approved by the Central Bank. 
These appointments are made annually. External 
auditors submit their reports to the Central Bank.

Pakistan: The legal infrastructure of Shariah auditing 
in Pakistan is determined within the framework of 
the regulations published by the Islamic Banking 
Department which operates within the State Bank
of Pakistan. According to the current regulations, 
Islamic banks must assign independent audit 
companies to conduct external Shariah audits. 
External audits must be conducted by reference to 
the standards set by the AAOIFI, decisions taken by 
banks’ advisory boards and the accounting standards 
of the Securities and Exchange Commission Pakistan 
(SECP).125 

8.1.5 STANDARDS
Competent authorities prepare standards in
order to ensure the implementation of products, 
services, applications and processes pertaining to 
Islamic financial institutions in accordance with the 
principles, rules and procedures of Islamic finance, in 
addition to ensuring standardization in practice. 

Standards in the field of Islamic finance in the
world are prepared and published by the relevant
institutions (generally centralized advisory and 
supervisory boards) of countries or by various 
standard-setting international organizations.
The two key institutions in the establishment
of international standards are the Accounting
and Auditing Organization for Islamic Financial 
Institutions (AAOIFI) and the Islamic Financial 
Services Board (IFSB). AAOIFI prepares standards in 
the fields of accounting, audit, ethics and governance 
for the standardization and harmonization of 
international Islamic finance practices and financial 
reporting according to Islamic rules. On the other 
hand, the IFSB issues standards regarding regulatory 
and supervisory institutions to achieve growth of the 
Islamic financial services industry on stable and solid 
foundations. Standards are important for ensuring 
stability in the participation financial system and 
establishing a common language in the field. In 
countries that lack standardization, a confusing 
variety of multi-layered and complex products and 
services exist. As a result, problems arise both
in terms of auditing and in terms of confidence of 
clients addressed by these sectors. Therefore, 
standards have an important function in ensuring 
the testability of the system and retaining clients’ 
confidence.

8.2 CURRENT OUTLOOK OF FIQHI GOVERNANCE IN TÜRKİYE
There is no holistic legislation regarding fiqhi governance in Türkiye. Regulations introduced for establishing 
the corporate governance of participation finance are executed through different non-holistic legislative 
arrangements. In line with the target of developing interest-free finance in Türkiye and ensuring the 
required coordination in this field in the Tenth Development Plan and 64th Government Program, the 
Interest-Free Finance Coordination Board (FFKK) was formed in late 2015 to achieve faster and healthier 
growth of the interest-free financial system and secure Türkiye’s vision of being an international hub in 
participation finance. The establishment of the FFKK was also a step towards the formation of the centralized 
advisory board of Türkiye. The Board Decision published by the BDDK on February 22,2018 based on the 
recommendation of the FFKK prescribed the “establishment of a Committee by TKBB for the determination 
of the professional codes of conduct and standards of participation banking and adherence of participation 
banks to the decisions taken by the committee”.

125 Islamic Banking Department State Bank of Pakistan. (2018). Shariah Governance Framework for Islamic Banking Institutions;
(https://www.sbp.org.pk/ibd/2018/C1-Annex-A.pdf). 



The Participation Banks Association of Türkiye 
(TKBB) established the Centralized Advisory 
Board (CAB) on May 9, 2018 in order to 
ensure the conduct of participation financial 
institutions’ activities in accordance with fiqhi 
governance principles and standards. The CAB is 
organized within the professional association of 
participation banking, unlike similar structures 
in other jurisdictions, and the CAB is comprised 
of seven members assigned for four years by the 
Board of Directors of TKBB. In the assignment 
of CAB members, approval of the Board of 
Directors of the TKBB is obtained and members 
whose term of office expire may be reassigned. 
Assignments of the appointed advisory board 
members cannot be terminated apart from some 
exceptions in the regulation.

The Board convenes at least once a month upon 
the call of the Chairman of the Board when 
deemed necessary. Depending on the agenda 
of the meeting, representatives of the relevant 
organizations or experts in their fields can 
attend the Advisory Board meetings. However, 
decisions are taken in sessions where only 
members are present.

The duties of the Central Advisory Board are 
listed as follows:
• Setting the professional codes of conduct 

and standards that must be complied 
with by participation financial institutions 
by keeping track of standards issued 
by international institutions concerning 
participation financial institutions,

• Taking general decisions in order to 
eliminate the differences in practice among 
participation financial institutions when 
deemed necessary,

• Evaluating the compliance of businesses 
and transactions of participation financial 
institutions with professional principles and 
standards, and the general decisions taken 
by the Board,

• When required, provide information 
on interest-free financial activities to 
public and private institutions and other 
organizations.

Upon the establishment of the CAB, the
need to rearrange the structure, duties and 
responsibilities of advisory committees of 
participation banks emerged. In this respect, 
the “Communiqué on Compliance with the 
Principles and Standards of Interest-Free 
Banking” was published by BDDK in the Official 
Gazette dated 14.09.2019 no. 30888, regarding 
the advisory committees within participation 
financial institutions. The establishment
of the CAB and the publication of the 
Communiqué were significant steps towards 
institutionalization.

The Interest-free Finance Policy and Measures 
in the 2020 Presidential Annual Program aim
to set the auditing standards of interest-free 
finance and establish the interest-free finance 
corporate governance system, thereby aligning 
them with international practices.

Under the AAOIFI Standard no.1, the general 
board of directors has the authority to elect
and dismiss advisory committee members. In 
contrast, the Communiqué on Compliance with 
Interest-free Banking Principles and Standards 
regulation grants such authority to the 
participation financial institution's management 
board on the condition that a proposal for the 
appointment is also sent to the general board
of directors.126 According to the Communiqué, 
approval of the general assembly is not required 
to dismiss advisory committee members, 
effectively describing the management board as 
the main authority in this regard.

Some significant regulations that are associated 
with fiqhi governance in participation finance 
that were introduced after 2010 are provided in 
the Table 30.

126 Accounting and Auditing Organization for Islamic Financial Institutions. (1997). Shari’ah Supervisory Board: Appointment, 
Composition and Report. Governance Standard for Islamic Financial Institutions No: 1.
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8.3.1 PARTICIPATION FINANCE STANDARDS BOARD 
(KFSK)
The Participation Finance Standards Board (KFSK), 
a proposed centralized advisory and supervisory 
board in the Participation Finance Strategy 
Document, will be responsible for the compliance 
of participation financial institutions with the tenets 
of participation finance, the establishment of 
standards on participation finance, and the general 
supervision of the participation financial system. 
The establishment of the KFSK will also make a 
significant contribution to Türkiye's positioning as a 
global participation finance hub within the scope of 
the İstanbul Financial Center.

The proposed main duties of the Participation
Finance Standards Board are listed below:
• Determining the tenets of participation finance,
• Performing the general supervision of the 

system in terms of compliance of participation 
financial institutions with the tenets of 
participation finance,

• Accrediting institutions and bodies within the 
scope of the fiqhi governance structure of 
participation finance, as well as participation 
finance rating institutions,

• Providing opinions on the compliance of the 
products, services and activities of various 
institutions and organizations with the tenets of 
participation finance,

• Reviewing and evaluating the reports, questions, 
recommendations and opinions received 
from participation financial institutions and 
participation finance rating institutions.

The potential contribution of establishment of 
the KFSK to the development of the participation 
financial system would be as follows:
• Establishing a centralized board regarding 

participation finance would contribute to the 
achievement of harmony and uniformity among 
different fatwas and practices in terms of the 
activities, products and services of participation 
financial institutions.127

• Standards that the KFSK prepares in accordance 
with the sectors’ needs and by taking Türkiye’s 
specific circumstances into account would 
contribute to the growth of the participation 
financial system and its leading role in the world.

• Continuous supervision by the KFSK on 
compliance of participation financial institutions 
with the tenets of participation finance would 
reduce the so called "shariah non-compliance 
risk" of these institutions.

• The KFSK would also assist in the elimination of 
potential hesitations and doubts among the public 
regarding the participation financial institutions’ 
compliance with the tenets of participation 
finance, ensuring mitigation of reputation risk. 

• It would assist in mitigating the operational, 
management, and compliance risks that may 
arise in participation financial institutions due 
to potential conflicts between national and 
international fatwas and standards.

• The KFSK, which prepares standards regarding 
all actors of the participation financial system and 
continuously carries out supervision activities, 
will enable the creation of an important synergy 
by ensuring harmony and integration among 
participation financial institutions.

• As a centralized advisory and supervisory 
board at the national level, the KFSK will have 
the opportunity to produce references on legal 
issues that may arise in the participation financial 
system.

• The fatwas and opinions given by the KFSK will 
contribute significantly to the product development 
activities of the participation financial institutions.

8.3 THE NEED FOR A NEW FIQHI GOVERNANCE STRUCTURE IN TÜRKİYE
In order to ensure that participation finance, which is one of the two main pillars of the İstanbul Financial 
Center, develops in line with the purposes and goals of the Participation Finance Strategy Document and 
İstanbul becomes an international participation financial hub, a fiqhi governance structure that holistically 
addresses the whole participation financial system is a requirement. The first and key step
in the field of fiqhi governance is the establishment of a new centralized advisory and supervisory board.

127Ginena, K. ve Hamid, A. (2015). Foundations of Shariah Governance of Islamic Banks. Wiley.



• The KFSK will increase standardization and 
harmonization in the participation financial 
system with the standards it will publish while 
also increasing the international acceptance 
of participation financial institutions. 
Various studies have shown that the lack of 
standardization in this area results in low 
transaction volume of participation financial 
products, primarily participation capital market 
products.128

• The presence of a centralized advisory and 
supervisory board will also positively affect 
investment decisions in terms of predictability, 
standardization and compliance with the 
tenets of participation finance for international 
funds that would like to invest domestically in 
the field of participation finance.

On the other hand, the following matters 
should be taken into account with respect to the 
establishment and operation of the KFSK.
• The Participation Finance Act should 

include the establishment of the KFSK, its 
fundamental principles and procedures and 
the conditions and regulations for appointment 
and resignation.

• Although the KFSK will exercise public 
authority, it must be independent. The Board’s 
independence is essential, particularly for 
foreign investors. Thus, regulations that 
preserve the independence in the election of 
Board members and the establishment of the 
Board's secretariat, and ensure the autonomy 
of the Board's decisions are imperative.

• Regulations on the participation financial 
system and audit activities are within the 
authority of different authorized institutions. 
In this regard, the duties and authorities of the 
KFSK should be arranged so that they do not 
lead to a conflict of authority with authorized 
institutions.

• The legal binding character of the KFSK 
decisions and how this character can be 
ensured is an important matter. In global 
practices, decisions of centralized advisory 
and supervisory boards are also legally binding 
in general. On the other hand, a new model 

regarding the binding authority of authorized 
institutions in terms of their current duties 
and authorities should be established with the 
legal infrastructure in Türkiye. In this regard, 
a structure where authorized institutions act 
based the KFSK decisions, rather than directly 
being legally bound by such decisions, would 
be more suitable.

• Issues such as the relations of the KFSK 
with other elements of fiqhi governance, 
primarily advisory committees, should also be 
determined by law. In this respect, the KFSK 
should be the main accreditation authority 
of other institutions for fiqhi governance 
purposes.

8.3.2  ADVISORY COMMITTEES
Referring to the boards established within the 
participation finance institutions and organizations 
to audit the fiqhi compliance of their transactions, 
the advisory committee is a critical part of the 
corporate fiqhi governance. 

Currently, various regulations are already 
implemented by the authorized institutions with 
respect to advisory committees in Türkiye. The 
first regulation on the principles and operational 
procedures of the advisory committees is the 
“Communiqué on Compliance with the Principles 
and Standards of Interest-free Banking”, 
published by the BDDK in 2019. According to the 
Communiqué, “banks are obliged to establish 
an advisory committee in their organization, in 
order to ensure compliance of their activities 
with the principles and standards of interest-free 
banking.” The second regulation introduced is 
the “Regulation on Insurance and Private Pension 
Activities within the Framework of Participation 
Principles” published by the SEDDK in 2020. 
According to the Regulation, “companies that 
carry out insurance and private pension activities 
within the framework of participation principles 
must establish advisory committees in their 
organization, in order to ensure the compliance 
of their activities with participation principles and 
their follow-up”.

128Esen, A. ve Karabacak, S. (2014). National Shariah Boards: global applications and the case of Turkey. Afro Eurasian Studies, 
3(3 ii): 5–16; (https://dergipark.org.tr/tr/download/article-file/700407).
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8.3.3 EXTERNAL AUDIT
Another important requirement for a well-working fiqhi governance system in Türkiye is establishing external 
fiqhi audit, which is an audit activity carried out by an independent external auditor for participation financial 
institutions. An external auditor has two main duties. The first is to conduct the necessary audit within the 
framework of the audit criteria determined by standard-setting institutions, and the second is to audit the 
compliance of internal fiqhi audit committees formed within participation financial institutions with the 
institutions’ operations. An auditor audits institutions following relevant criteria and draws up a report where 
they provide results of the audit activity for competent authorities.

External fiqhi audit will significantly contribute to the working of participation financial institutions in 
accordance with the relevant fiqhi standards. Whereas the “Communiqué on Compliance with the Principles 
and Standards of Interest-free Banking” assigns the internal audit liabilities of participation banks to the 
compliance and audit department, the self-control mechanism of participation banks would be more effective 
through external auditing.

Table 30: Selected Recent Regulations in Participation Finance

Date Issuing 
Institution Name/Content of the Regulation

April 1, 
2010

SPK
Communiqué on the Principles Regarding Lease Certificates and Asset Leasing 
Companies

June 7, 2013 SPK Communiqué on Lease Certificates

February 4, 
2015

TKBB
Prospectus on Products and Services Chargeable under the Regulation on the 
Principles and Procedures for Fees to be Collected from Financial Consumers

December 15, 
2015

Prime Ministry
Prime Ministry Circular no. 2015/17 on the Interest-Free Finance Coordination 
Board

December 22, 
2016

BDDK
Communiqué Amending the Communiqué on the Uniform Chart of Accounts and 
Prospectus to be Implemented by Participation Banks

September 20, 
2017

BDDK
Communiqué Amending the Communiqué on the Uniform Chart of Accounts and 
Implemented by Participation Banks

September 20, 
2017

Prime Ministry Regulation on the Principles and Procedures for Participation Insurance Works

April 2, 2018 TKBB
Communiqué on the Principles and Procedures for the Formation, Duties and 
Works of the Central Advisory Board

June 27, 2018 TKBB
Internal Directives on the Principles and Procedures for Works of the Central 
Advisory Board

June 30, 2018 TKBB Decision on Wakalah (Investment Agency)

October 18, 2018 BDDK
Communiqué Amending the Communiqué on the Uniform Chart of Accounts and 
Prospectus to be Implemented by Participation Banks

October 18, 2018 BDDK
Regulation Amending the Regulation on the Principles and Procedures For the 
Acceptance and Withdrawal of Deposit and Participation Funds, and Deposits, 
Participation Funds, Escrows and Receivables with Expired Statute of Limitations

November 28, 2018 TKBB
Professional Regulatory Decision on the Value Application in Participation 
Accounts

December 26, 2018 TKBB
The Participation Banks Association of Türkiye Prospectus on the Products and 
Services Chargeable under the Regulation on the Principles and Procedures On 
the Fees to be Collected from Financial Consumers



Date Issuing 
Institution Name/Content of the Regulation

January 11, 2019 TKBB Communiqué draft on the banks' financing transactions

January 25, 2019 BDDK Regulation Amending the Regulation on Banks’ Credit Transactions

February 1, 2019 BDDK
Communiqué Amending the Communiqué on the Uniform Chart of 
Accounts and Prospectus to be Implemented by Participation Banks

July 31, 2019 TKBB
Communiqué on the Establishment and Operation of the Invoice 
Registration System of Participation Banks

September 14, 
2019

BDDK
Communiqué on Compliance with Interest-Free Banking Principles 
and Standards

December 14, 
2019

KGK Interest-Free Finance Auditing Standards

February 27, 
2020

TKBB
Directive on the Principles and Procedures for the Determination of 
Institutions to Provide Services to Development and Investment Banks 
for Compliance with Interest-Free Banking Principles and Standards

July 6, 2020 TKBB Standard on Issuance and Trade of Share Certificates

August 26, 2020 TKBB
Standard on Issuance and Trade of Share Certificates (Updated 
Standard)

December 19, 
2020

SEDDK
Regulation on Insurance and Private Pension Activities within the 
Framework of Participation Principles

April 1, 2021 SEDDK
Communiqué draft on participation-based insurance and individual 
retirement system

April 7, 2021 BDDK
Regulation on the Establishment and Operating Principles of Savings 
Financing Companies

March 2, 2021 TKBB Tawarruq Standard

May 6, 2021 TKBB Murabahah Standard

December 17, 
2021

TKBB Kafalah Standard

January 6, 2022 TKBB Exchange-Protected TRY Participation Accounts

February 19, 
2022

TKBB
Citizens Residing Abroad Deposit and Participation System (YUVAM) 
Accounts

March 21, 2022 TKBB
Guidelines to be Taken as a Basis for Determining the Companies 
Operating in Accordance with the tenets of Participation Finance

April 21, 2022 SEDDK
Sector Announcement on the Teysir Model and Other Participation-
Based Activities

August 13, 2022 BDDK
Communiqué on Amendments to the Communiqué on Compliance with 
Interest-Free Banking tenets and Standards

August 18, 2022 BDDK
Communiqué Amending the Communiqué on Procedures and 
Principles Regarding Informing Customers and the Public within the 
Scope of Interest-Free Banking Principles and Standards
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Human capital is one of the main determinants of economic growth, and is defined 
as the skills, understanding, knowledge and experiences embodied in people. 
Therefore, the concept of human capital expresses a wider scope than the concept 
of human resources.

Development of human capital in the participation financial system covers three 
inter-related areas:
• Qualified and purpose-oriented academic education,
• Research and development activities,
• Building professional competence.

9.1 QUALIFIED AND PURPOSE-ORIENTED ACADEMIC EDUCATION
In parallel with the development of Islamic 
finance in the world, there have been important 
developments in education in this area. The 
double-digit growth of Islamic finance in 
many countries, especially in the post-2008 
Global Financial Crisis, paved the way for the 
establishment of institutions and organizations 
providing Islamic finance education. The vision 
and quality of these educational institutions 
and organizations also have had an influence 
on the pace of development in Islamic finance. 
Undergraduate and graduate programs in 
Islamic economics and finance were initiated 

in countries with Muslim minorities such as 
the UK, the USA, and France, in addition to 
countries such as Malaysia, Indonesia, Pakistan, 
Jordan, Saudi Arabia, Qatar and Morocco. The 
top three countries with the highest number 
of educational institutions in Islamic finance 
are Pakistan, the UK, and Malaysia (Figure 
92). The INCEIF University and International 
Islamic University Malaysia (IIUM) in Malaysia 
and Durham University in the UK are prominent 
institutions in the field of Islamic economics and 
finance.

Source: Sarıbaş, H. (2018). Postgraduate Curriculum of Islamic Economics and Finance in the World. Research Notes 2. 
İKAM; (https://ikam.org.tr/images/publications/IKAM_AN_2_EN.pdf).

Figure 92: Number of Postgraduate Islamic Finance Programs in Selected Countries
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Table 31: Research Centers and Academic Programs Relevant to Islamic Economics and Finance in Türkiye

University / 
Institution

Research Center / 
Institute Undergraduate Master's Doctorate

1
Afyon Kocatepe 
University

Islamic Economics and 
Finance Application and 
Research Center

- Participation Banking
Participation 
Banking

2
Aksaray 
University

- -
Islamic Economics and 
Finance

-

3
Ankara Social 
Sciences 
University

Inernational Center for 
Islamic Economics and 
Finance

-
İslamic Economics and 
Finance (English)

-

4
Ankara Yıldırım 
Beyazıt 
University

- -
Finance and 
Participation Banking

5
Ardahan 
University

Islamic Economics and 
Finance Application and 
Research Center

- - -

6
Bingöl 
University

- -
Islamic Economics and 
Law

-

7
Bolu Abant 
İzzet Baysal 
University

- - -
Participation 
Banking*

8
Bursa Uludağ 
University

- -
Islamic Economics 
and Participation 
Banking

Islamic Economics 
and Participation 
Banking

9
Hitit 
University

Islamic Economics and 
Finance Application and 
Research Center 

-
Islamic Banking and 
Finance

-

10
Ibn Haldun 
University

Islamic Economics and 
Finance Application and 
Research Center

- - -

11
İstanbul 
29 Mayıs 
University

- -
Islamic Economics and 
Finance (Turkish and 
English)

-

12
İstanbul 
Medeniyet 
University

- -
Islamic Banking and 
Finance

-



*Within the scope of Council of Higher Education’s 100/2000 Doctorate Scholarships Projects

University / 
Institution

Research Center / 
Institute Undergraduate Master's Doctorate

13
İstanbul Sabahattin 
Zaim University

International 
Research Center for 
Islamic Economics 
and Finance

Islamic 
Economics and 
Finance (Turkish 
and English)

International 
Finance and 
Participation 
Banking
Islamic Economics 
and Finance 
(English)
Islamic Economics 
and Law (Arabic)

Islamic Economics 
and Finance 
(Turkish and 
English)
Islamic Economics 
and Law (Arabic)

14 İstanbul University
Center for Islamic 
Economics and 
Finance

-
Islamic Economics 
and Finance

Islamic Economics 
and Finance

15
İstanbul Commerce 
University

Islamic Economics 
and Economic 
Systems Application 
and Research Center

- - -

16
Karadeniz Technical 
University

- - -
Participation 
Banking*

17
Kastamonu 
University

Islamic Economics 
Application and 
Research Center

- - -

18
KTO Konya Karatay 
University

-
Islamic 
Economics and 
Finance

- -

19 Marmara University
Institute of Islamic 
Economics and 
Finance

-

Islamic Economics 
and Finance 
(Turkish and 
English)
Islamic Insurance

-

20
Necmettin Erbakan 
University

- - Islamic Economics -

21 Sakarya University
Research Center For 
Islamic Economics 
and Finance

Islamic 
Economics and 
Finance

Islamic Economics 
and Finance

Islamic Economics 
and Finance

22
Süleyman Demirel 
University

- -
Islamic Economics 
and Finance

-

23 Şırnak University - -
Islamic Economics 
and Finance

24
Foundation for 
Science Culture and 
Education (İLKE)

Research Center for 
Islamic Economics

- - -

25
Research 
Foundation for 
Islamic Economics

Research 
Foundation for 
Islamic Economics

- - -

26 Maruf Foundation
Institute of Islamic 
Economics

- - -
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In recent years, the number, scope, and quality of 
studies on Islamic economics and finance have 
increased dramatically in Türkiye and the rest of 
the world. Graduate-level programs and research 
centers in the field of Islamic economics and finance 
have been running since 2012 in Türkiye. The first 
undergraduate program in this field started in 2016.

In Türkiye, there are currently 34 academic programs 
including 4 undergraduate, 21 master's and 9 
doctorate programs in a total of 23 universities 
(18 public and 5 private universities) in the field of 
Islamic economics and finance (Table 31).

There are significant differences in the curriculum of 
academic programs between Türkiye and selected 
countries in this field (Figure 93). In countries such 

as Bahrain, Malaysia and Pakistan, where Islamic 
finance is highly developed, the number of courses 
in Islamic finance is well above the number of 
courses in Islamic economics. On the other hand, 
a conventional economics and finance intensive 
cirruculum is generally followed in the distribution 
of the undergraduate programs in the field of 
Islamic Economics and Finance in Türkiye.  As per 
the breakdown of the curriculum of undergraduate 
programs in Islamic economics and finance in 
Türkiye, it is observed that the courses on Islamic 
economics have a relatively more weight in total 
number of the courses, on average, compared to the 
courses on participation finance.

In parallel with the development of Islamic finance 
worldwide, the research centers and institutes 
working in this field are on the rise in numbers. 
Studies carried out in various institutes and research 
centers contribute to the development of academic 
programs as well as the research and development 
activities needed by the sectors.

To name a few of the leading research centers 
in Islamic economics and finance recognized 

internationally: the International Shari'ah Research 
Academy for Islamic Finance (ISRA) affiliated with 
the INCEIF University, International Institute for 
Halal Research and Training (INHART) affiliated 
with IIUM in Malaysia, the Center for Excellence in 
Islamic Finance (CEIF) affiliated with the Institute of 
Business Administration in Pakistan, and the Islamic 
Development Bank Institute (IsDBI) affiliated with 
the Islamic Development Bank (IsDB).

Source: Bayram, K. (2021). Distribution of Courses in Undergraduate Programs in Islamic Economics and Finance in Selected 
Countries. (Unpublished working group note). Finance Office of the Presidency of the Republic of Türkiye, Human Capital 
Working Group.

