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binding authority covering the entire sector, limited institutional
scope, weak legal enforceability, insufficient transparency, and
the lack of independent external audit mechanisms. Existing
literature highlights significant gaps in the design of a
comprehensive central advisory board model, particularly
within the Turkish context. Addressing this critical gap, the
present study proposes the establishment of an Asian-style
Central Shariah Advisory Board (CSAB) specifically tailored to
Tiirkiye. In this study, Tiirkiye's existing Shariah governance
structure was comprehensively analyzed using comparative
qualitative research methods, drawing insights from
international standards (such as AAOIFI and IFSB) and the two-
tier Malaysian governance model. The proposed centralized
structure aims to ensure that all rulings and standards are strictly
binding across diverse sectors—including participation banks,
takaful, and fintech—while maintaining consistency with
international best practices and building upon Tiirkiye's
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accumulated local experience. By filling these institutional and
legal gaps in Shariah governance, the proposed CSAB model
seeks to significantly enhance investor trust in Islamic financial
institutions and sustainably strengthen Tiirkiye's strategic
aspiration to become a leading global hub for Islamic finance.
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Oz: Ser’i yonetisim, Islami finansal kurumlarm Islami ilkelere
uygun bir sekilde faaliyet gostermesini giivence altina alarak,
ser'i uyumsuzluk riskini azaltmakta ve daha genis anlamda
Islami finans sektoriine duyulan giiveni giiglendirmektedir.
Tiirkiye’deki mevcut diizenleyici gergeve; tiim sektorii kapsayan
merkezi ve baglayici bir otoritenin bulunmamasi, kurumsal
kapsayiciligin siurli kalmasi, hukuki baglayicihigm zayiflig,
seffafligin  yetersizligi ~ve  bagimsiz  dig  denetim
mekanizmalarinin  eksikligi gibi c¢esitli yapisal sorunlar
barindirmaktadir. Literatiirde, ©zellikle Tiirkiye baglaminda,
kapsamli bir merkezi damisma kurulu modelinin tasarimina
iliskin ciddi bosluklar oldugu ele alinmaktadir. Bu kritik boslugu
gidermeyi amacglayan bu c¢alisma, Tiirkiye'ye 0Ozgii olarak
uyarlanmis bir Asya tarzi Merkezi $er'i Danisma Kurulu (CSAB)
modeli tesis edilmesini 6nermektedir. Malezya'nin iki katmanl
merkezi gercevesinden ve uluslararasi standartlardan (A AOIFI
ve IFSB gibi) ilham alinarak karsilastirmali nitel arastirma
yontemleriyle gelistirilen bu Oneri; bagimsiz bir tiizel kisilige
sahip merkezi bir kurul olarak tasarlanmakta, ayrica Ozel
denetim ve mevzuat uyum birimleriyle desteklenmektedir. Bu
merkezi yap1 sayesinde alman karar ve standartlarn katilim
bankalari, tekafiil ve fintek gibi alt sektorler genelinde kesin
olarak baglayici olmasi, uluslararasi en iyi uygulamalarla uyum
saglanmas1 ve Tiirkiye'nin sahip oldugu yerel tecriibe iizerine
insa edilmesi hedeflenmektedir. Boylelikle seri yonetisimdeki
bu kurumsal ve hukuki bosluklarin doldurulmasi, yatirnrmeilarin
[slami finans kurumlarina duydugu giivenin énemli olciide
artirilmast ve Tiirkiye'nin énde gelen kiiresel bir Islami finans
merkezi olma stratejik hedefinin siirdiiriilebilir bigimde
gliclendirilmesi amaglanmaktadir.
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From Decentralized to Centralized Shariah Governance..

