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Participation banking, a term interchangeable with Islamic banking, 
was born in Turkey after a social based demand and the economic 
conditions of 1980s. Participation banks were fi rst titled special 
fi nance houses as they were excluded from the Turkish banking law 
until 2005.

Currently the banking system in Turkey offers banking services as 
a tripod system, which is made up of deposit banks, development 
and investment banks, and participation banks. There are four 
participation banks at present in Turkey operating on an interest free 
basis as per the Turkish banking law. In effect, participation banks and 
conventional banks operate by the same laws. 

The regulatory and legal infrastructure of participation banks in Turkey 
has already been set up and completed. Turkish interest free banking 
has one of the most advanced systems in the world in terms of laws, 
regulations and banking techniques. From this point of view, it can 
readily be said that the Turkish interest free banking system is a model 
for the world.

Islamic banking was intended to be a solution in Turkey to mobilize the 
local idle savings in economy. Keeping money in hand and investing 
the values on unproductive investments like golden ornaments were 
the obstacles for the healthy running of the Turkish economy. 

To attract the Muslims’ savings into the real economy was a move 
made by the fi nance sector. The process began in 1984 with Albaraka 
Turk, followed by Faisal Finans in 1985 (afterwards Family Finans, 
Anadolu Finans in 1993 and lastly Turkiye Finans in 2005 due to a 
change of hands and owners). Kuveyt Turk (1989) was another Gulf 
oriented bank with its capital share held by the Directorate General of 
Foundations of Turkey. Asya Finans took entered the sector in 1996. 

Ihlas Finans (1995) was another group which suffered from a 
managerial weakness in spite of this type of strong assets-liabilities, 
income-expense balanced banking. The group came up against a 
liquidity crisis in the 2001 economic crisis in Turkey. The Banking 
Regulation and Supervision Agency (BRSA), which has been the 
banking authority since June 1999 and operating since August 2000, 
stopped the banking activities of the group. As a matter of fact, it was 
observed that Islamic banks in Turkey managed to survive despite the 
severe and destructive effects of the 2001 economic crisis in Turkey 
with only the exception of the case of Ihlas Finans whose failure was a 
result of management infi rmity. 

The foreign trade capacity of Turkey increased year by year from 2003 
thanks to the success and stability of the Turkish government and its 
sensitivity to the real sector. The change in the title of Islamic banks 
from the ambiguous ‘special fi nance house’ to ‘participation bank’ 
gave way to the management of full banking operations, and their full 
acceptance by the banks abroad. 

The role of the interest free banking system in Turkey has been 
strengthened with the introduction of new instruments like Sukuk, 
income indexed bonds (IIB) and Halal index in Istanbul Stock Exchange 
market. Although the Capital Markets Board of Turkey executed Sukuk 
for the joint stock companies by a Communiqué (report), and IIB has 

been executed by the Undersecretariat of Treasury in Prime Ministry; 
the Halal index has not been in use yet. These developments are 
expected to meet, at least to some extent, the needs of the religiously 
sensitive people in Turkey with a GDP of approximately US$600 billion. 

Real sector banking model 
Financing the real sector is the main fi eld of business of participation 
banks. Therefore, there are not such applications as demanding any 
early repayment of credits, closing, increasing the rate of fi nancing in 
participation banking. 

The precautions taken by BRSA enabled the banks to go through the 
process easily. The new application in the regulation on provisions 
eased reconstructing for institutions which had payment diffi culty 
and decreased the problem of bad debts. Currently, the rate of the 
delayed debts in the overall sector is about 5%, which is an acceptable 
fi gure.  

The effects of the 2008 fi nancial crisis on the real economy were less 
investment, less production, less export and less employment. However, 
the banking system in general managed to go through the crisis 
unscathed. Participation banks in particular had high performance in 
2009. It showed once again that the interest free banking system is 
resistant to crises and eases the real sector activities.  

Through the real sector based banking, the success of participation 
banks in Turkey is steadily rising. In the total banking sector, the share 
of participation banks in raised funds increased to 5.2%, allocated 
funds reached 6.3% and total assets came to 4.2%. Despite the 
recession in the economy and the contraction in the real sector, the 
increase in the funds collected by the participation banks is 40% in 
2009 compared to 2008. 

