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Abstract 

This study critically examines the role of Islamic insurance (takaful) as a risk protection mechanism 

for micro, small, and medium enterprises (MSMEs), with particular attention to its ethical 

foundations, operational effectiveness, and institutional implications. It explores how takaful’s 

principles of mutual cooperation, risk sharing, and Shariah compliance position it as a viable 

alternative to conventional insurance for MSMEs facing heightened vulnerability to operational, 

financial, and market risks. Given the growing importance of MSMEs in emerging economies and 

the persistent gaps in insurance penetration, understanding takaful’s capacity to enhance 

enterprise resilience is increasingly important for sustainable economic development. The study 

primarily analyses conceptual frameworks, existing empirical literature, and institutional practices 

related to takaful and MSME risk management, without providing firm-level econometric testing. 

Key research questions addressed include how takaful schemes provide practical risk protection 

for MSMEs, and what advantages and limitations arise from their operational models and 

governance structures. Using a qualitative and conceptual approach, the study draws on Islamic 

finance literature, policy documents, and comparative insights from different jurisdictions. The 

findings suggest that takaful can strengthen MSME resilience, promote financial inclusion, and 

support economic stability through ethical risk pooling, though its effectiveness is constrained by 

affordability issues, limited coverage, low awareness, and regulatory fragmentation. Future 

research should empirically assess MSME outcomes and explore how regulatory harmonisation 

and digital innovation can enhance takaful’s developmental impact. 

Keywords 

Takaful, MSMEs, Risk Protection, Financial Inclusion, Islamic Finance



  

  

 

 SUKUK: VOL.5, NO.I, 2026 16 

 

 

Introduction 

Micro, small, and medium enterprises (MSMEs) form the backbone of many economies, 

particularly in developing and emerging markets, where they contribute significantly to job 

creation and economic growth. However, these enterprises are often vulnerable to a myriad of 

business, operational, and systemic risks. According to Ojonugwa et al. (2023), MSMEs face 

challenges such as limited access to finance, market volatility, and inadequate risk management 

practices, which can jeopardise their sustainability. In countries like Nigeria and Indonesia, MSMEs 

account for over 90% of all businesses, yet they remain disproportionately affected by risks due to 

their limited resources and capacity to absorb shocks (Srijani et al., 2023). 

The increasing relevance of Islamic insurance, or takaful, presents an alternative risk protection 

mechanism that aligns with the ethical and financial needs of Muslim entrepreneurs. Takaful 

operates on principles of mutual cooperation and risk-sharing, offering a Shariah-compliant 

solution to MSMEs seeking financial security without compromising their religious beliefs. This 

approach not only provides a safety net against unforeseen events but also fosters a sense of 

community and collective responsibility among participants (Hammani, 2025). As such, 

understanding the dynamics of takaful is essential for MSMEs aiming to navigate the complexities 

of risk management in today's volatile business environment. 

The importance of effective risk mitigation strategies for the sustainability and growth of MSMEs 

cannot be overstated. In the context of financial resilience, research indicates that businesses 

equipped with robust risk management frameworks are better positioned to withstand economic 

shocks (Aassouli and Ahmed, 2023). For instance, Meiryani (2024) highlights that MSMEs that 

actively engage in risk management practices exhibit higher survival rates during crises. Takaful, 

with its unique risk-sharing model, addresses ethical concerns prevalent in conventional insurance, 

particularly among Muslim entrepreneurs who may distrust traditional financial mechanisms due 

to perceived exploitation and lack of transparency. 

Moreover, takaful schemes promote trust and collaboration within communities, which is crucial 

for MSME growth. By fostering a cooperative environment, takaful encourages entrepreneurs to 

share knowledge and resources, thereby enhancing their collective capacity to manage risks. 

Razak et al. (2021) found that MSMEs participating in micro-takaful schemes reported increased 

confidence in their ability to manage risks, leading to improved business performance and 

sustainability. This underscores the dual role of takaful: as a financial product and a catalyst for 

community empowerment among Muslim entrepreneurs (Robbi et al., 2025). 

