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TAKAFUL & RE-TAKAFUL 
(MIDDLE EAST)

By Dr Sutan Emir Hidayat

Based on the literature and opinions 
of industry experts, there are at least 
fi ve existing challenges facing Takaful 
industry in the Middle East

They are: 
(1) Lack of human talents; 

(2) Lack of appropriate distribution 
channels; 

(3) Lack of standardization in accounting 
standards and disclosure; 

(4) A limited number of investment 
avenues; and 

(5) Issues on corporate governance. 

With regards to the fi rst challenge, until 
today talent shortage and mismatch still 

persist. The number of professionals 
who have mastered Shariah knowledge 
and have suffi  cient exposure to 
Takaful practices is very limited. For 
the second challenge, Takaful being 
the complimentary segment of Islamic 
fi nance to Islamic banking, needs to 
create a strategic alliance in the form of 
bancaTakaful. However, despite many 
articles and opinion that promote this 
mechanism, bancaTakaful is still not 
widely implemented in the Middle East.
 
For the third challenge, within the 
Middle Eastern region, the variations 
in accounting standards and disclosure 
still exist. There is no clear direction 
towards adopting a common accounting 
framework such as the AAOIFI 
accounting standards for all Takaful 
companies operating in the region. For 
the fourth challenge, the number of 
Shariah compliant instruments such as 
Sukuk is still very limited for insurance 
companies, thus exposing Takaful 

operators to higher investment risks 
than their conventional counterparts. 
For the last challenge, the issue of 
representation of policyholders at the 
board level has yet to be resolved. In 
other words, policyholders still do not 
have a governance structure equivalent 
to what shareholders have which 
also means fewer mechanisms for 
policyholders to protect their interests in 
the Takaful scheme. 

Based on the above points, it is 
important to note that tackling the 
above challenges is crucial for the 
Takaful industry to sustain its 
accelerated growth in the Middle East.

Dr Sutan Emir Hidayat is the assistant 
professor and head of Business 
Administration and Humanities 
Department at University College of 
Bahrain. He can be contacted at sutan@ucb.
edu.bh.

Challenges facing the Takaful industry of the Middle East

TAKAFUL & RE-TAKAFUL 
(EUROPE)

By Ezzedine Ghlamallah

KT Bank is the fi rst Islamic bank 
in Germany and in the eurozone, 
with headquarters in Frankfurt and 
branches in Berlin and Mannheim. 
The wholly-owned subsidiary of 
Kuveyt Turk Katilim Bankasi (Kuveyt 
Turk Participation Bank), which is 
leading the Islamic banking market 
in Turkey, is currently att racting the 
Muslim community and millions of 
clients interested in ethical banking in 
Germany alone.

KT Bank’s mission is to become the 
leading socially responsible and fi rst 

choice house bank for clients of all 
religions and nationalities. With a 
population of currently more than 
4.8 million Muslims in Germany, the 
country is a huge market for Islamic 
banking and Takaful. Net incomes of 
Muslim households are estimated to rise, 
and Muslims also have a remarkable 
savings rate of nearly double the 
national average. In addition, 41% of the 
Turkish Muslims in Germany consider 
themselves to be very religious (47% 
rather religious), making them a potential 
target group for Islamic fi nance products 
such as Takaful and bancaTakaful.

The main regulatory challenge in the 
European market is in terms of the 
banking license application process in 
Germany where you need to work with 

the German authorities and the regulator 
to comply with all regulatory, legal 
and fi scal requirements applicable for 
conventional banks. As for Islamic car 
purchases and real estate fi nancing, one 
has to develop approaches to comply 
with the German legislation. 

With the support of Kuwait Finance 
House as the main shareholder of Kuveyt 
Turk Participation Bank, KT Bank has 
excellent links with Turkey and the 
MENA region, thus creating 
opportunities for economic exchange and 
new investments.

Ezzedine Ghlamallah is the executive director 
of SAAFI which specializes in Islamic fi nance 
and Takaful solutions. He can be contacted at 
ezzedine.ghlamallah@saafi .fr.

Potential target group for Takaful products

To receive the latest updates on the global Islamic 
fi nance industry, register for the IFN Daily Alerts at
www.islamicfinancenews.com

Everyone knows the story of Indonesia. 

It is one of the world’s biggest 
potential markets for Islamic  nance 

and the most populous global Muslim 

nation, but e  orts to translate this 
into practical growth of Islamic assets 

have stumbled. Last week, industry 

leaders gathered in Jakarta to discuss 

the opportunities and challenges facing 

Southeast Asia’s largest economy. 
With a new proactive approach from 

the authorities, relaxed regulations 

and a determination for collaboration, 

LAUREN MCAUGHTRY suggests that 

it could  nally be Indonesia’s time to 

shine.

“Islamic  nance in Indonesia is still very 

small compared to the total market — 

the market share is only around 5%, 

which is much less than achieved by 

Malaysia and other countries. Given 

our Muslim majority, Indonesia has a 

very small share in Islamic  nance,” 

commented Dr Sofyan Djalil, the 
minister for national development 
planning and head of the National 
Development Planning Agency, 
speaking at the IFN Asia Forum 2016. 

“But if you look at it in terms of account 

numbers, we have a lot of people — a 

lot of small accounts and micro  nance. 

In numbers it is big.” 
Top down, bottom up
It is widely suggested that the success 

of Malaysia has been driven by its 

practical top-down approach from the 

authorities while Indonesia has evolved 

along more grass roots lines with a 
laissez-faire regulatory regime. Between 

2002-09, Islamic banking in Indonesia 

grew at around 50% per year, while 

from 2009-15 growth continued at an 

average rate of 23% a year and in 2015 

this growth fell to around 8%, explained 

Imam Teguh Saptono, the president 

director of BNI Syariah, speaking on 

the panel ‘Future Forward: Charting 

a New Direction for Islamic Financial 

Institutions’. 
“This suggests that the existing strategy 

is not enough to maintain growth and 

help us grow market share,” he noted. 

“We have sat at 4-5% market share for 

the last few years and we are going 

nowhere. It is time for us to 
make a breakthrough.”“Indonesia is still at the 

normalizing stage,” commented Rafe Haneef, CEO of CIMB Islamic, speaking at the 
same event. “The next stage is the performance 

stage, where you start growing once you have reached a level-playing  eld.” Islamic  nancial operations in 

Indonesia need to reach equality in 

terms of cost, tax and regulation before 

this phase can be reached. Yet this 
objective could soon be within reach. 

While previously government support 

has been limited, it looks as if the 
authorities have recognized this need 

and are ready to make a change in their 

approach. “Until now, Islamic  nance in 

Indonesia has been mostly driven by the 

people and the industry. But now we are 

creating a National Commi  ee that will 

be chaired by the president himself,” 

con  rmed Dr Sofyan.
Government pushIt is expected that within two months 

the new National Commi  ee for 
Islamic Finance will be in place, and the 

authorities are keen to collaborate with 

the industry, liaise with domestic 
practitioners and learn from 
international representatives to 
promote Islamic  nance growth 
and kick-start its progress. “The potential for Islamic 

 nance in Indonesia is huge, 
and our role is to unlock that 

potential and make it into 
reality — we want to translate 

it into market share, meet the demand for Islamic  nancial services and give people more choice,” 
said Dr Sofyan. 
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Indonesia: A change in tactics
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