9.2 RESEARCH AND DEVELOPMENT ACTIVITIES

Figure 93: Distribution of Courses in Undergraduate Programs in Islamic Economics and Finance in Selected Countries
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•  ISRA is a research center established to 
promote applied studies in Islamic finance. 
In this context, it carries out research 
studies on current issues in the Islamic 
finance industry and contributes to the 
development of human capital in this 
field under the management of a council 
comprised of national and international 
Islamic jurisprudence experts.129

• INHART conducts research and 
development in the halal industry. In this 
context, INHART carries out academic 
and specialist training programs to make 
Malaysia a global halal industry center 
and aims to meet the human capital needs 
in this field in addition to research and 
development activities.130

• CEIF is a center with the objective of 
providing a platform for discovery, 
enhancement and dissemination of 
knowledge in the field of Islamic Finance. 
It aims to be a world class center which, 
through education, research, and 
internatonal relationships, develops 
solutions for the Islamic finance industry.131

• IsDBI carries out research and applied 
studies by producing innovative solutions 
and knowledge and conducting economic 
analyses in the field of Islamic economics 
and economic development, in addition 
to studies for the development of human 
capital in the Islamic finance sector.132

The first research center carrying out studies 
in the field of Islamic economics and finance in 
Türkiye started in 2010. Currently, 2 institutes 
and 12 research centers are active in this 
field (Table 31). The most prominent ones 
among them are the International Research 
Center for Islamic Economics and Finance 
(IRCIEF) established at İstanbul Sabahattin 

Zaim University, Center for Islamic Economics 
and Finance (CIEF) established at İstanbul 
University, Research Center for Islamic 
Economics and Finance (RECISEF) established 
at Sakarya University, International Center 
for Islamic Economics and Finance (ULIFAM)
established at Ankara Social Sciences University 
and Research Center for Islamic Economics 
(IKAM) established by Foundation for Science 
Culture and Education (İLKE). In addition, the 
Institute of Islamic Economics and Finance 
(MUISEF) was established at Marmara 
University in 2019.
• IRCIEF133, contributes to the knowledge of 

Islamic economics and finance to educate 
qualified human resources in line with 
the needs of academia and the sector. To 
this end, it carries out studies to increase 
the level of awareness in the Islamic 
finance sector by following the current 
developments in Islamic finance and 
informing the stakeholders. In addition, 
IRCIEF publishes the Journal of Islamic 
Economics and Finance (JIEF) to ensure 
that academic researches in the field reach a 
wider audience.134

• In addition to developing the theory 
and practices of Islamic economics and 
ensuring effectiveness and depth in Islamic 
finance, CIEF aims to increase awareness 
about and recognition of such matters. To 
achieve these goals, it provides information 
to and develops recommendations for 
all stakeholders in the field, primarily 
regulatory and supervisory institutions, by 
carrying out qualified academic and sectoral 
studies.

• RECISEF135 organizes training and education 
programs to improve the awareness, 
recognition and knowledge of Islamic 
economics and finance in Türkiye and 

129 International Shari’ah Research Academy for Islamic Finance; (https://www.isra.my/aboutus). 
130 International Institute for Halal Research and Training; (https://www.iium.edu.my/institute/inhart).
131 Centre for Excellence in Islamic Finance; (https://ceif.iba.edu.pk/vision.php). 
132 Islamic Development Bank Institute; (https://irti.org/about-us/).
133 International Research Center for Islamic Economics and Finance, İstanbul Sabahattin Zaim University
134 International Research Center for Islamic Economics and Finance; (https://www.izu.edu.tr/isefam/hakk%C4%B1m%C4%B1zda).
135 Research Center For Islamic Economics and Finance, Sakarya University
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carries out studies in this area. Furthermore, it 
organizes events in cooperation with national 
and international institutions on Islamic 
economics and finance. In addition, RECISEF 
publishes academic research and studies in 
the Journal of Islamic Economics and Finance 
(IJISEF).136

• ULIFAM was established to conduct reasearch 
activities, understand and apply Islamic 
economics and finance at a global level. It 
carries out studies for building an economics and 
finance paradigm, which is needed on a global 
scale, based on participatory, value-added 
production, social responsibility and universal 
ethical principles. ULIFAM publishes studies 
carried out within its principles and goals in the 
Journal of Islamic Economics.137

• IKAM encourages competent ideas and theories 
on Islamic economic thought and aims to lay 

the groundwork for new and innovative studies. 
In this regard, it offers an environment that 
expands the awareness of economics on various 
platforms by addressing it on both theoretical 
and practical grounds. IKAM publishes its 
studies in the Turkish Journal of Islamic 
Economics (TUJISE) to ensure that they reach a 
wider audience base.138

Parallel with the development of education 
programs in Islamic economics and finance, 
academic studies have increased in number in this 
field. As of today, many basic studies on Islamic 
economics and finance are available in English, 
Arabic and Turkish. The increase in the number of 
Turkish publications is in line with the number of 
research centers established in Türkiye for the last 
few decades. 

136 Research Center For Islamic Economics and Finance; (https://www.isefam.sakarya.edu.tr/?page_id=205). 

137 Inernational Center for Islamic Economics and Finance; (https://ulifam.asbu.edu.tr/tr/hakkinda).

138 Research Center for Islamic Economics; (https://ikam.org.tr/ikam-hakkinda).

Source: Aslan, H. and Toprak, M. (2021). Islamic Economics and Finance Science Field and Associate Professorship System 
(Policy Note: 2021/22). Foundation for Science Culture and Education (İLKE); (http:///dx.doi.org/10.26414/pn022).

Figure 94: Global Publications Indexed in the WoS Database in Islamic Economics and Finance
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9.3 BUILDING PROFESSIONAL COMPETENCE
While academic education and research and development activities are important pillars for the 
development of human capital in participation finance, professional competence, continuous 
training opportunities and certification programs are gaining more and more importance to meet 
the needs of the constantly changing and developing business environment in participation finance. 
Various studies reveal that more than 60% of experts working in Islamic finance need to develop 
their skills and competencies in the field.140

Various vocational qualification training and certificate programs are organized around the world to 
increase the competency and qualification of the human capital in Islamic finance (Table 32).

There has been a surge in the number of 
academic journals and publications in the field 
of Islamic economics and finance worldwide. 
The number journals in English scanned by the 
Web of Science (WoS) increased from 5 in 2000 
to 683 in 2020 (Figure 94). Türkiye is among the 
top 10 countries with 209 publications among 
the publications scanned in the WoS. The 
top five countries in this regard are Malaysia 
(1,267), Indonesia (433), the USA (410), 
England (360) and Saudi Arabia (276).139

Access to Islamic economics and finance 
literature has also increased with the 
contribution of research centers worldwide. 
IsDBI and ISRA are the leading providers in 
the world. In Türkiye, the Islamic Economics 
Bibliography provided by IKAM, as well as 
university research centers offer open access 
sources for the researchers and general public.

Program / Certificate Training / Certification Institution

The Certified Islamic Banker General Council of Islamic Banks and Financial Institutions 
(CIBAFI)

Islamic Financial Planner Islamic Banking and Finance Institute Malaysia (IBFIM) 

Certified Qualification in Islamic 
Finance Financial Planning Association of Malaysia (FPAM)

Certified Islamic Professional 
Accountant

Islamic Banking and Finance Institute Malaysia (IBFIM)

Certified Şhari’a Adviser and Auditor
Accounting and Auditing Organization for Islamic Financial 
Institutions (AAOIFI)

Certified Islamic Specialist in Tekafül
General Council of Islamic Banks and Financial Institutions 
(CIBAFI)

Table 32: Certificate Programs in the Field of Islamic Economics and Finance

139 Aslan, H. and Toprak, M. (2021). Islamic Economics and Finance Science Field and Associate Professorship System (Policy Note: 
2021/22). Foundation for Science Culture and Education (İLKE); (http:///dx.doi.org/10.26414/pn022).

140 Ming, S. S. (June 24, 2021). Why Build a Talent-Centric Economy to Propel Future Islamic Finance Growth? Islamic Finance News, 
18(26), 16.

Source: Extracted from the information on websites of relevant institutions.
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Various professional qualification and certificate programs in participation finance are currently offered in 
Türkiye. There are three prominent matters in terms of professional qualification and certification:
• Definition of professions and standards related to participation finance,
• Establishment of an Islamic economics and finance exam and certification center and definition of 

professions,
• Creation of inventories regarding the employment of candidates currently studying in the field of 

participation finance in order to develop academic programs.

The Insurance and Private Pension Regulation and 
Supervision Agency (SEDDK) has taken a concrete 
step in this regard, obliging insurance agencies and 
intermediary companies operating in the field of 
private pension to deliver training programs to their 
personnel.141 In this regard, companies operating 
in participation-based insurance are obliged to 
employ a minimum amount of employees with 
undergraduate and/or graduate education in Islamic 
finance as stipulated in the regulations. 

Other employees are obliged to have participation-
based insurance and private pension certificates.

The Participation Banks Association of Türkiye 
(TKBB) has organized 1,305 professional training 
programs attended by 28,547 individuals to date.142 
In addition to professional trainings, TKBB has 
also organized certification programs in the field of 
participation finance (Table 33).

Program / Certificate Training / Certification Institution

Certification Training for Interest-free 
Banking Participation Banks Association of Türkiye

Certification Training for Compliance 
with Interest-free Banking Standards

The Participation Banks Association of Türkiye (TKBB) and Marmara 
University Institute of Islamic Economics and Finance (MUISEF)

Certification Training for Treasury and 
Risk Management Specialization The Participation Banks Association of Türkiye (TKBB)

Certification Training for Interest-free
Banking Applications Azerbaijan

The Participation Banks Association of Türkiye (TKBB) and İqtisadı 
Resursların Öyrnilmsi İctimai Birliği (SER)

Table 33: Certification Programs Organised by TKBB

141 Circular on Participation Based Insurance and Private Pension Activities. (April 01, 2021). Insurance and Private Pension Regulation and 
Supervision Agency (No.: 2021/3); (https://seddk.gov.tr/files/doc/mevzuat/Katilim Esasli-Sigortacilik-ve-BES-Genelgesi-SEDDK-WEB.
pdf).

142 Participation Banks Association of Türkiye. (June 30, 2022). TKBB Training, Certificate Programs; (https://tkbbegitim.org.tr/
sertifikalar).

Source: Participation Banks Association of Türkiye. (June 30, 2022). TKBB Training, Certificate Programs; (https://
tkbbegitim.org.tr/sertifikalar).



The “Participation Youth Development” talent and certification program in collaboration between 
Finance Office of the Presidency of the Republic of Türkiye and IFCap Building aims to increase 
human resources potential, awareness and financial literacy in participation finance among young 
university students and graduates. It is the first program of its kind in Türkiye. The program is 
composed of two phases. In the first phase of the program, entitled Participation Finance Basic 
Training, the participants who are eligible to enter the first 1,000 in the general talent exam among 
the candidates who apply to the program are given a basic participation finance training. In the 
second phase, entitled Certified Islamic Finance Talent Training, the participants who are in the 
first 100 of the midterm exams, the end-of-training general assessment exam and the English 
language exam during the first phase are given an intermediate level participation finance training 
by international experts. Students who successfully complete the training are entitled to receive 
certificates in Turkish and English (Table 34).

The first stage of the Participation Youth 
Development Program consists of a 32-hour 
basic training in participation finance by 16 
different instructors in 8 separate classes. In 
addition, an 8-hour seminar program to bring 
sector professionals and the participants 
together and share their experiences. As per 
the weighted average of the scores from weekly 
quizzes and a final exam, successful trainees 
receive the "Certificate of Achievement in 
Participation Finance Basic Training” among 
the 1,000 participants. In the second stage, 
the top 100 participants who completed the 
first stage of the program are given 40 hours 
of participation finance training in English by 
seasoned international trainers and
academicians. As per the exams in the second 
stage, successful trainees receive the “Certified 
Islamic Finance Talent Training” certificate. 
In the first Participation Youth Development 
program, 414 out of 1,000 participants were 
awarded the “Certificate of Achievement in 
Participation Finance Basic Training” in the 
first stage and 94 out of 100 were awarded 
the “Certified Islamic Finance Talent Training” 
certificate in the second stage. 

In the second Participation Youth Development 
program, organized between May and July 2022, 
462 out of 1,000 participants were awarded 
the “Certificate of Achievement in Participation 
Finance Basic Training” in the first stage and 44 
out of 100 were awarded the “Certified Islamic 
Finance Talent Training” certificate in the 
second stage. 

Thanks to high interest by the young people and 
demand from the participation finance sectors, 
the third Youth Development Program will be 
conducted in October 2022.

First Stage Second Stage

Scope Selection & Training of 1,000 Talents Selection & Training of 100 Talents

Certificate "Certificate of Achievement in Participation 
Finance Basic Training" Certified Islamic Finance Talent Training

Table 34: Participation Youth Development Program

Source: Participation Youth Development. (June 23, 2022). Program Scope; (https://katilimgencgelisim.cbfo.gov.
tr/#alanlar).
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10.1  Perception and Awareness
10.2  Participation Financial Literacy

Perception, Awareness and 
Participation Financial Literacy

10

THEMATIC 
AREAS

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION



Up to this section, the thematic areas within the scope of the Participation Finance 
Strategy Document focus on the supply side (participation financial institutions, 
organizations, institutional transformation, etc.) of the participation financial 
system. On the other hand, the decisive factor in reaching at the goals put forth 
is the demand side, that is, the will of the stakeholders and the society for using 
the participation financial system. This largely depends on increasing a positive 
perception, awareness and financial literacy towards participation finance. 

The analyses on perception, awareness and 
financial literacy regarding the participation 
financial system presented in this section are 
largely based on the outputs from the Survey 
on Financial Perceptions and Attitudes of 
Turkish Households (the Survey) conducted 
in 2019 by Finance Office of the Presidency of 
Türkiye (CBFO). Some of the main goals of the 
CBFO Survey are to identify the households' 
perceptions on the conventional and the 
participation financial system, drivers of whose 
investment and saving preferences, and the 
potential of interest-free financial products.
The CBFO Survey is the most comprehensive 
survey carried out in the area of participation 

finance in Türkiye to date and was conducted 
in 49 cities at the level of NUTS 1 to represent 
Türkiye. These provinces constitute 89% of 
the total population and 92% of the GDP. The 
survey was conducted in selected households 
by interviewing 15,041 individuals who are the 
decision-makers in households on financial 
issues.

The outputs from the CBFO Survey have been 
employed as an important input in implementing 
policies for the development of the conventional 
as well as participation financial system.
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The perception and awareness of the participation 
financial system should be examined under various 
closely related subtopics. In this respect, the public 
perception towards the participation finance in Türkiye 
is analyzed under three subtopics:
• Perception of the tenets of participation finance,
• Perception of the compliance with the principles 

of participation finance,
• Perception of the effectiveness and efficiency of 

participation financial institutions.

Awareness about the participation financial system, 
on the other hand, is evaluated under the following 
subtopics:
• Awareness about the participation financial 

system,
• Awareness about participation financial 

institutions.

The principal point of distinction between 
participation financial system and its conventional 
counterpart is the set of rules that reflects Islam's 
principles on financial transactions, products and 
structures, summarized under the name of the tenets 
of participation finance. Under the assumption that 
other conditions remain constant, perceptions
of the current and potential financial users of
the participation financial system regarding the 
tenets of participation finance and feasibility of the 
participation financial system directly affect their 
decisions on using the participation financial system. 
Thus, the degree of positive perception about the 
tenets of participation finance and the feasibility
of the system gives solid hints about this system’s 
potential.

The CBFO Survey posed the question “To what extent 
is an interest-free system possible?” to measure
the participants’ perception of the feasibility of the 
participation financial system. The participants of 
the survey were asked to select one of the following 
options to answer the question, “An interest-free 
economic system is possible and feasible under
today’s conditions”, “An interest-free economic 
system is possible, but not feasible under today’s 
conditions”, “An interest-free economic system is 
not possible,” and “No idea”. Accordingly, 35% of the 
respondents stated that an interest-free economic 
system is possible, but not applicable under today’s 

conditions while 21% stated that an interest-free 
economic system is possible and applicable under 
today’s conditions. Therefore 56% of the participants 
think that an interest-free economic system is 
possible (Figure 95). The view that the interest-free 
system cannot be implemented today seems related 
to the other two of the three subheadings under the 
heading of the perception: Firstly, the perception of 
compliance with the tenets of participation finance, 
and secondly, the effectiveness and efficiency of 
participation financial institutions.

The customer demand for various interest-free 
financial products is a supportive indicator for the 
positive perception detected in the CBFO Survey 
regarding the tenets of participation finance in 
practice. In the Private Pension System (PPS), 
Auto Enrollment System (AES) and gold bonds 
and gold-based sukuk issued by the Ministry of 
Treasury and Finance (HMB), investors can choose 
between conventional or participation-based 
financial products with similar qualities and rates of 
return. The preferences of the investors regarding 
the aforementioned financial products yield quasi-
experimental results about the perception of the 
tenets of participation finance in choosing between 
similar conventional and participation financial 
products.

10.1 PERCEPTION AND AWARENESS

Source: Finance Office of the Presidency of the Republic of 
Türkiye. (2019). Survey on the Financial Perceptions and Attitudes 
of Turkish Households (https://cbfo.gov.tr/sites/default/files/ 
docs/2021-05/turkiye_hanehalki_finansal_algi_ve_tutum_ 
arastirmasi.pdf).

Figure 95: Perception of the Extent to which An Interest-Free 
System is Feasible

An interest-free economic system is possible 
and feasible in today's conditions.
An interest-free system is possible but 
not applicable in today's conditions.
An interest-free system is not possible
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Accordingly, as of the end-2020, the share of 
participation-based financial products in the 
PPS, AES, and gold-based securities issued by 
HMB is 15%, 63% and 59%, respectively. On the 
other hand, participation banking market share 
was just 7.3% in the same period(Figure 96). 
In this respect, it is observed that for financial 
products with the same qualities and rates of 
return, client preferences for participation-
based financial products considerably differ 

from participation banking’s market share in 
the banking sector. It seems that the inadequate 
perception of the participation financial system 
is primarily resulted from the factors other 
than the perceptions regarding the tenets of 
participation finance.

The second subtopic regarding the perception of 
the participation financial system is the perception 
of participation financial institutions’ compliance 
with the tenets of participation finance. Even if the 
existing or potential clients of the participation 
financial system have a positive perception of the 
tenets of participation finance, their perception 
of participation financial institutions’ compliance 
with these principles also determines the demand 
for the system. As a result of stakeholders’ 
positive perception regarding the compliance of 
participation financial institutions with the tenets 
of participation finance, additional costs they may 
encounter are less likely to affect their preferences 
against the use of the participation financial 
system. Thus, participation financial institutions 
gain additional competitive power based on 
positive perception and the demand resulting from 
this perception. Therefore, in the current situation, 
actors of the participation financial system, despite 
having higher costs, should keep the perception 

regarding the compliance with the tenets of 
participation finance as high as possible.

Within the scope of compliance of participation 
financial institutions with the tenets of participation 
finance, a set of questions was asked regarding 
the extent to which respondents agreed with 
the statements about participation banking in 
the CBFO Survey The respondents were asked 
whether they fully agreed with the statements 
about participation banking (Figure 97). The 
extent to which the respondents agree with the 
statements is measured within a range of 0-100. 
Accordingly, 51%, 51%, 48% and 68% of the 
respondents strongly (rated 60 and above on 
a scale of 0 to 100) believed that participation 
banks are more reliable than other banks, operate 
according to the rules of Islam, provide interest-
free services and functions in accordance with 
moral principles, respectively.

Source: Data of the Ministry of Treasury and Finance, TSB Data, Interest-free Financial Literacy Report
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On the other hand, the high share of respondents 
who rated 40 and lower for the aforementioned 
questions is also striking. The results show 
that participation banks could not persuade the 
respondents that they are fully compliant with the 

tenets of participation finance. On the other hand, 
the strong perception of participation banks in terms 
of operation in accordance with moral principles is 
considered a significant point that should brought to 
attention.

In the CBFO Survey, participants were given various 
statements regarding the perception about the 
Islamic financial institutions' compliance with the 
tenets of participation finance and were asked to 
express their degree of agreement on a scale of 0 
(I do not agree at all) to 100 (I fully agree) (Figure 
98). With respect to the statements in the survey 
“people do not work with participation banks mainly 
because they do not think those banks actually 
operate in accordance with Islamic rules.” and “Other 

banks may also operate in the field of participation 
banking, on the condition that they adhere to Islamic 
rules.”, 21% of the respondents reported that they 
agreed with the statements to a great extent (80 
and above). The fact that the average degree of 
agreement with both of these statements is around 
61% is meaningful, because it indicates that the 
respondents attach importance to compliance with 
the tenets of participation finance and participation 
banks are not at the desired level in this regard.

Source: Finance Office of the Presidency of the Republic of Türkiye. (2019). Survey on the Financial Perceptions and Attitudes of Turkish 
Households; (https://cbfo.gov.tr/sites/default/files/docs/2021-05/turkiye_hanehalki_finansal_algi_ve_tutum_arastirmasi.pdf).

Source: Finance Office of the Presidency of the Republic of Türkiye. (2019). Survey on the Financial Perceptions and Attitudes 
of Turkish Households; (https://cbfo.gov.tr/sites/default/files/docs/2021-05/turkiye_hanehalki_finansal_algi_ve_tutum_
arastirmasi.pdf).

The main reason why people do not work with participation
banks is their opinion that participation banks do not 

actually operate in accordance with Islamic rules

Other banks may also operate in the field of participation
banking, provided that Islamic rules are complied with

Interests and dividends are the same thing

80% or more agreement
with the statement

Average

21% 61.3%

21% 60.9%

60.2%25%

Figure 97: Perception of Participation Finance (Compliance with the Tenets of Participation Finance)

Figure 98: Perception of Participation Banking (Compliance with Islamic Rules)

Reliability Compared to Other Banks

Operating in accordance 
with Islamic rules

Operating interest-free

Compliance with ethical 
principles in the business

Service quality

Rate of return

0-40% 41-59% 60-100%

0 20 40 60 80 100



Reliability

Easily accessible branches

Innovation

Adoption of interest-free banking savvy

Higher returns

High quality of products and services

I am generally satisfied with working with them

Affordable price policy and offering of services at 
affordable prices

Offering of more financial products
compared to other banks

I am satisfied with the banks I work with

Not innovative enough

Branches not easily accessible

Less returns

Not reliable compared to other banks

Lower quality of services and products than other banks

They are involved in interest like other banks

More costly than other banks

My employer doesn't have an agreement

Less diversified financial products compare
 to other banks

The third subtopic regarding the perception
of the participation financial system is
the perception about the efficiency and 
effectiveness of participation financial 
institutions, which covers many different 
aspects, primarily service quality, accessibility, 
satisfactory rates of return and customer 
satisfaction. This subtopic is especially 
important for attracting a client-base who
is currently working with the conventional 
financial institutions but may shift to the 
participation finance in case they firmly believe 
that the participation financial institutions

may meet their expectations with regards to 
efficiency and effectiveness.
In the CBFO Survey, the participants are inquired 
about the reasons why they prefer or do not 
prefer participation banks and asked to select 
the most suitable answers reflecting their 
preferences (Figure 99). The most important 
factors behind the participants’ preference
for participation banks are listed as reliability 
(51%), accessibility (33%), innovation (32%), 
adoption of the interest-free banking savvy 
(30%), relatively high rates of return (28%) and 
quality of products and services (28%).

Source: Finance Office of the Presidency of the Republic of Türkiye. (2019). Survey on the Financial Perceptions and Attitudes 
of Turkish Households; (https://cbfo.gov.tr/sites/default/files/docs/2021-05/turkiye_hanehalki_finansal_algi_ve_tutum_
arastirmasi.pdf).

Reasons for Preferring Participation Accounts

Reasons for not Preferring Participation Accounts

Figure 99: Reasons for Preferring and Not Preferring Participation Banks
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On the other hand, similar reasons are indicated
by the respondents for not preferring participation 
banks: not being innovative (25%), low accessibility 
(21%), relatively low rates of return (21%) and
less reliability compared to other banks (19%). 
Indication of similar reasons by those who prefer and 
do not prefer participation banks reveals that
a significant group of people who do not prefer 
participation banks avoid participation banks due
to their own preperceptions rather than their real 
experience. Therefore, developing perception and 
awareness strategies for those who do not prefer the 
participation financial system is of utter importance.

The level of awareness about the participation 
financial system, its concepts and products and 
services is essential in forming the perception of 
the participation financial system. The awareness 
about the participation financial system is examined 
under two subtopics: awareness about the tenets 
of participation finance and awareness about 
participation financial institutions.