The primary aim of this study is to critically examine how takaful practices function as risk protection 

mechanisms for MSMEs and to assess their advantages and limitations. By analysing the 

operational frameworks of various takaful models, this research seeks to uncover the practical 

implications of these schemes for small businesses. The significance of this examination lies in its 

potential to inform policymakers, financial institutions, and MSME owners about the viability of 

takaful as a risk management tool tailored to their unique needs. 
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Furthermore, this research will explore the extent to which takaful can address the specific 

challenges faced by MSMEs, particularly in terms of access to finance and risk mitigation (Uddin, 

2023). By evaluating existing literature and case studies, the study aims to provide a 

comprehensive understanding of the effectiveness of takaful in enhancing the resilience of MSMEs 

against diverse risks. This critical examination will also highlight the gaps in current takaful practices 

and suggest areas for improvement to better serve the MSME sector. 

To guide this investigation, the following research questions will be addressed: Firstly, how do 

takaful models provide risk protection for MSMEs in practice? This question will explore the 

operational mechanisms of various takaful schemes and their applicability to the unique risk 

profiles of MSMEs. By examining case studies from different regions, particularly in Malaysia and 

Indonesia, the research will identify best practices and the factors that contribute to successful 

takaful implementations. Secondly, what are the key strengths and drawbacks of takaful schemes 

in addressing MSME risk exposure? This inquiry will assess the effectiveness of takaful in mitigating 

risks faced by MSMEs, including financial, operational, and market risks. It will also consider the 

limitations of takaful, such as regulatory challenges and the need for greater awareness and 

education among MSME owners regarding the benefits of participating in takaful schemes. By 

addressing these questions, the research aims to provide a nuanced understanding of the role of 

takaful in supporting the sustainability of MSMEs within the framework of Islamic finance (Samiun, 

2024). 

In conclusion, the exploration of takaful as a risk protection mechanism for MSMEs is timely and 

necessary, given the increasing vulnerability of these enterprises in a rapidly changing economic 

landscape. Through this critical examination, the research will contribute valuable insights into the 

intersection of Islamic finance and entrepreneurship, ultimately promoting a more resilient and 

sustainable MSME sector. 

 

Literature review 

Takaful, as a form of Islamic insurance, is fundamentally rooted in the principles of mutual 

cooperation (ta’awun), risk sharing, and adherence to Shariah law. Unlike conventional insurance, 

which often operates on a profit-driven basis, takaful is structured around the community's 

collective responsibility to support one another in times of need. This mutual assistance model 

fosters a sense of solidarity among participants, as they contribute to a common pool designed 

to provide financial protection against unforeseen risks (Rahman & Binti Aziz, 2025). The essence 

of ta’awun is evident in the way takaful participants share both risks and rewards, thereby 

promoting a more ethical and socially responsible approach to risk management. 

In the context of micro, small, and medium enterprises (MSMEs), the relevance of takaful becomes 

even more pronounced. MSMEs often face unique risks, including financial instability, market 

fluctuations, and regulatory challenges. Takaful provides a framework through which these 
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enterprises can mitigate such risks while adhering to Islamic principles. The theoretical distinctions 

between takaful and conventional insurance highlight the former's emphasis on community 

welfare and ethical considerations, contrasting sharply with the profit-centric motives that often 

characterise traditional insurance models (Al-Haija & Houcine, 2023). This distinction is crucial for 

MSMEs that seek not only financial protection but also a system that aligns with their values and 

ethical beliefs. 

Moreover, the Shariah compliance aspect of takaful adds an additional layer of trust and 

credibility for Muslim MSME owners. As they navigate the complexities of business operations, the 

assurance that their insurance practices are in line with Islamic teachings can significantly impact 

their decision-making processes. This compliance is not merely a regulatory requirement but a 

core principle that enhances the legitimacy and acceptance of takaful products among the 

target demographic (Kunhibava et al., 2024). Therefore, understanding these foundational 

principles is essential for comprehending how takaful can effectively serve as a risk protection 

mechanism for MSMEs. 

