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Bismillahirrahmanirrahim,

Distinguished guests, ladies and gentlemen,

Assalamu'alaikum warahmatullahi wabarakatuh and a very good morning to you all.
I would like to avail myself of this opportunity to thank the organizers for inviting me to participate in today’s Development Forum and in honor of HE Mr. Ali Babacan. In this Forum, as we discuss how to address and avoid the future financial crises, we should also consider the past systemic challenges, as some of the panelists have pointed to, as well as the tools currently at our disposal to overcome these challenges. Over the last decade we have witnessed a rising influence of sharia-compliant products and a growing interest in the Islamic finance as a viable funding alternative. This development has simultaneously seen a growth in the market infrastructure and the interconnection between institutions that offer Islamic financial services and conventional banks. Still, liquidity management is one of the main challenges that both sectors continue to face. In particular, most institutions that offer Islamic financial services, lack the financial products necessary to efficiently manage the liquidity as compared to their conventional counterparts. In my presentation, I will focus on the Islamic finance industry’s continued growth and the new forms of an efficient liquidity management. I will come forward with the impact of Basel III accords which affect institutions offering the Islamic finance service and conventional banks alike. I will then discuss the potential of sukuk and the role that International Islamic Liquidity Management Corporation, called IILM, can play in enhancing the efficiency of the liquidity management in the Islamic financial services industry. 
I will now speak about the Islamic finance industry’s growth, and the opportunities for efficient liquidity management. Let us begin with saying something good about the recent history and the near future of Islamic finance. During the financial crises, the global growth in Islamic finance tended to continue and the whole sector demonstrated a marked resilience, or a remarkable resilience. According to the Standard & Poor’s Islamic Finance Outlook 2010, assets of the top 500 Islamic banks expanded by 28.6 percent to total US$822 billion at the year end of 2009. In the global Islamic Finance Forum 2012, it was stated that between December 2006 and May 2009 market capitalization of the top 10 conventional banks suffered 42.8% decline compared to an 8.5% decline in the market capitalization of Islamic banks.  In 2013, Ernst & Young claimed that, although Islamic banks’ assets count for less than 1 percent of global banking assets, the industry’s growth of some 40% over the past two years will see the total dollar figure of Islamic banking assets surge to US$1.8 trillion in 2013. Ernst & Young also forecasts that the Islamic banking assets will grow beyond US$ 2 trillion in 2014. Here in Turkey the participation banks are expected to form 5.2% of whole banking assets and reach 10% by 2018. With the growth of those banks, comprising the rest of the conventional banking sector with a steady growth of 30% per annum. With the liquidity management in the mind, this growth is a bit of a potential pitfall. In 2013 Global Competitiveness Report, Ernst &Young projected that institutions offering Islamic financial services will require at least US$400 billion of short-term, credible, liquid securities for capital management purposes, by 2015. In short, all of these market developments need to be parallel as a vibrant Sharia-compliant money market and liquid security market infrastructure. 
I now turn to the current state of the liquidity management and the potential of short-term sukuk. Liquidity management has been growing concern for so many years among industry professionals, many of whom fear that the lack of liquidity management instruments can lead to slowing in the long-term growth of this industry. Commodity murabaha, which is a form of a sale contract on a fair basis, is widely practiced by institutions offering Islamic financial services to manage their liquidity whose daily volume is equivalent to US$22 billion in multiple currencies, according to various sources. However commodity murabaha is not generally considered  a tradeable instrument. It incurs high transaction costs and seems to be experiencing diminishing acceptability from a sharia perspective. In recent years, the sukuk market has been named as one of the key products and a potential address in the liquidity management tools. Sukuk offers an attractive proposition to both issuers and investors. This is witnessed by issuance in great stances and making new entrances during the past decade. However, the limited supply of sukuk in primary markets, the absence of liquid spending markets and scarcity of short-term high quality sukuk in international reserve currencies, limit the role that sukuk can play as a liquidity management tool.
