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Abstract 

Takaful insurance is a mutual insurance that was developed by insurance practitioners 

in Sudan as they felt that the convectional insurance as practice goes contrary to their 

religious belief. This class of insurance was introduced in 2006 to further depending the 

insurance penetration which has been very low more so that some Moslems believe that 

the convectional insurance practice goes contrary to Shariah. The main objective of this 

study is to find out if adoption of Takaful insurance will enhance performance of SMEs 

especially those who were not patronizing the conventional insurance products. The 

purposive sampling method was adopted and questionnaires administered to customers 

of the Takaful insurance companies who are SMEs operators. The finding from the 

investigation shows that there is a positive growth in the performance of the Takaful 

insurance companies and majority of the small scale business owners who were not 

buying conventional insurance products are buying from them. The study finally 

recommended that the operators of these companies should increase the creation of 

awareness of their products to their target market.  
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Introduction 

Takaful insurance is a mutual insurance that was developed by insurance practitioners 

in Sudan as they felt that the convectional insurance as practice goes contrary to their 

faith. According to Swart and Coetzer (2013) the Takaful concept evolved from 

individual common interest during the industrial era of the early 1900’s. Swart and 

Coetzer posited that only eighty million of the world’s 2.5 billion are as at then covered 

by microinsurance which include the Takaful insurance.  They argue that majority of the 

buyers of this form of insurance are low income earners for themselves, their families 

and their business. 

In Islam, the basic principle of investment is that reward must not be accompanied by 

risk. Takaful insurance companies, according to Anwar (2008), therefore cannot invest 

in products which are interest-based, have a guaranteed or minimum return on the 
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investment, or are based on haram practices (casinos and gambling companies). 

According to Wada (n.d) among the content of the last sermon of Prophet Muhammad is 

that “Allah has forbidden you to take usury (interest). He went further to reveal that 

“therefore all interest obligation shall henceforth be waived, adding that your capital, 

however, is yours to keep. This is the centrepoint of Islamic finance which is the focal 

guideline of Takaful insurance. Thus, Takaful insurance could be seen as an answer to 

modern concept of insurance to the Islamic faithful. 

Stagg-Macey (2017) notes that Takaful is an Arabic word stemming from the verb “kafal”, 

which means to take care of one another’s needs or “guaranteeing each other”. This 

means that this class of insurance allows members or participants in a group to jointly 

agree to guarantee themselves against loss or damage. Thus the entire group would 

assist the incumbent person to indemnify his loss and to provide him with financial help. 

This is the reason; it has been argued among insurance practitioners that Takaful is a 

form of mutual insurance practice. 

Financing, according to Kahf and Khan (1992), entails the movement of resources from 

wealthy people to deficit producing or consuming units. This means that financing helps 

deficit units to receive the requisite amount of resources than they could have 

commanded by internal means (Kahf and Khan, 1992). In conventional economics, 

financing environment producing deficit unit might take the form of interest-based 

borrowing, offering stocks and shares (equities) and obtaining credit in the form of 

deferred payment facilities offered by sellers and interest-based borrowing (Kahf and 

Khan, 1992). However, in an interest-based economy, interest-based financing 

dominates all other forms of finance which is against Islamic principles of finance. 

On the reason behind the promotion of Takaful insurance in any economy that has large 

Moslem population, according to Matsawali, et al (2012), Islam promotes the act of 

taking precautionary measures or ‘ikhtiar’ against any risks. They further posited that 

for instance in the Quran had described how Prophet Youssef filled the grain silos from 

the surplus of seven years of good harvest as a protection to ensure the availability of 

continuous food supply during the period of seven years of drought. This, Matsawali et 

al (2012) maintained is a clear indication that one has to strive hard to avoid from being 

inflicted by any ill luck, and at the same time be fully prepared. This, no doubt, is the 

primary objectives of insurance, among the parties involved, shared-responsibilities on 

the basis of mutual co-operation in protecting an individual against unexpected risks. 