The literature on MSMEs reveals significant gaps in insurance penetration, particularly in 

developing regions where these enterprises are most prevalent. Despite the potential benefits of 

insurance, many MSMEs remain underinsured or entirely uninsured, exposing them to heightened 

risks that could jeopardise their sustainability (Gunasegari, 2025). Research indicates that only a 

small percentage of MSMEs have access to insurance products, with estimates suggesting that 

less than 30% of such enterprises utilise any form of insurance coverage (Mishra & Kushwaha, 2023). 

This lack of access not only undermines the resilience of MSMEs but also hampers overall economic 

growth. 

Barriers to accessing both conventional and Islamic insurance products are manifold. Studies have 

identified several critical obstacles, including high premiums, lack of awareness, and the 

complexity of insurance products (Ronaldo et al., 2024). For many MSMEs, especially those in rural 

areas, the cost of insurance is often perceived as prohibitive, leading to a reluctance to invest in 

risk protection. Furthermore, the intricacies involved in understanding insurance terms and 

conditions can deter MSME owners from seeking coverage, as they may feel overwhelmed by the 

technical jargon and perceived risks associated with insurance claims (Herawati et al., 2024.). 

Interestingly, the barriers faced by MSMEs in accessing takaful products are somewhat similar to 

those encountered in conventional insurance. However, the unique features of takaful—such as 

its community-oriented approach and Shariah compliance—offer a potential pathway to 

enhance insurance penetration among Muslim MSMEs. By addressing the specific needs and 

concerns of this demographic, takaful can provide a more accessible and appealing alternative 

to traditional insurance models. For example, community-based takaful schemes can be tailored 

to meet the financial capabilities of MSMEs, thereby promoting inclusivity and participation 

(Muhammad Zuki et al., 2024). 
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The operational models of takaful, including wakalah, mudarabah, and hybrid structures, play a 

pivotal role in determining the effectiveness of risk protection for MSMEs. Each model presents 

distinct advantages and challenges that can influence the overall performance of takaful 

products. The wakalah model, for instance, operates on an agency basis, where the takaful 

operator acts on behalf of the participants. This model is characterised by transparency and the 

potential for lower costs, making it an attractive option for MSMEs seeking affordable insurance 

solutions (Pasha & Hussain, 2013). 

On the other hand, the mudarabah model involves profit-sharing between the takaful operator 

and participants, which can foster a sense of partnership and mutual benefit. This model aligns 

well with the principles of risk sharing inherent in takaful, yet it requires a high level of trust and 

transparency between the parties involved. For MSMEs, understanding these models is crucial, as 

it allows them to choose the most suitable takaful product that meets their specific needs (Sufyan 

& Othman, 2025). 

Governance and Shariah oversight are also critical components that affect the effectiveness of 

takaful for MSMEs. A robust governance framework ensures that takaful operations are conducted 

in accordance with Islamic principles, thereby enhancing participants' confidence in the system. 

However, challenges remain in achieving consistent Shariah compliance, particularly as the 

takaful industry continues to evolve and innovate (Lee et al., 2019). Regulatory frameworks must 

be adapted to accommodate these changes while maintaining the integrity of Shariah 

compliance. 

Regulatory challenges further complicate the landscape for takaful, as varying interpretations of 

Islamic law can lead to inconsistencies in product offerings and practices across different 

jurisdictions. This lack of standardisation can create confusion for MSMEs, who may struggle to 

navigate the complexities of the takaful market (Al-Haija & Houcine, 2023). Therefore, enhancing 

regulatory clarity and establishing a unified framework for takaful operations could significantly 

improve accessibility and trust among MSMEs seeking risk protection. 

In conclusion, while takaful presents a promising avenue for risk protection among MSMEs, its 

effectiveness is contingent upon a clear understanding of its foundational principles, the barriers 

to access, and the operational models employed. By addressing these factors, stakeholders can 

foster a more inclusive and resilient insurance landscape that meets the needs of MSMEs in an 

ethical and Shariah-compliant manner. 