One of the fundamental pillars of the awareness of 
the tenets of participation finance is the knowledge 
about the distinction between interest and profit 
rates. A low level of awareness about this matter 
also has an adverse effect on the perception of the 
participation financial system. In the CBFO Survey, 
25% of the respondents reported that they strongly 
(80 and above) agree with the statement “Interests 
and profit shares are the same thing”. The fact that 
this statement has an average score of 60.2 indicates 
a low level of awareness about interest and profit 
rates among the respondents (Figure 98).

Recognition of participation banks is an important 
indicator in terms of awareness of participation 
financial institutions. According to the CBFO Survey, 
60% of the respondents do not have any idea about 
the term participation banking. Therefore, lack of 
knowledge about participation banks in the society 
significantly reduces the general level of awareness 
about the participation financial system as well.

Participation financial literacy is described as the 
possession of knowledge about the basic financial 
concepts in general and fundamental concepts 
relating to participation finance in particular by 
the stakeholders of the participation financial 
system and their ability to use such knowledge in 
their financial decisions. Participation financial 
literacy is a subset of financial literacy. Increasing 
financial literacy, which was included in the 
Eleventh Development Plan for the first time and in 
subsequent economic programs as well, is one of the 
primary objectives of Türkiye's financial strategies.

According to various comparative studies, the 
level of financial literacy in Türkiye is below the 
OECD average. Participation financial literacy is 
considered to be even below the overall level of 
financial literacy. In this regard, increasing the level 
of financial literacy is an important prerequisite for 
improving the awareness about and perception of 
participation finance.

The CBFO Survey reveals important findings on 
participation financial literacy. The respondents 
were asked various questions about the factors that 
play a role in the selection of financial instruments, 
the financial instruments they would not prefer and 
their motivations. In the question about investment 
instruments they would never prefer, various 
financial instruments relating to participation finance 
are listed among the financial instruments that they 
would never prefer (Figure 100). An interesting 
point here is that the main reason for not preferring 
financial products such as sukuk, interest-free 
investment funds, real estate certificates and 
participation accounts was a lack of knowledge about 
these products.

10.2 PARTICIPATION FINANCIAL LITERACY



Source: Finance Office of the Presidency of the Republic of Türkiye. (2019). Survey on the Financial Perceptions and Attitudes 
of Turkish Households; (https://cbfo.gov.tr/sites/default/files/docs/2021-05/turkiye_hanehalki_finansal_algi_ve_tutum_
arastirmasi.pdf).

Figure 100: Financial Instruments which are Never Preferred

The CBFO Survey confirms once again that 
the main instruments of saving in Türkiye are 
gold and real estate. The survey also reveals 
that the low level of knowledge about other 
financial products is an important factor in the 
preference for investments such as gold and 
real estate. Various researches and documents 
on the development of participation finance 
emphasize the importance of increasing the 
diversity of products and services for the growth 
of participation finance. On the other hand, 
increasing only the diversity of products and 
services without increasing the financial literacy 
of participation finance stakeholders would not 
give rise to the intended outcomes.

According to the results of the CBFO Survey, 
low riskiness is the most decisive factor in the 
respondents’ financial product preferences. 
The low level of knowledge about participation 
financial products in general and the search 
for low-risk financial products in preferences 
necessitate the development of financial 
products that will address these realities and 
preferences by the participation financial 
system. At this point, the importance of 
promoting or developing participation financial 
products that provide fixed returns, such as 
securitization of infrastructure projects, should 
be underlined.

TRY-denominatet and interest-yielding time deposit

Keeping gold on hand or in a bank

Money in cash

Real estate acquisition

TRY-denominated current account in a bank

Starting a business / becoming a shareholder in a business

FX-denominated bank account or holding FX physically

Gold bond and gold-backed lease certificate

Participation account offering profit-loss sharing in a participation bank

Buying other products such as mutual funds, real estate certificate etc.

Lease certificates and interest-free mutual funds

Buying bonds and bills

Buying shares in the stock market

Cryptocurrency (bitcoin, ethereum, etc.) 37.5%
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KEY 
FINDINGS AND 
RECOMMEDATIONS

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION



This section includes the key findings and recommendations emanated from the 
current outlook of the participation financial system, the output of the Stakeholder 
Recommendation Form, working group meetings and other studies carried out 
throughout the preparation process of the Participation Finance Strategy
Document. Apart from the key findings and recommendations presented in this 
section, there is also a large pool of findings and recommendations compiled 
throughout the preparation process. However, focusing on the key findings allows 
for determining the action items in a more purposeful and goal-oriented manner.

Key Findings and Recommendations section consists of seven sub-sections 
focusing on the key findings and recommendations on participation financial 
sectors and various thematic areas. These sub-sections are as follows:

• Participation Financing Institutions
• Participation Capital Markets
• Participation Insurance
• Participation Social Finance
• Fiqhi Governance in Participation Finance
• Human Capital
• Perception, Awareness and Participation Financial Literacy
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Participation Financing 
Institutions

01

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION

KEY 
FINDINGS AND 
RECOMMEDATIONS



• One of the main impediments against participation financing institutions to gain 
the position they deserve in the overall financial system is the public's common 
perception that participation banks do not much differ from deposit banks in many 
respects. Similarly, there is also a common perception that the interest rates and 
the rates of return offered by participation banks are the same concepts.

• Securing a structural change on the current perception towards participation 
banks requires a clear distinction between the banking sector, which provides 
debt financing in essence, and participation banks. In this regard, it is believed that 
renaming participation banks as participation finance houses may contribute to the 
perceptional change in distinguishing participation banks from conventional banks 
with respect to the current public perception. 

• One of the pronounced criticisms on renaming participation banks as participation 
finance houses is that the term banking connotes trust before the customers' mind. 
However, the common perception for the banking sector deteriorated especially 
after the 2008 Global Financial Crisis both in Türkiye and the world. Indeed, the 
term "bank", which is equated with the interest and debt financing in people's 
mind, have an adverse effect on the public image of participation banks.

• The basic determinant of a financial service provider's recognition abroad and 
in the international financial system is the position of this institution under the 
regulatory and supervisory framework as well as the scope and the context of the 
license it has. Renaming the participation banks as participation finance houses 
will not cause the participation banks get out of the Banking Law no 5411. In this 
respect, there will be no change with respect to the statute that the participation 
banks currently subject to.
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• It is a fact that the ÖFKs encountered various 
problems stemming from low domestic and 
international recognition of these institutions. 
To give an example, letters of guarantee given 
by these institutions were not accepted by the 
counter-parties, which requested the letters of 
guarantee provided by other banks. Particularly 
the counter-parties in international transactions 
didn't recognize the ÖFKs as financial service 
providers since the ÖFKs didn't go by the name of 
bank. These problems were the main reason for 
the reshuffle from the naming of ÖFK to that of 
participation bank. On the other hand, the market 
share of participation banking increased from 
1% to over 8% since then. Participation banks 
has also vastly come a long way with respect to 
transactions volume, partnerships and recognition 
in the international arena. In this regard, it is 
believed that the assertion that participation 
banks will encounter the same problems as in the 
past caused by the renaming is to concede that 
participation banks haven't advanced to a large 
extent over the years.

• The fact that the average scale of the 
participation banks is smaller than that of 
deposit banks aggravates the competitiveness 
of the participation financial system. To give an 
example, as of 2021, the overall asset size of the 
participation banks fall behind of the deposit bank 
which ranks 6th with respect to asset size in the 
banking system.

• A trend towards the establishment of large-scale 
Islamic banks is observed in many markets around 
the world where Islamic finance thrives. The 
participation financial holding company structure 
would constitute an important alternative for 
increasing the average scale of participation 
banks. 

• Domestic entities such as the large-scale 
cooperatives, various public sector affiliates 
and private sector holding companies have the 
potential to establish participation financial 
holding companies. These institutions may 
significantly reduce their financing costs under 
a participation financial holding company 
structure. On the other hand, it is of substantial 

importance to provide adequate incentives and 
support mechanisms to convince these entities 
in establishing participation financial holding 
companies. 

• Various large-scale Islamic financial institutions 
abroad tend to capitalize on their existing 
experience in emerging and sizeable markets 
through mergers, acquisitions, and partnerships.
An effective promotion strategy, including 
roadshows, should be carried out in order to 
attract the attention of such institutions about  
the advantages and potential of the participation 
financial holding company. 

• It is observed that the activities other than direct 
financing of the real sector, primarily treasury 
transactions, constitute a substantial share in the 
activities of participation banks. This reality is also 
an obstacle to the real sector's access to finance 
needs. Therefore, a structural break should 
be engendered in the current modus operandi 
of participation banks to ensure that they are 
working more closely with the real sector. 

• The participation financial holding company 
proposal has the potential to play an important 
role in catalyzing real sector's, especially SMEs', 
access to finance. On the other hand, effectiveness 
and success of the proposal critically depend on 
the fulfillment of the following: 

 - introduction of the necessary legislative 
provisions regarding the establishment of 
partnerships and conduct of commercial 
activities with the real sector,

 - provision of adequate incentives and tax 
exemptions for the model to start operating.

• In this respect, various regulations based on 
capital adequacy and corporate tax rate can be 
important incentives to help participation financial 
holding company proposal succeed. 

• According to some calculations, additional capital 
of TRY 156 billion is needed for the market share of 
participation banking to reach 15% by 2025. This 
would require an approximately 36% compound 
annual growth rate in the existing participation 



banks' shareholder equity. Strategies to meet 
the additional capital need of participation 
banking through the public and private sector 
in Türkiye and foreign financial resources 
should be developed.

• Another proposal to complement the 
participation financial holding company 
structure is specialized participation financial 
institutions focused on specific sectors (e.g. 
agriculture) or financial products (e.g. ijarah). 
Similar financing institutions widely operate 
in countries such as Germany, France and 
the USA as well. Specialized participation 
financial institutions would:

 - be able to reduce transaction costs 
thanks to the knowledge, experience and 
recognition in their areas of expertize,

 - be able to penetrate certain client 
segments more easily compared to 
large-scale financing institutions 
such as participation financial holding 
companies.

• The concept of proportionality in Basel 
standards enables financial institutions to 
be subject to different requirements pro 
rata their asset size. Therefore, specialized 
participation financial institutions would 
be able to compete with other financial 
institutions, if they are subjected to more 
flexible requirements by the authorized 
regulatory and supervisory institutions 
provided that these requirements will not 
increase systemic risk in the financial system. 

• There are currently operating participation 
banks with the potential to reorganize as 
specialized participation financial institutions. 

• There is a big potential of restructuring some 
of the cooperatives as a participation financial 
holding company, participation-based 
investment bank or specialized participation 
financing institution. Such initiatives will help 
participation finance thrive as well as real 
sector develop. 

• Saving-based finance system has a vast 
potential for contributing to macro- financial 
stability on the condition that its market 
share in the financial system reaches above 
a threshold. Apart from currently operating 
saving-based finance companies, other 
participation financial institutions, primarily 
participation financial holding companies, 
could be actively involved in saving-based 
finance system. The main contribution of a 
thriving saving-based finance system to the 
development of participation finance and to 
macroeconomic stability can be summarized 
as follows:

 - A considerable share of the participation 
accounts (deposit side) are canalized to 
real-estate and vehicle acquisition by the 
participation banks instead of financing 
of the real sector. In case participation 
banks carry out some portion of their 
real-estate and vehicle financing through 
saving-based finance, much more 
than the current amount of funds can 
be allotted for real sector's financing. 
Therefore, it will be possible to increase 
the supply of funds to the real sector, 
especially to SMEs and project financing.

 - In case participation banks finance real-
estate and vehicle acquisitions largely 
through the saving-based finance 
system, this would have a positive effect 
on their balance sheets as well. In this 
case, participation banks’ liquidity 
needs for meeting capital adequacy 
requirements and managing maturity 
mismatch would also be reduced within 
the framework of their 2025 goals. 

 - The saving-for-building system, which 
has been in existence for many years in 
several countries, especially in Eastern 
Europe, is an important source of 
financing for real- estate acquisition. For 
example, while the amount of housing 
loans extended by the banking system was 
Euro 1.5 trillion, the amount realized in the 
saving-for-building system reached Euro 
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919 billion in Germany in 2019. The saving-
based finance system has a vast potential 
in Türkiye, where there is high demand for 
housing. On the other hand, the saving-based 
finance system still has a size far below its 
potential in the current situation. Conducting 
saving-based finance activities by participating 
banks would significantly contribute to the 
whole system’s growth by creating a more 
positive perception and awareness among 
potential customers.

 - A considerable share of the financing in the 
total banking system goes to the financing 
for housing and vehicles, which adversely 
affects financial stability and effectiveness of 
the monetary policy. A saving-based finance 
system where inflows and outflows of funds 
into and out of the system are spread over time 
smooths out the pro- cyclicality in the financial 
system. Provided that the saving-based 
finance system has an important market share 
in the financial system, it would have positive 
contribution to macroeconomic balances and 
financial stability. 

 - The saving-based finance system can also 
have a positive effect on the profitability 
ratios of participation banks. Considering the 
current practices, the expected revenues of 
participation banks by carrying out saving-
based finance may well exceed that of 
carrying out financing for housing and vehicle 
acquition.

• Participation banks are not able to adequately 
canalize the funds they collect to the real sector's 
financing. For example, as of December 2021, 
participation banks accounted for 10.5% of the 
funds collected in the banking system, while 
their market share in funds extended was only 
6.9%. Furthermore, the loan to deposit ratio of 
participation accounts is lower than the banking 
sector average, constituting an important 
constraint on the sustainable growth of the 
participation financial system. Participation banks 
should focus more on project financing and other 
modes of financing based on risk-sharing in order 
to spark a change in this situation. On the other 
hand, the public side should take the facilitating 

steps for this change to start. 

• The constraints incurred by participation banks in 
accesss to liquidity are also an important factor 
responsible for the loan to deposit ratio of the 
participation banks falling below the banking 
sector average. Lack of effective mechanisms 
to mitigate liquidity risk pave the way for 
participation banks to hold excessive liquid assets, 
which are generally used in the interbank market, 
BIST debt instruments market and other financial 
products such as waad, murabahah, tawarruq 
and swaps. Development and implementation 
of alternative liquidity mechanisms are vital for 
participation banks to sustainably reach their 2025 
goals. 

• Access to finance for micro and small- sized 
enterprises, which have a pronounced share in total 
production and employment, was adversely affected 
during the COVID-19 pandemic. Participation banks 
need to increase their financing opportunities for 
micro and small enterprises, capital structure of 
which are largely dependent on their own funds and 
develop financial products suitable for this segment 
due to high credit transaction costs and information 
asymmetry prevalent in SMEs. As of December 2021, 
the share of loans provided to micro and small-sized 
enterprises in the credit outstanding of deposit banks 
was 8.9%, whereas this share was around 5.3% for 
participation banks. In particular, financial products 
based on risk- sharing will provide significant 
opportunities in terms of access to finance for micro 
and small- sized enterprises, which are largely based 
on their own-equity in their operations.

• A significant constraint on the widespread and 
effective use of financial products based on risk-
sharing is the lack of tax exemptions on the rate of 
return from risk-sharing-based financial products 
whereas interest income is tax-deductible in financial 
transactions. This situation has an adverse effect 
on the competitiveness of participation financial 
institutions. Ensuring a level playing field regarding 
interest income and rate of return from risk-sharing 
instruments in the current tax legislation would be 
a big step in securing the competitiveness of the 
participation financial system. 



• Emanating from legal and operational 
constraints, participation banks are unable 
to carry out murabahah, which is the 
most important financing instrument in 
participation banking, in its ideal form of 
buy-and-sell. In this respect, there is a need 
for new regulations that guarantees that 
murabahah transactions are carried out as 
actual purchase and sale transactions, and 
sellers issue an invoice to participation banks 
and the participation banks issue an invoice/ 
document to the customer to whom the goods 
are sold under the murabahah contract without 
imposing any additional cost on the parties.

• Provided that the current criteria in the risk 
assessments of the regulatory and supervisory 
institutions regarding participation financial 
institutions are updated by taking into account 
the structural differences between the 
products of deposit banks and participation 
financial institutions, it would be easier for 
participation banks to use products based 
on risk-sharing. For example, profit or loss 
that arise in participation banks’ mudarabah 
transactions are shared between participation 
financial institutions and owners of the 
participation accounts; therefore, different risk 
calculations are required for financial products 
based on risk-sharing. 

• Türkiye is an important player in the global 
fintech sector, particularly in banking. With the 
right steps taken in areas such as education, 
regulations and R&D, fintech can act as a 
catalyst for the development of participation 
financial institutions. Although fintech 
applications mostly focus on participation 
banking, saving-based finance companies also 
have the opportunity to easily reach new client 
segments, particularly young age groups, 
through fintech applications. In this respect, 
saving- based finance companies should 
focus on fintech investments in addition to 
branching. 

• Automation of various contracts 
(musharakah, murabahah, salam, etc.) 
executed by the participation financial 
institutions via smart contracts would provide 

great opportunities in matters such as cost 
reduction, lower information asymmetry, 
increasing the effectiveness of fiqhi audit 
mechanisms, etc.

• There is a big potential for the use of 
embedded finance by participation financial 
institutions. In particular, murabahah, qard 
al-hasan and wakalah methods can be used 
within the scope of the "buy now, pay later" 
business model. In this respect, it is important 
to define the license types for participation-
based embedded finance companies.

• Treatment of participation-based electronic 
money institutions as participation financial 
institutions and further progress in electronic 
money applications would make significant 
contributions for the participation financial 
system to reach different client segments.

• Thanks to the neo-banking and open banking 
business models within the scope of digital 
banking, financial services can be provided 
and financial inclusion can be increased for 
low-income households and the SMEs that 
are unable to adequately harness banking 
services through traditional methods.
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Participation Capital 
Markets

02

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION

KEY 
FINDINGS AND 
RECOMMEDATIONS



• The current legislation for the capital markets, which is at international 
standards, in Türkiye provides a well-established infrastructure that can 
support the growth of participation capital markets. Nevertheless, it needs 
to be amended so as to include some subjects and issues specific to the 
participation capital markets, such as ensuring compliance with the tenets of 
participation finance.

• It is observed that differences may arise between the legislation and practices/ 
implementations in the participation capital market transactions. In this 
respect, new mechanisms should be developed to ensure that the practices are 
compliant with the legislation, which should also be compliant with the tenets 
of participation finance.

• There is a big potential of establishing participation-based development and 
investment funds led by the institutions such as TOBB, TUBİTAK and KOSGEB. 
These funds can invest in strategic sectors, such as defense industry, by actively 
using financial products based on risk-sharing.

• Currently, trading in the BIST stock exchange is carried out in several sub-
markets such as the Star Market, Main Market and Sub Market. Likewise, the 
BIST Participation Market should be established for the trading of participation 
financial institutions and companies listed in the BIST Participation indices. 
Lease certificates, electronic financial product certificates, share certificates 
and other participation-based securities can be traded exclusively in the BIST 
Participation Market.
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• Securitized infrastructure projects can be traded 
in the BIST Participation Market. Furthermore, 
the BIST Participation Market has the potential 
to offer an attractive investment environment for 
non-resident investors who are in quest of halal 
investments in their portfolios.

• Offering liquid and low-risk financial products 
to relatively more risk-averse retail investors 
is of crucial importance for the development of 
the participation capital markets. The available 
financial product pool of the participation 
capital markets do not, to a large extent, 
overlap with the expectations of a large current 
or potential customer base. In this respect, 
adequate incentives should be introduced for 
the development of crowdfunding platforms, 
securitization of infrastructure projects and 
tokenization of income-generating financial 
assets.

• The issuance of securitized public infrastructure 
and development projects in small 
denominations for retail investors should 
be given priority in the development of the 
participation capital markets. Participation-
based securitized infrastructure and 
development projects have the potential to 
meet the return-risk expectations of the retail 
investors, a considerable share of whom have to 
keep their savings under-the-mattress, foreign 
currency and real-estate emanating from their 
religious sensitivities in their quest for interest-
free financial products.

• The main disadvantage of investing in securitized 
infrastructure and development projects for the 
retail investors is the several years of waiting 
period between investing in funds and income 
generation, which may adversely affect the 
liquidity of and demand for these products. 
Thus, developing an effective secondary market 
concurrently with the issuance of these products 
is an essential requirement.

• The required amendments in the legislation 
should be made in order for pension funds 
such as PPS and AES to allocate a considerable 
share of their portfolios in securitized public 
infrastructure and development projects. 

Pension funds, by their nature, have an investor 
profile compatible with the waiting period after 
which investments in public infrastructure and 
development projects begin to generate income. 
At this point, the legal limits relating to the 
capital market products that may be included 
in the portfolios of pension funds should be 
more flexible provided that the revised limits 
are solely applied to the public infrastructure 
and development projects. Furthermore, it is 
expected that there will be a strong demand 
for the securitized public infrastructure and 
development projects by the pension funds due 
to the fact that these financial product offers 
high expected return with low risk over a long 
span of time.

• There is a great potential for financing of 
municipalities' infrastructure and sustainable 
energy investments through various lease 
certificates models. The issuance of securitized 
small and medium-scale income generating 
projects by the municipalities for retail investors 
in their administrative regions is deemed 
feasible. Furthermore, municipalities’ project 
financing based on lease certificates would 
postitively contribute to their budget balance.

• Currently, the sovereign's lease certificate 
issuances solely consist of ijarah-based 
contracts. Other contracts such as forward 
lease, istisna and mudarabah would also 
contribute to the differentiation of the rates of 
return on lease certificates from the market 
interest rates, besides their positive impacts 
on balance sheets of the participation financial 
sectors.

• It is anticipated that Türkiye’s rapid economic 
growth will continue in the coming period. Given 
Türkiye’s high economic growth potential and 
the anticipation of meager global economic 
growth rates, GDP-linked lease certificate 
models will have the potential to receive very 
high demand from foreign investors. GDP-linked 
lease certificate will also have positive impacts 
on public finance.

• Revenue Sharing Certificates (RSC), which were 
used in the past, could be updated and used 



effectively in public financing along with the 
current lease certificate models.

• The current nomenclature of 'lease 
certificate' in Türkiye should be changed 
to 'sukuk', in line with its international 
nomenclature.

• Türkiye Wealth Fund has the potential 
to become one of the major actors in the 
development of the participation capital 
markets. The use of participation capital 
market products by the companies and 
affiliates under the Türkiye Wealth Fund 
in financing their investments will play 
a significant role in the participation 
financial system to attain its 2025 goals. 
Furthermore, the participation capital 
market products to be issued by the Türkiye 
Wealth Fund are expected to receive high 
demand from foreign corporate investors as 
well.

• Establishment of the Lease Certificates 
Guarantee Fund is essential for facilitating 
real sector companies’ access to finance 
via capital markets and encouraging lease 
certificates issuances.

• Under the “Communiqué Amending in the 
Communiqué (III-45.2) on the Principles for 
Repo and Reverse Repo Transactions to be 
Conducted by Intermediary Institutions”, 
published in the Official Gazette dated 
31.12.2020 and numbered 31351, debt 
instruments issued by Türkiye Wealth Fund 
were added to the financial instruments 
which may be subjected to repo and 
reverse repo transactions by intermediary 
institutions. Trading of lease certificates 
issued by Türkiye Wealth Fund on this 
market would facilitate access to liquidity by 
the participation financial institutions.

• Standardization of the contracts on the 
participation capital market products, which 
reduce transaction costs while contributing 
to the formation of a positive public 
perception on participation finance, should 
be ensured.

• Currently, SMEs have limited access to 
finance from participation capital markets. 
The Participation Finance Fiqhi Screening 
Mechanism will play a vital function 
in increasing the share of equity and 
partnership-based financing resources 
in SMEs’ capital structures. A similar 
implementation was launched in August 
2021 with the name of “Shariah Screening 
Toolkit for SMEs” in Malaysia.

• Objective measurement and supervision 
mechanisms are needed with respect to the 
existence and contents of the underlying 
assets of lease certificates issued,as well as 
whether they meet the fiqhi requirements. 
In this respect, it is believed that the 
Participation Finance Rating System will 
play a significant role in matters such as 
the fiqhi compliance of participation capital 
market products and their conformity with 
various governance principles.

• Participation-based capital market funds 
should also be rated and audited in terms of 
their compliance with the fiqhi requirements 
subsequent to obtaining their certificate 
concerning the fulfillment of the fiqhi 
requirements. The Participation Finance 
Rating System can be used effectively 
for evaluating the fiqhi compliance of the 
participation capital market funds.

• In case of excessive demand for lease 
certificate issuances carried out through 
private placement or to institutional 
investors, the issuance amount cannot 
be increased, contrary to the bill/bond 
issuances by deposit banks. A regulation 
should be introduced to ensure that the 
maximum or minimum amount limitations 
imposed on debt instruments issued 
through public offering, private placement 
and/or sale to qualified investors as stated 
in the Debt Securities Communiqué, 
published in the Official Gazette dated 
June 7, 2013 and numbered 28670, are also 
applied to lease certificates.
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• A typical lease certificates issuance requires 
a large amount of documents to be submitted 
to regulatory authorities as well as registry 
and custodian institutions, especially in matters 
related to fiqhi governance. This results in a 
considerable transaction cost for the participation 
financial institutions. The establishment of a digital 
platform (Electronic Lease Certificates Document 
System) that is open to all stakeholders for the 
lease certificates issuances and in matters such as 
obtaining certificates, and the conduct of processes 
relating to these documents, primarily certificate 
approvals, via the Electronic Lease Certificate 
Document System, will provide a significant 
transaction cost advantage.