Moreover, the banks’ branching out accross the country makes them 
allocate the countrywide penetrated funds. In this way, not only are the 
pools of funds protected from high risks, but various sectors are also 
supported by the allocated funds: the construction sector is the most 
fi nanced sector by participation banks with a share of 15% in the fi rst 
half of 2010. Wholesaling trade and commission business is the next 
sector with a share of 12%; house fi nancing with 10%, textile with 6%, 
food with 5%, metal with 4%, and credit cards with 4% of shares. It is 
generally thought that the construction sector activates approximately 
250 sub-sectors in economy. So, in Turkey, the leading sector gets 
the most share. The other 44% of funds is used in about 50 different 
identifi ed areas. Consequently, fi nancing risk is also distributed among 
the sectors. 
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The operating body systematically protects itself
One of the most signifi cant features of the participation banks is that 
they are free from a great number of risks compared to the conventional 
banks. In fact, that the participation banks stay away from the risks of 
exchange rates and interest, forms one of the other essential features 
of the system. That fact has protected these institutions against any 
potential losses during the periods wherein excessive fl uctuations have 
been witnessed in interests and foreign currencies. Besides, the fact 
that credits are allocated in return for invoices and that repayments 
are usually made by monthly installments at the participation banks 
ensure mobility and security in credits. That case also facilitates 
the follow-up of the fi rms and the credits, whereby the quality of the 
credits, and of the assets is made better. 

Individual banking operations have succeeded in Turkey. This was 
parallel to the other countries. But the mortgage system in Turkey 
was used as an Ijarah model which makes someone host of the 
house at the end. This was nearly the same as the results of leasing. 
Accordingly, no mortgages have been sold in capital markets. This 
protected a mortgage crisis even though we must mention that the 
volume of this market share was only 5% of total crediting volume in 
the Turkish banking system. The fact that speculative areas are not 
allowed by the public authority made Turkey a wholly safe harbor.

Coping with 2008 as with 2001 crisis 
The system of participation banking is a more suitable model for 
economic developments. In addition, this model prevents unreal 
growth and balloons that cause crises in the fi nance sector. 

The last economic crisis of 2008 drew focus to Islamic banking once 
more as this model is about to grow in Muslim countries as well as 
non-Muslim ones. The system runs like a safety valve since Islamic 
banking does not allow foreign exchange speculation, hedge funds 
and transfer of debts as is the case with the mortgage crisis in the US. 
Besides, in their present form, the participation banks are also under 
the guarantee of deposits by the government, and they are subject 
to the regulations of BRSA and of savings deposits insurance fund 
in the case of liquidation. That case ensures that the system works 
in an even healthier manner, thereby enhancing confi dence in these 

institutions. For this reason, it should be noted that the participation 
banks have achieved a much more sound structure, in case of any 
potential crisis heavier than the crisis of 2001.

Last year participation banks observed relatively lower profi t than con-
ventional banks. The fact that participation banks share all of the profi t 
with account holders cause the profi t of participation banks to be at a 
lower level. That is, as the name suggests, participation banks shared 
the money they earned during the crisis process with the fund owners.

New instruments improve the sector capacity 
By income-indexed bonds (IIB), the participation banks found a 
chance to evaluate their excess cash and the investments on 
commodity Murabahah facilities abroad. IIB were issued by the 
Treasury with the total of TRY2 billion (US$1.3 billion) in 2009. This 
instrument allowed the banks to make it alternative of treasury bills, 
constitute a secondary hand sale opportunity and to fi nd a channel 
for the insurance operations through which insurance funds can be 
invested. There are now agreements between participation banks and 
insurance companies so as to perform Islamic-fi t investments. For 
example, Kuveyt Turk with Vakıf Retirement Insurance, Turkiye Finans 
with Garanti Retirement Insurance, and the most recent one was 
Albaraka Turk with Anadolu Hayat Retirement Insurance. 