 

Methods 

This study adopts a qualitative and conceptual research approach to examine how Shariah 

supervision shapes the operational models, financial inclusion outcomes, and institutional 

constraints of Islamic microfinance institutions. A qualitative design is appropriate given the study’s 

focus on governance structures, normative frameworks, and institutional dynamics that cannot 
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be adequately captured through quantitative methods. Rather than testing hypotheses, the 

research aims to develop a theoretically grounded understanding of Shariah supervisory 

mechanisms and their implications for inclusive finance. 

The analysis is based on secondary qualitative data derived from a comprehensive review of 

peer-reviewed literature in Islamic finance, microfinance, financial inclusion, and governance 

studies. In addition, policy and regulatory documents, including Shariah standards and supervisory 

guidelines, are examined to contextualise the role of Shariah supervision within institutional and 

legal frameworks. This approach enables an assessment of how regulatory environments influence 

supervisory effectiveness and operational practices in Islamic microfinance. 

To enhance analytical depth, the study adopts a comparative institutional perspective by 

drawing insights from Islamic microfinance practices across different jurisdictions. The data are 

analysed thematically to identify recurring patterns related to Shariah supervision, operational 

models, inclusion outcomes, and institutional constraints. By integrating literature-based insights 

with policy analysis and comparative evidence, the methodology provides a holistic 

understanding of the governance challenges and opportunities shaping Islamic microfinance, 

while offering a conceptual foundation for future empirical research. 

 

Result and Discussion 

Takaful Practices and MSME Risk Protection 

Takaful schemes, rooted in Islamic finance principles, provide a unique approach to risk 

management for micro, small, and medium-sized enterprises (MSMEs). These enterprises often 

face significant operational risks, including financial instability, market fluctuations, and 

unforeseen disasters. Takaful, which operates on the principles of mutual assistance and shared 

responsibility, allows MSMEs to pool their resources to mitigate these risks effectively. For instance, 

a study by Nor and Noordin (2025) highlights that microtakaful initiatives have been instrumental 

in enhancing the resilience of MSMEs against climate-related adversities, thus ensuring their 

sustainability in challenging environments. 

Moreover, takaful schemes offer tailored products that cater specifically to the needs of MSMEs. 

Unlike conventional insurance, which may impose rigid terms and conditions, takaful provides 

flexibility in coverage options. This adaptability is crucial for MSMEs that often operate in volatile 

markets. Yusoff et al. (2025) provide an example of how microtakaful has empowered low-income 

women entrepreneurs in Malaysia by offering them affordable coverage for business interruptions 

and personal accidents, thereby enabling them to sustain their livelihoods amidst uncertainties. 

Furthermore, the community-oriented nature of takaful fosters a sense of solidarity among 

participants. This mutual support system not only enhances trust but also encourages a culture of 

risk-sharing, which is particularly beneficial for MSMEs that may lack access to traditional financial 
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instruments. The research by Naim et al. (2018) illustrates how the mutuality concept within takaful 

practices aligns with the collaborative spirit of MSMEs, promoting a supportive ecosystem that 

enhances their resilience and growth. 

However, while takaful schemes present numerous advantages, they also face challenges in 

effectively addressing the diverse risks encountered by MSMEs. One significant limitation is the 

awareness and understanding of takaful products among MSME owners. Many entrepreneurs 

remain uninformed about the benefits of takaful, which can hinder their participation in these 

schemes. Ghani et al. (2021) point out that educational initiatives are essential to bridge this 

knowledge gap and encourage MSMEs to embrace takaful as a viable risk management tool. 

Despite the benefits of takaful schemes, there are notable limitations concerning the scope of 

coverage offered to MSMEs. Many takaful products may not comprehensively cover all the risks 

that MSMEs face, particularly in sectors prone to high volatility. For instance, while takaful can 

provide coverage for property damage or business interruption, it may fall short in addressing 

specific risks such as cyber threats or supply chain disruptions. This gap in coverage can leave 

MSMEs vulnerable, as they may not have adequate protection against emerging risks that are 

increasingly relevant in today's digital economy. 

