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Performance Analysis of the Turkish Islamic Banking Sector 

Abstract 

Regularly examining and assessing banks is essential to maintaining the stability of a country's, region's, or 

special economy's financial systems. This study examines Islamic banks in Turkey. Turkey plays a significant role 

in the economic stability of its region, and a strong banking system is crucial for financial stability. Based on data 

from the Bank Association of Turkey's online database (Türkiye Bankalar Birliği, 2021), a CAMEL-type analysis 

was conducted that considers financial stability, operational efficiency, and credibility. The CAMEL technique not 

only ranks the participating banks but also provides recommendations. The results suggest that Turkish banks 

should review their expenses and develop more efficient operational strategies. They should also monitor and 

reduce their cost-to-asset ratios to improve business performance. Turkish banks are encouraged to study 

successful banks to improve their efficiency and profitability. Improving cost efficiency and using assets more 

efficiently are also key to improving banks’ profits. Furthermore, it was concluded that Islamic Turkish banks 

could benefit from reducing their loan-to-deposit ratios and increasing their liquid asset ratios. This would reduce 

liquidity risk and facilitate lending activity. In conclusion, Islamic Turkish banks should work to reduce their loan-

to-deposit ratio and increase their liquid asset ratio. This would reduce liquidity risk and facilitate lending. 

 

Türk İslami Bankacılık Sektörünün Performans Analizi 

Özet 

Bankaların düzenli olarak incelenmesi ve değerlendirilmesi, bir ülkenin, bir bölgenin veya herhangi bir özel 

ekonominin finansal sistemlerinin istikrarını korumak için gereklidir. Bu çalışma Türkiye'deki İslami bankaları 

incelemeyi amaçlamaktadır. Türkiye, bölgesinin ekonomik istikrarında önemli bir rol oynamaktadır ve bankacılık 

sisteminin gücü, finansal durumun istikrarında çok önemli bir rol oynamaktadır. Türkiye Bankalar Birliği'nin 

çevrimiçi veri tabanından (Türkiye Bankalar Birliği veri tabanı, 2021) elde edilen verilere dayanarak, finansal 

istikrar, operasyonel etkinlik ve kredibiliteyi dikkate alan CAMEL tipi analiz sonuçlandırılmıştır. CAMEL tekniği 

sadece araştırmaya katılan bankaların sıralanmasına hizmet etmemekte, aynı zamanda bundan tavsiyeler de 

çıkarılabilmektedir. Sonuçlar, Türk bankalarının verimliliklerini artırmak için giderlerini gözden geçirmeleri ve 

daha etkin operasyonel stratejiler geliştirmeleri gerektiğini göstermektedir. Bankalar maliyet-varlık oranlarını 

izlemeli ve azaltmalı ve iş performanslarını iyileştirmelidir. Türk bankaları ayrıca verimliliklerini nasıl 

artırabileceklerini ve karlılıklarını nasıl artırabileceklerini görmek için başarılı bankaları incelemeye teşvik 

edilmektedir. Buna ek olarak, maliyet verimliliğini artırmak ve varlıkları daha verimli kullanmak da bankaların 

kârını artırmanın anahtarıdır. Ayrıca, İslami Türk bankalarının kredi-mevduat oranlarını düşürmek ve likit varlık 

oranlarını artırmak için çalışmaktan fayda sağlayabileceği sonucuna varılmıştır. Bu, likidite riskini azaltabilir ve 

kredi verme faaliyetlerini kolaylaştırabilir. Son olarak, İslami Türk bankalarının kredi-mevduat oranlarını 

düşürmek ve likit varlık oranlarını artırmak için çalışmak isteyebilecekleri sonucuna vardık. Bu, likidite riskini 

azaltabilir ve kredilendirmeyi kolaylaştırabilir. 
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 1  Introduction 

Regular examination and valuation of banks is essential to maintain the stability of the financial system. Based 

on the results of the assessment, financial institutions can identify their weaknesses and strengths, which can help 

them plan for improvements and further growth. The review of Turkey's financial sector is of special importance, 

as the country's economy is one of the leading economies in the region and Turkish financial institutions play a 

significant role in maintaining financial stability in the region. 

