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The contents of the World Takaful Report 2009 are based on qualitative comments and hence provide a subjective assessment of the current 
market. All quantitative comments are based on published information wherever possible. Where published reliable data was not available, 
qualitative comments were made which may or may not reflect the true state of affairs. Information has been assimilated from secondary 
sources, including published country, industry and institutional information, and primary sources in the form of interviews with industry 
executives. 

We are not expressing any assurance on the accuracy or completeness of the information obtained. Although this report has been documented 
based on our understanding of Islamic financing activities to include only such activities that are deemed Shari’a compliant, no Shari’a opinion 
whatsoever has been taken on this report. Hence, the contents of this report, in terms of the activities to be carried out, might not necessarily 
be consistent with Shari’a in all cases, and the opinion of a Shari’a scholar(s) should be taken before any further steps are made to implement
suggestions made in the report.

Whilst every care has been taken in the preparation of this report, no responsibility is taken by Ernst & Young as to the accuracy or 
completeness of the data used or consequent conclusions based on that data, due to the respective uncertainties associated with any 
assumptions that have been made. 

This report is documented for the World Takaful Conference. No part of this document may be republished, distributed, retransmitted, cited or 
quoted to anyone without prior written permission from MEGA Events and Ernst & Young.  

Disclaimer
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Cover letter

Dear Takaful Executive,

On behalf of Ernst & Young, I would like to take this opportunity to introduce to you the Ernst & Young World Takaful Report 2009. We are 
honored to produce the second edition of this report, which we believe sets a benchmark for the Takaful industry and is essential reading for 
anyone interested in Islamic financial services.

The Takaful industry has strong foundations
The fundamental principles of Takaful have remained the same since the inception of Islam: mutual assistance and Shari’a compliance. Takaful 
markets now span much of the globe with a particular concentration in underpenetrated Islamic markets, the largest of which are Saudi Arabia 
and Malaysia. Gross Takaful contributions have grown from US$ 1.4 billion in 2004 to over US$ 3.4 billion in 2007. There still exists a large, 
expanding and untapped Muslim population on almost every continent. Based on research interviews and estimates, the likely size of the global 
Takaful market could be as high as US$ 8 billion by the end of 2012. 

Risk management in adverse times is essential … to make the most of opportunities for accelerated growth
The financial crisis has severely impacted financial institutions - over the last year the top 10 US and European banks and insurance companies 
have seen a US$ 1.5 trillion drop in market capitalization. The ensuing recession has tempered growth forecasts in almost every region and 
sector, including major Takaful markets. As a consequence, Takaful operators are especially wary of the strategic, operational, compliance and 
financial risks they face today. 

Takaful operators who can successfully adapt their business models and mitigate against changing business risk will have opportunities to 
expand through acquisition activity and benefit in the long-term from strong demographic growth, rising income levels and a growing desire to 
consume Shari’a compliant products. 

I hope that this report will allow market participants to better understand the growth factors underpinning the industry as well as encouraging 
new market entrants. I trust that you will find this report informative and helpful in many different ways, allowing you to identify and exploit 
the various opportunities that exist in the Takaful market today.

Sameer Abdi
Partner
Ernst & Young
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1. Introduction to Takaful 
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Contemporary execution of Takaful has existed for less than three decades

Source: Factiva; Literary Search; IFSB; Central Bank Annual Reports; Ernst & Young analysis

Launches first Islamic 
micro-insurance 

products in Indonesia

622 1963

First Islamic 
banks established 

in Egypt

1975

The world’s first fully 
fledged Islamic bank is 

established

1975

Fatwa issued by the 
Fiqh Council of Muslim 

World League in 
favour of Islamic 

insurance

1979

Established as the world’s 1st

Takaful company by Faisal 
Islamic Bank of Sudan

Established in Dubai by 
the Dubai Islamic Bank

Established in Saudi Arabia by Royal 
decree under the captive framework and 

is 100% owned by the government  

The Malaysian Takaful 
Act comes into effect and 

the first Takaful company is 
established

The Fiqh Council of the 
Organization of the Islamic 
Conference (OIC) approves 

Takaful as the correct 
alternative to conventional 
insurance in full compliance 

with Shari'a

1997

The first active Islamic 
reinsurer

2005

International Council of 
Fiqh Academy issues 

ruling on health 
insurance contracts 

Worldwide re-insurance operators 
enter the Re-Takaful market: Swiss Re, 

Switzerland; Hannover Re Takaful, 
Bahrain; Munich Re, Malaysia

2008

First British 
Takaful firm 
approved by 

the FSA

2009

To set-up 
Takaful entity 

in Bahrain 

Dubai Islamic Bank

Sudanese Islamic 
Insurance 
Company

National Company for 
Cooperative Insurance

Takaful 
Malaysia

Asean ReTakaful 
International Ltd 

Allianz Takaful

Legal & General

Swiss Re; Hannover Re; 
Munich Re

Arab Islamic 
Insurance 

Company (AIIC)

Salaam 
Insurance

“Charter of Medina”
Al-diyah/Al aqila

Fidyah
Cooperatives

Islamic Financial Services 
Board (IFSB) releases 

exposure draft on 
governance for Islamic 

insurance (Takaful) 
operations

Central Bank of Pakistan releases instructions 
to Islamic banks stating that Takaful, wherever 
feasible, should be used to insure their assets

1984 1985
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Takaful can be considered a Shari’a compliant form of conventional cooperative 
insurance

The company engages in investments that derive their income from interest and/or prohibited industries. 
This process is akin to Riba (usury) and/or relates to Haram (prohibited) activities.
The company engages in investments that derive their income from interest and/or prohibited industries. 
This process is akin to Riba (usury) and/or relates to Haram (prohibited) activities.