• Real estate certificates have the potential to offer 
attractive returns for small investors, increase 
the depth of the capital markets and contribute 
to the stable growth of the housing market. The 
real estate certificate, which was issued by TOKİ 
for the first time in 2017, did not receive sufficient 
demand for various reasons, and the volume of the 
real estate certificate issuance has also remained 
very limited. It is vital to implement support and 
incentive mechanisms for the issuance of real 
estate certificates in high volumes and increase 
the demand for these certificates due to the fact 
that they are strategic financial products for the 
housing market, which is closely associated with 
macroeconomic and financial stability. Furthermore, 
the market making of real estate certificates should 
also be initiated so as to support the growth of 
their secondary market. In this regard, incentives 
should be introduced such as lowering down 
issuance costs of real estate certificates through 
innovative means, including blockchain-based 
tokenization, involvement of retail investors in the 
issuance process, and increasing the liquidity of 
these certificates by expanding the investor-base 
to secure sustainability of the issuance of the real-
estate certificates.

• In issuances of the partnership-based lease 
certificates, the issuers incur double taxation 
resulting in under-developed lease certificates 
market. Amendments should be introduced in tax 
legislation. Regulations to be introduced in the tax 
legislation are expected to eliminate the double 
taxation arising in the issuances of the partnership-
based lease certificates and significantly increase 

the volume of lease certificates based on risk- 
sharing.

• Participation-based hajj, umrah and sacrifice 
(qurban) funds, which have the potential to 
reach an immense size in the medium- term, 
can be effectively incorporated into the 
participation capital markets. To this end, an 
enabling infrastructure should be established, 
stakeholders should be identified and legislative 
changes should be made.

• Establishment of a zakah fund is discussed on 
various platforms to ensure the institutionalization 
of zakah. However, further studies should be 
carried out by experts on this issue due to the fiqhi 
restrictions on collection and distribution of zakah.

• The estimated global market for impact investing 
reached USD 2.3 trillion in 2020. Impact investing, 
which aims to create measurable social and 
environmental impacts for society and generate 
financial returns for investors, is a nascent yet 
burgeoning area for participation finance. In this 
respect, it is particularly important to develop 
participation capital market products based on 
impact investing.

• International organizations and multilateral 
development banks can provide funds to the 
participation financial institutions through capital 
market instruments. On the other hand, these 
institutions have limited knowledge and awareness 
of the practices and potential of participation 
finance. Effective cooperation and coordination 
between participation financial institutions 
and international development and investment 
organizations such as the European Bank for 
Reconstruction and Development (EBRD) and 
Asian Infrastructure Investment Bank (AIIB) should 
be ensured and studies for the use of international 
funds in areas such as green finance, impact 
investing and social finance should be carried out.

• Establishment of a standalone participation 
capital markets department in the Capital Markets 
Board (SPK) is needed given the importance of 
participation capital markets in the participation 
financial system and the need for new regulations 
in this area.



• Tokenization of financial assets within the 
scope of the participation capital markets, 
primarily lease certificates and real estate 
certificates, would have substantial 
benefits such as small enterprises’ ability 
to issue lease certificates and access to 
international investors more easily, as well 
as increasing the depth of participation 
capital markets.

• The current legislation on equity-
based crowdfunding does not permit 
crowdfunding in real estate. On the 
other hand, crowdfunding based on real 
estate has a vast potential for social 
housing projects and can be used as a 
viable alternative in house financing. The 
necessary amendments in the related 
legislation should be made in this context.

• Shariah-compliant family offices are 
operating around the world to manage 
financial assets of the HNWIs. In this 
context, family offices established within 
the scope of participation finance are 
expected to make significant contributions 
to the IFC Project’s goal to become an 
international participation financial hub. 

• Crowdfunding in real estate to be 
implemented by TOKİ, which conducts mass 
social housing projects, will bring about 
some advantages such as diversification of 
its portfolio of financing and increasing the 
pool of financing.
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Participation Insurance

03

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION

KEY 
FINDINGS AND 
RECOMMEDATIONS



• There is currently no standalone act specific to participation insurance. 
Regulations in participation insurance are covered in communiqués and notices. 
In this regard, recognition of participation insurance in the Participation Finance 
Act will be propulsive force for the further development of the sector.

• Currently, the regulatory authority does not grant a separate participation-
based license for a participation insurance company. Instead, both of the 
conventional insurance companies and their participation-based counterparts 
obtain the same insurance company license. However, a participation insurance 
company differs from a conventional insurance company in terms of the 
contracts it concludes with its customers. Due to the participation insurance 
companies’ obligation to comply with the tenets of participation finance by 
nature, a separate license should be defined and granted for participation 
insurance.

• Currently, the participation insurance model named Teysir model, which 
is planned to be implemented in Türkiye, has not still been recognized and 
approved by international standard-setting bodies such as the AAOIFI and the 
IFSB. Given the İstanbul Financial Center, it is of significant to take steps  for 
acceptance of this model by international standard-setting bodies.

• Risk-transfer in return for a premium is still a controversial issue from the lens 
of Islamic Jurisprudence. Developing and implementing a model on an issue 
that does not still gain clarity from fiqhi and academic perspectives is criticized 
by the market players and academia.

• Cooperative insurance has a potential to the overall development of 
participation insurance. On the other hand, there are difficulties in the 
implementation of cooperative insurance due to the obligation of participation 
insurance companies to operate as a joint- stock company and various 
restrictions in the Cooperative Law.
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• Peer-to-peer (P2P) insurance, which coincide 
with cooperative insurance in terms of their 
structure but not subject to the Cooperative 
Law, constitute an important alternative to 
the cooperative insurance. The development 
and dissemination of participation-based P2P 
insurance models accompanied by enabling 
legislation is expected to help participation 
insurance thrive substantially.

• The average asset size of the participation 
insurance companies falls far short of that 
of their conventional counterparts. Thus, 
participation insurance companies, whose 
market share is much lower than conventional 
insurance companies, cannot harness the 
economies of scale. Therefore, there is a 
need for the establishment of large-scale 
participation insurance companies. A public 
participation financial holding company with 
its strong participation insurance muscles can 
play a catalyst role in increasing the scale of the 
participation insurance.

• Participation insurance primarily relies on the 
distribution channels of the participation banks. 
However, the high commission rates demanded 
by the participation banks and the fact that they 
are generally viewed as activities of secondary 
importance compared to participation banking 
activities prevent participation insurance 
companies from effectively establishing 
partnerships with the participation banks. The 
conduct of banking and insurance activities 
together under the structure of a participation 
financial holding company will give rise to a 
remarkable synergy.

• It is of cardinal importance to increase the 
number of smaller-scale participation insurance 
companies in addition to large-scale ones. Due 
to the unique nature of participation insurance, 
the increase in the number of companies 
provides clients with the opportunity to receive 
services from different companies every year 
and expands the client pool that the participation 
insurance sector can reach.

• A surge in natural disasters caused by climate 
change in recent years and its impact on 
agriculture, livestock and micro and small 
enterprises have increased the importance of 
micro insurance. There is a large customer base 
that can benefit from participation-based micro- 
insurance services, especially in agriculture 
and animal husbandry. On the other hand, high 
operational costs of micro insurance form a 
disadvantage for the praticipation insurance 
sector. Digitalization and public support 
mechanisms can help participation insurance 
companies compete against their conventional 
counterparts in micro insurance.

• Considering the current structure and domestic 
penetration rates of participation insurance, 
it would also be beneficial for participation 
insurance companies to develop strategies for 
operating abroad. On the other hand, micro- 
participation insurance market strategies should 
be formulated for developing or underdeveloped 
countries with which Türkiye wants to develop 
its cooperation further, instead of competing 
globally with large insurance groups abroad. In 
this context, financial technologies can also be 
employed effectively.

• Participation insurance should also focus on 
large-scale insurance activities apart from its 
current areas of business. Given the importance 
of investments and exports in the Türkiye 
Economy Model, large-scale investment 
projects and foreign trade have great potential 
in terms of participation insurance. Joint action 
plans should be drawn up in collaboration 
between participation insurance companies and 
relevant foreign trade and investment promotion 
institutions, primarily Export Credit Bank of 
Türkiye (Turk Eximbank).

• Another consequence of the inability of 
participation insurance companies to 
sufficiently benefit from the economies of 
scale is their higher commission rates than that 
of conventional insurance companies. In this 
regard, digitalization is vital for participation 
insurance. Particularly, insurtech has substantial 
potential in cost efficiency and reaching out 
larger customer base.



• The primary competitive advantage of 
participation insurance is the existence of 
a large customer base who solely prefer 
to use insurance services compliant with 
the tenets of participation finance. In this 
regard, participation insurance companies 
should establish and implement an 
effective communication strategy to ensure 
that the society better understands the 
distinguishing features of participation 
insurance from conventional insurance.

• Policy premiums for niche products (mobile 
phone/computer insurance, bicycle/ 
motorcycle insurance, pet insurance etc.) 
are high and some risks are not covered. 
The high demand for niche products and 
opportunities of product differentiation 
present an important opportunity for 
participation insurance. Developing new 
products aimed at niche products and 
markets by participation insurance would 
contribute to increasing the market share of 
participation insurance.

• The availability of financial products 
where collected funds will be invested 
in participation insurance is quite limited 
compared to conventional insurance. 
Currently, the majority of participation- 
based funds are invested in fixed and 
low-yield sukuk and precious metals. 
Particularly a range of low-risk products 
based on risk-sharing should be developed. 
Introduction of novel participation capital 
market products based on project financing, 
primarily public infrastructure projects, 
can create new investment areas in which 
the participation insurance funds can also 
invest. In this context, alternative solutions 
where participation capital market products 
based on project financing can be issued 
directly for participation insurance funds 
should be considered as well.

• The Participation Finance Rating System 
proposed in the Participation Finance 
Strategy Document is also crucial for 
ensuring that insurance and pension 
funds invest in funds based on the 

tenets of participation finance. With the 
establishment of the Participation Finance 
Rating System, institutional setup and an 
enabling legislation should be introduced 
for participation insurance to effectively 
benefit from this system.

• The current financial literacy level in the 
field of participation insurance is below 
the general financial literacy average. 
Specifically, strategies for explaining the 
differences between participation insurance 
and conventional insurance to potential 
and existing users in a comprehensible and 
convincing manner should be established. 
The knowledge and awareness of the 
participation insurance service providers 
regarding general participation finance 
and participation insurance should also be 
increased along with the users’ financial 
literacy regarding participation insurance.

• Use of technologies such as smart 
contracts, artificial intelligence and the 
internet of things in participation insurance 
will make considerable contribution to 
cost efficiency, speed and transparency. 
Particularly, they are expected to increase 
the efficiency of insurance claims and 
decrease the number of insurance frauds. 

• Peer-to-peer (P2P), which is a product 
of sharing economy and becoming 
widespread, resembles participation 
insurance with its features such as mutual 
risk-sharing and balance refund. In this 
respect, participation-based P2P insurance 
has a potential to reach our a large customer 
base especially in niche products market.
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Participation Social 
Finance

04

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION

KEY 
FINDINGS AND 
RECOMMEDATIONS



• In Türkiye, zakah has a vast potential for increasing the economic and social 
welfare and achieving various social policy goals. On the other hand, zakah has 
not been sufficiently institutionalized. Therefore, zakah is not collected and 
distributed in an effective and purpose-oriented manner.

• Three issues are of particular importance in the policies to be implemented 
for the institutionalization of zakah: Legislation, financial technologies and 
construction of a centralized database.

 - The current legislative articles that restrict the institutionalization of zakah 
and its effective utilization as a social policy instrument should be identified 
and changed; if necessary, new legislation should be introduced.

 - Financial technologies offer significant opportunities, particularly in terms 
of collecting zakah funds.

 - Construction of a country-wide and, centralized information system 
regarding the calculation, collection and distribution of zakah would 
contribute to zakah collection across a wide stakeholder base, as well as 
efficient distribution of the collected zakah funds.
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• An important step for the institutionalization 
of zakah would be introducing tax deduction 
from the zakah amount donated, as is the 
case in some other countries. In case zakah 
is deducted from tax-payable for individuals 
and corporations, it is expected that the fresh 
amount of funds to be delivered to those in need, 
as a partial substitution to the public sector's 
social aid payments, could easily overrun the 
government's tax revenue losses.

• Local and global systemic shocks, primarily 
the Covid-19 pandemic, and inadequacy of the 
current financial instruments in supporting 
certain segments of society have increased the 
need for the qard al-hasan practices. In order 
to ensure extensive implementation of qard 
al-hasan by professional organizations and 
foundations, legislative changes should be made 
and incentives should be introduced.

• The main legal obstacle to implementing 
qard al-hasan is the probable legal sanctions 
encountered under the current legislation by 
institutions and organizations implementing 
qard al-hasan due to various legislative gaps. 
In this respect, an enabling legal framework for 
qard al-hasan practices must be introduced.

• Professional associations play a key role 
in the institutionalization and expansion of 
qard al-hasan practices. In this respect, the 
establishment and effective use of qard al-hasan 
funds in professional associations, primarily 
TOBB, would have a positive impact on SME’s 
access to finance.

• Foundations, which historically played a vital 
role in social and economic aspects, also have 
the potential to significantly support economic, 
social and human development and reduce 
the public financing burden today. Currently, 
foundations carry out activities under the 
institutional structure of associations, largely 
due to the legislation. This situation attenuates 
foundations’ potential for social and economic 
development.

• There is an ample room for cooperation 
between foundations and participation financial 

institutions regarding the management of funds 
and investments of indigenous foundations in 
a professional manner and in compliance with 
the tenets of participation finance. Participation 
financial institutions can also play a role in 
professional management of the foundations 
abroad, especially in Türkiye's heartland.

• The conduct of cash flows of foundations and 
other participation social finance institutions 
which operate in accordance with participation 
finance principles through participation 
banks will contribute to the transparency of 
participation social finance practices and the 
liquidity management of participation banks. In 
this context, necessary regulations should be 
introduced to mandate the institutions within the 
scope of participation social finance to carry out 
all their financial transactions via participation 
financial institutions.

• Canalizing the foundations' available funds 
to the areas of investment such as public 
infrastructure and renewable energy projects 
provides a window of opportunity for the use 
of foundations’ assets in a financially effective 
and sustainable manner. The development 
of participation financial products based on 
securitization of the public infrastructure and 
development projects with the potential to yield 
regular and low-risk income will not only protect 
foundations’ assets in the long term but also 
form a new investor base in financing public 
investments, which require relatively longer 
waiting periods.

• Microfinance provides a substantial potential, 
which has not been widely practiced, within the 
scope of development finance in Türkiye. The 
legal infrastructure and enabling regulations 
should be introduced to facilitate the corporate 
structure and prctices of microfinance 
institutions.

• Fintech applications, which allow for more 
transparency, ability to reach a much wider 
stakeholder base and reduced transaction costs, 
provide a supporting room for participation 
social finance to thrive. 



• Most of the initiatives in the world, such as 
LaunchGood and Global Sadaqah, in the 
fintech area of social finance are based 
on crowdfunding. Crowdfunding-based 
social finance practices has a big potential 
in Türkiye, where is one of the important 
countries in social finance. Particularly, 
institutions such as Türk Kızılay and DİB 
that have already reached a large donation 
pool based on traditional methods and 
digital platforms  can expand their donation 
pool domestically and abroad through 
crowdfunding platforms that they can 
establish.

• Due to the absence of a specific legal 
regulation for participation social finance 
institutions and organizations, various 
problems arise regarding the activities of 
these institutions and organizations. Some 
of these problems are summarized below:

 - Due to the lack of statutory legislation 
regulating institutions working in 
microfinance and qard al-hasan, these 
organizations operate as associations 
or foundations. Institutions and 
organizations that operate in the 
field of participation social finance 
are deemed as institutions providing 
financial services due to the businesses 
and transactions conducted, which 
results in various legal problems. The 
current legal gap and uncertainties 
hinder the organization of social finance 

institutions. The aforementioned 
shortcomings apply not only to 
participation social finance institutions, 
but also to conventional microfinance 
institutions.

 - Microfinance institutions that carry out 
their activities through an economic 
establishment within foundations 
generally offer cash for their customers 
and demand an additional surplus 
in return to maintain operational 
sustainability. This situation has been 
considered as a transaction of banking 
activity and subjected to BITT liability 
from the lens of the authorities.

 - Due to the conduct of participation 
social activities such as qard al-hasan 
within commercial organizations, these 
organizations may face penalties and 
tax liabilities.

 - In case an economic entity provides 
qard al-hasan from its corporate 
accounts to a second party, this 
transaction is considered as interest-
free loan which may give rise to 
various legal sanctions in the current 
legislation. Therefore, conduct of 
microfinance practices by extending 
qard al-hasan via an economic entity 
lead to legal risks and operational 
burden.
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Fiqhi Governance in 
Participation Finance

05

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION

KEY 
FINDINGS AND 
RECOMMEDATIONS



• Establishment of an effective governance structure in accordance with the spirit 
of participation finance and at international standards will contribute to the 
development of participation finance much more than many other incentives 
and support mechanisms previously proposed. In this respect, fiqhi governance 
in participation finance is one of the fundamental topics in the Participation 
Finance Strategy Document.

• The first and foremost step in developing the participation finance fiqhi 
governance infrastructure in line with the goals and objectives in the 
Participation Finance Strategy Document is the preparation of a standalone 
Participation Finance Act.

• It is important that the Participation Finance Act aims to eliminate the structural 
obstacles to the development of the participation financial system and 
considers the needs of the participation sectors. Furthermore, it is essential 
to consider the current regulations of the regulatory authorities, which 
are at international standards and have already significantly increased the 
resilience of the participation finance against various prospective shocks, in the 
preparation of the Participation Finance Act.

237

KE
Y 

FI
N

D
IN

G
S 

AN
D

 R
EC

O
M

M
EN

D
AT

IO
N

S
Fi

na
nc

e 
O

ffi
ce

 o
f t

he
 P

re
si

de
nc

y 
of

 th
e 

R
ep

ub
lic

 o
f T

ür
ki

ye
 |

 P
ar

tic
ip

at
io

n 
Fi

na
nc

e 
St

ra
te

gy
 D

oc
um

en
t



• Participation finance is fundamentally based on 
interest-free practices. Therefore, it is essential 
that there are no practices encompassing 
interest in the participation financial system. 
The current legislation include various articles 
that cause difficulties for participation financial 
institutions in practice, such as charging interest 
as penalty for late payment stemming from 
various participation financial transactions. 
Amendment in these articles should be 
incorporated and regulations that enable the 
use of alternatives for interest-based practices 
should also be introduced in the new legislation.

• There is no sole fiqhi governance approach and 
institutional structure adopted among countries. 
In this context, international standard-setting 
institutions such as the AAOIFI and the IFSB do 
not propose a single fiqhi governance system 
in terms of the standards applicable to each 
country. On the other hand, a general worldwide 
trend regarding central advisory and supervision 
boards, one of the most important elements 
of fiqhi governance, is a transformation from a 
moderate, flexible, passive structure to a more 
binding and centralized one.

• The TKBB Advisory Board, which started its 
activities in 2018, was an important step for the 
ongoing interest-free financial system. However, 
the TKBB Advisory Board will not be able to meet 
the need for a centralized advisory board for 
the whole participation financial system in its 
current structure due to the following reasons:
 - its inability to holistically address the 

participation financial system as a 
whole, since it was solely established for 
participation banking, 

 - its need for a more comprehensive 
secretariat staff profile specialized in various 
economic, financial, juristic and sectoral 
fields, and

 - its inadequate international recognition.

• It is necessary to establish a centralized 
fiqhi board to ensure the development of 
the participation financial system and its 
execution by the tenets of participation 
finance. The proposed name for such a board 

is “Participation Finance Standards Board 
(KFSK)” to lay emphasis on its standard-setting 
responsibilities.

• Independence of the Participation Finance 
Standards Board, establishment of its 
institutional structure at international standards 
and the competence of its members would be the 
main determining factors for the adoption and 
internalization of the standards by participation 
finance stakeholders. In this respect, the 
Participation Finance Act should stipulate 
matters such as the institutional structure of 
the Participation Finance Standards Board and 
procedures relating to the election of the board 
members.

• Imposing penalties on participation financial 
institutions in case of their failure to comply with 
the tenets of participation finance should be 
carried out by the regulatory authorities instead 
of the Participation Finance Standards Board. 
This would be more in line with the realities 
of Türkiye. On the other hand, regulatory 
authorities should directly or indirectly ensure 
that decisions of the Participation Finance 
Standards Board (excluding advisory decisions) 
are binding.

• Given the requirements of the fiqhi governance 
structure and historical experiences, it is of 
crucial importance that all or absolute majority 
of the members of the Participation Finance 
Standards Board have educational background 
in Islamic law. Moreover, affiliated departments 
of the Board should be composed of experts 
specialized in various fields such as economics, 
financial technologies, and sustainability.

• In the current situation, participation financial 
sectors other than participation banking do 
not have professional associations. From a 
holistic perspective on participation finance, 
a professional association representing all 
participation financial sectors (Association of 
Participation Financial Institutions) should be 
established instead of establishing separate 
sector-specific professional associations.



• Participation financial institutions is 
regulated and supervised by different 
authorized institutions, which have gained 
an important institutional memory and 
competence in the field of participation 
finance and have implemented many 
regulations at international standards in 
recent years. There is no need to establish 
a new regulatory and supervisory authority 
that substitutes the existing ones, which are 
capable of fulfilling their supervisory and 
regulatory duties effectively. 

• Auditing the activities of participation 
financial institutions by independent 
external audit institutions would further 
increase the trust in the participation 
financial system. In this context, the 
Participation Finance Rating System 
will fill a substantial gap. Currently, only 
credit rating services are provided for 
participation financial institutions and 
products in Türkiye. A rating system that 
works on issues such as fiqhi compliance, 
the quality of fiqhi governance and 
transparency will make significant 
contributions, primarily to increasing the 
positive perception of participation finance 
and reducing the risk of fiqhi incompliance. 
In addition, since a structure similar to 
the Participation Finance Rating System 
proposed in the Participation Finance 
Strategy Document is still lacking in other 
jurisdictions, Türkiye has the potential to 
become a forerunner in this regard.

• The Participation Finance Fiqhi Screening 
Mechanism is an essential part of the 
Participation Finance Rating System,and 
it will significantly contribute to the 
development of the participation financial 
system and the real sector’s transition 
to financing based on risk-sharing. The 
mechanism will also considerably increase 
international investors' interest in Türkiye, 
consistently with the goals of the İstanbul 
Financial Center. 

• Fintech is a relatively nascent area from 
the lens of fiqhi decisions. The surge and 
diversification of participation fintech 
applications will lead to a rapid increase 
in the need for convincing legal opinions 
and fatwas in this field. Furthermore, fiqhi 
supervision and audit for fintech are also 
necessary. In this context, establishing fiqhi 
governance structures to respond to fintech 
developments and formation of human 
capital in this area is important.

• Currently, the supervision of the fiqhi 
compliance of participation financial 
products can not be done effectively due to 
reasons such as communication problems 
between the operation and audit units. 
On the other hand, blockchain, where the 
network can be monitored by everyone, 
and smart contracts, where contracts can 
be standardized, will enable an effective 
fiqhi compliance and auditing process by 
rendering the implementation processes 
of participation financial products more 
transparent and standardized.

• A distinct inflation basket should be devised 
regarding the penalties in the participation 
financial system. In this context, the 
Participation Financial Standards Board 
needs to work on such indices based on 
which the penalties could be calculated.
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Human Capital

06

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION

KEY 
FINDINGS AND 
RECOMMEDATIONS



• Forming the human capital required for the participation financial system to 
achieve its goals for 2025 is of prime importance. The first step in this context is 
to put forth the current human resources inventory in the field of participation 
finance and the need for human resources in line with the goals for 2025. On 
planning of the human resources needs for the participation financial system, 
the quality and quantity aspect of the human resources emanating from the 
holistic approach towards participation finance, the transformation experiences 
of other jurisdictions in Islamic finance and the new requirements in human 
capital that the İstanbul Financial Center will bring along should be taken into 
account.

• Subsequent to the publication of the Participation Finance Strategy Document, 
Finance and Human Resources Offices of the Presidency of the Republic 
of Türkiye should form a working group to prepare a report on the human 
resources inventory, their potential and prospects for the future. The report in 
question will also lay the basic ground for policies related to human resources, 
skills, academic education and professional competence within the scope of 
participation finance.