Islamic Insurance (Takaful), has been described by Pius and  Velmurugan (2021) as a 

type of Insurance that follows Islamic Shariah. Mutual cooperation, uniform interest, and 

shared responsibility are the major features of the Takaful Model. Pius and Velmurugan 

maintained that Takaful Insurance has a huge opportunity in Indian Insurance System, 

as India is the second-largest country in the world regarding Muslim population. This 

means that it is an insurance product that strives well in countries with large Moslem 

populations. 
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According to Amuda, Ibrahim and Noraman (2020) Islamic insurance or Takaful 

insurance specifically attempts to bring both social and economic benefits to 

participants especially I emerging economies whose citizens are predominantly Moslem. 

The patronage of this concept of insurance is as a result of the fact that it is compliant 

with Islamic principles. Amauda, Ibrahim and Noraman posited that there are various 

Islamic economic concepts such as musharakah, mudarabah, murabaha, Takaful among 

others with the aim of improving the economic system of the Moslem community 

through partnership in business transaction and wealth creation which are important 

for sustainable human and material development. They also argued that Takaful 

insurance is about sustainable social and economic development especially among the 

participants (Amuda, Ibrahim and Noraman, (2020). This means that this form of 

insurance will assist Moslem who may not want to insure their risks or participate in 

other forms of financial intermediation provided by conventional insurance to do so. 

Hence, they have the alternative of buying insurance products which are compliant with 

Islamic principles or the precepts from the Quran, or rather, these products are Shariah 

complaints. 

On the need for the introduction of Takaful Insurance in Nigeria, Ardo and Saiti (2017) 

noted that its population of over 200 million people with about of them being Moslem is 

a good ground for such. They argued that due to some of the things that majority of 

Moslems will find wrong in conventional insurance, this will make them to embrace 

Takaful insurance. In other words there is a market of over a million people for Takaful 

Insurance in Nigeria alone. 

Takaful insurance was introduced in Nigeria by Noor Takaful in 2016 following the 

release of the guidelines on the establishment of such companies in the country in 2015. 

According to the Nigeria Insurance Digest, a statistical publication of the Nigerian 

Insurers Association (2019) the Nigerian insurance industry earned a premium income 

of N404,240,000 in 2019 from the Takaful insurance with the majority of the income 

coming from Lagos and North West, Nigeria. This shows that this class of insurance is 

helping in increasing insurance penetration in the country. 

Nigeria as observed earlier above has a large Moslem population which could have been 

a motivating factor in growing Takaful Insurance in the country. Ardo and Saiti (2017) 

argued that despite the large market potentials and governments commitment, the 

growth of Takaful operations in Nigeria the concept has not grown as would have been 

expected. As such, this study would aim at exploring the history, present status as well 

as challenges impeding the development of Takaful industry with a view to proffering 

effective solutions to the problems. Takaful operation in Nigeria, using Industry 

Statistics) has not grown as much as desired considering the great prospects it holds (see 

Nigeria Insurance Digest, 2020). This worsen by the fact according to Ardo and Saiti that 

there is a large population, coupled with legal provisions for mandatory insurance in 

several product classes and severe financial exclusion in predominantly Muslims 

regions, the viability of Takaful has not translated into practice. The market, generally, 
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trend shows an evident apathy for insurance products as policy holders comprise mainly 

of corporate clients and few retail customers subscribing to the compulsory insurance 

products (Dias, Garand, and Swinderek, 2013). This is compounded by the fact that there 

are numerous indicators suggesting Nigeria as a good market for insurance business, the 

huge potentials in the sector remain largely untapped with insurance density (insurance 

premiums as a percentage of GDP) of only about 0.225% in 2015 (Nigeria Reinsurance 

Corporation. (2016).  

Similarly, according to the Oxford Business Group (2017), gross written premiums in the 

country in the year 2015 was worth less than 1% of GDP, a huge chunk of which were 

from the South West region, specifically Lagos state leaving out the Muslim dominated 

northern region with barely any form of insurance services. This ought not to be the case 

as almost 15 years after the introduction of Takaful operations in the country in 2004 

(Ardo & Saiti, 2017). Currently, there  only four (4) Takaful Insurance companies as 

against 57 conventional insurance companies as listed in the National Insurance 

Commission (2022) website, before now in 2017. It is pertinent to note in 2004 there 

were only one (1) subsidiary following the opening of two (2) windows for the 

introduction of this form of insurance in the country before a licenced full-fledged 

Takaful operator could come into operation. This ugly scenario deserves to be explored 

to assess the situation and identify the major problems being encountered so far with a 

view to unlocking the great prospects that remain untapped in the Nigerian Takaful 

industry (Ardo and Saiti, 2017). 