Introduction

Shariah governance (SG) is a critical mechanism that ensures the compliance of Islamic
financial institutions (IFIs) with Shariah principles, mitigates the risk of non-compliance,
and safeguards the trust and reputation of both IFIs and the broader Islamic finance
industry. According to IFSB Standard No. 10 (IFSB, 2009), the SG process involves four
stages: issuing shariah rulings and fatwas, communicating these decisions to the relevant
units and monitoring their implementation daily (compliance), conducting internal shariah
monitoring and auditing, and preparing an annual Shariah compliance report (external
auditing). To fulfil these functions, IFIs structure their corporate governance accordingly
and establish a Shariah committee. However, such committees alone cannot provide
comprehensive oversight of both internal and external compliance. Therefore, various SG
frameworks have been developed in international practice to reduce non-compliance risk
and strengthen institutional discipline. These frameworks differ across jurisdictions,
reflecting variations in financial structures, forms of government, regulatory and
supervisory regimes, and even social contexts. Broadly, three types of SG frameworks are
applied worldwide: Centralized, semi-centralized, and decentralized. Countries such as
Malaysia, Indonesia, Brunei, and Oman have adopted centralized models, where a central
Shariah board typically operates under a higher authority such as the central bank,
overseeing Shariah processes across the sector (Fatmawati et al., 2022). By contrast, most
Gulf countries follow decentralized models, though specific structures vary, and this
decentralization has significant implications for the regulation and implementation of
shariah practices (Alam, 2022; Fatmawati et al., 2022).

Although SG in Tiirkiye has developed rapidly in recent years (Bektas & Yenice, 2025; Yas
& Aysan, 2023), it remains misaligned with international standards in several respects. Key
obstacles include the non-binding authority of SG actors, the absence of a clear and
comprehensive governance framework, weak legal enforceability, deficiencies in
transparency, and the lack of independent internal and external oversight. Moreover, the
current governance structure does not encompass all sectors of Islamic finance, limiting its
effectiveness. The literature suggests that a centralized SG framework is particularly
suitable in contexts where Islamic and conventional financial actors coexist Alkhamees,
2017/2021; Grassa, 2013), as it offers solutions to many of these challenges in Tiirkiye. The
misalignment between Tiirkiye's Shariah governance framework and international
standards fosters a systemic lack of trust and places the sector at a competitive disadvantage
in the global Islamic finance market.

Against this backdrop, the present study proposes the establishment of a central advisory
board tailored to Tiirkiye, drawing on the Asian model of centralized SG. To this end, the
study first examines the challenges surrounding SG in Tiirkiye, followed by an analysis of
Malaysia's framework as a point of comparison, before advancing a proposal for a central
advisory board suited to the Turkish context.

The remainder of this paper is organized as follows: Section 1 presents a comprehensive
literature review summarizing key gaps in the existing body of knowledge. Section 2
summarizes the comparative qualitative methodology used in the study. Section 3 presents
the findings, highlights certain inconsistencies in Tiirkiye's SG framework compared to
international standards, explains Malaysia's central model in detail, and proposes a Central
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Shariah Advisory Board (CSAB) model designed specifically for Tiirkiye. Finally, the
Conclusion offers policy recommendations to address the identified gaps.

1. Literature Review

SG, a process ensuring compliance with Islamic law within IFIs, has gained significant
attention in recent years. In particular, the standards issued by the Accounting and
Auditing Organization for Islamic Financial Institutions (AAOIFI) and the Islamic Financial
Services Board (IFSB) have placed this topic at the forefront of discussions among
academics, practitioners, and regulatory bodies.

AAQIFL, an organization that regulates the sector by developing standards, publishes three
types of guidelines: Shariah, accounting and auditing, and governance (Auditing and
Governance Standards). Among these, the auditing and governance standards focus on
issues related to auditing and governance, or, in other words, the components of SG.
AAOQIFI has placed significant emphasis on this topic, with a total of 24 standards, including
17 on governance, 6 on auditing, and ethical guidelines for Islamic finance professionals
(AAQIFL, 2025). The IFSB, which develops standards more geared toward sectoral and
technical applications, has published 30 standards, approximately half of which are aimed
at ensuring compliance with governance, auditing, and Shariah principles (IFSB, 2025b).
There are many reasons why institutions such as AAOIFI and IFSB attach such importance
to this issue. Chief among these are the requirement for IFIs to operate in accordance with
Islamic principles, the goal of reducing Shariah risk, and the need to protect the reputation
of institutions and ensure trust (Bektas & Yenice, 2025; Grassa, 2013; Hamza, 2013a; S. Ullah
et al., 2018). When an Islamic financial institution lacks robust SG, it may offer products
that do not align with Islamic principles, thereby eroding customer confidence. This risk,
known as Shariah non-compliance risk, can adversely impact not only the institution in
question but also the broader sector as a whole (Hamza, 2013a; Haron et al., 2022;
Mu'adzah, 2022; S. Ullah et al., 2018). For this reason, robust SG is crucial for all institutions
to maintain trust in IFIs.

