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In the context of risk management,
a Takaful operator is faced with
challenges in defining, identifying,
measuring, selecting, fixing prices and
mitigating risks between asset classes
in participants’ risk fund as well its
risk exposures. The management of
these risk exposures is an ongoing
process which must be carried out in
the implementation of the company’s
strategy and which must allow an
appropriate understanding not only of
the nature and the importance of the
risks to which the company is exposed,
but also the rules and principles of the
Fiqh to which the Takaful operators
and the Takaful participants are
contractually bound.
Thus, Takaful operators must adopt a
solid risk management framework to
protect the interests of participants and
shareholders. The establishment of a risk
culture for Takaful companies should
not be overlooked, and the supervision
of the board of directors represents a
key factor in achieving this aspiration.
The evolution of Takaful regulations in
several markets and the expansion of the
universe of investments in accordance
with Shariah, in particular Sukuk, have
a positive impact on the development
of the industry because, without Sukuk,
it is diﬃcult for a Takaful company to
manage investment risks.
One of the biggest problems facing the
Takaful industry in particular and the
Islamic financial industry in general
is liquidity. There is a lack of Shariah
compliant assets that are liquid enough.
This inhibits and restricts innovation in
the Takaful industry due to lower yields
as well as liquidity risk and ultimately
limits the growth of the sector. As soon as
short-term Sukuk become available, they
are immediately taken over by Islamic
banks, which leave little or nothing
to Takaful operators, while long-term
Sukuk involve liquidity problems.
One solution could be, as many
practitioners have suggested, that Takaful
companies outsource their investment
responsibilities to management
companies who will use their skills and
©

knowledge to obtain better returns from
managed funds. Indeed, the financial
performance of Takaful companies
in the Middle East has been closely
correlated with the performance of
stocks on the local stock market due to
the predominance of equity investments
in the portfolios of Takaful institutions.
This is harmful, as the resulting volatility
can have a detrimental eﬀect on the
solvency of Takaful funds. The IFSB,
therefore, states that the implementation
of its standards will result in a robust
and vigorous Takaful system on a global
scale.
The question of sharing surpluses is
also a central subject. Some scholars,
like Lukman Olorogun from the Higher
Colleges of Technology in Abu Dhabi,
the UAE, aim to consider a general
model which allows the return of excess
subscription payments to participants.
The goal of this model is to create a fair
means of calculating premiums that
maximizes the ownership of the Takaful
fund.
Another scholar, Hayat Khan from
La Trobe University in Melbourne,
Australia, analyzed the power of
incentives oﬀered to Takaful operators
to alleviate the problems associated with
such a relationship between participants
and the Takaful operator which is
essentially a principal–agent relationship.
Emphasis is placed on the eﬃcient
functioning of the insurance market for
all stakeholders. The incentives include
so-called Wakalah commissions, initial
agency commission as a percentage of
contributions paid, so-called Mudarabah
commissions which represent a share of
investment income from technical
reserves, and the sharing of surpluses (a
share of excess insurance). Hayat’s
research concluded that all the incentives
oﬀered to Takaful operators must include
the sharing of surpluses. A Wakalah–
Mudarabah hybrid model is also
recommended as it encourages the
operator to increase the size of the fund,
which in turn reduces the average risk to
the benefit of participants.
Ezzedine Ghlamallah is a senior consultant
at SAAFI which specializes in Islamic finance
and Takaful solutions. He can be contacted at
ezzedine.ghlamallah@saafi.fr.

19

IFN Sector Correspondents
CROWDFUNDING:
Craig Moore, CEO, Beehive
DEBT CAPITAL MARKETS:
Imran Mufti, partner, Hogan Lovells
EDUCATION:
Dr Kamola Bayram, project director for training and research
at the International Council of Islamic Finance Educators
HALAL INDUSTRY:
Dr Sutan Emir Hidayat
director, Islamic Financial Education and Research,
National Islamic Finance Committee
ISLAMIC LEASING:
Shoeb Sharieﬀ
president, ijara CDC, ijara Community Development Corp
LAW:
Dr Nicolas Bremer, partner, Alexander & Partner
LIQUIDITY MANAGEMENT:
Raghu Mandagolathur
managing director, Marmore MENA Intelligence
MERGERS & ACQUISITIONS:
Burak Gencoglu, partner, Gencoglu & Ergun Law Firm
MICROFINANCE:
Mohammed R Kroessin
head of Islamic microfinance, Islamic Relief Worldwide
PRIVATE EQUITY & VENTURE CAPITAL:
Dr Emilio Escartin
professor in Islamic Finance at IE Business School Spain
PROJECT FINANCE: Siraj Al Islam
partner and head of Transactional Practice at Law Firm of
Mohammed Abdulaziz Al-Aqeel in association with One 2
One Legal, Saudi Arabia
RATINGS: Muhammad Owais Atta Siddiqui
the country manager and sovereign analyst at the Islamic
International Rating Agency
REAL ESTATE:
Philip Churchill
founder partner, 90 North Real Estate Partners
RETAIL ASSET MANAGEMENT:
Muzzammil Dhedhy, chief operating oﬃcer, Hejaz
Financial Services
RISK MANAGEMENT:
Mohamed Afzal, risk management specialist, Saudi ORIX
Leasing Company
SHARIAH & CORPORATE GOVERNANCE:
Prof Dr Mohamad Akram Laldin
executive director, International Shariah Research Academy
for Islamic Finance
SRI ETHICAL & GREEN:
Dr Mohamed Wail Aaminou, general manager, Al Maali
Consulting Group
TAKAFUL & RE-TAKAFUL (ASIA):
Marcel Omar Papp, head of Retakaful, Swiss Re Retakaful
TAKAFUL & RE-TAKAFUL (EUROPE):
Ezzedine Ghlamallah
director, Solutions Insurance and Islamic Finance (SAAFI)
TAX:
Dhana Pillai
head, real estate, tax and project finance, Al Hashmi Law Firm
IFN Correspondents are experts in their respective fields
and are selected by Islamic Finance news to contribute
designated short sector reports. For more information about
becoming an IFN Correspondent, please contact sasikala.
thiagaraja@redmoneygroup.com

19th February 2020