The company accepts premiums from the insured at a level which it anticipates will cover claims and result in a profit. 
This process of anticipation is akin to Maysir (speculation).
The company accepts premiums from the insured at a level which it anticipates will cover claims and result in a profit. 
This process of anticipation is akin to Maysir (speculation).

Conventional 
Insurance 

(non-mutual)

Conventional 
Insurance 

(non-mutual)
The insured pays premiums to the company in exchange for indemnity against risks that may not occur. 
This process of ambiguity is akin to Gharar (uncertainty).
The insured pays premiums to the company in exchange for indemnity against risks that may not occur. 
This process of ambiguity is akin to Gharar (uncertainty).

Ownership of the Fund - Donating their contributions to the Takaful fund, policyholders are owners of the fund and entitled to 
its profits (this varies slightly between the adopted models which are described later). 
Ownership of the Fund - Donating their contributions to the Takaful fund, policyholders are owners of the fund and entitled to 
its profits (this varies slightly between the adopted models which are described later). 

Takaful is based on principles of Ta-awun (mutual assistance) that is Tabarru (voluntarily) provided. Takaful is similar to 
conventional cooperative insurance whereby participants pool their funds together to insure one another.
Takaful is based on principles of Ta-awun (mutual assistance) that is Tabarru (voluntarily) provided. Takaful is similar to 
conventional cooperative insurance whereby participants pool their funds together to insure one another.TakafulTakaful

Mutual Guarantee - The basic objective of Takaful is to pay a defined loss from a defined fund. The loss is covered by a fund 
created by the donations of policyholders.  Liability is spread amongst the policyholders and all losses divided between them.  
In effect, the policyholders are both the insurer and the insured.

Mutual Guarantee - The basic objective of Takaful is to pay a defined loss from a defined fund. The loss is covered by a fund 
created by the donations of policyholders.  Liability is spread amongst the policyholders and all losses divided between them.  
In effect, the policyholders are both the insurer and the insured.

Elimination of Uncertainty - Donations, causing transfer of ownership to the fund, are voluntary to mutually help in the case of 
a  policyholder’s loss without any pre-determined monetary benefit.
Elimination of Uncertainty - Donations, causing transfer of ownership to the fund, are voluntary to mutually help in the case of 
a  policyholder’s loss without any pre-determined monetary benefit.

Management of the Takaful Fund - Management is by the operator who, depending on the adopted model, utilises either (or a 
combination) of two Shari'a compliant contracts, namely Mudaraba or Wakala. 
Management of the Takaful Fund - Management is by the operator who, depending on the adopted model, utilises either (or a 
combination) of two Shari'a compliant contracts, namely Mudaraba or Wakala. 

Five Key ElementsFive Key Elements

Investment Condition - All investments must be Shari’a compliant, which prohibits investment in Haram industries and 
requires the use of instruments that are free of Riba.
Investment Condition - All investments must be Shari’a compliant, which prohibits investment in Haram industries and 
requires the use of instruments that are free of Riba.

Source: Ernst & Young analysis
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Conventional forms of insurance are prohibited under Islamic law as they contain 
elements of Maysir, Gharar and Riba

TakafulTakaful

Contracts 
Utilised
Contracts 
Utilised

Investment 
Considerations
Investment 
Considerations

Capital UtilisedCapital Utilised

Company 
Responsibility
Company 
Responsibility

Participants’
Responsibility
Participants’
Responsibility

Cooperative InsuranceCooperative Insurance Proprietary InsuranceProprietary Insurance

Donation and mutual contract.Donation and mutual contract. Mutual contract.Mutual contract. Exchange contract.Exchange contract.

Pay claims from underwriting fund 
and shareholders’ equity.
Pay claims from underwriting fund 
and shareholders’ equity.

Pay premiums.Pay premiums.

Share capital.Share capital.

No restrictions except prudential.No restrictions except prudential.

Pay claims with underwriting fund; 
interest free loans in case of 
shortfall.

Pay claims with underwriting fund; 
interest free loans in case of 
shortfall.

Pay contributions.Pay contributions.

Participants’ funds.Participants’ funds.

Shari’a compliant.Shari’a compliant.

Pay claims with underwriting fund.Pay claims with underwriting fund.

Pay contributions.Pay contributions.

Participating capital.Participating capital.

No restrictions except prudential.No restrictions except prudential.

Source: Ernst & Young analysis
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The Takaful industry currently employs three different models to execute its 
business with the combined model becoming the most dominant

Wakala Model

Policyholders
(Participants)
Policyholders
(Participants)

Mudaraba Model

Shareholders’ Fund 
(Takaful Operator)

Shareholders’ Fund 
(Takaful Operator)

ReTakaful
Operator

ReTakaful
Operator

Underwriting 
Surplus

Underwriting 
Surplus

Policyholders’
Fund

Policyholders’
Fund

A principal-agent arrangement is used between the policyholders and the 
Takaful operator for both underwriting and investment activities. 

A principal-manager agreement is used between the policyholders (Rab al 
Mal - capital providers) and the Takaful operator (Mudarib - entrepreneur) 
for both underwriting and investment activities. 

Investment
Income

Investment
Income

Contributions

A fixed Wakalah fee for managing 
operations - sometimes includes a 
performance based element

Policyholders
(Participants)
Policyholders
(Participants)

Policyholders’
Fund

Policyholders’
Fund

Contributions

Fee is a percentage share of the 
underwriting result - a combination of the 
underwriting surplus and investment profits

Underwriting Surplus
& 

Investment Income

Underwriting Surplus
& 

Investment Income
Shareholders’ Fund 
(Takaful Operator)

Shareholders’ Fund 
(Takaful Operator)

ReTakaful
Operator

ReTakaful
Operator

1 2

Combined 
Model

The combined model utilises both contracts. The Wakala contract is used for underwriting activities, while the Mudaraba contract 
is used for investment activities. This model is recommended by certain financial services regulators (including the Central Bank of 
Bahrain).