• A working group under the coordination of the Council of Higher Education 
(YÖK) should be formed to carry out studies encompassing current outlook, 
recommendations and projections about academic institutions, academic staff, 
and course curriculum in Islamic economics and finance. The report outputs 
will make significant contributions in areas such as the establishment of new 
departments at academic institutions, determination of the number of students 
and the development of course curricula. These study reports should also be 
updated annually.
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• Development of human capital in participation 
finance requires the human resources to have 
sufficient knowledge, awareness and faith in 
the tenets of participation finance. Therefore, 
the actions and practices within the scope 
of improving human capital should primarily 
focus on the internalization of the participation 
financial system and its ultimate purpose by the 
human resources in participation finance. In 
this context, it is important to develop a value 
proposition regarding participation finance and 
to establish human resources on the basis of this 
value proposition.

• The number of institutes and research centers 
in Islamic economics, most of which carry out 
research activities in general topics rather than 
by specializing in thematic areas, has surged 
recently in Türkiye. Institutes and research 
centers specialized in certain sectors and fields 
of participation finance are in dire need due to 
the reasons such as,

 - more effective and purpose-oriented use of 
scarce resources,

 - the need for in-depth research and policy 
proposals in areas such as agriculture, 
green finance, financial technologies, 
halal economy and arbitration, which have 
increased in importance in recent years,

 - the potential to work more closely with 
participation financial sectors.

• Establishing research centers for participation 
finance which work on sustainability, agriculture, 
SMEs and local financing of infrastructure 
investments is crucial in order to develop 
and produce solutions and recommendations 
for current problems. Thematic research 
centers established in different cities have the 
potential to work closely with and be supported 
financially by special provincial administrations, 
development agencies, and chambers of 
industry and commerce.

• A participation financial system focused more 
on risk-sharing and capital markets requires 
quantitative and technical research on the areas 
of study such as securitization, firm valuation, 
and partnership-based sukuk modeling. In 
this regard, establishing a research center 

that exclusively conduct quantitative studies 
will contribute to the development of the 
participation financial system. Such a university- 
affiliated research center can also develop close 
collaboration with the participation financial 
sectors.

• The curricula of Islamic economics and finance 
programs in Türkiye are mostly focused on 
Islamic economics and history of economics. 
The prominence of numerical courses that are 
directly related with participation finance in the 
curricula of the programs should be substantially 
increased, considering the sector’s needs. The 
weight of the conventional and Islamic finance 
curricula in the undergraduate and graduate 
education programs of the countries that have 
been successful in the field of Islamic finance in 
the world is higher than that of Türkiye.

• It is essential that courses related directly 
to the goals of the Participation Finance 
Strategy Document and practices such as fiqhi 
governance (accounting, fiqh auditing, etc.), 
rating and sustainability are included in Islamic 
economics and finance programs. On the other 
hand, since the number of instructors to give 
lectures on these subjects is very limited in the 
current situation, international collaborations 
on the training of trainers should be initiated by 
universities.

• An occupational association where Islamic 
economics and finance academicians 
are affiliated should be established. This 
institutional structure will not only increase the 
quality of education with the mutual interaction 
of academicians in this field, but will also help 
standardize the curricula.

• Enabling and facilitating practitioners in the 
participation financial sectors to teach in 
undergraduate and graduate programs are 
necessary to support academicians engaged in 
educational activities in Islamic economics and 
finance.

• With respect to the employment of academicians 
from abroad in Islamic economics and finance, 
there is a high potential of human resources who 



are proficient in English and Arabic and have 
extensive technical knowledge in Islamic 
economics and finance as well as Islamic 
sciences, in the neighbouring countries 
and heartland of Türkiye. It is important to 
implement actions to reap this potential in 
line with the foreign policy goals of Türkiye 
as well.

• Policies should be developed to increase 
the number of foreign students from the 
neighbouring countries and Türkiye's 
heartland, especially for graduate 
programs in Islamic economics and 
finance. The command of Arabic and 
the fiqh backgrounds of these students 
can be harnessed in developing a solid 
human capital in participation finance. 
Furthermore, graduates of foreign students 
who return back to their countries or work 
abroad will help participation finance be 
recognized in other countries and develop 
international collaborations.

• Increasing the number of applied studies 
carried out through the cooperation 
between the academia and the industry in 
Islamic economics and finance programs 
is an important win-win area for all 
stakeholders of participation finance. 
Information systems that include matters 
such as the academic study fields needed 
by participation financial sectors, how these 
studies will be supported and how their 
output will be used should be designed 
and widely used under the coordination 
of Finance Office of the Presidency of the 
Republic of Türkiye.

• Awareness of participation finance is 
lower among young age cohorts compared 
to other age groups. Therefore, a series 
of incentive mechanisms for educating 
young people in the field of participation 
finance, especially increasing scholarship 
and international education opportunities, 
should be launched extensively and 
effectively at universities, with the support 
of sectors as well.

• Many leading countries in Islamic finance 
have globally recognized one or more 
certification, training and consultancy 
institutions, such as Organizations such 
as ETHICA (Malaysia), IBFIM (Malaysia), 
QFBA (Qatar), DIFC Academy (United 
Arab Emirates) and AIMS (UK) that have 
directly contributed to the development of 
human capital in Islamic finance. A similar 
flagship institution is to be established in 
the İstanbul Financial Center under the 
cooperation of the Participation Finance 
Standards Board and Finance Office of the 
Presidency of the Republic of Türkiye. This 
institution will responsible for building 
participation finance capacity, organizing 
graduate and training programs, carrying 
out internationally recognized certification 
and authorization programs.

• An internationally recognized accreditation 
institution, similar to the Finance 
Accreditation Agency (FAA) in Malaysia and 
the Bahrain-based AAOIFI, to accredit and 
standardize the certification, training and 
advisory services in participation finance 
should also be established. Structuring 
the Participation Finance Standards Board 
as the principal accreditation institution in 
participation finance is also another viable 
alternative.
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• Participation financial institutions have high 
staff training costs since they are required to 
provide participation financial training on top 
of other training programs. Furthermore, the 
low awareness regarding participation finance 
among the general public adversely affects 
job applications for participation financial 
institutions. In this regard, mass training 
programs in participation finance organized 
by the public sector both mitigate financial 
institutions' training costs and contribute to 
the formation of positive perception, higher 
awareness and better financial literacy on 
participation finance. It has been observed that 
the Participation Youth Development Program, 
which has been recently organized by Finance 
Office of the Presidency of the Republic of 
Türkiye, has contributed substantially to the 
achievement of the goals in question. Similar 
programs need to be implemented intensively 
between 2022 and 2025 as well.

• With respect to increasing demand for 
specialists/experts in participation capital 
markets, certification programs similar to the 
ones organized by the Capital Market Licensing, 
Registry and Training Institution should also be 
introduced in participation finance.

• Due to the lack of a clear job description 
regarding participation finance, students limit 
their career plans to banking. Regulations on the 
recognition of participation finance as a type of 
profession should also be introduced for better 
job-finding opportunities and professional 
contacts.

• The Participation Finance Strategy Document 
attaches great importance to the close 
collaboration of participation finance with the 
real sector. If participation financial institutions 
are able to establish partnerships and work 
more closely with the real sector, the need for 
human resources specialized in these matters 
would increase as well. This point should be 
additionally taken into account in planning, 
creating and supporting the general human 
resources pertaining to participation finance.

• Expanding human capital in participation finance 
fintech is a requirement for further development 
of the participation financial institutions. In 
recent years, a world-class human capital 
inventory has formed in fintech and participation 
finance. On the other hand, in order to have a 
sufficient human resources pool in participation 
fintech, which requires human resources to 
be competent in both fields, the universities 
should address fintech and participation 
finance from an interdisciplinary perspective. 
Specifically, elective courses related to fintech 
should be added to the regular curricula of 
Islamic economics and finance departments 
and theology departments. On the other hand, 
given the fact that not every university has a 
dedicated academic staff in fintech, collaborative 
programs can be introduced in partnership with 
universities via online courses.

• Developing language skills and international 
experience in participation finance will gain 
even more importance with the advent of 
the İstanbul Financial Center. In this respect, 
public institutions' quotas for the Ministry of 
National Education Selection and Placement 
of Candidates Sent Abroad for Postgraduate 
Education (YLSY) should be increased in the 
fields related to participation finance. 

• One of the areas in participation finance in 
which there is a substantial human resources 
gap is fintech. In this regard, similar to the 
Participation Youth Development program, 
various certificate and training programs 
provided by participation financial institutions 
should cover participation-based fintech as 
a topic. Furthermore, introduction of courses 
in fintech at undergraduate and graduate 
programs pertaining to participation finance, 
and expanding internship opportunities at 
participation financial institutions will help the 
need for human resources in fintech abate.
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Perception, Awareness 
and Participation 
Financial Literacy

07

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION

KEY 
FINDINGS AND 
RECOMMEDATIONS



•  Investor preferences regarding some of the financial products offered recently, 
primarily PPS, AES and gold-based sukuk, as well as various surveys and 
studies conducted throughout the country indicate that participation finance 
has a potential much beyond its current state. One of the most important factors 
behind the gap between the potential of participation finance and its actual 
outlook is the current perception, awareness and level of financial literacy 
regarding participation finance. Therefore, actions related to these issues are 
given priority in the Participation Finance Strategy Document.

• In the current situation, it is observed that some practices related to 
participation finance are carried out without fully complying with the tenets and 
spirit of participation finance due to reasons such as competitive pressures and 
lack of legislation. These practices have an adverse impact on the perception 
of participation finance and prevent its further growth in line with its potential. 
In order to break this vicious circle, action items aimed at solving structural 
problems must be taken rather than superficial changes regarding the 
participation financial system.

247

KE
Y 

FI
N

D
IN

G
S 

AN
D

 R
EC

O
M

M
EN

D
AT

IO
N

S
Fi

na
nc

e 
O

ffi
ce

 o
f t

he
 P

re
si

de
nc

y 
of

 th
e 

R
ep

ub
lic

 o
f T

ür
ki

ye
 |

 P
ar

tic
ip

at
io

n 
Fi

na
nc

e 
St

ra
te

gy
 D

oc
um

en
t



•  One of the most important issues adversely 
affecting the perception of the participation 
financial system from the society’s point of view 
is the convergence of interest rates and the rates 
of return offered to customers by participation 
financial institutions. For breaking up the link 
between these two rates, participation financial 
institutions should more actively use products 
based on risk-sharing and are directly involved 
in the real sector activities.

• The tawarruq-based practices, which 
aggravates the perception of participation 
finance directly or indirectly, is now used more 
extensively by participation financial institutions. 
Apart from participation financial institutions, 
policy makers should take more responsibility 
by developing innovative liquidity provision 
mechanisms in order to mitigate dependence on 
tawarruq.

• Another pronounced driver for society’s current 
perception of the participation finance is to 
overreference to the principles of necessity 
(darurah) and public interest (maslahah) in an 
unconvincing manner and without following 
a specific methodology in some of the fiqhi 
decisions. While taking decisions based on 
the principle of necessity and public interest, 
the fiqh experts should also consider the 
impacts of the negative perception that may 
arise with respect to participation finance on 
the development of the participation financial 
system. In this context, sharing the decisions 
and standards based on the principle of 
necessity and public interest with the public, 
based on a certain methodology and convincing 
commentaries, will be an important milestone.

• Except for the Household Survey conducted by 
Finance Office of the Presidency of the Republic 
of Türkiye and a few other similar surveys, 
there is a lack of studies on measuring the 
perception, awareness, behavior patterns and 
expectations of the stakeholders regarding 
participation finance. It is important to conduct 
analytical studies, especially surveys with large 
samples, in order to determine the current 
state of perception and awareness regarding 

participation finance as well as general trends 
and problems in this field. Thus, it will be 
possible to support policies aimed at increasing 
positive perception and awareness regarding 
participation finance with data-driven analyses.

• Perception and awareness are closely 
related to behavioral economics and finance. 
Studies based on behavioral economics and 
finance should be given more weight in the 
implementation of actions aimed at increasing 
perception and awareness. Establishing a 
behavioral studies center that proposes viable 
solutions to increase the positive perception and 
awareness of participation finance and develops 
close collaborations with policy-makers.

• Ensuring effective communication is one of 
the priority issues in increasing the positive 
perception and awareness regarding 
participation finance. Studies show that society 
has a low awareness of participation finance and 
that the majority of individuals with knowledge 
about participation finance have incorrect 
information about the functioning, structure 
and potential of the participation financial 
system. In this respect, a comprehensive 
communication strategy should be established 
with the contribution of the representatives 
from institutions and organizations, which 
will support communications relating to 
participation finance, primarily the Directorate of 
Communications, Presidency of the Republic of 
Türkiye.

• Beside of the media, especially religious officials 
(imams) of the Presidency of Religious Affairs 
(Diyanet) and neighborhood representatives 
(muhtars) could play an significant role 
in increasing the positive perception and 
awareness regarding participation finance. 
In this context, it is important to organize 
training programs for religious officials and 
neighborhood representatives and to carry out 
promotional activities in their respective regions 
of operation.

• The Friday prayer is a unique opportunity 
to address large audiences and explain the 



importance of the participation financial 
system and the tenets of participation 
finance. In this respect, the Presidency of 
Religious Affairs (Diyanet)should frequently 
share selected topics with the congregation 
regarding participation finance during 
Friday sermons and carry out promotion and 
awareness activities after Friday prayers.

• Participation financial literacy is one of the 
prerequisites that will increase the positive 
perception and awareness regarding 
participation finance. The level of financial 
literacy in Türkiye is lower than in the OECD 
countries. Moreover, participation financial 
literacy is considerably lower than general 
financial literacy. In this context, increasing 
the participation financial literacy requires 
more effort than increasing the general 
financial literacy.

• Including more subjects relating to 
participation finance in all financial literacy 
programs is important in increasing the 
participation financial literacy. Furthermore, 
educational activities and curricula that 
will increase participation financial literacy 
should be organized starting from primary 
school.

• Standardization of participation finance 
terms and preparation of an encyclopedic 
dictionary for these terms are crucial for 
increasing participation financial literacy. 
Such a dictionary to be published in Turkish, 
English and Arabic would also contribute 
to increasing the awareness regarding 
participation finance.

• The perception, awareness and financial 
literacy regarding participation finance 
vary greatly among age cohorts and 
geographical regions. In this respect, 
specialized promotion and communication 
activities addressing different segments 
of society should be carried out. Activities 
particularly aimed at young people and 
women should be given priority and 
focus. Digital applications should be used 

frequently to introduce participation finance 
to high school and university students. 
Substantial progress would be achieved 
in participation financial literacy by using 
digital applications such as the digitalized 
version of the game “Muamalat Interactive 
Game”, which was used in Malaysia with 
successful results, and by organizing 
competitions based on such applications.

• The Youth Development Program carried 
out by Finance Office of the Presidency of 
the Republic of Türkiye in 2021 was the 
first mass training program in its field, 
aiming to increase the positive perception, 
awareness and financial literacy of young 
people regarding participation finance. 
The outputs of the Participation Youth 
Development Program and society’s 
reactions demonstrate that the program 
has been remarkably successful. Expanding 
and continuing the Participation Youth 
Development program will significantly 
contribute to introducing participation 
finance to young people. Furthermore, 
similar programs should also be carried 
out on a large scale for public employees 
and professional organizations such 
as the Independent Industrialists and 
Businessmen's Association (MUSIAD) and 
the Union of Chambers and Commodity 
Exchanges of Türkiye (TOBB).

• Centralized and easy access to the 
data, publications and other documents 
regarding the participation financial system 
is very important for increasing the positive 
perception, awareness and financial literacy 
regarding participation finance. In this 
regard, an online data center containing 
all data, publications and other relevant 
documents on participation finance should 
be launched.
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STRATEGIC 
GOALS AND 
OBJECTIVES

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION



In the preparation process of the Participation Finance Strategy Document,
main findings emanated from the current outlook, feedbacks extracted from the 
Stakeholder Recommendation Form, consultations in the working group meeting 
and in-house studies based on domestic and international experiences were 
employed as inputs. Following the preparation process, the Key Findings and 
Recommendations were composed through a thorough and meticulous review of all 
inputs by Finance Office of the Presidency of the Republic of Türkiye.

While the Key Findings and Recommendations 
play an important role in the determination 
of the strategic goals and objectives in the 
Participation Finance Strategy Document, two 
more ingredients entitled “Global and National 
General Framework” and “Key Principles” have 
also been taken into account. 

“Global and National General Framework” 
encompasses the anticipated transformation 
in the global economic and financial system 
as well as the domestic macroeconomic policy 
priorities such as the Türkiye Economy Model. 
An upcoming structural transformation with 

tectonic repercussions is anticipated in the 
global economic and financial architecture. 
It is very likely that the issues that are also 
closely related to participation finance, 
primarily decentralized finance, sustainability, 
increasing inequalities, asset-basedness, and 
risk-sharing finance will be prominent topics 
in the construction of a new global financial 
architecture. In addition, the vision of the 
İstanbul Financial Center to become a regional 
and global financial hub and strides in the 
international arena such as the United Nations 
Sustainable Development Goals (SDGs) are also 
covered under the “Global and National General 
Framework” (Figure 101).

Figure 101: Process of Determining the Strategic Goals and Objectives of the Participation Finance Strategy Document

KEY FINDINGS AND
RECOMMENDATIONS

1. Participation Financing 

     Institutions

2. Participation Capital

     Markets

3. Participation Insurance

4. Participation Social

     Finance

5. Fiqhi Governance in

     Participation Finance

6. Human Capital

7. Perception, Awareness

     and Participation Financial 

     Literacy

GLOBAL AND
NATIONAL GENERAL
FRAMEWORK

KEY PRINCIPLES

1. Holistic approach 

2. Purpose-oriented

     principles

3. Real sector orientation

4. Türkiye-specificity

1. Financial independence  

2. Macroeconomic priorities 

3. IFC project

4. International 

     developments (SDGs, 

     thriving halal economy,

     etc.)

PARTICIPATION
FINANCE

STRATEGIC GOALS
AND OBJECTIVES

“Key Principles” refers to the method of 
determining the strategic goals and objectives 
of the Participation Finance Strategy Document 
and the general approach towards its content, 
by taking the “Global and National General 
Framework” into account as well. The strategic 

goals and objectives of the Participation 
Finance Strategy Document are set based on 
the following key principles: holistic approach, 
purpose-oriented principles, real sector 
orientation and Türkiye-specificity. These 
principles are summarized below:
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HOLISTIC APPROACH

The participation financial system has a growth 
potential larger than the sum of each sector’s 
individual growth potential, thanks to the synergy 
generated by the sectors constituting the system. 
The Participation Finance Strategy Document is 
prepared with an understanding which adopts 
a holistic perspective and aims to increase 
intersectoral collaborations as much as possible. For 
example, participation banking and social finance 
sectors' effective cooperation is believed to increase 
participation finance's contribution to inclusive 
growth significantly.

PURPOSE-ORIENTED PRINCIPLES

The Participation Finance Strategy Document adopts 
an understanding that encourages and supports the 
operation of the participation financial system in 
accordance with the purpose-oriented principles, 
provided that the tenets of participation finance are 
met. Concrete steps taken to achieve the purpose-
oriented principles would not only increase the 
positive perception and awareness regarding 
participation finance, but would also significantly 
contribute to İstanbul Financial Center’s goal to 
become a global participation financial hub.

REAL SECTOR ORIENTATION

The goals, targets and action items in the 
Participation Finance Strategy Document focus on 
ensuring that the participation financial services 
support the real sector to the maximum extent 
possible. In this respect, the Participation Finance 
Strategy Document outlines a macro framework 
regarding participation finance while allowing 
other sector-specific and more detailed issues to be 
supplemented by the sectors as per their strategic 
priorities.

TÜRKİYE-SPECIFICITY

Best-practices in the world and experiences from 
other countries guided the preparation of the 
Participation Finance Strategy Document. On the 
other hand, factors such as the country's own 
priorities,country-specific sociocultural structure, 
corporate governance, legal infrastructure and 
economic behaviors play a dominant role in the 
action-oriented success of strategies. Therefore, it 
is aimed to create a participation finance model and 
ecosystem indigenous to Türkiye. The approach to 
the preparation of the Participation Finance Strategy 
Document is not to imitate and then implement other 
countries’ models.

The strategic goals and objectives included in the Participation Finance Strategy Document within the scope 
of "Global and National General Framework" and "Key Principles" aim at the following:

• Finding realistic and viable solutions to the ongoing structural problems of the participation financial 
system,

• Establishing an ecosystem that is fully compliant with the tenets of participation finance and focused on 
the purpose-oriented principles,

• Building a financial model that will contribute to Türkiye's financial independence and strong, sustainable 
and inclusive growth,

• Positioning of the participation financial system as a considerable alternative in the new global 
architecture,

• Ensuring that the İstanbul Financial Center becomes a regional and global Islamic financial hub.

In this context, 5 goals and 18 objectives are determined in the Participation Finance Strategy Document 
(Figure 102). These strategic goals are listed below: 

• Realizing institutional transformation,
• Establishing supportive mechanisms,
• Forming a holistic fiqhi governance structure,
• Ensuring the development of human capital,
• Increasing positive perception, awareness and participation financial literacy.



Figure 102: Goals and Objectives of the Participation Finance Strategy Document

ESTABLISHING 
SUPPORTIVE
MECHANISMS2

1. International Islamic Liquidity and Infrastructure 

     Corporation

2. Participation Finance Rating System

3. International Participation Finance Arbitration Center

4. Effective use of financial technologies

5. Introducing innovative mechanisms in access 

     to liquidity

4
1. Inventory and planning studies

2. Purpose-oriented academic education

3. Competency building

ENSURING THE 
DEVELOPMENT OF
HUMAN CAPITAL

REALIZING 
INSTITUTIONAL
TRANSFORMATION1

1. Solid legislative infrastructure

2. Association of Participation Financial Institutions 

3. Diversity of products and services

4. Integration with the halal value chain

FORMING A HOLISTIC 
FIQHI GOVERNANCE 
STRUCTURE

5
1. Increasing positive perception and awareness

2. Increasing participation financial literacy

3. The Participation Finance Information 

     Center of Türkiye

IMPROVING PERCEPTION, 
AWARENESS AND
PARTICIPATION 
FINANCIAL LITERACY

3
1. Introducing a holistic legislation

2. Governance mechanisms 

3. Developing standards

STRATEGIC 
GOALS AND 
OBJECTIVES

5 GOALS | 18 OBJECTIVES
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Realizing Institutional 
Transformation

01
1.1  Establishing a Solid Legislative    
 Infrastructure
1.2  Establishing the Association of Participation  
 Financial Institutions
1.3  Enhancing the Diversity of Products and   
 Services
1.4  Integration of Participation Finance with the  
 Halal Value Chain

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION

STRATEGIC 
GOALS AND 
OBJECTIVES



One of the key goals in the Participation Finance Strategy Document is to carry out 
the institutional transformation of participation finance in a holistic, sustainable 
manner, in support of value generation and in line with its spirit between 2022 and 
2025. Introduction of new regulations, various support and incentive mechanisms, 
new products and institutions as well as changes in current institutional structures 
are proposed within the scope of this strategic goal.

"Realizing Institutional Transformation" 
strategic goal aims at achieving the following:
• A solid legal infrastructure,
• Participation financial system to operate in 

compliant with the tenets of participation 
finance, by taking the purpose-oriented 
principles into account, holistically, and 
consistently with the value proposition,

• Participation financial system to provide 
effective support to strong, sustainable and 
inclusive economic growth,

• Sustainable increase of participation 
financial institutions' market share in the 
financial system,

• Enhancing diversity of financial products, 
primarily based on risk-sharing,

• Participation financial institutions' more 
involvement in the halal value chain,

• Participation financial system to contribute 
more to the financing of Türkiye's Green 
Development Goals.

The objectives listed under the "Realizing 
Institutional Transformation" goal are as 
follows:
• Establishing a solid legislative 

infrastructure regarding participation 
finance,

• Establishing the Association of Participation 
Financial Institutions,

• Enhancing the diversity of products and 
services,

• Integration of the participation financial 
system with the halal value chain.

1.1 ESTABLISHING A SOLID LEGISLATIVE INFRASTRUCTURE
The most important step for establishing a solid legislative infrastructure regarding the 
participation financial system is to actualize a standalone Participation Finance Act. Thus, 
participation financial sectors, which have established their positions under different laws, would 
be provided the opportunity to operate effectively, in a holistic manner and compliant with the 
strategic goals.