The evaluation of Turkish Islamic-principled banks has not been a subject that has been thoroughly analyzed so 

far, and the rationale for the choice of this topic is to identify the strengths and weaknesses of Turkish Islamic 

banks' operations and to help them plan their development based on these. Conducting the analysis using the 

CAMEL-based ranking and rating methodology allows for a complex rating of Turkish Islamic banks, which takes 

into account all aspects ("Capital adequacy", "Assets quality", "Management quality", "Earnings", and 

"Liquidity"). 

 In this publication, there was mostly primary research conducted. The secondary research focused on the 

valorization of the methodology, examining the applicability of the CAMEL method to Islamic banks. In this 

publication there was mostly primary research conducted. The secondary research focused on the valorization of 

the methodology, examining the applicability of the CAMEL method to Islamic banks. The authors' previous 

publication (Varga – Bánkuti, 2021) was of particular help in this. The primary research, the CAMEL rating, was 

based on data from the annual and quarterly reports of six Turkish Islamic banks, from 2014 to 2021. The data on 

the Turkish banking system was obtained from the statistical database of the English language website of Türkiye 

Bankalar Birliği (Türkiye Bankalar Birliği, 2021). 

 2  The CAMEL(S) Rating System 

CAMELS is an acronym made up of Capital adequacy, Asset quality, Management, Earnings, Liquidity, and 

(later) Sensitivity to market risk (Judit, 2015). It is a ranking and rating method adopted by the National Credit 

Union Administration in 1987. The sixth criterion, “Sensitivity to market risk”, was added in the 1997 revision. 

The CAMEL methodology scores banks from 1 to 5 based on the indicators and then provides a final averaged 

score not only for the banks but also (us for the Turkish Islamic) banking system as a whole. (Santana, 2022). The 

rating method is also a predictor of banks' future performance and risk. Banks with a poor CAMELS rating (3 or 

worse) are subject to more frequent inspections and efforts to remedy their problems and deficiencies (Gaul - 

Jones, 2021). 

In our research, the CAMEL (not CAMELS because no data was available for creating the sensitivity indicators) 

rating method was used. The reason is that the indicators of market risk sensitivity are not applicable to Islamic 

Turkish banks due to differences in cultural and operational principles (e.g. no interest rate).  

The definitions and calculation techniques for the CAMEL sub-indicator used in this publication are given in 

detail in the previous publication of two of the authors (Varga-Bánkuti, 2021). The ranges for the rates for all of 

the sub-indicators are given in Table 1 – own creation, based on the bank system’s average. The aggregate rating 

categories based on the publication of (Masood et.al. 2016) are given in Table 2. 

 3  The Evaluation of the Turkish Islamic Banks  

In 2021, out of the 57 banks operating in Turkey, there were six Islamic banks. (Albaraka Türk, Kuveyt Türk, 

Türkiye Finans, Ziraat Katilim (from 2015) and Vakif Katilim (from 2016), Emlak Katilim, (from 2019), (Keskin 

E., 2022). Obviously, data were available only from the years after their launch. The CAMEL indicators were 

calculated based on the annual reports of the banks, using the criteria of the indicators (Table 2). 

 3.1  Capital Adequacy  

Adequate equity capital is essential for long-term liquidity, which is a fundamental obligation of banks. The 

results of the analysis of the capital adequacy of Turkish Islamic banks are shown in a table (Table 3) and on graphs 

(Figures 1, 2, 3). 