3

Note: Critics of the Mudaraba model argue that, in the cooperative framework, the underwriting surplus is not considered a profit and the Takaful operator does not therefore have 
any right to it. Furthermore, the Mudaraba contract entitles the Takaful operator to a share in the underwriting surplus, but not to a share in any deficit.
Source: Ernst & Young analysis

An interest-free loan 
provided to the policyholders’
fund on event of deficit

Management 
Fee

Management 
Fee

Qard 
Al-Hasan

Qard 
Al-Hasan

An interest-free loan provided to the 
policyholders’ fund on event of deficit
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2. Global Takaful Markets
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Takaful Growth Phases

Takaful continues to show strong growth in underpenetrated insurance markets

► Takaful contributions have grown from 
US$1.4b in 2004 to over US$3.4b in 2007.

► The largest global markets include Saudi 
Arabia and Malaysia. 

► Globally, Takaful continues to display rapid 
grow in new and existing markets.G
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Source: Ernst & Young analysis
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CAGR 2005-2007

* Note:  Iran’s financial services sector, which is entirely Islamic, has been shown separately from the global analysis. 

2,561 3,283

Global Gross Takaful Contributions by Year (US$m)*

Iran - Gross Takaful Contributions by Year (US$m)

4,157

Source: Ernst & Young WTR08, Ernst & Young analysis

2,164 27%

Indian Sub-
Continent

Levant

Africa

South-East Asia

GCC 

52%

35%

32%

32%

29%

CAGR (2005-2007) = 30%

Global gross Takaful contributions have grown with contributions in 2007 reaching 
US$ 3.4 billion 

770

1,238
1,579

2,046474

544

692

951

121

181

215

14

17

21

32

5

317

8

18

11

2004 2005 2006 2007 (e)

1,384

1,988

2,518

3,364
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Saudi Arabia remains the largest Takaful market in the GCC with contributions of 
US$ 1.7 billion in 2007

Bahrain

Qatar

UAE

Kuwait

Saudi Arabia

CAGR
2005-2007

98%

50%

62%

22%

26%

Gross Takaful Contributions in the GCC (US$m)

Takaful 
Penetration*

2005 2007
0.11% 0.32%

0.04% 0.07%

0.03% 0.03%

0.10% 0.15%

0.76% 0.85%

CAGR (2005-2007) = 29%

645

1,065
1,340

1,695

54

83

90

124

31

42

65

109

25

34

50

15

15

34

59
76

2004 2005 2006 2007(e)

770

1,238

1,579

2,046

* Takaful penetration is gross contributions as a percentage of nominal GDP in respective yearSource: Ernst & Young WTR08, Global Insight, Ernst & Young analysis
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Malaysia remains the largest Takaful market in South East Asia with contributions of 
US$ 0.8 billion in 2007

Brunei

Thailand

Indonesia

Malaysia

14.0%

8.0%

12.0%

39.0%

Gross Takaful Contributions in the South East Asia (US$m)

CAGR (2005-2007)= 33%

CAGR
2005-2007

Takaful 
Penetration*

0.28% 0.26%

0.01% 0.01%

0.23% 0.32%

0.05% 0.05%

2005 2007

343
412

534

79777

75

80

30

30

32

35

24

27

30

35

94

2004 2005 2006 2007 (e)

417
544

692

951

* Takaful penetration is gross contributions as a percentage of nominal GDP in respective yearSource: Ernst & Young WTR08, Global Insight, Ernst & Young analysis
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Contributions towards family and medical Takaful have become especially 
significant 

Source: World Islamic Insurance Directory 2008 and 2009 * Note: MENA includes the GCC, Africa and Levant.

Gross Takaful Contributions by Business as Percentage of the Total (2006)*

34%

46%

16%
4%

33%

53%

6%
9%

65%3%

16%

17%

38%

11%21%

30%

Family and Medical Marine & Aviation Property & Accident Motor

MENA South East Asia

Gross Takaful Contributions by Business as Percentage of the Total (2007)*

MENA South East Asia
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The Takaful industry has been expanding by tapping into large Muslim markets 
globally 

Source: CIA World Fact book; Global 
Insight; Middle East Insurance Review; 
World Islamic Insurance Directory 2009; 
Ernst & Young analysis

3000+

1000 - 3000

100 - 1000

10 - 100

Under 1 – 10 

2007 Estimated 
Gross Contribution 
Income (US$m)

September 2008January 2009 
~124 ~143

3

15*

Indonesia: 3 Takaful Operators + 27 Shari'a Divisions
Iran’s insurance companies are governed by Shi’ite law and their products have been approved as halal. 

Excludes Takaful windows. Total including windows ≈ 179 Takaful Operators

Note: Due to varying definitions, the number of Takaful operators differs depending on source. We have assumed the broadest definition.

~143

Takaful Companies (+38 Windows) Takaful Companies

Takaful operators 
present but no
record of contributions

Global Takaful Operators and Contributions in 2008

2

7

2

12

3

3

415

3

1

12

6
1

1

4
1 3

7

1

1

2

1

37

2

1 1

1

4

1

1

15*

KSA
~37

Malaysia
~12

Sudan
~15

Indonesia
~3

Bahrain
~7

Kuwait
~12

UAE
~6

3
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But there are still significant untapped markets in Asia and MENA

Source: CIA World Fact book; Global 
Insight; Ernst & Young analysis

100m +

50 - 100m

10 – 50m

5 – 10m

1 – 5m 

Estimated 
Muslim 
Populations 
in 2008

India
~151m

Indonesia
~207m

Pakistan
~160m

Bangladesh
~132m

Turkey
~71m

Egypt
~71m

Nigeria
~64m

Algeria
~33m

Morocco
~32m

Iran
~64m

Global Estimated Muslim Populations in 2008

Under 1m 

Note: Muslim populations have been determined using estimated Muslim percentages of totals and 2008 population data.
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3. The Financial Crisis
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Takaful Growth Phases

Takaful operators that successfully manage their business risks will be well placed 
to take advantage of emerging opportunities

► The financial crisis has severely impacted financial institutions and the 
ensuing recession has tempered growth forecasts in almost every region 
and sector, including major Takaful markets. 