The establishment of a thriving Takaful insurance subsector of the Nigerian insurance 

will go a long way in driving entrepreneurship in the Northern Nigeria especially among 

the Moslems who might have reservations for conventional insurance for the protection 

of their risks and those of their business and also benefitting from other financial 

intermediation accruing from the insurance industry. 

The general objectives of this study is to examine the impact of Takaful insurance among 

small and medium enterprises in Northern Nigeria and how it can improve the 

performance of these firms; while the specific objective is to identify the impact of 

Takaful insurance on business continuity of Small and Medium Enterprises in Nigeria. 

 

Literature Review 

Concept of Takaful Insurance 

According to Thomson Reuters Report (2018), there are more than 1,389 full-fledged 

IFIs and windows worldwide. From 2012 until 2017, the Islamic finance industry has 

been recording a compound annual average rate of growth of 6%. Thomson Reuters 

Report (2018) also reported that Iran, Saudi Arabia, and Malaysia remained the most 

significant market contributors to top global Islamic banking markets in 2017. There is 

a rapid growth of the Islamic financial industry; the Takaful market has gained a high 

momentum, even though Takaful contribution is still too small compared to other 

markets in the Islamic finance industry (Thomson Reuters Report, 2018). 
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Thomson Reuters Report (2018) revealed that the total assets of global Takaful industry 

grew up to US$ 46 billion in 2017 with 324 number of Takaful operating companies, 

including more than 112 General Takaful Operators (TOs) and 76 life TOs around the 

world. For composite Takaful, there are 113 composite Takaful and 21 Re-Takaful 

Operators (RTOs) around the world — the number of operators based on the total assets 

in the global Takaful market of 2017. More so that there are significant numbers of 

existing Takaful companies, the insurance market is embracing new Takaful operators 

along with a huge customer demand for this sector in many countries (Standing 

Committee for Economic and Commercial Cooperation of the Organisation for Islamic 

Cooperation, 2019).  

Moslems according to Jaffer, Ismail, Noor and Unwin (2010) account for 25% of the 

world’s total population, but despite rapid growth in recent years, insurance sales within 

Moslem population remain a small fraction of the total insurance market. They argued 

that historically, the incompatibility between conventional insurance and key tenets of 

Islamic belief created the significant barrier to sales of conventional insurance products 

to the segment of people. Jaffer, Ismail, Noor & Unwin maintained that these differences 

have led to very low penetration rates and have left Moslems with little external 

protection for their dependents or possessions. This means that the Islamic faith is not 

in tandem with the principles and practice of conventional insurance. This means that 

there should be an alternative to these products which is the basis for the introduction 

of Takaful insurance products in most countries of the world. 

The term Takaful according Alhabshi and Razak (2022) has an Arabic root of kafala 

which means to guarantee and in terms of usage and implication, the term kafala denotes 

the agreement by one party to indemnify another for liability that had been agreed 

earlier on. Alhabshi and Razak posited that Takaful has proven to be the fastest growing 

sector of the insurance market with unprecedented double digit rate of sustainable 

growth over the years. It is with this mind that Abubakar, Ogunbado and Saidi (2017) 

describe Takaful as the Islamic alternative to insurance of the conventional system, 

which they tem as an efficiently applied systems of cooperative risk sharing. However, 

Abubakar, Ogunbado & Saidi (2017) argued that Takaful is not different in its philosophy 

with conventional insurance as it is an idea that focuses on mutual cooperation between 

members in order to secure their mutual protection. This brand of insurance has been 

used in most countries to grow their insurance penetrations. Islamic insurance also 

known as Takaful, is an alternative model to conventional insurance; which is forbidden 

in Islam, it having some elements which are against Islamic law such as riba (usury), 

gharar (ambiguity), and maisir (gambling) (Shafique, Ahmadu, Ahmadu, and Adil, 2015). 

In contrast to conventional insurance, Takaful, according to Shafique, Ahmadu, Ahmadu, 

and Adil (2015) is incorporated on the base of mutual assistance, responsibility, mutual 

protection and assurance, incorporated into the concept of tabarru (donation). 