Table 3 shows that the amount of equity of the banks has been increasing year by year, presumably due to profit 

reinvestment that increased the confidence of shareholders, and also stakeholders. Banks' total equity increased by 

11.2% from 2014 to 2015, 19.8% to 2016, 28.5% to 2017, 25.3% to 2018, 20.5% to 2019, 34% to 2020 and 31.5% 

to 2021. The last row shows that, except for 2015, Islamic banks' equity grew much more intensively than the 

banking sector as a whole. 

The capital adequacy of banks is shown in Figure 1. This shows that all six banks are safe, from this point of 

view, as their ratio is above the requirement of 8% (denoted by a red dashed line). 

 

 



VOLUME 4, ISSUE 2 3 

 

Table 1. CAMEL Evaluation Guideline for Turkish Islamic Banks Source: Own calculation  

 

Table 2. Composite range of CAMELS rating Source: Masood et al., 2016,  
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Table 3. Capital Adequacy of the Turkish Islamic Banks (Thousand Turkish Lira) Source: Own calculation based 

on the Annual Reports of Turkish Islamic Banks 

 

Figure 1. Capital Adequacy of the Turkish Islamic Banks 2014 - 2021 Source: Own calculation based on the 

Annual Reports of Turkish Islamic Banks 

 

Figure 2. Capital leverage ratios of the Turkish Islamic Banks 2014 – 2021 Source: Own calculation based on 

the Annual Reports of Turkish Islamic Banks 

Figure 2 shows the evolution of the six banks' leverage ratios, which is the ratio of equity to total assets. As an 

average, we have compared the average performance of the Turkish banking sector with the performance of the 

six banks' ratios. 

The distribution of equity and debt provides information on the safety of the bank. Except for Emlak Bank and 

Kuveyt Bank, all banks show a variable trend, with the value of the indicator increasing and decreasing. The 

Turkish banking sector leverage ratios show a downward trend from 2019, underperformed by Albaraka Bank. 

The other banks' values are well above the banking sector average. 

The loan leverage ratio shows the extent to which a bank can cover its loans. To be the baseline the average of 

the Turkish banking sector has been taken, which is higher – means better in the CAMEL rating – than every 

Islamic bank’s performance and thus their average as well. The results are shown in Figure 3. 

Most banks show a changing trend, but based on their average Kuveyt Bank, Turkiye Bank, and Vakif Bank 

received a rating of 3, till Albaraka and Ziraat were worse, (scored 4), like Emlak Bank. It can be seen the Islamic 

Banks are below the Turkish Bank Sector’s average, as this indicator is again the higher the better. 
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Figure 3. Loan coverage ratios of the Turkish Islamic Banks 2014 – 2021 Source: Own calculation based on the 

Annual Reports of Turkish Islamic Banks 

 

Figure 4. Non-performing Loan (NPL) ratio of the Turkish Islamic Banks 2014 – 2021 Source: Own calculation 

based on the Annual Reports of Turkish Islamic Banks 

 3.2  Assets rating  

The quality of banks' assets is essential for their effective operation. In Figure 4, the results for the six banks for 

the ratio of non-performing loans to total loans (NLP), indicators are shown. 

The lower the non-performing loan ratio the better the rating of the bank. It has become higher for Albaraka and 

Turkiye, presumably due to some negative events in the banks' operations. The average rates for banks Ziraat, 

Vakif, Kuveyt, and Emlak were below 3% and were therefore they were rated 1, while Albaraka and Turkiye were 

rated 3.  

 

Figure 5. Debt to Total Assets (DAR) Ratio of the Turkish Islamic Banks 2014 – 2021 Source: Own calculation 

based on the Annual Reports of Turkish Islamic Banks 
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The ratio of loans to total assets is shown in Figure 5. It shows that all six banks have a loan-to-asset ratio above 

50%. From 2020 all banks show a downward trend, which is a good direction, as the lower the value, the better 

the rating of the bank. Banks are required to make provisions for potential losses on lending. Provisioning plays a 

very important role in risk management. 