► As a consequence, Takaful operators are increasingly concerned with the 
strategic, operational, compliance and financial risks they face today. 
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Source: Ernst & Young analysis
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17 Jan: US$11.5b     
Q4 loss

12 May: 
US$3.2b               
Q1 loss 7 Sept: Nationalized 

by the US Treasury

14 Sept: Files for 
bankruptcy and 
stock markets 
plummet 

16 Sept: Loan of US$85b 
approved by the Fed  

3 Oct: US Congress 
passes US$700b bailout 

13 Oct: UK bails 
out RBS, HBOS 
and Lloyds TSB 
at a cost of 
US$63b

10 Oct: G7 
Finance Ministers 
meet and issue a 
5-point plan

16 Jan: US 
Treasury 
invests US$20b 
in Bank of 
America 

Ja
nu

ar
y 

 2
00

9

19 Jan: UK 
announces a 
new bank 
rescue 
program 

S&P 500 
Average 
2007: 
1,477

Ja
nu

ar
y 

20
08

Q4 loss: 
US$14b

15 Jan: 
US$18.1b 
Q4 loss 16 March: 

Taken over by 
JP Morgan

US$3.9b             
Q1 loss

8 April: 
Receives US$7b 

from TPG 
Capital

22 July: 
US$3.3b loss 

The financial landscape has experienced significant shifts with many institutions 
collapsing or requiring government capital support

Source: Factiva; Bloomberg; Ernst & Young analysis

March: US 
Federal 
Reserve buys 
almost US$1.4t 
in debt

18 Sept: Federal Bank 
and other central banks 

inject billions into the 
global markets  

UBS
WAMU

AIG

Deutsche Bank

Merrill Lynch

WAMU Lehman

Fannie Mae/
Freddie Mac

RBS; HBOS; 
Lloyds TSB

Bank of 
America

Bear 
Stearns

HSBC
Citi
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Insurance firms in particular have suffered major losses

Insurance Company Equity Performance
MSCI indices (US$ returns): Jan 1 2007=100

Includes write-downs and credit losses between January 1st 2007 
and March 6th 2009.

Total: US$342.6b

Source: IIF, March 2009

Europe 
US$23.4b

Asia 
US$1.4b

Americas 
US$317.8b

Americas

Europe

Asia

Reported Losses of Insurers and 
Government Supported Enterprises* 

* GSE: e.g. Freddie Mac

Source: Bloomberg; IIF, March 2009
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USA South East AsiaEurope

Market Capitalization of top 10 Financial Institutions by Region

920

449

-51%

455

793

-42%

89

160

-44%

93

176

-47%

456

-78%

7

-41%

601

-70%

GCC

595

-42%

Banks

Insurers

% of change

% of change

Source:  US/Europe Banks: Factset;  US/Europe Insurance: The Banker, Bloomberg, One Source; Asia Banks: The Banker, Bloomberg, One Source; Asia Insurance: One Source, Bloomberg;
MENA Banks: Reuters; MENA Insurance: Zawya, One Source

Market capitalization between
1st  June 2007 and 20th Nov 2008

Market capitalization between
31st Dec 2007 and 02nd Feb 2009

Market capitalization between
1st  June 2007 and 20th Nov 2008

Surviving financial institutions have lost significant value 

100
183 261

4

Bank Capitalization in US$b
Insurer Capitalization in US$b

13th Mar 2009
13th Mar 2009

1st  Jan 2008 (unless stated otherwise)
1st  Jan 2008 (unless stated otherwise)
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USA

EUROPE

Banks by market 
capitalization

Insurer by 
market 
capitalization 
(1st  June 2007 
and 20th Nov 
2008)

Change in Market Capitalization

Source:  US/Europe Banks: Factset  US/Europe Insurance: The Banker, Bloomberg, One Source  

Citi

Allianz

HSBC

147

37

189

132

% of change -75%

Banks by market 
capitalization

Insurer by 
market 
capitalization 
(1st  June 2007 
and 20th Nov 
2008)

% of change

% of change

-30%

% of change -72%

Manulife

Bank of America

ING

Intesa
Sanpaolo

144

71

99

39

-51%

-64%

-61%

-86%

MetLife

Wells Fargo

AXA

Santander

109

95

98

55

15%

-75%

-44%

-68%

Prudential

Chase

Generali

BNP Paribas

87

53

98
50

-40%

-87%

-49%

-47%

Allstate

Goldman 
Sachs

Fortis

UBS

85

36

93

38

-57%

-74%

-59%

-96%

Travelers

JP Morgan

Zurich

BBVA

65

49

85
39

-26%

-44%

-54%

-49%

Hartford

U.S. Bank

MunichRe

Société
Générale

55

46

67
25

-15%

-94%

-62%

-41%

Great-west

American 
Express

Aviva

Credit 
Suisse

52
26

66
33

-50%

-50%

-51%

-73%

Sun life

Morgan 
Stanley

Pru PLC

Deutsche 
Bank

48
15

66
20

-68%

-67%

-70%

-76%

Lincoln

Capital 
One

SwissRe

Barclays

16
14

60
20

-17%

-95%

-67%

-69%

116

3

-97%

AIG

58 51
47
6

38
10

36 33 30
27 20

100 98 90 58 54

2

45 42 41

11

37

9

36

11

American and European financial institutions have lost over US$1.5t in value

21 20 2

14

19
13 15

28 29 31 2523

Bank Capitalization in US$b
Insurer Capitalization in US$b

13th Mar 2009
13th Mar 2009

1st  Jan 2008 (unless stated otherwise)
1st  Jan 2008 (unless stated otherwise)
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ASIA