Alhunondi (2012) had revealed that in 2009 the global insurance Takaful market was at 

an early stage of development, with two thirds of global premiums, $4.8bn out of the 
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estimated $7.2bn based in Iran where Takaful was a form of compulsory insurance. This 

means as at that time almost half of global Takaful insurance premium came from 

Takaful, a situation that has changed in the recent time. Takaful insurance products are 

presently sold in many countries of the world including in the United Kingdom, France 

and the United States of America, among others. There is operation of Takaful insurance 

in Canada (Htay and Sulman, 2015). Little wonder then that Alhabshi and Razak (2022) 

had concluded that the future of Takaful is not bleak at all. They added that it is very 

bright as that within a short span of 30 years or so, Takaful has become a growing force 

in financial circles. However, it requires not just operators, but also the efforts of 

stakeholders, that is relevant parties like the regulators, market participants, Shari’ah 

experts and the international financial agencies. According to Htay and Sulman (2015) 

Takaful insurance was introduced in Canada following numerous scandals involving 

fraud from insurance subscribers and manipulations by insurers. 

It is pertinent to note that the quest for the taking insurance to the grassroot has led to 

the introduction of alternative forms of insurance concepts among which is the Takaful 

insurance. Takaful insurance is an Islamic insurance instrument (Swart and Coetzer, 

2010; Rashid and Alhumondi (2012)  Htay and Salman, 2015; Nazarov and Dhiraj, 2019). 

According to Salman, Rashid & Htay (2015) in the context of insurance of Takaful, risk 

could be seen as the probability or likelihood of undesirable outcome due to a fortuitous 

future. Salman, Rashid & Htay further argued that since risk can bring unwanted and 

negative consequences, it should be managed as to cater for the negative impacts that it 

could bring. They posited that one of the ways to handle the impact of risk is through 

insurance or Takaful products, since risk management is allowed in both conventional 

and Islamic insurance viewpoints. More so, the concept of insurance is excellent and 

could provide financial assistance when misfortunate happens to the insured or 

policyholder in line with the provisions of the insurance contract. 

Dahnoun and Alqudwa (2018) argued that it is the involvement of prohibited elements 

in insurance makes the Muslim scholars think to introduce Takaful as an alternative to 

insurance.  

Dahnoun and Alqudwa further argued that both Takaful and conventional insurance 

policies work on the same basic system, which is the pooling of funds to manage the risk 

of a group of people. Having said that, there are major differences in the workings of the 

two systems, stemming from the fact that Takaful adheres strictly to the Islamic 

principles it was developed upon. However, they noted that while the conventional 

investment units of insurance invest based on their assessment of what fits their profiles, 

Takaful investments follow strict principles. They cannot invest in anything containing 

elements of gambling, uncertainty and usury (practice of lending money at unreasonably 

high interest rates). This is regulated by Shariah requirements specified by the regulator. 

Muslim scholars have declared conventional insurance as haram (prohibited) (Dahnoun 

and Alqudwa, 2018). 
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Human beings according to Nazarov and Dhiraj (2019) are naturally inclined towards 

safeguarding and protecting themselves from future misfortunes, which may fall within 

the realms of risk mitigation, a concept that gave birth to insurance. At this juncture, it is 

important to observe that insurance is a mutual agreement between two parties to 

protect one of them from unexpected future financial loss (Hussain, 2011). This is the 

reason that Pfefer (1956, p.53) defines insurance from the conventional perspective as 

“a device for the reduction of risk of one party, called the insured, through the transfer 

of particular risks to another party, called the insurer, who offers a restoration, at least 

in part, of economic losses suffered by the insured”. The major difference between using 

insurance or Takaful products and conventional insurance lies more on that the later 

does not comply with the provisions of Shari’ah. To this end, Salman, Rashid & Htay 

