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JURKEY-AIMS T0 (g
BECOME CENTER DF™
HSLAMIC FINANCE

Islaﬂ'uc Banklhg in Turkey continues to develop at an accelerated pace
‘in recentyears. Istamicfinance’s total assets in Turkey reached TL 96
b1]ahon.1,n 2013 ad now thé country is quite ambitious on a global scale
myvith the World Bank\GRlobal Islamte Finance Development Centre
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SLAMIC FINANCE

first became popular
among Gulf countries get-
ting richer with oil reserves
and in a major part of Asia
in the 1980s; then in the
last decade has spread it’s
recognition to Europe and
America. After the global
crisis that affected the whole
world in 2008, money
and capital markets began
seeking for new financial
systems and services. This
new search drew everybody’s
attention to Islamic Finance.
Islamic finance grew 12.5 %
in the last 10 years. The total
assets are expected to reach
6.5 trillion dollars by 2020.
After the “sukuk” issuances
made by Treasury, “islamic
banking” concept was even
more rationalised in Turkey.
Islamic Finance is based on

Luxembourg Stock Exchange

The financial crisis has trig-
gered achangein the behay-
1our of many investors who
realized that sustaniblity and
their behayiour of investment
has more benefit to the econo-
my and the society in the long
term. Sustanible Tnvestment
which isavery similar princi-
palto what Islamic fimance is
using, have been encouraging
thisdevelopment. The banks
themselves need to gain prot-
itability level of the returnon
equity that comparable / con-
ventional banks have in order
1o be motivated by develop-
ing disclosure. We need more
standartizatio in the market:
The Shariah interpretation
needs tobe more predict-
ableand more stable, simply
morder to be able to poolin-
terest and capital in certain
products.

solid financial foundations.
For example; rather than the
fixed interest returns of in-
come, it is based on produc-
tion or trade; risk and return
are transparent and the
investment is in real assets.
Malaysia, Iran, Hong
Kong, Gulf Countries, Eng-
land, and especially Kuwait
are among the prominent
countries of islamic banking.
Four participation banks
currently operate in Turkey
and the accounts in these
banks are under SDIF’s
assurance. In parallel to
the acceleration of Tslamic
finance in the world, espe-
cially after 2005, there has
been growth in participation
banks in Turkey. These four
participation banks’ total as-
sets reached 96 billion by the
end of 2013 and all islamic

IJLALAHMED ALVI

International Islamic Financial
Market

Islamic finance is very im-
plementable dispite the dif-
ferences from other meth-
ods. There are some facts
that we have seen in the

last 6-7 years which con-
tributed to commercial fi-
nance. Sometimes Sheriah
rules comes with it's own
structure but it’s possible to
benefit from them. Turkey,
as a Muslim country with
99% of Muslim population
hasadvantages to run this
system location-wise. What
we are lacking today is stan-
darization between Sheriah
rules and other market prac-
tices but we are still work-
ingonit.

banking assets in Turkey are
expected to reach 87 billion
dollars by 2015. While the
share of participation banks
in total financial system was
2.60 percent in 2005, this
ratio has exceeded 5 percent
in 2018. In addition, the
number of participation
banks’ branches in 2005 was
290, the number rise to 966
in 2018. In the light of these
data, Turkey’s nearly 30 years
of experience in participation
banking reveals how ambi-
tious the country is about
becoming the new islamic
financial center.

[SLAMIC FINANCE SHOWS

ALOT OF PROMISE

30 years old concept of In-
terest Free Banking (islamic
banking) has lower risk
ratio compared to conven-

tional banking. The Middle
East and Asian countries
relatively less affected by the
crisis and European coun-
tries which efforts to attract
capital from the world after
the recent global crisis are
making legal arrangements
in order to encourage islamic
banking.

Islamic finance has
unique products. Mudarebe
and Miigareke methods
for providing direct fund-
ing through a partnership,
leasing system called Tcare
and sales contracts called
Murabaha and Selem are
among the unique products
of islamic finance.

Excessive population
growth rate in Muslim coun-
tries, the prediction of 85%
increase in Muslim popula-
tion by 2030 and accelerated
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Islamic finance grew

12.5 % in the last
10 years. The total
assets are expected
to reach 6.5 trillion
dollars by 2020.

liquidity inflows in Gulf
countries due to constant
increase in oil prices could

be considered as the proof

of Islamic finance gaining
importance in the next pe-
riod. Islamic finance-related
changes were observed in the
world in recent years. Islamic
finance industry is growing
faster than conventional
banking in a global sense.
The sector which has reached
1.3 trillion dollars world-
wide at the end of 2011, has
reached a size of 2.5 trillion
dollars today. Sukuk issu-
ances which was up to $ 130
billion in 2012, is expected to
exceed $ 200 billion by 2015.