MENA

Change in Market Capitalization

Hang Seng Bank

Al Rajhi Bank

The Company for 
Cooperative Insurance

China Life Insurance 
Co. (China)

39

24

2

0.39

DBS

Samba Financial 
Group

Qatar Insurance 
Company

China Life Insurance 
Co. (HK)

1

United 
Overseas Bank

Banque Saudi
Fransi

Islamic Arab 
Insurance 
Company

Ping An 
Insurance Grp)

Co of China

1
0.17

OCBC Bank

Riyad Bank

Oman 
Insurance 
Company 

China Pacific 
Insurance (Grp) 

Maybank

Emirates NDB 

Abu Dhabi 
National 

Insurance 
Co. 

Tokio Marine 
Holdings

0.8

CIMB

Saudi British 
Bank

Kuwait Insurance 
Company

T&D Holdings

0.4
0.3

BRI

Kuwait Finance 
House

Al Ain 
Ahlia Insurance 

Company

Sompo Japan 
Insurance

0.4
0.3

BEA

National Bank 
of Kuwait

Al Ahleia
Insurance 
Company

Sony Financial 
Holdings

0.4
0.2

BCA

National Bank 
Abu Dhabi

Gulf 
Insurance 

Co.

Nipponkoa
Insurance Co

0.3
0.3

Bangkok Bank
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Asia and MENA have also experienced significant losses 
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Short-term performance of Takaful operators has been impacted 

Source: Company Annual Reports, Corporate Interviews, Ernst & Young analysis

Average ROE for a Sample of GCC and Malaysian Takaful Operators

Note: Where possible, publicly available corporate information has been used. In the GCC, 9 companies published information in 2005, 13 in 2006 and 2007 and 4 in 
2008. In Malaysia, 4 companies published information in 2005, 6 in 2006, 8 in 2007 and 4 in 2008. Estimates have been made based upon market data and corporate 
interviews.
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Source: Company Annual Reports, Bank Negara Malaysia Takaful Annual Report, SAMA Annual Reports, UAE Central Bank Annual Reports, CBB Insurance Annual Reviews, Ernst & Young analysis

Average Cost Income and Claims Ratios for a sample of GCC and Malaysia Takaful Operators  

Note: Where possible, publicly available corporate information has been used. In the GCC, 9 companies published information in 2005, 13 in 2006 and 2007 and 4 in 2008. 
In Malaysia, 4 companies published information in 2005, 6 in 2006, 8 in 2007 and 4 in 2008. Estimates have been made based upon available market data and corporate 
interviews. For claims ratios, the data for Malaysia and Bahrain is specific to the Takaful industry, while data for Saudi Arabia and the UAE is specific to the insurance 
industry as a whole. No data is available for Saudi Arabia in 2005.

Despite improvements in efficiency, Takaful operators need to better manage their 
costs in a more challenging market
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Especially in the face of large exposures to volatile equity markets

Source: Bank Negara Malaysia Annual Takaful Statistics 2007, Company Annual Reports, Ernst & Young analysis

Average Equity Exposures and Cash Holdings for a sample of GCC and Malaysia Takaful Operators 

Note: For equity exposures, data for Malaysia includes family and general Takaful operators and was derived from holdings of Islamic private debt securities and equities, 
where it was assumed that 50% of the total holdings were in the form of public equities. All estimates have been made based upon available corporate interviews. 

For cash holdings, where possible, publicly available corporate information has been used. In the GCC, 10 companies published information in 2005, 13 in 2006 and 2007 
and 6 for 2008. In Malaysia, 4 companies published information in 2005, 6 in 2006, 8 in 2007 and 4 in 2008. 
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The 2009 Takaful business risks landscape has changed substantially 
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How the Business Risks match up - 2009 and 2008 results

Source: Ernst & Young analysis
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High risk investment portfolios, human resource expertise and competition will be 
the most pressing global Takaful business risks over the next 12 months

Source: Corporate Interviews, Ernst & Young analysis
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Takaful operators from the GCC and South East Asia are facing similar risks, but 
regional nuances exist

Financial Compliance

Strategic Operational

Financial Compliance

Strategic Operational

Takaful in the Gulf Cooperation Council (GCC ) Takaful in South East Asia (SEA) 
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Business Risks in the GCC
► Equity concentrated investment portfolios are a key risk.
► HR continues to concern many operators.
► Increased competition has emerged as a new risk.

Source: Corporate Interviews, Ernst & Young analysis

Business Risks in SEA
► The global downturn is seen as the most important risk.
► Although more diversified, investment portfolios are also a key risk 

as equity markets and interest rates fall.
► HR continues to concern many operators.



The World Takaful Report 2009Page 31

High risk investment portfolios have moved up the agenda

The limited investment universe results in concentrations:
► Takaful operators are required to invest only in Shari’a-compliant investments. The investment universe 

is thus reduced and lacks fixed income equivalents. The result is an unbalanced investment portfolio, 
particularly with regard to the policyholders’ fund, which is over-concentrated in high-risk equity 
investments, illiquid real estate and low-return cash deposits (Murabaha). 