(2015) noted that when the insurance companies receive the premium from the 

policyholders, they normally use them to generate income to pay claims and pay 

dividends to the shareholders. The need to generate more funds in this regard normally 

makes them to invest in securities which are not Sharia’h compliant from which they 

might earn interest. Referring to insurance as a game, Salman, Rashid and Htay stated 

that the policyholders will win if they make claims but if not, they will lose the premium; 

while the insurer will gain if the policyholders do not make any claim but if they do, the 

insurer will become the loser. In other words, this practice could be seen as a form of 

gambling they had argued. The end result, according to Salman, Rashid and Htay (2015) 

is that it will bring injustice to the society; since gambling in insurance is a form of 

uncertainty. More so, that the future could from this perspective to be seen as uncertain 

and policyholders are unsure where particular unfortunate event will hit them. In this 

way, conventional insurance is prohibited in Islam due to the involvement of prohibited 

elements such as interest, uncertainty, and gambling (Salman, Rashid and Htay, 2015). 

In this way, Faisal et al. (2012), posited that the insurance business is a feasible solution 

for risk mitigation, yet does not abide by the Islamic conventions.  In agreement with this 

premise, Siala (2013), stated the majority of Muslims having strong religious background 

discourage the adoption of conventional insurance. However, they want an alternative 

which is allowable under their religious philosophy which led to the establishment of 

Takaful insurance products for them 

The birth of Takaful, according to Nazarov and Dhiraj (2019) was as a result of the need 

to revive the legacy of the real concept of insurance. Nazarov and Dhiraj (2019) posited 

that the concept of insurance changed with its full commercialization and 

transformation into a profit-oriented business; hence the Moslem world had to look 

inward and came up with Takaful insurance. In acknowledging the benefits of Takaful 

insurance, Chiekh (2017) posited that Takaful brings social and economic benefits as a 

modern form of insurance coverage. As the practice of Takaful insurance in most parts 

of the world has shown, its success does not always wholly depend on the role played by 

Islam in a particular country (Al-Salih, 2014). Al-Salih revealed that Takaful insurance 

has grown more in the Asian countries that in the Middle East/Arab Countries. In this 
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way, Chiekh argued that the development of Takaful is crucial, both to social inclusion of 

non-Moslem countries, and to economic development in a number of countries with 

emerging market economies. Chiekh also argued that although it is having rapid growth, 

Takaful insurance faces some formidable challenges that are largely due to the complex 

structure of Takaful understandings and unresolved issues associated with it. The 

unresolved issues predominantly fall within legal and regulatory infrastructures, 

financial reporting, corporate governance, rating and other related matters, problematic 

for the Takaful industry (Chiekh, 2017). 

Looking at the concept from contractual viewpoint, Dikko (2019) noted that the takaful 

contract presents a special relationship between the contributors (participants) to the 

takaful pool on the one hand and the manager (takaful operator) of the pool on the other. 

She also argued that while the participants mutually contribute to the fund which will 

provide indemnity to members in the even to of a loss, the takaful operator receives the 

contributions and manages same, with utmost good faith, in such a manner that the fund 

adequately takes care of claims from participants. This means that for the return of this 

service, Dikko had cited Ahmad (2012) the takaful operator becomes entitled to be 

remunerated by the fund which must be in compliance with the provisions of Islamic law 

regulating every aspect of takaful operations from investment of funds to the contract of 

indemnity and the position of all parties to the contract. 

A major issues in penetration of Takaful insurance is awareness as most people, 

including Moslems are not aware of the existence of this insurance or where they do, of 

its operations. In this regard, the Takaful operators must devise plans to create 

awareness or more awareness about this form of insurance (Hassan, and Abbas, 2019). 

This is because it is through the creation of awareness that more people could know of 

the product and also to buy it. 

 

Research Methodology 

In carrying out this investigation a casual research design will be used. The use of this 

method is to help the researcher collect raw materials and information that will help to 

show the relation between two or more variables. The research will also be based on 

qualitative research methodology, as well as the quantitative research method. In 

carrying out the study, the survey design was adopted, which is based on the collection 

of cross-sectional data from the respondents. This is to facilitate the collecting of 

important data about the target population with the use of structured questionnaires. 

The survey design was adopted as a means of assessing the impact of industry 4.0 on the 

operations of insurance companies in Nigeria.  