1.1. The Shariah Governance Frameworks

The SG framework can vary significantly from country to country and region to region. As
outlined in IFSB Standard No. 10, a one-size-fits-all solution is not feasible (IFSB, 2009). This
variation arises from the distinct and unique financial architectures, forms of government,
regulatory and supervisory frameworks, and even social structures of each country.
Despite these differences, there are still some commonalities and patterns in terms of
implementation.

Shariah governance frameworks are typically categorized in two ways: structurally, based
on the position of Shariah authority, and according to the regulatory framework's approach.
When classified by structure, there are three types of Shariah governance frameworks
globally: centralized, semi-centralized, and decentralized. In countries such as Malaysia,
Indonesia, Brunei, and Oman, a centralized structure is preferred. In these countries, a
central Shariah Board generally operates under a higher authority, such as the Central
Bank, with Shariah processes being managed by this central body (Fatmawati, et. all., 2022).

In contrast, Gulf countries usually adopt a decentralized framework, although the specific
structures can vary from one country to another. This decentralization plays a key role in
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shaping the regulations and procedures governing Shariah practices (Alam, 2022;
Fatmawati et al., 2022).

From the perspective of the regulatory framework's approach, Shariah governance
practices are generally classified into three main categories —strict, moderate, and flexible —
based on criteria such as binding decisions, mandatory supervision, and compliance with
standards (Fatmawati et al., 2022). Building upon this theoretical framework, the present
study classifies Malaysia, Oman, Pakistan, Kuwait, and Bahrain as having a strict
regulatory approach due to their comprehensive and detailed SG processes. Countries
where SG is integrated with general banking regulations and exhibits some flexibility, such
as the United Arab Emirates, Qatar, Indonesia, and Bangladesh, are classified as moderate.
Meanwhile, countries lacking binding national-level SG regulations, specifically Saudi
Arabia and Tiirkiye, are categorized as flexible.

Figure 1
Publications on Shariah Governance Through the Years
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Note. Source: Compiled by the author using data from the Web of Science (WoS) and Scopus
databases.

A search for the most prominent databases on SG reveals a rapid increase in publications,
particularly since 2010. This rise can be attributed to several factors, including heightened
academic interest in the subject, the expansion of regulations on Islamic governance by
relevant authorities, the development of standards by organizations such as AAOIFI and
IFSB, and efforts by countries to attract Islamic financial assets. Studies on SG in the
literature can be classified into three main categories:

o Corporate Governance-Based Studies: These studies focus on IFIs, primarily Islamic banks,
and examine SG as an integral component of corporate governance. They explore issues
such as how the governance structures of Islamic institutions have evolved with the
implementation of SG, the impact on their performance, and the influence on their
human resources structure and activities (Ajili & Bouri, 2018; Bukair & Abdul Rahman,
2015; Darmadi, 2013; Fatmawati et al., 2022; Ghaemi Asl, Rashidi, Tavakkoli, & Rezgui,
2024; Grassa, 2013, 2016a; Grassa & Matoussi, 2014; Hamza, 2013; Isbah et. all., 2024; Jan
et. all,, 2021; Kismawadi, 2023; Lee & Isa, 2024; Nawaz, 2019; Pahlevi, 2023; Zuhroh,
2022).
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Theoretical-Based Studies: These studies examine SG from a theoretical standpoint. They
discuss the theoretical foundations of SG for IFIs and analyze the unique SG
frameworks of Asian and Gulf countries within a theoretical context. (Alnasser &
Muhammed, 2012; Ayub et al.,, 2024; Azmat, Skully, & Brown, 2014; Cikiryel &
Zhussupov, 2025; El-Halaby & Hussainey, 2016; Faza' et all.,, 2024; Hamza, 2016;
Handoko & Mardian, 2021; Haron et al., 2022; Minaryanti & Mihajat, 2024; Mohd Zain
, et all.; Mu'adzah, 2022; Puspita & Ali, 2024; Safieddine, 2009; Sholihin et all., 2021;
Tumewang et all., 2023; Wasim & Zafar, 2024).

Ethical and Risk-Based Studies: These studies focus on how SG influences the risk
structure and ethical issues within IFIs (Belal et all., 2015; Ginena, 2014; Rethel, 2011;
Safiullah & Shamsuddin, 2019; K. Ullah et all., 2023; S. Ullah et al., 2018; Wasim & Zafar,
2024).