► Sukuk issuance has been negatively affected by the global collapse of capital markets and by concerns 
over Shari’a compliance - the result has been a reduction in new fixed income investments. 

► A large allocation to cash, which is particularly evident for GCC-based operators, is often accompanied 
with a concentration in a small number of Islamic financial institutions. 

► This risk has highlighted shortcomings in the industry, particularly in the GCC, where operators are 
reliant upon investment income. For one GCC Takaful executive, recent events have been a wakeup 
call: “The economic crisis has brought to light weaknesses in the insurance sector…this will hopefully 
help them to take corrective measures to concentrate on their core activity [insurance underwriting]”.

► In Malaysia, regulatory restrictions on foreign investment have also limited opportunities for 
diversification.

However, conservative investment strategies do exist:
► Takaful windows argued that their “conservative investment strategies” have made this risk less 

pertinent. Their focus has instead been on achieving an underwriting profit.

Commentary and Contributing Factors
“ The ability to deliver 

adequate investment 
performance in today's shell-
shocked environment is seen 
as the key risk - challenges 
are falling asset values, 
market volatility and extra 
low interest rates. ”
- SEA Takaful executive

“ The economic crisis has 
brought to light weaknesses 
in the insurance sector. ”
- UAE Takaful executive

Source: Corporate interviews, Ernst & Young analysis

Key Considerations

Increase retention, focus on underwriting and seek professional asset management:
► Those operators who have relied upon investment income need to enhance their portfolio management capabilities to improve risk adjusted 

returns. This risk is an opportunity for asset managers, who need to address the unique risk/return profile of Takaful operators.

“ Equity/real estate 
investments, particularly 
regional, are highly risky and 
low-risk instruments are 
limited in volume. ”
- Ratings executive
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Human resource expertise has remained a key risk for operators

Human resources risks are still high on the executive agenda:
► As with the wider Islamic financial services industry, Takaful continues to suffer from a shortage of 

human resources with the requisite expertise. This risk was considered more important in the GCC, but 
South East Asian operators also acknowledged its continued relevance. According to interviewees, 
human resource risk is particularly acute in specialist fields, including life insurance, risk management 
and Shari’a compliance. 

► The continued under-penetration of life insurance in the GCC has resulted in the near non-existence of 
indigenous expertise. As a result, a number of recent attempts to expand family Takaful in this market 
have included participation from international conventional insurers. 

► Executives in both key markets (GCC and Malaysia), voiced concern over the availability of Shari’a 
scholars with relevant business acumen.

However, not all operators are suffering to the same extent:
► Takaful windows are tapping large pools of conventional talent relocated from depressed markets. 
► There has been a shift towards the recruitment and development of indigenous talent in recognition of 

the additional expenses of expatriate staff and their willingness to repatriate. Such sentiment was 
confirmed by a SEA Takaful executive who pointed out: “During this period, companies with financial 
strength can target new employees - a lot of those Malaysians working abroad are being retrenched.”

Commentary and Contributing Factors

Key Considerations

Focus on developing local talent and partnering for quick market entry:
► Hiring indigenous talent and providing structured internal training programs helps to create a development culture and reduce turnover.
► For conventional insurers, partnering with established local operators can provide brand equity, infrastructure and access to HR including 

expertise in Shari’a compliance. For local Takaful operators, international insurers provide expertise in risk management and specialist lines.

“ The availability of business/ 
financially qualified scholar in 
the industry is still an issue. ”
- SEA Takaful executive

“ There is an openness in 
terms of the movement of 
conventional skilled 
personnel into Takaful. ”
- Takaful window executive

“ We have created a good 
culture and focus on hiring 
locally, which has greatly 
reduced executive turnover. ”
- GCC Takaful executive

Source: Corporate interviews, Ernst & Young analysis
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Competition has emerged as a major global risk for operators 

New local operators and international windows are crowding the landscape:
► Regulatory authorities in many established Takaful markets have recently relaxed restrictions on the 

insurance sector. Licenses have been awarded to new locally-backed entities and Takaful windows of 
large conventional incumbents. Interviewees, particularly in the GCC, argued that increased 
competition in a contracting market had resulted in overly aggressive pricing for group and commercial 
risks.

The wakalah business model puts Takaful at a pricing disadvantage:
► Price remain a key differentiating factor - “Customers still go for ‘value for money’ insurance purchases 

over faith purchases” is how one GCC Takaful executive described preferences. 
► When competing for business that does not require Shari'a compliant coverage, wakalah-based 

operators are unable to use retained underwriting surplus to discount. As a result, a number of 
interviewees argued that Takaful pricing for group and commercial cover was often uncompetitive. This 
lack of competitiveness reduced an operator’s ability to use brokerage as a “cost-effective mechanism”
to source business. 

But competition is still lacking in GCC family Takaful:
► The specialist nature of family Takaful and long gestation period has limited competition - “What 

competition? I wish we had more”, was the response from one GCC Takaful executive. For the majority 
of GCC-based interviewees, critical mass has not yet been established for family Takaful.

Commentary and Contributing Factors

Key Considerations

Partnerships and specialization can differentiate operators, but critical mass is essential:
► Partnerships with conventional incumbents and specialization in specific lines can differentiate operators from their competition. However, 

without critical mass, profitability in family Takaful will be delayed and competiveness when bidding against insurance companies will be 
limited.

► Distributions are a unique value proposition for Takaful and should be emphasized when competing against conventional competition.

“ Competition has become 
very tough in the last year, 
competitors are cutting 
rates aggressively - the 
market is changing, due to 
lower business. ”
- GCC Takaful executive

“ Because we can’t share in 
underwriting income, we 
can’t adjust pricing and 
can’t meet the same terms 
brokers are offered by 
conventional insurers. ”
- GCC Takaful executive

“ Competition drives the 
industry to better itself. ”
- Takaful window executive

Source: Corporate interviews, Ernst & Young analysis
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The global economic downturn has now begun to affect market conditions

The global economic downturn is now impacting the GCC and SEA:
► Emerging markets were largely shielded from the early impacts of the global economic downturn. 