The standalone Participation Finance Act should primarily focus on three key points which can be 
summarized as i) compliance, ii) financing focused on the real sector and iii) holistic approach:
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1.2 ESTABLISHING THE ASSOCIATION OF PARTICIPATION FINANCIAL INSTITUTIONS

An important reflection of the holistic approach is the establishment of a new professional association in 
which all sectors and participation financial institutions can be represented. The name proposed for the 
professional association is the Association of Participation Financial Institutions (KFKB). The establishment 
of the KFKB, instead of strengthening the institutional capacity of the existing professional associations 
relating to participation finance, will also be perceived as a fresh start institutionally and psychologically in 
the institutional transformation of participation finance. In summary, with the establishment of the KFKB;

• The holistic approach towards participation finance will be reflected in the structure, duties and mandate 
of the professional association,

• Participation finance will also thrive in sectors other than participation banking,
• Participation financial sectors that do not currently have their own professional associations will have a 

professional association that can represent their interests effectively,
• Sectors will have a strong institutional structure in terms of operation in accordance with the tenets of 

participation finance,
• Participation financial sectors which have not yet reached the level required for establishing a separate 

association will be supported,
• There will be a center for the studies to be carried out for the participation financial sectors to start 

developing without depending on the public sector’s support (training, product development, public 
relations, international communication, etc.).

The key element that distinguishes the participation financial system from the 
conventional one is the tenets of participation finance. Therefore, the first and 
most important aim of the legislation to be introduced for the participation financial 
system is to ensure the compliance of the participation financial institutions with 
these tenets. In this respect, regulations that mandate compliance with the tenets 
of participation finance should be included in the Act. In addition, the inclusion 
of the purpose-oriented principles in the Act will contribute to the institutional 
transformation of the participation financial system.

Analyses and evaluations that partake in the Participation Finance Strategy 
Document indicate that the participation financial system's support for
the real sector is below its desired level. Inclusion of matters such as the 
institutionalization of the participation financial holding company structure in the 
Participation Finance Act will significantly increase the real sector’s share in the 
financing provided by participation financial institutions.

The Participation Finance Act should reflect a holistic perspective on the 
participation financial system. Defining all participation financial sectors 
under the Act will make a substantial contribution to the holistic approach. 
Furthermore, inclusion of the definition of the "participation financial institution" 
as the common name of the actors in the participation financial system will 
reflect the holistic approach. In the process of implementing a standalone 
Participation Finance Act, studies should be carried out to ensure that the 
existing legislation in areas such as tax, consumer protection, securitization, 
cooperatives and foundations comply with the Act, in addition to the relevant 
secondary legislation.

COMPLIANCE

FINANCING FOCUSED 
ON THE REAL SECTOR

HOLISTIC APPROACH



1.3 ENHANCING THE DIVERSITY OF PRODUCTS AND SERVICES
Participation finance encompasses various type of contracts in order to support all aspects 
of economic actvity. However, in the current situation, the products and services offered by 
participation financial institutions fail to sufficiently meet the needs of stakeholders and keep the 
contribution of the participation financial system to the economy well below its potential level.

The main actors that will increase the diversity of products and services are the participation 
financial institutions. However, the Participation Finance Strategy Document addresses the action 
items that aim to enhance diversity of products and services of participation financial institutions 
as part of the institutional transformation. This is mainly due to the fact that the action items which 
aims to enhance diversity of products and services require substantial changes and transformations 
in the current structure of the institutions and organizations.

The following action items are expected to contribute significantly to the enhancement in product 
and service diversity:

• Establishment of novel participation financial institutions, such as the participation financial 
holding company and specialized participation financing institutions,

• Encouragement of financial contracts based on risk-sharing,
• Use of innovative products and services that will link different participation financial sectors,
• Implementation of new models such as GDP-linked lease certificates in public finance,
• Establishment of new institutions such as Hajj and Umrah funds led by the public sector.

Another proposal that will directly help diversification of products and services enhance is the 
idea of areas of focus, which refer to the products, services and customer segments on which the 
participation financial sector should give more priority than others. 

The areas of focus proposal would make the following contributions to the development of the 
participation financial system:

• The participation financial system, which has a relatively small market share in the current 
financial system, would achieve a faster development towards its potential by channeling its 
current resources and energy to areas where it has comparative advantage.

• The participation financial system has the potential to grow more rapidly in the areas of focus, 
thanks to its asset-based and risk-sharing features.

• Sectors such as participation social finance have inherent comparative advantages over other 
conventional finance actors in certain areas of focus (e.g. customer segment). Therefore, it is 
possible to reach a large customer base in a short time span through focusing on these areas.

• Activities of the participation financial sectors in the areas of focus align with the vision, mission 
and objectives of the participation financial system.

• The areas of focus will also increase the contribution of the participation financial system to the 
Türkiye Economy Model.

• As a result of the prominence of participation financial sectors in the areas of focus, the value 
proposition of participation finance will receive a greater response from stakeholders and the 
positive perception regarding participation finance will be supported.

• Participation financial institutions operating in strategically important sectors will benefit more 
from public support and incentives.

257

ST
R

AT
EG

IC
 G

O
AL

S 
AN

D
 O

B
JE

C
TI

VE
S

Fi
na

nc
e 

O
ffi

ce
 o

f t
he

 P
re

si
de

nc
y 

of
 th

e 
R

ep
ub

lic
 o

f T
ür

ki
ye

 |
 P

ar
tic

ip
at

io
n 

Fi
na

nc
e 

St
ra

te
gy

 D
oc

um
en

t



In order for participation financial institutions to increase their activities in the areas of focus, it is important 
to develop adequate support and incentive mechanisms for these areas. Public support and incentive 
mechanisms, primarily tax exemptions, have played an important role in increasing the market share of 
Islamic finance in the financial system in general and the activities of Islamic financial institutions in certain 
areas around the world as well.

Various supports and incentives will be prescribed to help the participation financial system develop in 
Türkiye and in accordance with the vision of the İstanbul Financial Center. The support mechanisms and 
incentives for the areas of focus should be complementary to these general support and incentives for 
participation finance. Therefore, participation financial activities that are not included in the areas of focus 
will also be able to benefit from the general support and incentives.

The areas of focus in the Participation Finance Strategy Document have four main pillars (Figure 103):

AREAS OF FINANCING

Priority Sectors and
Development Areas

SUSTAINABILITY

Green Development
Areas

CUSTOMER SEGMENTS

Selected SME and 
Household Groups

PRODUCT STRUCTURE

Financial Products 
Based on Risk-Sharing

AREAS 
OF FOCUS

AREAS OF FINANCING
Priority sectors and priority development areas included 
in policy documents such as the Eleventh Development 
Plan and the Presidential Annual Program constitute 
financing pillar of the areas of focus.

CUSTOMER SEGMENTS
New ventures, micro and small enterprises, and
the bottom 50 percent of households by income or
wealth are disadvantaged groups in terms of access
to financing and constitute the client segments of the
areas of focus.

PRODUCT STRUCTURE
Financial products based on risk-sharing constitute 
the product structure pillar of the areas of focus.

SUSTAINABILITY
Activities included in Türkiye's Green Development 
goals to support sustainability constitute the 
sustainability pillar of the areas of focus.

Figure 103: Areas of Focus of the Participation Finance Strategy Document



AREAS OF FINANCING

Priority Sectors and
Development Areas

SUSTAINABILITY

Green Development
Areas

CUSTOMER SEGMENTS

Selected SME and 
Household Groups

PRODUCT STRUCTURE

Financial Products 
Based on Risk-Sharing

AREAS 
OF FOCUS

The support and incentive mechanisms for the areas of focus can be provided in two ways:

FINANCIAL INCENTIVES FOR THE AREAS OF FOCUS
They refer to the mechanisms through which the products, services and activities within the scope 
of the areas of focus or the participation financial institutions implementing them can benefit 
from various financial incentives. Furthermore, it is believed that products, services and activities 
covered by more than one areas of focus can also benefit from financial incentives in a non-linear 
way.

For example, a tax incentive mechanism for all of the areas of focus can be formulated as follows: 

 fa: Tax relief for the area of financing 
 ps: Tax relief for product structure 
 cs: Tax relief for client segment
 ss: Tax relief for sustainability

Thus;
 Cost with tax incentive=initial cost*[(1-fa)*(1-ps)*(1-cs)*(1-ss)]

LEGISLATION AND IMPLEMENTATION INCENTIVES FOR THE AREAS OF FOCUS
In addition to financial incentives, elimination of various legislative obstacles and securing incentives 
for implementation are quite important in the participation financial institutions’ activities relating to the 
areas of focus. Specifically, it is concluded that development of standards and regulations for participation 
financial institutions to increase the weight of products based on risk-sharing in their financing portfolios 
may be more important than financial incentives. For example, provision of financing based on risk-
sharing currently requires participation banks to incur very high risk-weights in terms of their capital 
adequacy ratios. In this context, new regulations may be introduced regarding the risk weights in the use 
of financial products based on risk-sharing, taking the Basel and the IFSB standards into account as well.

The support and incentive mechanisms relating to the areas of focus outlined in the Participation 
Finance Strategy Document and studies on how to implement them should be determined under the 
coordination of Finance Office of the Presidency of the Republic of Türkiye and working groups composed 
of representatives from relevant public institutions and the sectors.

1.4 INTEGRATION OF PARTICIPATION FINANCE WITH THE HALAL VALUE CHAIN

It is observed that participation financial institutions have a share below their potential in the 
financing of the halal economy, which is rapidly growing in the world and in Türkiye. It is estimated 
that the participation financial sectors, which should constitute the financial pillar of the halal 
economy ecosystem in Türkiye, can make a great leap forward if they gain their rightful position in 
the halal value chain.

Particularly halal parks are expected to create a synergy between the participation financial
system and the halal economy. Halal parks will also make a substantial contribution to Türkiye's 
exports. In this context, legal, institutional and administrative arrangements should be made for the 
establishment of halal parks summarized in the Participation Finance Strategy Document.

Another important issue in the integration of the participation financial system with the halal 
value chain is the potential role that the participation finance rating system can play. Existing halal 
standards do not require the financials of companies that obtain halal certification to be halal. In 
this context, the fiqhi screening mechanism for companies will also allow participation financial 
institutions to work more closely with these companies.
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Establishing Supportive 
Mechanisms

02
2.1  Establishment of the International Islamic  
 Infrastructure and Liquidity Corporation   
 (IIILC)
2.2  Establishment of the Participation Finance  
 Rating System
2.3  Establishment of the International   
 Participation Finance Arbitration Center
2.4  Ensuring Effective Use of Financial   
 Technologies
2.5  Introducing Innovative Mechanisms in   
 Access to Liquidity

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION

STRATEGIC 
GOALS AND 
OBJECTIVES



Ensuring the success of the transformation of participation finance is intimately 
pertinent to the establishment of various supporting mechanisms (infrastructure, 
institutions and organizations) that will support the effective functioning of
the participation financial sectors and constitute a part of the ecosystem. 
Establishment of five supporting mechanisms in line with the findings and 
recommendations regarding the current status of the participation financial system 
is of primary importance.

The proposed supporting mechanisms are listed below:
 
• Establishment of the International Islamic Liquidity and Infrastructure 

Corporation,
• Establishment of the Participation Finance Rating System,
• Establishment of the International Participation Finance Arbitration Center,
• Effective use of financial technologies,
• Introducing innovative mechanisms in accessing liquidity.
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2.1 ESTABLISHMENT OF THE INTERNATIONAL ISLAMIC INFRASTRUCTURE AND LIQUIDITY CORPORATION 
(IIILC)

The implementation of the IIILC project is a crucial step in catalyzing participation financial institutions' 
access to liquidity as well as financing of public infrastructure and development projects based on risk-
sharing.

The following actions need to be taken in the process of implementing the IIILC proposal in the Participation 
Finance Strategy Document:

2.2 ESTABLISHMENT OF THE PARTICIPATION FINANCE RATING SYSTEM
The Participation Finance Rating System refers to a comprehensive structure for measuring the fiqhi 
compliance of participation financial institutions and their products. Furthermore, the Participation Finance 
Fiqh Screening Mechanism is recommended to measure the degree of fiqhi compliance of real sector 
companies on a voluntary basis.

In accordance with the objective to establish the Participation Finance Rating System, the following actions 
points should be implemented:

• Identifying stakeholders by conducting 
studies on the necessity and potential of the 
Participation Finance Rating System,

• Determining the institution where the 
Participation Finance Rating System will be 
implemented,

• Determining the Participation Finance Rating 
methodology and the Participation Finance 
Fiqhi Screening Mechanism methodology and 
submitting both methodologies to stakeholders 
for review,

• Introducing the necessary legislative changes 
for the Participation Finance Rating System,

• Conducting studies to synchronize the 
Participation Finance Fiqh Screening Mechanism 
with the halal value chain and the participation 
financial system,

• Carrying out national and international 
promotional activities for the Participation 
Finance Rating System.

• Conducting studies on the limitations of 
participation financial institutions in accessing 
liquidity in Türkiye and the need for the IIILC,

• Conducting studies on the implementation of 
sukuk models based on risk-sharing in financing 
infrastructure investments, their securitization 
and tradability in the secondary market,

• Conducting studies on the establishment 
of an electronic platform that would ensure 
uninterrupted and instant operation of the 
secondary sukuk market and access to liquidity 
around the world,

• Detailed preparation of the model and business 
plan regarding the establishment, structure, 
duties and responsibilities of the IIILC,

• Conducting studies to harmonize the activities 
to be carried out by the IIILC and the relevant 
legislation across countries,

• Managing the process of rendering the IIILC a 
multilateral international organization,

• Commencement of activities by the IIILC.

It is concluded that the IIILC project should primarily be implemented only domestically in its first phase,
and it should gradually be transformed into a multilateral international organization covering different 
countries over time provided that the first phase is accomplished. In this context, it is recommended that the 
preparation process covering the studies related to the IIILC is completed at the end of 2022 and the IIILC 
starts to operate domestically by mid 2023. It is believed that the IIILC project can be expanded to cover the 
Developing-8 Organization for Economic Cooperation (D-8) countries by 2025. Implementation of the IIILC 
project will also make significant contributions to İstanbul in becoming an international Islamic financial hub.



2.3 ESTABLISHMENT OF THE INTERNATIONAL PARTICIPATION FINANCE ARBITRATION CENTER
Countries with the ambition of becoming international Islamic financial centers attach importance 
to the establishment of Islamic finance arbitration and mediation mechanisms. In line with the 
vision of the İstanbul Financial Center to become a global Islamic financial hub, establishment of the 
İstanbul International Arbitration Center continues as well. The establishment of an international 
participation finance arbitration center within the İstanbul International Arbitration Center is also 
considered to be crucial for the development of participation finance.

The İstanbul International Arbitration Center is planned to be established within the structure of a 
foundation. The foundation structure will positively contribute to the international acceptance of the 
Center and the perception regarding its independence.

The following actions should be implemented for the commencement of the International 
Participation Finance Arbitration Center, which is recommended to operate under the İstanbul 
International Arbitration Center:

2.4 ENSURING EFFECTIVE USE OF FINANCIAL TECHNOLOGIES
Emanating from the fiercely competitive conditions domestically and abroad, participation financial 
institutions are more and more focusing on digitalization. The fintech sector is thriving accordingly. 
Furthermore, the National Fintech Strategy Document, which covers participation financial 
institutions as well, is being prepared by Finance Office of the Presidency of the Republic of Türkiye.

• Establishment of the Center’s legal and 
administrative structure,

• Determination of its position in the İstanbul 
Financial Center,

• Ensuring its integration with current legal 
regulations and international conventions,

• Identification of the members and experts 
qualified to work in the arbitration center,

• Conducting national and international 
promotional activities for the arbitration 
center.

In this respect, the Participation Finance 
Strategy Document focuses on various areas
of financial technologies considered to be of 
prime importance for the development of the 
participation financial system, rather than the 
infrastructure for digitalization. Implementation 
of actions pertaining to the four areas of fintech 
is deemed important:

• Smart contracts,
• Crowdfunding,
• Tokenization,
• Participation social finance fintech 

applications.

Smart contracts are believed to make 
substantial contribution to the reduction of
cost and enhancement of effectiveness of 
participation finance contracts and increase the 
competitiveness of participation finance. 

Several studies around the world underlines 
that crowdfunding will become one of the 
most important areas of Islamic finance in 
the future. The Participation Finance Strategy 
Document attach particular importance to 
equity-based crowdfunding as one of the modes 
of risk-sharing finance and one of the financial 
areas with the highest growth potential. The 
tokenization of financial and physical assets 
also offers a big potential for the development 
of sukuk and stock markets, which are the main 
pillars of participation capital markets. Although 
it is still a nascent area in Türkiye, fintech-based 
participation social finance can reach at a wide 
national and international stakeholder base and 
be integrated into the products and services 
offered by other participation financial sectors.
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2.5 INTRODUCING INNOVATIVE MECHANISMS IN ACCESS TO LIQUIDITY
The main proposition in the Participation Finance Strategy Document for securing access to liquidity and 
effective management of liquidity risk of participation financial institutions, primarily participation banks, 
is the establishment of the IIILC. On the other hand, diversification in the liquidity access channels should 
be enhanced, since the IIILC proposition is a structure that can be implemented in the medium term and 
participation financial institutions will also need other alternative mechanisms in access to liquidity.

Studies on establishing an indigenous tawarruq 
platform based on Electronic Warehouse Receipts 
(EWR), which are electronic certificates issued for 
the agricultural commodities kept and stored in 
licensed warehouses, are currently carried
out. Establishment of a tawarruq-based liquidity 
mechanism take place in the scope of the Eleventh 
Development Plan covering the period 2019-2023, 
under the action “In order to carry out commodity 
murabaha transactions in Türkiye, platforms based 
on lease certificate, electronic warehouse receipt or 
stock portfolio will be created.”. In this respect, the 
launch of the tawarruq market on EWR is expected to 
be realized in the second half of 2022.

Considering the current structure and needs of 
participation financial institutions, the tawarruq 
market on EWR could be used for a temporary period 
and only for purposes delineated in the standards,

until liquidity access mechanisms more suitable for 
the goals and objectives of the Participation Finance 
Strategy Document are developed. Furthermore, 
other products that are more in line with the spirit of 
the participation financial system could potentially 
be developed on the EWR market, which offers great 
opportunities for the development of new products 
in the field of participation finance.

The Central Bank of the Republic of Türkiye (TCMB) 
is the key actor for meeting participation financial 
institutions’ liquidity needs. Central banks in
other jurisdictions use contracts such as qard 
al-hasan, mudarabah, musharakah, wakalah 
and Islamic Repo, as part of their role as Shariah-
compliant Lender of Last Resort (SLOLR) in provison 
of liquidity for Islamic banks.

• Increasing participation financial institutions’ 
fintech awareness and interest in fintech,

• Providing support and incentive mechanisms 
relating to smart contracts, crowdfunding, 
tokenization and participation social finance 
products, which are identified as priority fintech 
areas,

• Implementing the actions for making legal, 
institutional and infrastructural arrangements 
regarding fintech applications, primarily the 
priority fintech areas.

Within the scope of the goal of "Ensuring Effective Use of Financial Technologies" in the Participation Finance 
Strategy Document, the following objectives have been set:



Participation financial institutions have limited 
access to liquidity via TCMB in Türkiye. There 
are two main reasons for this situation:

• Participation financial institutions in Türkiye 
may obtain liquidity from the central bank 
only through open market transactions 
(OMT).143

• Solely the sukuk issued by the Ministry 
of Treasury and Finance can be used 
as collateral in OMTs. Sukuk and other 
financial products issued by the private 
sector are not accepted as collateral in OMT 
transactions since they are considered risky.

 

In this respect, the new financial products to be 
developed and the studies to be carried
out within the TCMB are of great importance 
for securing the participation financial 
institutions' access to liquidity. A model similar 
to the Alternative Liquidity Facility launched 
by the Bank of England (BoE) could also be 
implemented by the TCMB.

143Before 2013, TCMB OMT transactions were carried out by using GDS and through contracts suitable for conventional
banking; therefore, participation financial institution were unable to benefit from this liquidity facility. With the amendments
introduced in 2013, the use of sukuk in OMT transactions was allowed.
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Forming A Holistic Fiqhi 
Governance Structure

03
3.1  Introducing A Holistic Fiqhi Governance   
 Legislation
3.2  Establishing Supportive Governance   
 Mechanisms
3.3  Developing Participation Finance Standards

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION

STRATEGIC 
GOALS AND 
OBJECTIVES



One of the objectives of the Participation Finance Strategy Document is to establish 
an effective fiqhi governance structure at international standards, which will 
enable the development of the participation financial system in a holistic manner.

There is no holistic legislation regarding fiqhi governance in Türkiye. Existing 
regulations regarding the fiqhi governance structures of participation financial 
institutions are covered by different laws and secondary legislation under these 
laws.

The main objectives within the scope of the goal of the "Forming A Holistic Fiqhi
Governance Structure" are listed as follows:

• Introducing a holistic legislation on participation finance fiqhi governance,
• Establishing supportive governance mechanisms,
• Developing participation finance standards.
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3.1 INTRODUCING A HOLISTIC FIQHI GOVERNANCE LEGISLATION

The first priority in the formation of the participation finance fiqhi governance structure is the introduction 
of a holistic legislation on fiqhi governance. A standalone Participation Finance Act constitutes the first and 
foremost pillar of the holistic legislation on fiqhi governance.

In this context, various definitions regarding the tenets of fiqhi governance should be included in the 
Participation Finance Act, issues such as the Participation Finance Standards Board, advisory committees, 
supervisory and audit mechanisms and rating system should also be outlined in the relevant Act.

Following the determination of the main principles of fiqhi governance of participation finance in the 
Participation Finance Act, studies regarding the secondary legislation should be carried out as well.

3.2 ESTABLISHING SUPPORTIVE GOVERNANCE MECHANISMS

The Participation Finance Standards Board (KFSK) stands at the core of the fiqhi governance infrastructure in 
terms of its duties such as the development of the participation financial system and ensuring compliance of 
participation financial institutions with the tenets of participation finance. It is crucial to mention the KFSK’s 
establishment along with its duties and mandate explicitly in the Participation Finance Act instead of in the 
secondary legislation.

The following should be particularly taken into  
account in the action items proposed for the
formation and operation of the KFSK:

•  Establishment of the KFSK should be included 
in the Participation Finance Act and key issues 
regarding the establishment, operations and 
scope of duties of the Board, as well as the 
criteria for appointment and resignation of the 
Board members, should be determined from the 
outset. 

• Although the KFSK will exercise public 
authority, it must be independent. The Board’s 
independence is important particularly for 
foreign investors. In this context, regulations 
that will preserve independence in the election 
of members for the Board and establishment of 
the Board secretariat, as well as the decisions 
taken by the Board, should partake in the Act.

• Regulations and audit activities regarding the 
participation financial system in Türkiye fall 
under the jurisdiction of different authorized 
institutions. In this context, the complementary 
role of the KFSK to the authorities should be 
clearly demonstrated at the law level.

• The legally binding nature of the KFSK 
decisions and how this nature can be ensured 
is an important matter. In many other country 
practices, decisions of centralized Shariah 
boards are also legally binding in general. On 

the other hand, in Türkiye, a structure where 
authorized institutions act on the basis of the 
KFSK decisions, rather than directly being 
legally bound by such decisions, would be more 
appropriate.

• Issues such as the relationship of the KFSK with 
other elements of fiqhi governance, primarily 
advisory committees, as well as its institutional 
intervention in such elements, should also be 
determined at the level of the Act. In this respect, 
the KFSK should be the main accreditation 
authority of other institutions with regard to fiqhi 
governance.

Advisory committees, compliance monitoring units, 
internal audit departments and independent external 
audit institutions should also be included in the fiqhi 
governance structure as a complement to the KFSK, 
which is deemed to have a central position in the 
participation finance fiqhi governance ecosystem. 
In case the Participation Finance Act is ratified and 
the KFSK is established, various changes in the 
structure of the advisory committees are expected to 
occur. In this context, the most important issue is the 
selection of the advisory committee members and 
the precise determination of its duties and authority.

Compliance monitoring in participation finance 
refers to rules and protocols created to ensure that 
activities of participation financial institutions are 



carried out in accordance with the tenets of 
participation finance and the decisions of the 
advisory committees.

Internal audit units should be established 
in participation financial institutions as a 
complement to compliance monitoring. These 
units/departments audit the sufficiency and 
effectiveness of the participation finance 
compliance controls, as well as the conformity 
of participation financial institutions’ activities 
with the tenets of participation finance and 
advisory committees’ decisions.

It is observed that there is a need for fiqhi 
external auditing in Türkiye. The independent 
audit relating to the compliance of participation 
financial institutions with the tenets of 
participation finance and advisory committee 
decisions should be conducted by external 
audit institutions. Independent external audits 
complement other audit mechanisms related 
to participation finance. Establishing all these 
structures will ensure that the participation 
financial system has a fiqhi governance 
structure at international standards.

