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Abstract

There has been a rapid growth in Takaful market for a decade. Takaful is a Shariah
compliant mutual risk sharing arrangement, involving “Participants” and “Takaful Operators. [t
is the provision of shared contributions to help those who are in need. Takaful companies
invest in projects that are not related to the interest and not contrary to the Shariah. This
research studies the importance and the global trend of Takaful by focusing on the Gulf
Cooperation Councils (GCC) and ASEAN; comparison between conventional insurance and
Takaful; Efficiency analysis of companies in both conventional insurance and Takaful industries.
Efficiency is an important measurement of the company's performance. Econometric method
(Stochastic Frontier Approach: SFA) and Mathematical method (Data Envelopment Analysisi
DEA) are used in this research to estimate cost and profit efficiencies. Data used in this
research are from financial statements of currently operating insurance companies from A.M.
Best Company, including four countries from the GCC; the United Arab Emirates, Bahrain,
Qatar, Saudi Arabia as well as four countries from ASEAN; Malaysia, Indonesia, Singapore and
Thailand. The data range from 2004 to 2014. The total samples comprise 2,956 conventional

insurance companies and 131 takaful companies.

It is found that Takaful is the most cost effibiency among all types (Life and Non-life)
and regions (GCC and ASEAN). This result indicates that the compan-ies' operating under
Takaful scheme are more cost-effective than the companies operating under the conventional
insurance scheme. Both cost efficiency and profit efficiency are correlated. This research also
conducted in-depth interviews with those involved in Takaful and then performed SWOT
analysis of the potential Takaful market. Latent demand for Takaful products in Thailand is high
but the size of Takaful market is still very small compared with conventional insurance market.
In the Muslim community, perception of Takaful services and the trust and confidence they
reposed on Takaful operators have significant relationship with their attitude towards ‘Takaful
services. It was, therefore, recommended that an attitudinal change campaign is required and
rigorous marketing campaign should be embarked upon to create awareness of Takaful
services. Establishing central Shariah board to rule on whether instruments .and activitiés

complied with Shariah principles, as well as encouraging smaller and weaker domestic insurers



to merge with cross-border insurers, is also important to boost up efficiency. There would
result in higher returns to the investors (if the liberalization of the insurance market is high
enough) convincing people to buy more insurance. Consequently, private savings increase and

leads to resulting in sustained long run economic growth.