[SLAMIC FINANCE DEVELOPMENT
CENTER OPENED IN ISTANBUL
World Bank Global Islamic
Finance Development Centre

Turkey has come along
way in terms of approac-
hing Islamic Finance with
an ideological vision over
thelast 5 years. Ideologi-
cally disagreeing firms are
now taking serious loans
from participation banks.
Theinstitutions which are
suppose to develop proper
products forislamic fi-
nance needs to invest on
R&D and innovative solu-
tions. Turkey still has a very
large share in agricultural
sectorand we need to think
of what can be improved in
the financing of this sector.
Therefore we need to de-
velop much more suitable
specific products for our
needs: In order to compete
with the rest of the world,
we have to do something
beyond studies and ensure
compliance with new regu-
lations:
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RUSHDISIDDIQUI

Thomson Reuters

The pioneers of Islamic fi-
nance in the 1970’s wanted
an alternative to conven-
tional finance. They were
trying to build a parallel
system and eventually they
took some of the experi-
ences from the conventin-
al space, apply it to the Is-
lamic space and bring it to
the market. The big turning
pointin Islamic finance was
when the price of oil went
down. When the price of

oil around 80-90 dollars a
barrel, countries have sur-
pluses. They basically invest
those surpluses. If you want
totap into that surplus,

you need to know about Ts-
lamic finance. When you
remove the uncertainties
you get better pricing. So
theissueis how do we grow
and expand this phenom-
enon internationally. We
have to at 5 things; Shariah,
tax, accounting, regulations
and education. When we
have thatinfrastracture ina
country thatmeans you can
grow islamic finance hol-
listicly.

51



52 InDepth/Islamic Finance

World Bank Vice President

ZAMIR IGBAL

World Bank

Islamic Finance especially
started to transter the Li-
quidity from east to west
which was decreased after
theerisisin the western
countries. Hereafter, Is-
lamic Finanee will make a
new attempt and this will
be in multiple areas. These
attempts can be listed as
development of standards
and transfer rate increment.
Turkey is avery central and
neutral Country due to it’s
location. Our country is de-
velopedinhuman resource
sector as well:We haye aca-
demics and a skilled young
population. The main ob-
jectives of the newly opened
center will be about resource
and development. We are
aining to plan the parts

of new applications of The
World Bank that concern us.

Since Islamic finance has
been successful for many
years and some new instru-
ments have been designed
for capital markets; ithas in-
creased ademand for these
products. After the financial
crisis, people have realised
that financing which is based
on assets are more secure and
safeinthis system. Therefore,
conventional investors start
investing in Islamic finance.
We need tomake sure that
thereare proper standarts,
regulations and supervisions
defined for these instruments.
Islamic finance should in-
novate anduse some of tech-
niques of fimancial engineer-
ing to come up with new
products. A'good researchiis
alsoimportant to be able to
understand what the inyestor
and the consumer wants.

Interest-free banking
system implemented
by private financial
institutions in Turkey,
in the 1980s.

branch opened on 1st of
November 2013 in Istanbul.
It was an important step

in terms of strengthening
the regulatory infrastruc-
ture, ensuring uniform-

ity in practice; promoting
and supporting informa-
tion sharing. Interest-free
banking system (under

the name of participation
banking) implemented by
private financial institutions
in Turkey, in the 1980s. Tt
gained a new dimension with
lease certificates (sukuk)
since 2010 and owned 6
percent share of Turkey’s
total financial system. World
Bank’s sole representative in
the field of Islamic Finance;
World Bank Global Islamic
Finance Development Centre
was opened under the roof of

;)
s

TRILLION

THE GLOBAL SIZE OF
THE ISLAMIC FINANCE

36.7%

GROWTH AMOUNT OF
ISLAMIC FINANCE IN
TURKEY, IN 2013

TRY 70.3

BILLION

SIZE OF TURKEY ISLAMIC
FINANCE, IN 2012

TRYgB.g

BILLION

SIZE OF ISLAMIC FINANCE IN
TURKEY, IN 2013

$8/

BILLION

THE TOTAL ASSETS FORECAST
OF ISLAMIC FINANCE IN
TURKEY, IN 2015

THE SHARE OF
PARTICIPATION BANKING
IN THE SECTOR IN
TURKEY
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Borsa Istanbul with the par-
ticipation of Deputy Prime
Minister of the Republic

of Turkey Ali Babacan,
President of World Bank Dr.
Jim Yong Kim and Borsa
Istanbul Chairman Dr. M.
[brahim Turhan.