Although studies on shariah governance in Tiirkiye, particularly those focusing on the
central supervisory body, are relatively limited, recent academic interest signals a growing
awareness of the need for reform (Bektas & Yenice, 2025).

1.2. Shariah Governance in Tiirkiye

Studies on SG in Tiirkiye can generally be grouped under three main categories:

Compliance with international standards: Existing research highlights the incompatibility
between Tiirkiye's shariah governance framework and AAOIFI as well as IFSB
standards. As Tiirkiye's Islamic governance mechanism is still in the process of
development and has not yet achieved full alignment with these international
benchmarks, it lacks the capacity to secure a competitive advantage in the global market
and to position itself as a leading hub for Islamic finance (Agkan, 2018; Bal & Umut,
2023; Giiney, 2015; Karacaer, 2023; Kartal, 2019; Yelsiz & Yurtseven, 2024).

Shariah governance actors, problems, and solutions: Since the framework for Shariah
governance in Tiirkiye has not yet been clearly defined, numerous governance
challenges have emerged. These challenges carry sector-wide implications, most
notably the risk of Shariah non-compliance, which could undermine confidence in the
Islamic finance industry. Existing studies in this area identify the key problems
encountered by governance actors and practices and propose various recommendations
for their resolution (Aydin, 2024; Bektas & Yenice, 2022, 2025; Bogaz, 2022; Tekdogan,
Yenice, & Burgazoglu, 2024; Tekin et. all., 2023; Yas, 2023; Yilmaz & Sencal, 2022).
Shariah governance framework: The least examined area in literature is the Shariah
governance framework itself. While existing studies on Tiirkiye do not directly analyze
this framework, they generally suggest that establishing a central advisory board would
be appropriate (Bektas & Yenice, 2022, 2025; Esen & Karabacak, Yas & Aysan, 2023;;
Yurtseven, 2023). The scarcity of research on this topic provides the main impetus for
this article.

This study fills this gap by proposing a centralized model adapted from the Asian
framework. Collectively, the operational challenges and legal uncertainties inherent in the

current Turkish system underscore the critical need for a central Shariah authority to ensure
standardization and enhance enforceability across the sector.

Uluslararas: Islam Ekonomisi ve Finans1 Arastirmalari Dergisi 12/2 (Ekim 2026) 6



From Decentralized to Centralized Shariah Governance..

2. Method

This study aims to analyze Tiirkiye's shariah governance system in comparison with
international standards using a comparative qualitative research design. Comparative
research involves systematically identifying similarities and differences by examining
practices, policies, or phenomena across different contexts. This approach allows the
researcher to assess two or more examples based on specific characteristics. In this context,
Tiirkiye's shariah governance practices are compared with international institutional
frameworks, such as AAOIFI and IFSB standards. Additionally, building on existing
literature regarding the shariah governance model in Malaysia, the current financial
structures and managerial differences between the two countries are analyzed Fatmawati
et al., 2022; Grassa, 2016).

The research was conducted using the document analysis method, which involves
analyzing documents obtained from both the literature and national and international
legislation. This method was applied through an in-depth review of existing legal texts,
regulatory reports, official documents, and financial reports relevant to shariah governance
(Creswell, 2014/2017; Yin, 2009).

Particularly, reports by the Participation Banks Association of Tiirkiye (PBAT) and strategy
documents by the Presidency of the Republic of Tiirkiye Finance Office (CBFO) were closely
examined to identify weaknesses in the current system. The comparison with the Malaysian
model aimed to provide insights into how the centralization approach in shariah
governance could be adapted to Tiirkiye. The literature on Malaysia's Shariah governance
model was examined by comparing it with Tiirkiye's current structure, focusing on key
criteria such as legal enforceability, independence, and sectoral coverage (Alkhamees,
2017/2021; Hasan, 2010).

3. Findings and Discussion
3.1. Shariah Governance in Tiirkiye and International Standards

SG, which ensures that the operations of IFIs comply with Islamic principles, is a
comprehensive framework encompassing fatwa issuance, compliance auditing, reporting,
and oversight processes, as outlined in international standards such as those of AAOIFI
and IFSB. In international literature, SG frameworks differ according to the institutional,
legal, and cultural contexts of each country, and it is generally not expected that a single
model can be uniformly applied across all jurisdictions (AAOIFI, 2025; IFSB, 2009).
However, two primary SG frameworks are widely used worldwide: centralized and
decentralized models. Tiirkiye is currently moving towards a centralized approach. In this
context, after identifying the elements of Tiirkiye's centralizing SG structure that do not
align with international standards, an Asian-style SG model will be presented to address
these shortcomings, culminating in a framework tailored specifically to Tiirkiye.