Moreover, the ‘Bill for public fi nance through the use of public property’, 
which has been due to be legislated for a long time, and will regulate 
the interest free loaning bonds to be emitted by the state, is still on the 
agenda of the Turkish Grand National Assembly. Participation banks 
are going to establish the secondary market of the income indexed 
bonds. Then, it will be more liquid and those who have income indexed 
bonds will be able to sell them and otbain returns.

The ‘Communiqué concerning Sukuk and assets leasing companies’, 
which has been prepared by the Capital Market Board (CMB), has 
been enacted. This very certifi cate, which is rather related to the 
private sector, means a new evolution for the Turkish economy. The 
abovementioned Communiqué actually paves way not only for the 
participation banks but also for the other private sector companies to 
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Participation 
banks

Capital owners
% shares

Assets volume
30th June 2010

million TRY (US$)

Net profi t
30th June 2010

million TRY (US$)

ROAE
30th June 2010

%

Number of branches
30th September 2010

Albaraka 54.06% ABG (Albaraka Banking Group) 
7.84% IDB 
22.23% publicity
15.87% others

6,928.4
(4,816.6)

58.7
(40.8)

15.4% 109

Bank Asya 51.57% publicity
48.43% holding group and others

12,915.5
(9,000)

122.9
(85.5)

13.6% 164

Kuveyt Turk 62% KFH(Kuwait Finance House)
19% Directorate General of Foundations
9% IDB
10% others

7,655.9
(5,330)

94.7
(65.9)

21.1% 139

Turkiye Finans 64.68% NCB(National Commercial Bank)
21.56% Boydak group
13.69% Ulker group
0.07% others

9,512.0
(6,622)

104.1
(72.4)

16.1% 183

Table 1 — Some indicators of participation banks.*

*Central Bank of the Republic of Turkey US$/TRY FX Rates for the 30th June 2010:1.5813 
ROAE — Return on average equity



Page 21© 17th November 2010

www.islamicfi nancenews.com
MARKET REPORT

The Rising Sector in Turkey: Participation 
Banking  (continued)

obtain funds from the capital  markets through the emission of Sukuk. 
In other words, according to the said Communiqué, banks, brokers 
and those incorporations established by source organizations are 
allowed to issue Sukuk. 

Sukuk resemble the Income Sharing Bonds (ISB) that were issued 
many years ago in the Turkish economy. As is seen, along with share 
certifi cates, bonds, and also Sukuk began to be seen as an important 
instrument of investment in the Turkish capital markets. By way of 
including Sukuk in their portfolio and thereby increasing volume of 
Sukuk, the investment partnerships, investment funds and insurance 
companies can be expected to provide doubtlessly a signifi cant new 
opportunity both for the economy and the individual investors.

New scopes 
The Turkish government has declared in 2009 by a state planning 
organization decree that Turkey, specifi cally Istanbul, will be a fi nance 
center. The real aim of this strategy is to make Istanbul a regional 
fi nance center in the short run and a global fi nance center in the long 
run. It is thought that Istanbul can have such a power and that Turkey 
can cover a long distance especially when considered the potential of 
participation banking during that process.

Banking, as a sub-sector, has a great potential of making Istanbul 
a fi nance center. The fact that Turkey is close to the Gulf, its close 
relations with Turk republics and economic relations with its neighbors, 
puts Turkey in an amenable position. The steady development of the 
participation banks to attain to the target 10% share in the sector 
enables the Association of Participation Banks to make projections 
on these cases.

As a conclusion, participation banks in Turkey play a role in attracting 
foreign capital investments in Turkey, especially from the Gulf region. 
The dynamism of the Turkish economy and the support of the public 
authority for participation banks have strengthened the banking 
sector, and deepened the investment, production and trading 
opportunities. It can be observed that the compound annual growth 
rate of raised funds in participation banking sector has been realized 
as 35% calculating the past 10 years. This is a clear indicator of the 
addition to economy in Turkey as well as in the region. Furthermore, 
participation banking has been a catalyst in Turkish socio–economic 
structure. Democratic progress in the society causes this banking 
model to take roots in the socio-economic life.
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