However, the situation has now changed and the majority of interviewees acknowledged a drop in 
premiums. In SEA, reduced business confidence and a corresponding reduction in lending has 
negatively affected finance Takaful - a key family product in that region. In the GCC, the collapse of 
equity markets has reduced uptake in investment-linked family products. 

► A number of interviewees argued that, despite the relatively sound performance of the Takaful industry 
vis-à-vis conventional financial services, contagion had also taken its toll.

The downturn has increased claims and the prevalence of fraud
► Underwriting risk has grown as bullish economies begin to slow and asset bubbles deflate. Claims 

ratios across the GCC and SEA are expected to rise as defaults increase. One GCC Takaful executive 
gave an example of: “Warehouses bought at inflated prices being burnt down to collect insurance 
payouts”. 

Opportunities exist for family Takaful
► A handful of interviewees argued that the downturn could potentially increase demand for family Takaful 

as customers seek annuity products that offer long-term diversification. For one GCC-based Takaful 
executive, “the growth in life insurance [family Takaful] is purely due to the investment element.”

Commentary and Contributing Factors

Key Considerations

Improve the core business function and diversify income:
► To meet the challenges of a depressed market and increased competition, Takaful operators need to enhance their underwriting capabilities 

and capacity.
► Operators should also consider the benefits of diversifying exposures, both across lines of business and across geographies.

“ We saw a down-turn [in 
premiums] in the previous 
quarter of about 30-40%, 
especially in life, property 
and motor. ”
- GCC Takaful executive

“ As personal financing has 
reduced, so too has finance 
Takaful. ”
- SEA Takaful executive

“ With bad conditions, the 
risks of underwriting have 
increased. ”
- GCC Takaful executive

“ Business confidence is 
down. ”
- SEA Takaful executive

Source: Corporate interviews, Ernst & Young analysis
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Enterprise risk management has moved up our rankings and reflects market turmoil

The global financial crisis brings risk management to the fore:
► Volatile markets, slowed economic growth, realized losses and the subsequent possibility of regulatory 

intervention or increased monitoring are all weighing heavy upon Takaful operators.
► As a nascent and fragmented industry, enterprise risk management (ERM) has been slow to develop 

with only a handful of established operators and windows claiming to have fully implemented an 
effective framework. The importance of risk management has been underlined by the current crisis.  

► A sharp decrease in investment income, which followed a sustained bull-run in both the GCC and South 
East Asia, has also made the management of stakeholder expectations more challenging. As one SEA 
Takaful executive points out: “The pressure is to remain solvent, profitable, and be able to meet client 
claims and expectations”.

Getting rated - a mixture of opinions:
► Recent events in the financial services sector have exposed ratings agencies to criticism. A number of 

our interviewees questioned the validity and merit of ratings - a GCC-based Takaful executive 
explained how a ratings downgrade assigned to one of their reinsurance companies would not effect 
future treaties. Track record, reputation and existing due diligence were sufficient. 

► That said, other interviewees described ratings as a necessity if Takaful was to more effectively 
compete with its conventional counterpart in industrial and commercial underwriting. 

Commentary and Contributing Factors

Key Considerations

Prioritize risk management and seek ratings:
► The Takaful industry is facing a combination of insurance and Shari'a risks, fragmentation and a lack of financial strength, a concentration in 

emerging markets and a reliance upon inexperienced regulatory regimes. Implementing effective ERM is key to sustainability. 
► For all its failings, an independent rating remains a differentiating factor in the insurance industry. If Takaful operators are to effectively compete 

with their conventional counterparts for high value underwriting, a rating appears essential.

“ In such an environment, 
people are learning to be 
more cautious. ”
- GCC Takaful executive

“ Compliance plays a major 
role and it’s fundamental to 
starting any business - it’s a 
differentiating factor for 
companies. ”
- Takaful window executive

“ These days, ratings are 
overrated. ”
- GCC Takaful executive

“ Get themselves financially 
rated in order to compete 
for bigger business. ”
- GCC Takaful executive

Source: Corporate interviews, Ernst & Young analysis
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Varying regulatory regimes have emerged as a business risk and reflect increased 
sophistication of players

Industry expansion has highlighted regulatory risks:
► In the GCC, a lack of regulation has historically impeded growth in the insurance sector and is now also 

considered a business risk for Takaful. A number of interviewees argued that the progress made by the 
industry has not been matched by the regulatory authorities. As one GCC Takaful executive stated; 
“Regulation and regulators are somewhat immature, there is still a lot of development needed.”

► As competition increases and international conventional incumbents become more active, the 
sophistication of operators will continue to improve. Regulators will subsequently have to develop 
supervisory frameworks to match industry innovation. To date, only a small number of countries have 
implemented tailored regulations for Takaful - Bahrain and Malaysia being the two clearest examples.

The application of conventional regulations to Takaful 
► The application of capital adequacy to Takaful is complicated by the separation of shareholders’ and 

policyholder’s funds. A number of interviewees disagree with the application of such requirements to 
policyholders’ funds in isolation, which requires an accumulation of earnings, particularly in the early 
years of operations, and the subsequent withholding of distribution to policyholders.

Commentary and Contributing Factors

Key Considerations

Transparency and consistency, preparation and dialogue:
► The ongoing ambiguity and opaqueness of the Takaful industry reduces its appeal to a wider audience. Takaful operators should strive to adopt 

consistent business models and provide transparency to consumers. 
► Preparation for regulatory changes and continuous dialogue with authorities helps to smooth the learning curve. 