With respect to the action items regarding 
the Establishment of Participation Finance 
Standards Board, the following considerations 
should be taken into account:

• Studies should be carried out regarding 
the suitability of the standards published 
by the international standard-setting 
organizations, primarily the IFSB and 
the AAOIFI, for the participation finance 
ecosystem and the objectives of the 
Participation Finance Strategy Document.

• An inventory study should be conducted 
on the standards, actions and practices 
of international organizations such as the 
OECD and Basel regarding relevant matters.

• A road map should be prepared for changing 
the existing standards that need to be 
updated.

• A bibliography of standards published in 
other jurisdictions and by the international 
standard-setting institutions should be 
drawn up.

• Following the inventory study, the studies 
for the preparation of the needed standards 
should be started.

• Following the establishment of the KFSK, 
standard preparation and harmonization 
studies should start immediately and draft 
standards should be prepared.

3.3 DEVELOPING PARTICIPATION FINANCE STANDARDS

Participation finance standards are a set of detailed rules laid down to ensure that the products, 
services, practices and processes in the participation financial system are implemented in 
accordance with the tenets of participation finance. It is recommended that these standards be 
developed and published by the KFSK.

In case the proposals put forward in the Participation Finance Strategy Document are realized, it will be 
a necessity either to prepare new standards by the KFSK or adopt the appropriate standards prepared by 
international standard-setting institutions such as the AAOIFI and the IFSB.
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Ensuring the Development of 
Human Capital

04
4.1  Conducting Human Capital Inventory and  
 Planning Studies
4.2  Establishing the Purpose-Oriented   
 Academic Infrastructure
4.3  Developing An Infrastructure for Building  
 Professional Competence

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION

STRATEGIC 
GOALS AND 
OBJECTIVES



The strategic goals and objectives in the Participation Finance Strategy Document 
mostly focus on the institutional transformation, establishment of infrastructure 
and supporting mechanisms, and various legal regulations. On the other hand, 
one of the major factors to determine the success of these strategic goals and 
objectives at the desired level is the steps taken to develop human capital.

The Participation Finance Strategy Document includes three main objectives for 
the development of human capital:

• Demonstrating the current human capital inventory and needs, and conducting 
studies to develop a road map,

• Establishing the purpose-oriented academic infrastructure,
• Developing the infrastructure for building professional competence.
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4.1 CONDUCTING HUMAN CAPITAL INVENTORY AND PLANNING STUDIES

Implementation of the action plans related to the human capital component of the participation financial 
system requires an in-depth analysis of the current outlook of human capital in participation finance and the 
formulation of a roadmap for the respective actions that need to be implemented. In this respect, first of all, 
inventory studies on the current state, as well as the strengths and weaknesses of human capital should be 
conducted and based on these studies, a road map should be devised in matters such as human resources, 
talent development, academic needs and the establishment of professional qualification programs.

4.2 ESTABLISHING THE PURPOSE-ORIENTED ACADEMIC INFRASTRUCTURE

In recent years, the number of academic programs and studies on Islamic economics and finance in Türkiye 
has surged reflecting an immense interest in participation finance. On the other hand, the academic 
infrastructure and activities aimed at the development of participation finance are still not at the desired 
level in number and qualification. The Participation Finance Strategy Document pursues the objective of 
constructing the purpose-oriented academic infrastructure by improving the current academic infrastructure 
both quantitatively and qualitatively by 2025.

To this end, various studies will be carried out under 
the coordination of the CBFO and other relevant 
institutions. Within the framework of the objective of 
Conducting Human Capital Inventory and Planning 
Studies, action items have been created with the aim 
of determining detailed road maps for the following 
areas:
 
• Conducting an inventory study on the current 

state of human capital, primarily human 
resources,

• Conducting studies on the current state 
and needs in the field of Islamic economics 
and finance, such as academic institutions, 
educators, and course curriculum,

• Conducting studies on the current state and 
potential for institutes and research centers 
operating in participation finance and related 
fields,

• Conducting studies on the current state, needs 
and international integration in areas such as 
professional competence, certification and 
lifelong learning by taking global trends and 
constraints into account,

• Preparing detailed road maps on the 
aforementioned issues through action items 
by taking global trends and constraints into 
account.

In order to construct an infrastructure which will 
ensure that the academic activities effectively 
support other goals and objectives of the 
Participation Finance Strategy Document, it is 
planned to implement the following action items:

• Increasing the number of educational 
institutions, institutes and research centers,

• Enhancing the quality of academic education and 
studies,

• Ensuring that academic educational activities 
and studies make more contribution to the 
development of participation finance,

• Increasing collaboration between the academia 
and the private sector. 

The number of educational institutions, institutes 
and research centers will be increased based on the 
studies conducted within the scope of the goal of 
Conducting Human Capital Inventory and Planning 
Studies.

With respect to enhancing the quality of academic 
educational activities and studies on participation 
finance, it is planned to prepare road maps regarding 
academics, institutions' competence, course 
curricula and studies’ quality, scope and compliance 
with international standards, and to implement 
actions for the transformation required. It is 
observed that studies and projects conducted
in the field of Islamic economics and finance do 



not sufficiently support the development 
of participation finance. Increasing the 
cooperation between the academia and the 
industry as well as research and development 
activities related to the sector’s needs in 
academic institutions are very important for 
the development of participation finance. In 
addition, establishment of thematic institutes 
and research centers is considered particularly 
important in improving the cooperation between 
academia and the private sector.

Another action aimed at increasing the 
collaboration between the academia
and participation financial sectors is the 
establishment of a call for projects platform 
containing the academic studies or projects 
needed by the industry. The platform will be a 
step to boost the collaboration among academic 
institutions, public sector, and participation 
financial sectors.

In the countries where Islamic finance is 
developed, importance has been attached to 
the establishment of centralized and effective 
institutions for professional competence 
building, primarily in the fields of professional 
qualification training and certification. However, 
the existing professional qualification and 

certification programs in Türkiye are below their 
potential and are apparently highly fragmented. 
Therefore, it is important to establish 
professional qualification and certification 
programs at international standards, 
particularly within the scope of the İstanbul 
Financial Center.

4.3 DEVELOPING AN INFRASTRUCTURE FOR BUILDING PROFESSIONAL COMPETENCE
Developing the existing legislative, institutional and administrative infrastructure to increase the 
professional competence of the staff in the participation financial system and establishing such an 
infrastructure at international standards by 2025 is an important target under the goal of developing 
human capital.
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Improving the Perception, 
Awareness and Participation 
Financial Literacy

05
5.1  Increasing the Positive Perception and   
 Awareness of Participation Finance
5.2  Increasing Participation Financial Literacy
5.3  Establishing the Participation Finance
 Information Center of Türkiye

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION

STRATEGIC 
GOALS AND 
OBJECTIVES



One of the decisive factors in reaching at the goals put forth in the Participation 
Finance Strategy Document is the demand side, that is, the will of the stakeholders 
and the society for using the participation financial system. Therefore, the action 
items proposed in the Participation Finance Strategy Document regarding the 
perception, awareness and participation financial literacy should be taken into 
account and given priority.

The Participation Finance Strategy Document includes three main objectives for 
improving the perception, awareness and participation financial literacy:

• Increasing the positive perception and awareness of participation finance,
• Increasing the participation financial literacy,
• Establishing the Participation Finance Information Center of Türkiye.
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5.1 INCREASING THE POSITIVE PERCEPTION AND AWARENESS OF PARTICIPATION FINANCE

Increasing the positive perception and awareness about participation finance require primary focus on issues 
such as conducting analyses on the current situation, introducing the concept of participation finance to large 
audiences, especially public employees, standardizing the terms of participation finance and creating a value 
proposition for the participation financial system.

Within the scope of the objective of increasing the positive perception and awareness of participation finance, 
it is planned to:

• Conduct surveys and other analyzes on the current situation and expectations with respect to the 
perception and awareness of participation finance,

• Conduct studies based on behavioral economics and finance,
• Establish an effective communication strategy based on the value proposition for participation finance 

stakeholders,
• Implement action plans for the organization of large-scale programs to increase perception and 

awareness.

5.2 INCREASING THE PARTICIPATION FINANCIAL LITERACY

The overall level of financial literacy in Türkiye is below the OECD average. Participation financial literacy, 
on the other hand, is well below the general financial literacy. It is observed that participation financial 
literacy of the employees in participation financial institutions is not at a sufficient level either. Furthermore, 
various studies reveal that the level of participation financial literacy varies greatly as per age cohorts and 
demographic segments.
 
Within the scope of the objective of Increasing the Participation Financial Literacy, it is planned to:

• Standardize participation finance terms and prepare a Participation Finance Dictionary for all stakeholders,
• Include participation finance in the applications and programs on financial literacy,
• Develop programs and digital applications to increase participation financial literacy for various age groups,
• Implement action plans to establish non-governmental organizations related to participation financial literacy.



5.3 ESTABLISHING THE PARTICIPATION FINANCE INFORMATION CENTER OF TÜRKIYE

An online information center and platform should be implemented in order to enable fast and 
effective access to information by domestic and foreign stakeholders of participation finance, 
ensure communication among stakeholders, and improve the perception, awareness and literacy 
of the participation finance industry. In this respect, the Participation Finance Information Center 
of Türkiye (PFInfo) is planned to be established as an online platform similar to the structure of 
Malaysia International Islamic Financial Centre (MIFC).

The aim of implementing the PFInfo is to achieve the following:

• Ensuring ease of access by all stakeholders, particularly foreign investors to sectoral 
information, legislation and financial data pertaining to participation finance via a one-stop 
center.

• Sharing the developments and news on participation finance regularly with the platform users,
• Ensuring that job ads and job applications are made via the platform,
• Creating a vast archive regarding participation financial perception, awareness and literacy,
• Ensuring effective communication particularly with foreign investors and other stakeholders.
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ACTION
ITEMS

Realizing Institutional 
Transformation

01
1.1  Establishing a Solid Legislative    
 Infrastructure
1.2  Establishing the Association of Participation  
 Financial Institutions
1.3  Enhancing the Diversity of Products and   
 Services
1.4  Integration of Participation Finance with the  
 Halal Value Chain

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION



No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

1

Conducting a 
draft study on the 
Participation Finance 
Act

CBFO, BDDK

Ministry of 
Justice, HMB, 
SPK, SEDDK, 
KFKB*

A draft Participation Finance Act 
proposal, which will also include 
renaming the term participation 
bank as participation finance 
house, will be prepared and 
submitted to the Grand National 
Assembly of Türkiye.

2

Preparing the proposals 
for the relevant 
legislative amendments 
in other Laws

Ministry of Justice, 
Ministry of Trade, 
HMB, BDDK, SPK, 
SEDDK, KGK, 
TCMB

CBFO

It is anticipated that the 
Participation Finance Act will 
require amendments in various 
laws such as the Banking Law 
no. 5411, Capital Market Law no. 
6362, Insurance Law no. 5684, 
Law no. 4632 on Private Pension 
Savings and Investment System 
and Law no. 6361 on Financial 
Leasing, Factoring, Financing 
and Saving-based Finance 
Companies, as well as other 
legislations. The process will be 
conducted under the coordination 
of CBFO.

3 Preparation of the 
secondary legislation

HMB, BDDK, SPK, 
SEDDK, KGK, 
TCMB, KFKB*

CBFO

In case the draft Participation 
Finance Act is ratified, 
comprehensive amendments 
will have to be made to the 
regulations, communiques and 
similar legislations. Secondary 
legislation compliant with 
the Participation Finance Act 
will have to be prepared. The 
process will be conducted by the 
authorized institutions under the 
coordination of CBFO.

4
Conducting studies on 
the required changes in 
tax legislation

HMB
CBFO, BDDK, 
SPK, SEDDK, 
KGK, KFKB*

Preparatory works and 
studies will be conducted on 
the necessary changes in tax 
legislation such as different 
treatment for dividend payments 
and interest expenses and 
double taxation encountered 
in partnership-based lease 
certificates.

5

Conducting studies on 
the required changes in 
the legislation related 
to the interest

HMB, Ministry of 
Trade

CBFO, BDDK, 
SPK, SEDDK, 
KGK, TCMB

Preparatory works and studies 
will be conducted on current 
items and practices regarding 
interest in current legislation to 
harmonize them with the new Act.

1.1 ESTABLISHING A SOLID LEGISLATIVE INFRASTRUCTURE

* In case established by law
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No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

1

Preparing the 
legislation on the 
establishment of
the Association of 
Participation Financial 
Institutions (KFKB)

CBFO, BDDK
HMB, SPK, 
SEDDK, KFKB*, 
FKB

In case the establishment of the KFKB is 
ratified in the Participation Finance Act, 
studies will be carried out for the drafting 
of secondary legislation concerning the 
Association’s organs, standard operation 
procedures, scope of activities and the 
relevant amendments in the secondary 
legislation.

2

Carrying out the 
transformation 
process in the existing 
associations

BDDK
CBFO, HMB, SPK, 
SEDDK, KFKB*, 
FKB

Changes will have to be made in the 
institutional, administrative and legislative
statuses of the existing associations such as 
the TKBB and the FKB. The transformation
process will be carried out by the authorized
institutions.

3
Establishing the KFKB's 
legal and administrative 
structure

KFKB*
CBFO, HMB, 
BDDK, SPK, 
SEDDK

The institutional and administrative 
structure of the KFKB will be established, 
and participation financial institutions will 
become members of the KFKB.

1.2 ESTABLISHING THE ASSOCIATION OF PARTICIPATION FINANCIAL INSTITUTIONS

* In case established by law



No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

1

Establishing the 
Participation Financial 
Holding Company 
structure

CBFO, BDDK
HMB, Ministry 
of Trade, SPK, 
SEDDK, KFKB*

Studies on the Participation 
Financial Holding Company will 
be conducted and necessary 
legislative amendments will be 
carried out. 

2
Establishing specialized 
participation financial 
institutions

BDDK CBFO, HMB, 
KFKB*

Studies on specialized 
participation financial institutions 
will be conducted and necessary 
legislative amendments will be 
carried out. 

3

Establishing 
participation-based 
development and 
investment funds

SPK

CBFO, HMB, 
Ministry of 
Industry and 
Technology, 
BDDK, KFKB*, 
TVF

Studies on participation-based 
development and investment 
funds, which can be employed 
primarily on infrastructure 
projects, green transformation, 
and innovative technologies, 
will be conducted and necessary 
legislative amendments will be 
carried out. 

4

Establishing 
cooperative 
participation financing 
institutions

BDDK CBFO, Ministry of 
Trade

Studies on cooperative 
participation financing 
institutions, which are similar to 
cooperative banks on which there 
are many exemplary success 
stories around the world, will 
be conducted and necessary 
legislative amendments will be 
carried out. 

5 Conducting studies on 
the areas of focus CBFO

SBB, HMB, 
Ministry of Trade, 
BDDK, SPK, 
SEDDK, KOSGEB

Studies on determining the areas 
of focus and related support/
incentive mechanisms will 
be conducted and necessary 
legislative amendments will be 
carried out.

1.3 ENHANCING THE DIVERSITY OF PRODUCTS AND SERVICES

* In case established by law
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No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

6

Issuing risk-sharing 
lease certificates for 
financing the public 
sector's infrastructure 
investments

HMB CBFO, SBB, SPK
Models for financing various infrastructure 
projects through risk-sharing lease 
certificates will be implemented.

7
Issuance of GDP-linked 
lease certificates by the 
public sector

HMB CBFO, SBB

Studies will be conducted on issuing GDP-
linked lease certificates for which there 
is a favorable global conjuncture, on the 
condition that they are structured in line 
with the fiqhi requirements.

8 Developing strategies 
for impact investing CBFO

CBYO, HMB, 
BDDK, SPK, 
SEDDK, KFKB*

A working group will be formed and studies 
will be conducted to introduce products and 
services as well as develop strategies within 
the scope of impact investing. 

9

Issuance of impact 
investing-based lease 
certificates by the 
public sector

HMB CBFO, CBYO, 
SBB, SPK

Studies will be conducted and 
implementation opportunities will be 
evaluated regarding the issuances of lease 
certificates for foreign investors within 
the scope of impact investing primarily 
in areas such as climate change, health 
and education, for achieving Sustainable 
Development Goals.

10
Establishing the Lease 
Certificates Guarantee 
Fund

HMB

CBFO, SBB, 
Ministry of 
Trade, Ministry 
of Industry and 
Technology, 
BDDK, SPK, 
KOSGEB

Establishment of the Lease Certificates 
Guarantee Fund will be ensured for 
facilitating the real sector's access to 
finance through capital markets and 
encouraging its lease certificate issuances.

1.3 ENHANCING THE DIVERSITY OF PRODUCTS AND SERVICES (CONTINUED)

* In case established by law



No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

11 Establishing the BIST- 
Participation Market BIST

CBFO, HMB, 
BDDK, SPK, 
KFKB*

The BIST Participation Market 
where capital market products 
such as lease certificates, 
electronic product certificates, 
stocks and other participation-
based securities are exclusively 
traded will be established.

12
Establishing the Hajj, 
Umrah and Qurban 
Fund

SEDDK CBFO, DİB, HMB, 
SPK, KFKB*

The Hajj, Umrah and Qurban Fund 
will be established in order to 
fulfill the Hajj, Umrah and Qurban 
duties of the participants.

13

Establishing qard 
al-hasan funds 
in professional 
associations

TOBB CBFO, HMB, 
Ministry of Trade

It will be ensured that funds based 
on qard al-hasan are established 
in provincial chambers and stock 
exchanges as well as professional 
organizations affiliated with 
the TOBB and the necessary 
legislative amendments will be 
carried out.

14 Developing cooperative 
insurance SEDDK CBFO, Ministry of 

Trade

Required legislative amendments 
that will ensure the development 
of cooperative insurance, which 
has the potential to become one 
of the most important fields of 
participation insurance, will be 
carried out.

1.3 ENHANCING THE DIVERSITY OF PRODUCTS AND SERVICES (CONTINUED)

* In case established by law
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No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

1 Forming a halal value 
chain working group CBFO, TSE

SBB, HMB, 
Ministry of Trade, 
KOSGEB, HAK

A working group will be formed to catalyze 
the involvement of participation financial 
institutions in the halal value chain and 
determine the necessary incentives and 
supports.

2

Actualizing the 
Participation Finance 
Fiqhi Screening 
Mechanism 

CBFO HMB, Ministry of 
Trade, BDDK, SPK

The Participation Finance Fiqhi Screening 
Mechanism will be implemented to facilitate 
the support provided by participation
financial institutions to the halal value chain.

3 Establishing the Helal 
Park Inc. Ministry of Trade CBFO, SBB, HMB, 

KOSGEB, HAK

The Helal Park Inc., which will set an 
example, will be established with the public 
sector's support. Necessary regulations and 
incentive mechanisms will be introduced 
to ensure that venture capital investment 
funds (VCIF) or venture capital trusts 
(VCT) established by participation financial 
institutions can invest in halal parks.

1.4 INTEGRATION OF PARTICIPATION FINANCE WITH THE HALAL VALUE CHAIN
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ACTION
ITEMS

Establishing Supportive 
Mechanisms

02
2.1  Establishment of the International Islamic  
 Infrastructure and Liquidity Corporation   
 (IIILC)
2.2  Establishment of the Participation Finance  
 Rating System
2.3  Establishment of the International   
 Participation Finance Arbitration Center
2.4  Ensuring Effective Use of Financial   
 Technologies
2.5  Introducing Innovative Mechanisms in   
 Access to Liquidity

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION



No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

1
Conducting studies 
regarding the need for 
the IIILC

CBFO
SBB, HMB, BDDK, 
SPK, TCMB, BIST, 
KFKB*

A working group will be formed 
and reports will be prepared 
regarding the problems in 
participation financial institutions' 
access to liquidity as well as the 
need for the IIILC.

2 Product development 
for the IIILC CBFO HMB, TCMB

A working group composed of 
national and international experts 
will be formed to carry out studies 
to propose appropriate risk-
sharing sukuk models for
the financing of infrastructure 
investments, their securitization 
and tradability in the secondary 
market.

3 Setting up the 
electronic platform BIST

CBFO, HMB, 
BDDK, SPK, 
SEDDK

Prepatory work will be completed 
in Borsa İstanbul in order to 
ensure that the sukuk issuance, 
secondary market and liquidity 
provison mechanism operate 
based on online access.

4
Establishing the 
infrastructure for the 
operation of the IIILC

HMB CBFO, SBB

Studies regarding the IIILC's 
establishment, structure,
duties and responsibilities will 
be carried out and necessary 
steps for implementation will be 
taken. Furthermore, studies will 
be conducted to harmonize the 
activities to be carried out the 
IIILC and the relevant legislation 
among the member countries

5 Commencement of the 
IIILC HMB CBFO, SBB

The program management that 
will transform the IIILC into a 
multilateral institution will be 
carried out.

2.1 ESTABLISHMENT OF THE INTERNATIONAL ISLAMIC INFRASTRUCTURE AND LIQUIDITY 
CORPORATION (IIILC)

* In case established by law
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No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

1

Completing the 
preparatory work for 
the establishment of the 
Participation Finance 
Rating System

CBFO
HMB, BDDK, SPK, 
SEDDK, KGK, 
KFKB*

Conceptual and methodological studies on 
the Participation Finance Rating System for 
financial institutions and products will be 
completed.

2
Introducing regulations 
for the Participation 
Finance Rating System

BDDK, SPK, 
SEDDK

CBFO, HMB, KGK, 
KFKB*

Upon completion of the conceptual and 
methodological studies, legislative 
arrangements will be made.

3

Completing the 
preparatory work for 
the establishment
of the Participation 
Finance Fiqhi Screening 
Mechanism

CBFO
SPK, BIST, 
KOSGEB, HAK, 
KFKB*

Conceptual and methodological studies 
regarding the Participation Finance
Fiqh Screening Mechanism, including a 
transparent and objective fiqhi screening 
methodology, will be finalized. Institutional 
and administrative processes will be 
completed.

4

Integrating the 
Participation Finance 
Fiqhi Screening 
Mechanism with 
participation finance

CBFO, Ministry of 
Trade

HMB, BDDK, SPK, 
SEDDK, BIST, 
KOSGEB, HAK

Steps will be taken to achieve the 
integration of the Participation Finance Fiqhi 
Screening Mechanism with the institutions, 
organizations and products in the halal 
value chain.

5 Conducting promotional 
activities

CBFO, Ministry of 
Trade HAK Promotional activities and roadshows aimed 

at international investors will be carried out.

2.2 ESTABLISHMENT OF THE PARTICIPATION FINANCE RATING SYSTEM

* In case established by law



No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

1
Establishing the 
foundation for the IFC 
Arbitration Center

CBFO TVF

The foundation which 
actualizes the IFC Arbitration 
Center that incorporates rules 
and mechanisms regarding 
financial disputes in the light of 
international experience will be 
established. The foundation's 
board of trustees will also be 
appointed.

2

Determination of the 
participation financial 
arbitration rules and 
preparation of the 
arbitrators' list

CBFO TVF

The international participation 
financial arbitration rules will 
be determined and  the eligible 
arbitrators' list will be prepared.

3

Introducing legislation 
for the IFC Arbitration 
Center regarding 
international 
participation finance 
arbitration

Ministry of Justice, 
HMB CBFO, TVF

Legislative changes and 
regulations will be introduced 
related to both the arbitration 
procedures and effective 
implementation of arbitral 
decisions, which facilitate the
applications submitted to the 
international participation finance 
arbitration by participation 
financial system’s stakeholders, 
primarily participation financial 
institutions, and relevant parties 
abroad.

4

Prioritizing arbitration 
resolutions in 
participation finance 
disputes

Ministry of Justice, 
HMB, Ministry of 
Trade, TVF

CBFO, KFKB*, 
FKB

It will be ensured that the 
participation financial institutions 
prioritize arbitration resolution 
over legal process in their 
disputes with other parties. 

2.3 ESTABLISHMENT OF THE INTERNATIONAL PARTICIPATION FINANCE ARBITRATION CENTER

* In case established by law
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No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

1

Establishing the 
participation fintech 
incubation and 
acceleration centers

KFKB* CBFO

The participation fintech incubation and 
acceleration centers will be established in 
the IFC İstanbul Finance and Technology 
Base.

2
Establishing the
TOBB Participation 
Crowdfunding Platform

TOBB
CBFO, HMB, 
Ministry of Trade, 
SPK

TOBB will launch a participation-based 
crowdfunding platform for financing micro 
enterprises, early-stage ventures and 
projects through contracts based on risk- 
sharing. TOBB members will be encouraged 
to invest in this crowdfunding platform.

3
Establishing the 
KOSGEB Crowdfunding 
Platform

KOSGEB
CBFO, Ministry 
of Industry and 
Technology, SPK

KOSGEB will establish a crowdfunding 
platform based on the financial products, 
such as murabahah, qard al-hasan and 
wakalah, for meeting SMEs’ working capital 
needs. Required legislative steps will also 
be taken.