 3.3  Management  

The efficiency and intensity of banks' operations depend to a large extent on the ability of management to identify 

risks and to improve operations. The cost-efficiency ratios are used to examine this. The evolution of total income 

and total expenditure incurred in the operation of banks is shown in Tables 4 and 5. 

 

Table 4. Total Revenue of the Turkish Islamic Banks (Thousand Turkish Lira) Source: Own calculation based on 

the Annual Reports of Turkish Islamic Banks 

 

Table 5. Total Expenditure of the Turkish Islamic Banks (Thousand Turkish Lira) Source: Own calculation based 

on the Annual Reports of Turkish Islamic Banks 

 

Figure 6. Cost to Revenue of the Turkish Islamic Banks 2014 – 2021 Source: Own calculation based on the 

Annual Reports of Turkish Islamic Banks 

Total revenue is almost the most significant feature of a bank. Table 4 shows an apparent upward trend for the 

Turkish Islamic banks individually and also collectively. Similarly for the Turkish banking sector, except for in the 

year of 2020. 

The other highly important feature of a bank is total expenditure. It is also increasing year on year, except for 

2020, when the total value of Islamic banks decreased by 16.2%, while the value of the Turkish banking sector 

decreased even more, by 19.3%. 

The first indicator – based on the information in the tables above - for the Management is Cost to Revenue is 

shown in Figure 6. The higher the percentage, the less profitable a bank is, as the indicator shows how much of 
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the revenue is absorbed by costs. As an average, the results of the six banks' ratios were assessed against the 

average results of the Turkish banking sector. As a result, Kuveyt and Emlak banks performed better in terms of 

their relative results and were therefore rated satisfactory.  

In order to examine the profit before tax ratio, it was necessary to collect information about it in Table 6. 

 

Table 6. Profit before Tax of the Turkish Islamic Banks (Thousand Turkish Lira) Source: Own calculation based 

on the Annual Reports of Turkish Islamic Banks 

 

Figure 7. Cost Benefit Ratio of the Turkish Islamic Banks 2014 – 2021 Source: Own calculation based on the 

Annual Reports of Turkish Islamic Banks 

Operational efficiency is reflected in the ratio of profit before tax to total revenue, i.e. how much of the revenue 

is profit. (Figure 7) As the higher the percentage of it, the better, Vakif Bank was evaluated to be the best with the 

value of 2., being all the time above the bank sector’s average. The average of Emlak Bank was the worst, getting 

a rating of 4. The others got 3.  

 3.4  Earnings  

The following profitability indicators can be used to provide an answer to the question of how efficient 

management is, i.e. how effectively the available resources and the assets acquired from them are used (Figure 8). 

 

Figure 8. Return on Equity (ROE) Ratio of the Turkish Islamic Banks 2014 – 2021 Source: Own calculation 

based on the Annual Reports of Turkish Islamic Banks 

Return on equity (ROE), shows the profitability of the equity invested. A sufficient ROE ratio is around 10-12%, 

these values are denoted in the graph with red dashed lines (-----) in Figure 8. It can be seen that by 2021, all banks 
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except Emlak and Albaraka have achieved it. The performance of the ROA indicator is shown in Figure 9. Again, 

with the sufficient range of the ratio (1 – 2 %) denoted by red dashed lines. Only the newborn Vakif Bank achieves 

it totally and Kuveyt mostly. 

 

Figure 9. Return on Assets (ROA) Ratio of the Turkish Islamic Banks 2014 – 2021 Source: Own calculation 

based on the Annual Reports of Turkish Islamic Banks 

 

Figure 10. Net Operation Profit Margin Ratio of the Turkish Islamic Banks 2014 – 2021 Source: Own 

calculation based on the Annual Reports of Turkish Islamic Banks 

Return on assets, or ROA, shows how efficiently banks use their assets. The results of the net operating margin 

are shown in Figure 10. 

By subtracting total operating expenses from total operating income and dividing the resulting amount by the 

value of all assets, we obtain the net operating profit. By 2021, only Kuveyt and Vakif bank have improved their 

results, the other banks are on a downward trend. 