Firstly, according to relevant international standards, countries may implement SG through
either central Shariah boards or institution-based Shariah supervisory boards. A single
model is not mandated; rather, it is recommended that each jurisdiction establish structures
suited to its specific legal and institutional context (AAOIFIL, 2017; IFSB 2009, 2025a).

International Journal of Islamic Economics and Finance Studies 12/2 (October 2026) 7
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Table 1
Misalignments in Tiirkiye's Shariah Governance

Area/Element Requirement in Current Situation in Point of
International Standards Tiirkiye Misalignment
(AAOIF], IFSB)

Central Authority Existence of a central PBAT Advisory Board No central board
Shariah board with covers only with binding
binding decisions covering participation banks authority for the
the entire sector (AAOIFI, entire sector
2017; IFSB, 2009)

Scope Inclusion of all Islamic Excludes savings Governance gaps
finance actors (banks, finance companies, and inconsistent
takaful, fintech, etc.) (IFSB, fintech, takaful, etc. practices
2009, 2025a)

Legal Governance supported by  Existing documents Absence of a

Enforceability

Independence

Transparency

External Shariah
Audit

Member
Appointment and
Diversity

Independent
(Non-
institutional)
Shariah
Committees

legally binding regulations
(IFSB, 2009, 2025a)

Decisions not subject to
management approval;
avoidance of conflicts of
interest (AAQOIFI, 2005,
2008, 2017, 2019a, 2019b)

Public disclosure of
decisions and non-
compliance cases (IFSB,
2025a)

Existence of an
independent external
audit mechanism (IFSB,
2009, 2025a)

Members to meet diversity
and independence criteria;
workload limits for
members (AAQOIFI, 1997a,
2017; IFSB, 2009)

Subject to regulation and
supervision; adherence to
ethical standards (IFSB,
2009, 2025a)

(e.g., PBAT principles)
lack legal enforceability

PBAT decisions subject
to PBAT management
approval

Decisions submitted to
PBAT but not publicly
disclosed

Only internal audit
exists; no external audit

Some members serve on

multiple boards; new
members selected by
dominant existing
members

Non-bank committees
not regulated; risk of
“fatwa shopping”

comprehensive and
binding legal
framework
Compromised
independence and
increased conflict of
interest risk

Lack of transparency

Absence of external
audit

Weak independence
and pluralism

Ethical risks and lack
of oversight

Note. Source: Author(s).

Table 1 summarizes the key areas in which Tiirkiye's SG framework diverges from AAQOIFI
and IFSB standards. Major gaps include the absence of a central Shariah authority with the
mandate to issue binding rulings for all Islamic finance institutions—prompting this
study's proposal for an Asian-style Central Shariah Supervisory Board (AAOIFI, 1997; IFSB,
2009). Other shortcomings are the framework's limited sectoral scope, which excludes
institutions such as takaful providers, fintech firms, and savings finance companies, and
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the lack of a comprehensive legal framework to ensure enforceability. Requiring
management approval for Shariah board decisions compromises independence, while the
failure to disclose rulings and instances of non-compliance undermines transparency. In
addition, the absence of an independent external audit mechanism, insufficient diversity
and independence in board appointments, and the unregulated status of non-institutional
Shariah committees—creating risks such as "fatwa shopping”—all weaken governance
effectiveness and hinder alignment with international best practices.

To overcome these challenges, the proposed solution, inspired by the Malaysian model,
suggests the establishment of a Central Shariah Advisory Board (CSAB) that will operate
as an independent institution responsible for issuing standards and decisions for all Islamic
financial institutions in Tiirkiye. This centralized structure will enhance the legal
enforceability of decisions, ensure consistency across sectors, and increase investor
confidence. The inclusion of an audit unit within the CSAB will further strengthen
supervision and ensure compliance with both Shariah principles and national regulations.