Speaking at the opening
of Islamic Finance Deve-
lopment Center, Chairman
of Borsa Istanbul Dr. M.
Ibrahim Turhan men-
tioned that Islamic Finance
Products are keenly followed
as an emerging segment of
the economy in the recent
period. Turhan said, “As
Borsa Istanbul, we ac-
cept the development and
dissemination of Islamic
finance products in Turkey
as a part of our mission;
which offers an signifi-
cant alternative either in
infrastructure investment
financing or macro-pru-
dential risk management
during a global financial
crisis”. The newly estab-
lished center is expected
to becoma a pioneer in the
field of Islamic Finance and
take an active role especially
in the Middle East, North
Africa, Europe, Central Asia
and Central Asia region. The
research center that will be
established within the site is
aimed at achieving informa-
tion sharing, institutional
infrastructure development,
awareness creation and
implementation unity in the
sector.

“TURKISH IS THE MOST SUITABLE
MODEL FOR ISLAMIC FINANCE”
Borsa Istanbul hosted the
‘Tmplications of Participa-
tion Model in Finance’
confrence on March,4-5 in
collaboration with World
Bank, the Islamic Develop-
ment Bank (IDB), INCEIF,
IDB Islamic Research and
Training Center (IRTT),

the Kuwait Finance House,
Durham University and
Central Bank of the Turkish
Republic. Expanding the
range of Islamic finance in
Turkey, standardizing the
regulatory infrastructure
and raising awareness in the
field of Islamic finance were
the subjects discussed at
the meetings. Turkey aims
to achieve leadership in
Islamic finance (as a coun-
try of 99 percent Muslim
population) and showed the
importance given by includ-
ing the subject to the 10"

National Development Plan.

We entered a period where
people who have stayed
away from Islamic Finance
due to ideological reasons
can work more comfort-
ably. Turkey will grow faster
when we enter the period
which Islamic Finance is
seen as a financial system
not an ideology. Turkey is
expected to judge the best
of this opportunity with it’s
close relations with Mus-
lim countries, geographi-
cal proximity and cultural
infrastructure.
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Turkey aims to achieve leadership in Islamic

finance and showed the importance given by

including the subject to the 10t National Deve-

lopment Plan.

DR:R.AHMET ALBAYRAK

Kuwait Turk Deputy General
Manager

Islamic Finance, which
has been developing in
Gulf Countries basicallyin
thelast 50-60 years, kept
using their own system
rather than the conven-
tional stock market tech-
niques. But this system
was not completely sepa-
rated from convention-

al banking. Proximity of
these two systems formed
a’brand new structure.The
mostimportant outcome
in the context of business
modelis that investors
weleomed this situation
with pleasure. Tnstu-

tions such as participa-
tion banks, Borsa Istanbul,
Central Bank and Treasury
have been giving us direc-
tions lately. Because we
are on this market for a
long time as Kuwait Turk,
we are nore experienced
i new products. We arc a
leading bank especially in
gold transactions.

ERKAN KILIMCI

Central Bank of Turkey

Priorissue related to
participation banksis
thatthe necessity of the
financial products in terms
ofliquidity management.
The mostimpotant

issuc hereisto have
instruments that allows
participation banks to
operate among themselves
and with conventional
banks. The most well-
known instramentis
called Murabaha. This
mstrumentis supported
by the Central bank for
Financial Stability. We are
working on arepo market
m participation banking:
Itisvery important to
have markets so that
participation banks can
manage theirliquidity
risks at best and develop
their products in order to
have financial stability. We
are trying 1o give our best
supportas Central Bank:

ISLAMI
FINANCE
PRODUCTS

Mudarebe; Labor - capital
partnership. While the bank
provides all the resources
needed for investment
(financing the entire
capital), the customer
provides the labor.
Miisareke; In Misarek
partnership system,
participation bank provides
aparticular part of the

required capital. In this
systemthe client must
also contribute to the
capital. Profit gained as
aresultof partnershipis
shared between partners
according toinitially agreed
rates.

Murabaha; The one that

is most frequently used
amang Islamic financing

methods. Murabahais a
spot sale contract formula
in Islamic Law which
calculates the price as
“cost+profitmargin'.
Leasing (Icare);isthe
second funding method of
participation banks after
Murébaha.

Selem and Istisna;
Payments made inadvance

inordertopurchasea
particular good or service in
afurtherterm.

Teverruk; Buyinga
commodity by installments
fromasellerandselling
itin advance to someone
else. With this system, the
person who needs cash
meets the need.

Sukuk; The most popular
instrumentin Islamic
finance for the last decade.
The main rule in Sukuk,
whichmeans de facto
approval of a securitization
in Islamic finance, is the
honds which should be
based on physical assets.