The population of the study is infinite as most of the Small and Medium Enterprises that 

would use this form of insurance are in the informal and there is no documentary 

evidence of their number. This is a challenge especially when the population will be the 

base for the determination of the sample size for the research. 
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The random sampling technique is used for the collection of data for the study. The 

reason for the adoption of this method is to ensure that all the characteristics of the 

population (especially with regards to the sizes of the companies are reflected in the 

sample).  

Sample refers to a set of data collected and/or selected from a statistical population by a 

defined procedure. The simple random sampling method will be applied. Thus, 

respondents would be picked randomly 150 respondents that works with SMEs and 

insure with any of the four Takaful Insurance Companies in the market through the 

assistance of the marketing departments of these companies. 

 

Collection of Data 

The data collection would be through direct administration of questionnaire to selected 

customers of these Takaful Insurance companies through the assistance of marketing 

staff in the Lagos Offices of the companies. 

 

Data Analysis 

It was in 2016 that Takaful insurance was introduced in the Nigerian insurance and 

below is the performance of this section of the Nigerian insurance industry. 

Table: 1: Performance of Takaful Insurance Companies in Nigeria 

S/N NAME OF 

COMPANY 

GROSS 

PREMIUM 

000 

NET 

PREMIUM 

000 

RISK 

RETENTION 

RATIO % 

EARNING 

PER 

SHARE 

(KOBO) 

TOTAL 

ASSETS 

2020 

1. Cornerstone 

Takaful Nig. 

Limited 

191,026 123,553 0.65 0 1,530,367 

2. Jaiz Takaful 

Insurance 

Plc 

1, 132,043 826,157 0.73 0 1,455,756 

3.  Noor Takaful 

Insurance 

Ltd 

1,293,056 1,006,601 0.78 0 1,281,323 

 Total 2,616,125 1,956,311 0.75  4,267,446 

Source: Nigeria Insurance Digest 2020 

 

Underwriting Performance of Takaful Insurance Companies in Nigeria is present above 

table which shows there has been some steady growth of this class of insurance since its 

introduction in 2016. This means that the class of insurance will help to enhance 

insurance penetration in the country as well as help provide insurance protections to 

those Moslems that see conventional insurance as gambling and by extension not 

allowed by their religion. 
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The analysis of the primary data using SPSS showed that there has not only growth in 

Takaful insurance but also that it has impacted positively to the growth of small and 

medium sized enterprises in the country. This is shown in the table below. 

 

Table 2: Simple regression analysis of the impact of Takaful Insurance on SMEs in Nigeria 

Variable Β S.E t-statistic     P 

Impact of 

Takaful on 

SMES 

0.0443 0.0049 8.9949 0.0000 

C 0.6442 0.0363 17.7328 0.0000 

R2 = 0.8180; Adj R2 = 0.8079; D W = 1.329 

Source: Field survey, 2022 

The simple regression model developed based on the result is: 

 

Growth of Takaful = 0.6442 + 0.0443*Impact on SMES  

This implies that a unit increase in growth of Takaful insurance will increase impact on 

performance of SMEs by 0.043 and significant since p-value < 0.05, we therefore reject 

H0. This is an indication that Takaful Insurance is necessary for the promotion of SMEs 

among those of them who would not buy conventional insurance products as a result of 

their religious belief. The R2 = 0.8180, which implies that Takaful for reasonable increase 

in insurance penetration in the country presently.  

 

Conclusion and recommendation 

From the above analysis, there is empirical evidence to show that the introduction of 

Takaful insurance in 2006 has further assisted in the protection of SMEs against losses 

following the incidence of pure risks, especially among the group of Nigerians who would 

not have purchased insurance products from the conventional insurance market. 

However, there is need by the operators of the special class of insurance to increase their 

efforts in creating more awareness of the products among their target buyers. Also, it is 

pertinent to note that the introduction of Takaful insurance will further enhance both 

the insurance penetration and density of the country which are presently very low as 

well as help in the government efforts in promoting financial inclusion policy. 
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Appendix 

The list of Takaful Companies in Nigeria. 

S/N Name of Company    Authorized Business  RIC 

1 Jaiz Takaful Insurance Plc  Composite RTC  092 

2  Noor Takaful Insurance Plc  Composite RTC  091 

3  Salam Takaful Insurance Ltd  Composite RTC  097 

4  Cornerstone Takaful Insurance Ltd Composite RTC  098 

 

  