4 Establishing the TOKİ 
Crowdfunding Platform TOKİ

CBFO, Ministry 
of Environment, 
Urbanization and 
Climate Change, 
HMB, SPK,
BIST

TOKİ will establish an equity crowdfunding 
platform in order to meet the social housing 
needs and facilitate housing acquisition of 
households and small investors, examples
of which can be observed around the 
world. In this respect, required legislative 
amendments should be made to allow for 
housing acquisitions through equity-based 
crowdfunding. 

5
Establishing the Turkish 
Red Crescent (Kızılay) 
Crowdfunding Platform

Kızılay CBFO, SPK

A donation-based crowdfunding platform 
which will operate worldwide will be 
established by Kızılay. Given international 
connections and recognition, the 
crowdfunding platform in question is 
considered to have the potential to become 
one of the largest platforms in the world.

2.4  ENSURING EFFECTIVE USE OF FINANCIAL TECHNOLOGIES

* In case established by law



No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

6
Establishing donation- 
based municipal 
crowdfunding platforms

The Union of 
Municipalities of 
Türkiye

CBFO, Ministry of 
Internal Affairs

Within the scope of social 
support activities conducted by 
municipalities, the establishment 
of donation-based crowdfunding 
platforms will be encouraged to 
meet the basic food and shelter 
needs of those in need, and costs 
of rare diseases such as SMA.

7 Establishing the DİB 
Donation Platform DİB CBFO

A donation-based crowdfunding 
platform will be established for 
the construction of mosques, 
opening of Qur'an courses and 
various aid activities of the 
Presidency of Religious Affairs. It 
will ensure centralization of the 
donation activities by the DİB.

8
Establishing the 
participation finance 
fintech working group

CBFO
HMB, BDDK, SPK,
SEDDK, TCMB,
KFKB*

A working group that convenes 
regularly will be formed under the 
coordination of CBFO to enhance 
the potential of participation 
financial institutions’ fintech 
applications.

9
Conducting studies for 
the tokenization of real 
estate certificates

BIST CBFO, SPK

Studies for the tokenization
of real estate certificates and 
increasing their scope of use will 
be completed and the relevant 
legislation will be prepared.

10 Conducting studies on 
embedded finance BDDK CBFO, SPK, TCMB

Studies will be carried out 
for considering licensed 
companies operating in the 
field of embedded finance as 
participation finance companies 
and granting them license within 
this framework.

2.4  ENSURING EFFECTIVE USE OF FINANCIAL TECHNOLOGIES (CONTINUED)

* In case established by law
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No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

1

Developing alternative 
participation financial 
products on Electronic 
Warehouse Receipts 
(EWR)

CBFO

SBB, HMB, 
BDDK, SPK, 
TCMB, TURIB, 
KFKB*

A working group will be set up for the 
development of alternative participation 
financial products other than tawarruq that 
make use of the EWR.

2
Increasing TCMB’s 
participation finance 
liquidity facilities

TCMB CBFO, BDDK, 
KFKB*

New mechanisms will be devised and 
necessary legislative amendments will be 
made to provide liquidity to participation 
financial institutions in the light of 
international experience and worldwide 
best practices.

3
Issuing lease 
certificates that meet 
the HQLA requirements

HMB CBFO, TCMB, 
KFKB*, TVF

The number, frequency and volume of 
sukuk issuances by HMB will be increased 
in order to meet the HQLA requirements of 
participation financial institutions.

4

Completing the project 
on establishing a 
domestic tawarruq 
market based on 
Electronic Warehouse 
Receipts (EWR)

BDDK

HMB, Ministry 
of Trade, TURIB, 
MKK, Takasbank, 
TMO, KFKB*

It will be ensured that the process of 
establishing a domestic tawarruq market 
based on Electronic Warehouse Receipts 
(EWR), which is considered to be used 
until other alternatives are developed, are 
completed.

2.5 INTRODUCING INNOVATIVE MECHANISMS IN ACCESS TO LIQUIDITY

* In case established by law
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ACTION
ITEMS

Forming A Holistic Fiqhi 
Governance Structure

03
3.1  Introducing A Holistic Fiqhi Governance   
 Legislation
3.2  Establishing Supportive Governance   
 Mechanisms
3.3  Developing Participation Finance Standards

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION



No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

1

Preparing secondary 
legislation on 
participation finance 
fiqhi governance

BDDK, SPK, 
SEDDK, KGK

HMB, TCMB, 
KFKB*

Upon determination of the basic 
principles of the participation 
finance fiqhi governance 
structure in the Participation 
Finance Act, secondary legislation 
will be prepared regarding the 
components of the governance 
structure.

3.1 INTRODUCING A HOLISTIC FIQHI GOVERNANCE LEGISLATION

* In case established by law
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No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

1

Establishing the 
institutional and 
administrative structure 
of the KFSK and 
commencement of its 
operation

KFSK*
CBFO, HMB,
DİB, BDDK, SPK,
SEDDK

The institutional and administrative
structure of the KFSK will be established. In
this respect, activities for the appointment
of board members and establishment of
support services will be carried out.

2 Establishing internal 
audit departments

BDDK, SPK, 
SEDDK

CBFO, HMB, KGK, 
KFKB*

Necessary legislative amendments will 
be made regarding the establishment and 
operation of internal audit departments in 
participation financial institutions.

3 Establishing external 
audit departments

BDDK, SPK,
SEDDK, KGK

CBFO, HMB,
KFKB*

Necessary legislative amendments will 
be made regarding the establishment of 
external audit departments in participation 
financial institutions. In this regard, 
the reporting infrastructure and audit 
mechanism to ensure that the portfolios of 
participation- based investment funds are in 
compliance with the tenets of participation 
finance will also be established.

4

Ensuring compliance 
with the participation 
finance rating 
mechanism

BDDK, SPK, 
SEDDK

CBFO, HMB, KGK, 
KFKB*

The necessary regulations will be 
introduced for the use of the participation 
finance rating system by participation 
financial institutions.

5
Restructuring 
compliance control 
mechanisms

BDDK, SPK, 
SEDDK

CBFO, HMB, KGK, 
KFKB*

Necessary legislative amendments will 
be made regarding the establishment 
and operation of participation finance 
compliance mechanisms

3.2 ESTABLISHING SUPPORTIVE GOVERNANCE MECHANISMS

* In case established by law



No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

1
Preparation of 
participation finance 
standards

KFSK*

In case the Participation Finance 
Act proposal is ratified, an 
inventory of required changes in 
the current standards in use and 
new standards will be prepared.

2

Reviewing the 
juristic resolutions/
pronouncements 
related to participation 
finance 

KFSK*

A knowledge repository 
containing the resolutions/
pronouncements that are based 
on necessity and public interest 
will be established following the 
establishment of the Participation 
Finance Standards Board. The 
justifications and evidences 
that forms the basis of each 
resolution/pronouncement 
shall be included along with the 
methodology used in issuing 
the resolution/pronouncement. 
The issued resolutions/
pronouncements shall be shared 
with the public.

3
Establishing the 
Electronic Sukuk 
Certification System

SPK

A digital platform that is open
to all stakeholders in lease 
certificate issuances will be 
established and processes 
relating to the documentation 
are carried out via the Electronic 
Sukuk Certification System.

3.3 DEVELOPING PARTICIPATION FINANCE STANDARDS

* In case established by law
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ACTION
ITEMS

Ensuring the Development 
of Human Capital

04
4.1  Conducting Human Capital Inventory and  
 Planning Studies
4.2  Establishing a Purpose-Oriented Academic  
 Education Infrastructure
4.3  Developing the Infrastructure for Building  
 Professional Competence

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION



No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

1
Preparing the Türkiye 
Participation Finance 
Human Capital Report

CBIKO CBFO, MEB, ÇSG, 
YÖK, KFKB*

A working group will be formed 
on the current state and potential 
of human capital in the field of 
participation finance and a study 
report will be prepared.

2

Preparing the 
Participation Finance 
Academic Education 
Report

YÖK CBFO, CBIKO, 
KFKB*

A report will be prepared on the 
current state, potential, main 
issues and constraints related to 
Islamic economics and finance 
education with a focus on 
participation finance.

3
Preparing the 
Participation Finance 
Academic Road Map

CBFO, YÖK CBİKO, MEB, 
KFKB*

A road map and detailed action 
items will be prepared based on 
the Participation Finance Strategy 
Document, Türkiye Participation 
Finance Human Capital Report 
and Participation Finance 
Academic Education Report.

4

Preparing the Road 
Map for Participation 
Finance Professional 
Competence and Talent 
Development

CBFO, CBİKO, YÖK SBB, MEB, ÇSG, 
KFKB*

A road map and detailed action 
items will be prepared based on 
the Participation Finance Strategy 
Document, Türkiye Participation 
Finance Human Capital Report 
and Participation Finance 
Academic Education Report.

4.1 CONDUCTING HUMAN CAPITAL INVENTORY AND PLANNING STUDIES 

* In case established by law
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No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

1
Establishing thematic 
institutes and research 
centers

YÖK CBFO

Thematic institutes and research centers 
will be established in areas such as 
agricultural finance, green finance, financial 
technologies, halal economy and arbitration 
within the scope of participation finance.

2

Establishing the 
Participation Finance 
Academy-Sector Call 
for Project Platform

KFKB* CBFO

A platform that encompasses the details 
of academic studies or project proposals 
for the participation financial sectors 
will be established. The platform aims to 
increase the academy-industry cooperation. 
Project proposals will also be presented 
to the sectors by academic institutions or 
academicians who are members of the 
platform. Integration of the platform with 
the Participation Finance Information Center 
of Türkiye will be ensured over time.

3

Increasing scholarship 
opportunities in 
foreign countries in 
participation finance

MEB CBFO, YÖK

Public institutions' quotas determined
by the Ministry of National Education 
Selection and Placement of Candidates Sent 
Abroad for Postgraduate Education (YLSY) 
will be increased in the fields related to 
participation finance.

4
IFC International 
Participation Finance 
Forum

CBFO

A worldwide call for theoretical or applied 
papers in the field of Participation Finance 
will be made and the winners will be 
awarded at the international forum that will 
be held annualy under the auspices of the 
CBFO.

4.2 ESTABLISHING A PURPOSE-ORIENTED ACADEMIC EDUCATION INFRASTRUCTURE

* In case established by law



No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

1
Establishing the 
Participation Finance 
Licensing Agency

KFKB*, TVF

CBFO, HMB, 
BDDK, SPK, 
SEDDK, KGK, 
TCMB

The Participation Finance 
Licensing Agency, which 
will license institutions and 
organizations carrying out 
activities related to general 
training, in-service training
and other training programs for 
building professional competence 
in participation finance, will be 
established.

2

Establishing the 
İstanbul Participation 
Finance Professional 
Training Center

KFKB*, TVF

CBFO, HMB, 
BDDK, SPK, 
SEDDK, KGK, 
TCMB

İstanbul Participation Finance 
Professional Training Center 
(IKFEM) will be established 
under IFC in order to provide 
professional training and 
certification programs on 
participation finance.

3

Developing 
collaboration with the 
SESRIC on participation 
finance training 
programs

SBB CBFO, HMB

Collaboration will be initiated 
with the Statistical, Economic 
and Social Research and Training 
Center for Islamic Countries 
(SESRIC) to provide regular 
training programs for the member 
countries of the Organization 
of Islamic Cooperation on 
participation finance and halal 
value chain.

4.3 DEVELOPING THE INFRASTRUCTURE FOR BUILDING PROFESSIONAL COMPETENCE

* In case established by law
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ACTION
ITEMS

Improving the Perception, 
Awareness and 
Participation Financial 
Literacy

05

5.1  Increasing the Positive Perception and   
 Awareness of Participation Finance
5.2  Increasing Participation Financial Literacy
5.3  Establishing the Participation Finance
 Information Center of Türkiye

PARTICIPATION FINANCE STRATEGY DOCUMENT
2022-2025 HOLISTIC TRANSFORMATION



No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

1

Establishing the 
Participation Finance 
Behavioral Studies 
Center

KFKB* CBFO

The Participation Finance 
Behavioral Studies Center will be 
established at a university. In the 
center, practice-oriented studies 
will be carried out to increase 
the perception, awareness and 
financial literacy regarding 
participation finance within the 
scope of behavioral economics 
and finance.

2
Establishing the 
Participation Finance 
Coordination Board

CBFO

SBB, HMB, DİB, 
BDDK, SPK, 
SEDDK, TCMB, 
BIST, KFKB*

The Participation Finance 
Coordination Board, which will 
convene at least once in every 
3 months, will be established in 
order to increase the coordination 
among the relevant institutions in 
the field of participation finance 
and with the attendance of these 
institutions’ executives.

3

Developing an effective 
communication strategy 
based on the value 
proposition

CİB CBFO, KFKB*

The development and 
implementation of an effective 
communication strategy based on 
the value proposition included in 
the Participation Finance Strategy 
Document.

4

Developing an effective 
communication strategy 
by the Ministry of 
Religious Affairs

DİB CBFO

A department on participation 
finance will be established within 
the Presidency of Religious 
Affairs. Topics related to 
participation finance such
as interest, qard al-hasan and 
risk-sharing will be regularly and 
continuously addressed in Friday 
sermons.

5
Effective 
communication focused 
on public employees

DİB, Ministry of 
Internal Affairs CBFO, CİB

Basic participation finance 
training programs will be held 
primarily for the religious 
officials and neighborhood 
representatives, and it will be 
ensured that they promote the 
participation financial system 
and increase awareness about 
participation finance among their 
stakeholder groups.

5.1 INCREASING THE POSITIVE PERCEPTION AND AWARENESS REGARDING PARTICIPATION 
FINANCE

* In case established by law
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No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

1

Inclusion of 
participation finance 
in financial literacy 
programs

SPK

CBFO, Financial 
Literacy
and Access 
Association 
(FODER)

Participation finance will be included in 
programs for increasing financial literacy 
with the aim of increasing the public's 
financial literacy in this area.

2
Standardization of 
participation finance 
terms

KFSK* CBFO

A "Participation Finance Dictionary” will 
be prepared in Turkish, English and Arabic 
by standardizing the concepts and terms 
related to participation finance. It will be 
ensured that all participation financial 
institutions operate on the basis of these 
terms.

3
Adding participation 
finance topics to the 
curriculum

MEB CBFO, KFKB*
Subjects and content to increase 
participation financial literacy will be added 
to the secondary education curriculum.

4
Developing digital 
applications for young 
people

CBDDO CBFO, MEB

In order to increase participation financial 
literacy especially among young people, 
digital applications will be developed and 
national competitions based on these 
applications will be organized.

5 Changing the name 
“lease certificate” SPK The nomenclature of "lease certificate" in 

the legislation will be changed to "sukuk".

5.2 INCREASING PARTICIPATION FINANCIAL LITERACY

* In case established by law



No Action
Responsible 
Institution/ 

Organization

Relevant 
Institution/ 

Organization
Explanation

1

Establishing the 
Participation Finance 
Information Center of 
Türkiye

CBFO

The Participation Finance 
Information Center of Türkiye 
(PFInfo) will be launched as 
Türkiye’s main information 
center and online platform for 
participation finance, within the 
scope of the IFC.

5.3 ESTABLISHING THE PARTICIPATION FINANCE INFORMATION CENTER OF TÜRKIYE
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The Implementation Monitoring and Evaluation Framework will be established in order to monitor 
the implementation of the action items in the Participation Finance Strategy Document by the 
responsible and relevant institutions and organizations, and report them regularly to the President 
of the Republic of Türkiye.

The Implementation Monitoring and Evaluation Framework will operate in three phases:

• The Participation Finance Strategy Document Coordination Board, which will be responsible 
for high level monitoring and coordination,

• Action Plan Implementation and Monitoring Groups which are in charge of the action items and 
comprised of representatives of the relevant institutions and organizations,

• The Participation Finance Strategy Document Monitoring and Evaluation System which will 
ensure regular and continuous communication with the representatives of the responsible 
organizations and institutions included in the action items.

THE PARTICIPATION FINANCE STRATEGY DOCUMENT COORDINATION BOARD
The Participation Finance Strategy Document Coordination Board will be established in order to 
ensure coordination among institutions and organizations in the implementation of the action 
items included in the Participation Finance Strategy Document and to make high-level evaluations 
regarding the feedback received from the Action Plan Implementation and Monitoring Groups.

It is planned that the members of the board, which convenes under the chairmanship of the 
President of Finance Office of the Presidency of the Republic of Türkiye, will be composed of the 
senior executives of the institutions and organizations directly associated with the Participation 
Finance Strategy Document and will convene at least once every four months.

ACTION PLAN IMPLEMENTATION AND MONITORING GROUPS
Action Plan Implementation and Monitoring Groups which consist of representatives of the 
responsible and relevant institutions and organizations will be formed for the achievement of the 
strategic goals and objectives included in the Participation Finance Strategy Document. These 
groups will convene once every three months.

Action Plan Implementation and Monitoring Groups are formed as follows:

• Institutional Transformation Implementation and Monitoring Group
• Supporting Mechanisms Implementation and Monitoring Group
• Holistic Fiqhi Governance Implementation and Monitoring Group
• Human Capital Implementation and Monitoring Group
• Perception, Awareness and Participation Financial Literacy Implementation and Monitoring 

Group

THE PARTICIPATION FINANCE STRATEGY DOCUMENT MONITORING AND EVALUATION SYSTEM 
(KFIDS)
The Participation Finance Strategy Document Monitoring and Evaluation System (KFIDS) will 
be established to monitor the implementation of action items by the responsible and relevant 
institutions and organizations. Regular data on activities and performance indicators will be entered 
in the KFIDS by the designated activity experts from responsible and relevant institutions and 
organizations.
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GLOSSARY OF TERMS
Contract 
A legal process requiring the expression of a bilateral declaration 
giving rise to certain legal consequences.

Advisory Committee 
A structure established within a participation financial institution 
in order to oversee and supervise the compliance of their activities 
with the rules of fiqh.

Advisory Board 
A board composed of experts who set the principles that 
must be complied with by institutions providing participation 
financial services, issue resolutions and monitor the execution 
of transactions in order to ensure their compliance with these 
principles, supervise the institutions’ compliance with the 
principles and assist in the formulation of new products for 
participation financial institutions to meet social needs through 
such products.

Fiqh (Islamic law) 
The discipline that determines the practical legal rulings, 
which are derived from primary sources and specific evidences. 
Furthermore, fiqh from another perspective refers to the discipline 
that determines one's rights and obligations. From another 
point of view, fiqh refers to a person’s knowledge of the Shariah 
provisions which are in her/his favor or not in terms of actions as a 
proficiency.

Originator 
The term refers to an originator in the issuance of lease 
certificates based on ownership (ijarah) and management 
agreement (wakalah); a founding company or an asset sold 
forward by the asset leasing company in the issuances of lease 
certificates based on trading (murabahah); an entrepreneur and 
partners of the joint venture except asset leasing company in the 
issuances of lease certificates based on partnership (mudarabah 
or musharakah); a person who would purchase the object of sale 
or a contractor in the issuances of lease certificates based on 
engineering, procurement and construction (istisna).

Haram 
Actions that are forbidden by religion.

Halal 
Actions that legally competent individuals are free to perform or 
avoid.  

Hibah 
Transferring the ownership of an asset from one party to another 
without any consideration. 

Hisbah 
An institution responsible for performing activites that aim to 

preserve morality and public order based on the principle of 
enjoining what is right and forbidding what is evil. 

Ijarah 
A contract to transfer the ownership of usufruct against a specified 
rental. Nowadays, it corresponds to lease contracts, the contracts 
of hiring individuals and in some aspects the istisnaa contract.  

Istisna 
A juristic term that refers to a contract entered into with 
another party to manufacture an asset based on predetermined 
specifications aganist a specific amount of pay.

Qard al-hasan 
The provision of interest-free loan. It can also be defined as the 
provision of currency or fungible asset to a borrower provided that 
the lender does not gain any benefit from such a transaction.  

Participation fund 
Refers to deposits of special current accounts and participation 
accounts of natural and legal persons at participation banks.

Participation insurance 
Insurance activities carried out according to the tenets of 
participation finance.

Participation account 
Accounts that accumulate funds collected by participation banks 
based on the concept of sharing the profits and losses resulting 
from their utilization by the participation banks. Such accounts do 
not pay a pre-determined rate of return to their holders  and do not 
guarantee the payment of the principal amount.

Kafalah 
The term refers to situations where an individual guarantees the 
payment of a debt by the debtor to the creditor or guarantees the 
performance of a duty by another individual.

Lease certificates 
Securities which are issued by asset leasing companies with the 
aim of financing the purchase of various types of assets and rights 
and ensuring that the holders of the securities have a right to 
receive a portion of the income corresponding to their share in the 
underlying assets or rights.    

Leasing (Financial leasing) 
A financing method whereby the ownership of an asset remains 
with the financial institution, while its usufruct is granted to the 
lessee aganist a specified rental. The ownership of the asset is 
transferred to the lessee at the end of the rental period in return 
for the payment of a symbolic price.

Maqasid al-Shariah 
A term that refers to the general objectives of the religion 



especially in relation to acts of worship and  transactions. 
In the narrow sense of the term, it refers to the five 
fundamental necessities, namely religion, life, mind, 
progeny and wealth, which are protected by various juristic 
rulings.

Fungible assets 
The term refers to assets of the same kind that can be 
substituted with each other without affecting the price. They 
also have the same characterstics in terms of appearance, 
internal structure and economic benefit.

Mudarabah 
A type of partnership based on profit sharing established by 
one party providing capital (rabb al-mal) and the other party 
providing labor (mudarib) by undertaking the managment 
of the business. The profit generated by the partnership is 
shared in accordance with the agreed agreement, while the 
loss is absorbed by the capital provider unless the mudarib 
is guilty of negligence, misconduct or violation of the 
conditions of the agreement.

Murabahah 
The term refers to the sale of assets by adding a mark-up 
to the cost of the asset following the disclosure of its cost 
to the customer. Murabahah is considered one of the most 
important financing mechanism employed by participation 
banks. 

Musharakah 
A partnership established by two or more economic actors 
contributing certain amounts of capital with the aim of 
undertaking business activities and sharing the resulting 
profits/losses.

Nisab 
The minimum stipulated wealth for an individual to be liable 
for the payment of zakah.

Special current account 
An account which can be opned at paraticipation banks. The 
funds in such an account can be withdrawn partially or fully 
upon request at any time. The holder of the account is not 
entitled to receive any return. 

Pledge 
The term refers to a contract that functions as a guarantee 
for the settlement of a receivable. The contract enables 
the creditor to withhold an asset in order to be used for the 
settlement of the outstanding debt. Moreover, the term 
refers to the assets that can act as a collateral. 

Sadaqah 
Linguistically, the term refers to "true news or the turth". 
Terminologically, it refers to the voluntary or religiously 
obligatory charity given to those in need for the sake of 
Allah. In this context, charity can be given in cash or in-kind.  

Salam 
It is a type of sale whereby a deferred subject matter is 
exchnaged for a spot price. Salam is also called "salaf".

Arbitration 
The final resolution of a dispute between parties by 
individuals known as arbitrators instead of going to court.

Tawarruq 
The sale of a commodity purchased on a deferred basis to a 
third party on a spot basis, usually for a lower price in order 
to obtain cash.

Waqf 
A charitable institution established legally to enable the 
owner to endow assets for religious, social and charitable 
purposes in perpetuity. Such a charitable institution is 
considered to be one of the most important element of 
Islamic civilization.  

Special purpose vehicle (SPV) 
A capital market institution incorporated as a joint stock 
company for the sole purpose of issuing lease certificates by 
virtue of article 61 of the Capital Market Law no. 6362. 

Wakalah 
An authorization provided by an individual to another 
individual for the purpose of carrying out legal acts on his 
behalf. The individual providing the authorization is known 
as the "muwakil", while the appointed individual is known as 
the "wakil". The task to be performed by the wakil is termed 
"muwakal bih".

Investment wakalah 
The appointment of a natural or legal person as a wakil to 
invest capital in return for a fee or without a fee. 

Zakah 
Linguistically, the term means "an increase, purification, 
blessing and praise". Terminologically, it refers to a certain 
share of a muslim's wealth who is considered wealthy from 
religious perspective, to be disbursed to specified receipents 
presecribed by the Qur'an. Zakah is one of the five pillars of 
Islam and it is described as the bridge that transfers wealth 
from the rich to the poor.
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Abdurrahman Yazıcı (Social Sciences University of Ankara)

Ahmet Faruk Demircioğlu (Export Credit Bank of Türkiye)
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Fatma Çınar (Participation Banks Association of Türkiye)
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Hakan Aslan (Sakarya University)
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Agency)

İbrahim Güran Yumuşak (İstanbul Sabahattin Zaim 
University)
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Kamola Bayram (KTO Karatay University)
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Mücahit Özdemir (Sakarya University)

Necdet Şensoy (İstanbul Ticaret University)
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