From a literature perspective, this proposal aligns with the growing academic support for
centralized Shariah governance frameworks in countries with dual financial systems, such
as Malaysia, where both conventional and Islamic banks coexist (Alkhamees, 2017/2021;
Grassa, 2013; Hasan, 2010). It has been shown that such models reduce the risk of Shariah
non-compliance, which could undermine the credibility and stability of the Islamic finance
sector (Grassa, 2016). Furthermore, research highlights the importance of legal
enforceability and independent auditing in the development of a reliable and effective
Shariah governance framework (AAOIFI, 2017; IFSB, 2009). These elements are crucial for
Tiirkiye's efforts to integrate Islamic finance more seamlessly into its broader financial
system and position itself as a competitive player in the global Islamic finance market.

3.2. Asian-Style Central Shariah Advisory Board

Alkhamees (2017/2021) emphasizes that a Central Shariah Advisory Board can enhance a
country's SG through a proactive approach. This, he argues, derives from the Board's role
as the final authority on Shariah matters nationwide and its capacity to enforce strict
oversight. In such a system, the sector is monitored to prevent Shariah non-compliance
before it occurs, thereby ensuring a pre-emptive rather than reactive mode of governance.
However, this framework —commonly referred to in the literature as the Asian model —has
been adopted not only by Malaysia, Indonesia, and Brunei, but also by countries such as
Sudan and Pakistan (Grassa, 2013, 2016; Grassa & Matoussi, 2014; Hamza, 2013). This study
will examine the Asian model of SG with Malaysia as the primary case, given its role in
exporting SG practices to other countries (Rudnyckyj, 2018/2021). Another reason for
adopting the Malaysian Central Shariah Supervisory model is that Malaysia operates a dual
financial system, comprising both conventional and Islamic institutions. In practice, the
sector is dominated by conventional finance. Since Tiirkiye faces a similar landscape,
Malaysia's approach has been considered the most relevant model. An even more
compelling reason is Malaysia's success in integrating Islamic finance within a legal system
that is not rooted in Shariah law. Malaysia follows a common law tradition, and while it
maintains separate courts for secular and Islamic matters, these institutions operate in a
coordinated and integrated manner (Alkhamees, 2017/2021).

International Journal of Islamic Economics and Finance Studies 12/2 (October 2026) 9
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3.2.1. Central Shariah Supervisory Board in Malaysia

Malaysia has one of the most advanced SG frameworks globally. At the national level, two
Shariah councils play a central role: the Shariah Advisory Council of Bank Negara Malaysia,
which serves as the country's central bank, and the Shariah Advisory Council of the
Securities Commission Malaysia (Hasan, 2010).

Bank Negara Malaysia (BNM) established the Shariah Advisory Council (SAC) in 1997 as
the highest authority on Shariah matters for IFIs. Under the Central Bank of Malaysia Act
2009, the SAC was formally designated as the sole body responsible for determining the
application of Islamic law in relation to Islamic financial activities regulated and supervised
by BNM (Alkhamees, 2017/2021; BNM, 2025). Additionally, the same law requires that any
Shariah issues brought before the courts or raised in arbitration be referred to the SAC,
thereby ensuring legal clarity and certainty.

The other body, the Shariah Advisory Council of the Securities Commission Malaysia, was
created on May 16, 1996. Under the Securities Commission Malaysia Act 1993, it serves as
the authority responsible for applying and verifying Shariah principles in Islamic capital
market activities and transactions. Although there are two councils, their mandates are
distinct. The SAC of BNM primarily oversees the banking and Islamic finance sectors, while
the Shariah Advisory Council of the Securities Commission focuses on the capital markets.
To promote consistency in their rulings, both councils are often composed of overlapping
members. Among them, BNM's SAC is regarded as the supreme authority for the Islamic
finance sector (BNM, 2025).

The SG framework in Malaysia, introduced by BNM in 2009, is based on a two-tier
structure. At the national level, the Central Shariah Advisory Council of BNM serves as the
highest authority, while each Islamic financial institution is required to establish its own
Shariah Committee. This arrangement ensures that all IFIs operate in full compliance with
Shariah principles, with oversight exercised both centrally and at the institutional level
(BNM, 2009).

As shown in Figure 2, responsibility for shariah compliance rests not only with the shariah
committee but also with the board of directors, which holds ultimate governance
accountability. A shariah committee on its own, however, is not sufficient to guarantee
compliance. Supporting functions—such as shariah monitoring, shariah risk management,
and shariah research—collectively form the Shariah compliance and research function,
providing additional checks and expertise. With these mechanisms in place, the board of
directors can confidently affirm that the institution operates in accordance with Shariah
principles. At the same time, a central advisory council issues binding rules and principles
that guide both individual institutions and the wider sector. Compliance with the shariah
principles is therefore ensured through a combination of internal mechanisms and external
oversight.