 3.5  Liquidity 

The liquidity ratio (Figure 11) shows the coverage of banks' short-term liabilities. The higher the value of the 

indicator, the more liquid a bank is. 

 

Figure 11. Liquidity Ratio of the Turkish Islamic Banks 2014 – 2021 Source: Own calculation based on the 

Annual Reports of Turkish Islamic Banks 
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Figure 12. Loan to Deposit (LDR) Ratio of the Turkish Islamic Banks 2014 – 2021 Source: Own calculation 

based on the Annual Reports of Turkish Islamic Banks 

In the case of the Loan to Deposit (LDR) Ratio (Figure 12) a result above 100% may also imply a liquidity risk, 

as the size of loans exceed the value of deposits. In such cases, banks have pursued an aggressive business policy. 

Banks Ziraat, Turkiye, and Emlak crossed this line and therefore they did not get the best rating.  

 4  Results 

The final result is based on the ratings given to the sub-indicators, which are presented in Table 7. The way to 

create the CAMEL rating is to calculate the average of every (not sub-) indicator presented in Table 7.  

Table 8 contains the CAMEL ratings, which is the base of the evaluation of the whole Islamic bank system and 

also of the ranking of the banks. The final average of the six banks is 2.54, which means that the performance of 

the Islamic Turkish banks in the time period of 2014 – 2021 is fair. This value cannot be compared with the results 

for the Turkish banking system as a whole, as the CAMEL analysis has not been carried out for that.  

 

Table 7. Detailed CAMEL Results for the sub-indicators for the Turkish Islamic Banks for the time period of 

2014 – 2021. Source: Own calculation 

  C A M E L Average 

Albaraka 3,00 3,00 2,67 4,33 1,33 2,87 

Kuveyt 2,00 1,50 2,33 2,67 1,33 1,97 

Turkiye 2,33 3,00 2,67 3,67 2,33 2,80 

Ziraat 3,00 2,00 3,33 3,67 2,00 2,80 

Vakif 2,33 2,00 2,33 2,67 1,33 2,13 

Emlak 2,33 2,00 2,67 4,67 1,67 2,67 

Average 2,50 2,25 2,67 3,61 1,67 2,54 

Table 8. CAMEL Result for the Turkish Islamic Banks Source: Own calculation 

Ranking Bank Average Value 

1 Vakıf Katılım Bankası A.Ş. 2,03 

2 Kuveyt Türk Katılım Bankası A.Ş. 2,07 

3 Türkiye Emlak Katılım Bankası A.Ş. 2,57 

4 Türkiye Finans Katılım Bankası A.Ş. 2,7 

5 Ziraat Katılım Bankası A.Ş. 2,8 

6 Albaraka Türk Katılım Bankası A.Ş. 2,87 

Table 9. CAMEL Ranking of the Turkish Islamic Banks Source: Own calculation 
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The ranking result in the order of ranking is in Table 9 with the rating averages of the banks, that shows how far 

from each other their performance is.  

The result shows that all banks' performance is between 2-3, which is a sufficient level. Two of them are below 

2.49, meaning "fundamentally sound", "stable", "supervisory concerns are limited to the extent of correcting the 

findings" as it is listed in Table 1 (Masood et al., 2016). The other four are in the bottom half of the fair category, 

(2.2 – 3,49).  

The average of the whole bank system exceeds the second “satisfactory” category (1.5 – 2.49). For it the 

statements of “Financial, operational or compliance weaknesses ranging from moderately severe to unsatisfactory” 

Vulnarable to the onset of adverse business conditions”. (from the Table 1) are valid. 

Summarized, the CAMEL methodology made it possible not only to rank the Turkish Islamic Banks (6 of them), 

for 2014 – 2021but also to evaluate the whole bank system, - that received the CAMEL evaluation of fair.  
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