“ Countries need to properly 
develop their regulations 
and aim for standardization -
Takaful is treated differently 
in each country. ”
- Takaful window executive

“ The Gulf states are highly 
fragmented in their 
regulatory approach. ”
- Ratings executive

“ Solvency criteria are 
difficult to meet and 
effectively remove our 
competitive advantage. ”
- GCC Takaful executive

Source: Corporate interviews, Ernst & Young analysis
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4. Sustaining the Future
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Although the global recession has led to a drop in short term GDP forecasts, long 
term prospects for growth in the GCC and South East Asia remain positive

Source: Global Insight

Real GDP Growth Rate - GCC Real GDP Growth Rate - South East Asia
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A young population in core Takaful markets will need more coverage as government 
subsidies decrease and more families require private coverage
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Source: Swiss RE - Sigma No. 3 (2008), Global Insight, Ernst & Young analysis

With insurance penetration levels in Muslim countries at their current levels, there is 
considerable latent demand for Takaful

Current OIC 
member states (2008)

Insurance Penetration and GDP per Capita for Select Countries (2007)

Nominal GDP per Capita in 2007 
at PPP Exchange Rates

(US$ per person)
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Global Gross Takaful Contributions by Year (US$m)

By 2012, total Takaful contributions could reach US$ 7.7 billion

Assumes unabated demand growth with 
no significant impact from the global 
economic crisis and continued growth in 
supply.

Source: World Islamic Insurance Directory 2008; Ernst & Young analysis

Potential Scenarios
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Optimistic 
US$7,696m 
CAGR: 18%

Balanced 
US$5,929m 
CAGR: 12%

Conservative
US$4,293m 
CAGR: 5%

Assumes moderate impact from the 
global economic crisis and short-term 
reduction in economic growth, reduced 
premiums in personal general lines but 
also increased market share in 
corporate and group. 

Assumes significant impact from the 
global economic crisis and prolonged 
reduction in economic growth. Reduced 
demand for personal general lines and 
investment-linked family products, 
together with aggressive pricing in the 
corporate segment, will slow premium 
growth.
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5. Conclusions
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Takaful Growth Phases

Historic growth is now being affected by the economic downturn - a window of 
opportunity has materialized for those Takaful operators that can manage their risks 
and sustain future growth

Source: Ernst & Young analysis
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► Basic product ranges.
► Simple distribution channels.
► Development of regulatory 

frameworks.
► Emergence of 

standardization.

► Increased alliances.
► Mergers and acquisitions. 
► Cross selling and BancTakaful.
► Product innovation.
► Multiple distribution channels.
► Emerging markets.

► Large population centres.
► Expanding income.
► Changing social attitudes towards

Takaful.
► Growing awareness.
► Economic development.
► Growth of Islamic banking.
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6. Appendix
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Ernst & Young’s Islamic Financial Services Group

EMEIA* Sameer Abdi +973 1751 2801 sameer.abdi@bh.ey.com

Bahrain Salmaan Jaffery +973 1751 2802 salmaan.jaffery@bh.ey.com

Saudi Arabia Ahmed Taher +966 1215 9438 ahmed.taher@sa.ey.com

Qatar Robert Abboud +974 4573 444 robert.abboud@qa.ey.com

Kuwait Daryoush Pour +965 2295 5055 daryoush.pour@kw.ey.com

UAE Najeeb Rana +971 4312 9343 najeeb.rana@ae.ey.com

United Kingdom Richard H. Grainger +44 207 951 1091 rgrainger@uk.ey.com

Luxembourg Pierre Weimerskirch +352 42 124 8312 pierre.weimerskirch@lu.ey.com

Malaysia Abdul Rauf Rashid +603 7495 8000 abdul-rauf.rashid@my.ey.com

Hong Kong James A. Smith  +852 2846 9888 james.smith@hk.ey.com

* Note: Europe, Middle East, India and Africa
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The report’s methodology and our interviews

Survey Methodology
► Our survey sought to identify key trends and business risks for 

the global Takaful industry through in-depth interviews with 
executives and industry observers. 

► These discussions were used to gauge business sentiment and 
identify key areas for inquiry. 

► Interviews were conducted in February and March of 2009. A 
total of 21 interviews were conducted in seven different 
countries by Ernst & Young staff.

► Interviews centered on three main topics of discussion, namely;
► Business confidence, demand and supply
► Mega trends
► Business risks 

Business Risk Ratings
► Ernst & Young subject matter experts from the Middle East, Asia 

and Europe developed a list of Takaful business risks and 
contributing factors. 

► All interviewees were provided with this list of business risks and 
requested to rate each to reflect its severity to their respective 
business over the coming 12 months. Interviewees were also 
asked to add any additional risks they felt were important. 

► The results of this rating process were tallied and a relative 
ranking assigned to each. This rank formed the basis for our 
comparative study with 2008 results.

Business Risks Radar
► The Ernst & Young risk radar is a simple device that allows us to 

present the top 6 business risks in the Takaful industry.
► The risks at the center of the radar are those that the individuals 

we interviewed thought would pose the greatest challenge to the 
industry in 2009.

Business Risk Categories
► The radar is divided into four sections that correspond to the 

Ernst & Young Risk Universe™ model. 
► Compliance threats originate in politics, law, regulation or 

corporate governance;
► Financial threats stem from volatility in markets and the real 

economy;
► Strategic threats are related to customers, competitors and 

investors; and 
► Operational threats impact the processes, systems, people and 

overall value chain of a business.

Anonymity and Quotes
► All interviewees were assured of anonymity and minutes 

documented during our discussions were approved by respective 
interviewees.

► Quotations have been used to support argument made in the 
report. 
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