Uluslararasi Islam Ekonomisi ve Finans1 Arastirmalari Dergisi 12/2 (Ekim 2026) 10
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Figure 2
Shariah Governance Framework in Malaysia
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In 2019, BNM issued the Shariah Governance Policy, which builds upon and expands the
earlier SG framework. The policy seeks to ensure that SG is not treated merely as a legal
requirement but embedded as an institutional value. For this culture to take root, it must
be embraced by all levels of staff —from senior management to front-line employees—
integrated into internal processes, and reinforced through continuous communication
(BNM, 2019). It is the responsibility of the board of directors to ensure that Shariah
compliance is embedded at every level of the institution. This requires a top-down
approach in which corporate culture—namely, a culture that embraces the application of
Islamic principles across all operations—is driven from leadership and cascaded
throughout the organization. Management must recognize that Shariah compliance is not
merely a legal obligation but also an ethical and moral responsibility of the bank. To foster
this culture, employees at all levels should be educated on Shariah compliance and their
awareness continuously enhanced. The centralized Shariah governance model in Malaysia
is regarded as best practice, particularly in regions where traditional and Islamic financial
systems coexist. Scholars such as Grassa (2013) and Alkhamees (2017/2021) have
highlighted the significance of a strong central Shariah authority to minimize regulatory
inconsistencies and ensure the consistent application of Islamic principles across the
financial sector. Additionally, BNM (2019) emphasizes that Shariah compliance is not only
a legal requirement but also a moral and ethical obligation that must be upheld at all levels
of an institution. This principle is further reinforced by a two-tiered structure, where both
the central board and individual institutions are held accountable for ensuring compliance.
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3.2.2. Towards a Central Shariah Supervisory Board in Tiirkiye

The challenges associated with SG in Tiirkiye, as outlined in Table 1, along with insights
from both national and international literature, underscore the need for centralization
within Tiirkiye's SG framework. This centralization would not only enhance Tiirkiye's
position in its goal to become a global hub for Islamic finance but also give it a competitive
edge in the international Islamic finance sector. Furthermore, the strategy document issued
by the relevant public authority reinforces the importance of centralizing SG (CBFO, 2022).
In this section, we propose a centralized SG framework tailored to Tiirkiye's Islamic finance
sector, drawing on the two- tier centralized advisory board structure used in Malaysia. This
framework is designed not only to address the SG challenges identified in Tiirkiye but also
to build on the country's existing experience and accumulated knowledge in the field.

3.2.3. Principles for Establishing a Central Shariah Supervisory Board

In establishing a CSAB tailored to Tiirkiye, it is essential to follow a set of principles that
reflect the country's specific context. The principles underlying the proposed model are as
follows (Bektas & Yenice, 2022, 2025; Yenice & Bektas, 2022b):

¢ Every Islamic or interest-free financial institution shall establish a shariah committee.

e All Shariah committees will be required to comply with the rulings of the CSAB.

e The Advisory Board of the PBAT, which has served as the supreme advisory body for
Islamic banks in the country, shall be incorporated into the CSAB, and the standards
and decisions it has developed will be duly recognized.

e The CSAB should be composed of sectoral units, with the head of each unit serving as
a full member of the Board. These units would include participation banks (or Islamic
banking divisions), Islamic insurance (takaful) entities, Islamic capital market
institutions, savings finance companies, fintech providers, and similar actors.

e Each unit shall consist of no fewer than five members.

e The CSAB, together with the relevant sectoral units, shall issue standards and rulings
in response to industry needs.

e All standards and rulings issued by the CSAB shall be binding on all IFIs.

¢ An Audit Unit should be established within the CSAB, composed of Shariah compliance
auditors.

e Shariah compliance auditors shall be responsible for auditing the compliance
departments of individual institutions as well as the overall activities of all IFIs.

e A Legislation and Regulation Compliance Unit should also be created within the CSAB
to ensure that all standards and rulings are reviewed for consistency with existing laws
and regulations prior to their issuance.
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Figure 3
Proposed Structure of the Central Advisory Board in Tiirkiye
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In the model proposed for Tiirkiye —adapted from from the two-tier structure applied in
Malaysia—the CSAB functions as an umbrella institution responsible for issuing standards
and rulings applicable across all sectors, as well as ensuring supervision and compliance.
While the CSAB provides sector-wide oversight, IFIs are also required to establish internal
Shariah committees to monitor their own Shariah compliance, in line with the principles of
the two-tier model.

Each sectoral unit within the CSAB consists of at least five members, and the head of each
unit serves as a full member of the CSAB. Thus, CSAB membership represents the entirety
of the Islamic finance industry in Tiirkiye. The process of developing regulatory texts
follows a structured procedure: standards and decisions are first drafted and approved at
the unit level, then reviewed by the Legislation and Regulation Compliance Unit. Once
confirmed for consistency with national laws and regulations, the texts are submitted to the
CSAB for final approval and subsequently published.

To safeguard independence and neutrality, the CSAB should not operate under any existing
organization. Instead, it must be established as a fully independent and separate legal
entity. Furthermore, the appointment and dismissal of CSAB members should follow the
best international practices and standards of SG.

Conclusion and Policy Recommendations

The study has shown that Tiirkiye's current SG framework suffers from significant
shortcomings when measured against international standards. The absence of a binding
central authority, limited sectoral coverage, weak legal enforceability, insufficient
transparency, and the lack of independent external oversight mechanisms undermine
confidence in the system and constrain the development of the Islamic finance sector. These
deficiencies also weaken Tiirkiye's aspiration to position itself as a global financial hub,
particularly through the Istanbul Financial Center. A comparative assessment of Malaysia's
two-tier centralized model demonstrates that the establishment of a CSAB could address
these weaknesses and align Tiirkiye's SG with international benchmarks. Designed as an
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independent legal entity, incorporating representatives from all sub-sectors and supported
by specialized audit and regulatory compliance units, such a body would enhance binding
authority, consistency, transparency, and independence. In doing so, it would not only
strengthen the foundations of Tiirkiye's Islamic finance industry but also provide the
country with a competitive advantage in the global Islamic finance arena.

This proposal bridges the gap between Tiirkiye's limited literature on SG and global
expectations by advancing a model inspired by international best practices yet adapted to
local realities, thereby offering a distinctive contribution. By addressing the shortcomings
of Tiirkiye's current flexible governance structure, the proposed framework has the
potential to enhance confidence, attract greater investor interest, and strengthen the sector's
long-term competitiveness. The following policy recommendations should be taken into
account for the implementation of the proposed model and its effective application by the
relevant stakeholders:

e The CSAB should be established by law as an independent legal entity with binding
decision-making authority over all interest-free financial institutions. A statutory basis
would ensure the institution's independence from political influence and reinforce its
credibility.

e The CSAB's jurisdiction should extend to all Islamic finance actors, including
participation banks, takaful companies, capital market institutions, fintech providers,
savings finance companies, and asset management institutions. Its rulings should be
binding across these sectors to guarantee uniformity and consistency.

e The current Advisory Board of the PBAT should be integrated into the CSAB to avoid
duplication of functions and to ensure that the standards and decisions already in place
remain valid and operational.

e Members of the CSAB should be appointed through transparent, merit-based
procedures, with restrictions on multiple board memberships. Strict rules must be
established to prevent conflicts of interest, while both internal and external auditing
mechanisms should be institutionalized to uphold accountability and compliance.

e All decisions, guidelines, and cases of non-compliance issued by the CSAB should be
publicly disclosed. To strengthen credibility, clear sanctions for Shariah non-
compliance must be established and consistently applied.

e In addition to internal audits, an independent external audit mechanism should be
institutionalized, conducted by CSAB-appointed auditors, to provide sector-wide
oversight and enhance accountability.

e Fatwas, rulings, and standards constitute the foundation of SG. To consolidate these
elements, a comprehensive SG policy should be formulated under the leadership of the
CSAB. This policy document should set out a strategic framework for strengthening SG
over the short, medium, and long term.

¢ Indual systems where conventional and Islamic finance actors coexist, legal compliance
presents particular challenges. To address this, a dedicated "Legislation and Regulation
Compliance Unit" should be established within the CSAB to ensure that its decisions
are fully consistent with the national legal framework.

¢ Enhancing Islamic finance education and public awareness should be among the
CSAB's core functions. A substantial portion of its annual budget should be allocated to
training programs, educational initiatives, and research projects aimed at strengthening
the human capital and institutional foundations of the sector.
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