Additionally, the affordability of takaful products remains a critical concern for many MSMEs, 

particularly those operating on tight margins. Although takaful is designed to be more accessible 

than conventional insurance, the costs associated with premiums can still pose a barrier for smaller 

enterprises. Yusoff et al. (2025) note that while microtakaful initiatives aim to provide low-cost 

solutions, the actual affordability can vary significantly depending on the socio-economic context 

of the MSME. This disparity can lead to a situation where only a fraction of MSMEs can benefit from 

takaful, limiting its overall impact on risk protection. 

Operational complexity is another challenge that can hinder the effectiveness of takaful schemes 

for MSMEs. The processes involved in enrolling in takaful, understanding the terms of coverage, 

and filing claims can be cumbersome, particularly for entrepreneurs who may lack the necessary 

expertise or resources. Naim et al. (2018) highlight that the intricate nature of takaful operations 

can deter MSMEs from fully engaging with these products, as they may perceive the experience 

as daunting and time-consuming. 

Furthermore, the regulatory environment surrounding takaful can also impose limitations on its 

effectiveness. In many regions, the lack of clear regulations governing takaful practices can lead 

to inconsistencies in product offerings and consumer protection. Ghani et al. (2021) argue that a 

robust regulatory framework is essential to ensure that takaful products are not only compliant 

with Islamic principles but also adequately protect the interests of MSME participants. 
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Figure 1. Takaful Mechanisms Generate MSME Risk Protection 

 

Figure 1 presents a circular conceptual model illustrating how takaful practices support risk 

protection for micro, small, and medium enterprises (MSMEs). At the core, takaful operates 

through risk pooling and mutual guarantee, reflecting the Shariah principle of shared responsibility. 

These mechanisms collectively enhance MSME risk protection by distributing business risks in an 

ethical and cooperative manner. However, the model also highlights inherent constraints, 

including coverage limitations, affordability challenges, and operational complexity, which can 

reduce accessibility and effectiveness for MSMEs. The circular structure emphasises the 

interconnected and cyclical relationship between protection mechanisms and institutional 

constraints, demonstrating how limitations continuously shape and influence the design and 

sustainability of takaful schemes 

 

Advantages and Drawbacks of Takaful for MSMEs 

Takaful, as a form of Islamic insurance, is grounded in the principles of mutual assistance and 

cooperation, which resonate deeply with the ethical values of many Micro, Small, and Medium 
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Enterprises (MSMEs). Unlike conventional insurance, Takaful operates on the basis of shared risk, 

where participants contribute to a common pool that is used to support members in times of need. 

This model fosters a sense of community and trust among participants, which is particularly crucial 

for MSMEs that often rely on strong local relationships for their business operations. According to 

Ishak et al. (2025), the ethical appeal of Takaful significantly influences trust, as it aligns with the 

values of social capital and financial inclusion that many MSMEs strive to embody. 

The trust-building aspect of Takaful is further enhanced by its transparency and adherence to 

Shariah principles. MSMEs, particularly those in predominantly Muslim regions, may find Takaful 

more appealing due to its ethical framework that avoids the exploitative practices often 

associated with conventional insurance. Noor and Abdullah (2009) highlight that the ownership 

structure of Takaful ensures that participants have a say in the management of funds, which not 

only promotes trust but also accountability. This participatory approach can lead to a stronger 

commitment from MSMEs, as they feel more involved in the financial mechanisms that protect 

their businesses. 

Moreover, Takaful contributes to financial inclusion by providing risk protection to MSMEs that may 

otherwise be excluded from traditional insurance markets due to high costs or lack of awareness. 

Malik and Sulaiman (2024) note that micro-Takaful initiatives specifically target underprivileged 

communities, offering affordable premiums that cater to the financial capabilities of smaller 

enterprises. This inclusivity not only helps MSMEs mitigate risks but also encourages them to engage 

in more robust business practices, knowing they have a safety net in place. 

However, while the ethical appeal and trust-building benefits of Takaful are significant, they are 

not without their challenges. The effectiveness of these benefits largely depends on the level of 

awareness among MSMEs about Takaful products and their unique advantages. Many MSMEs 

may still be unfamiliar with Takaful, leading to underutilisation despite its potential benefits. 

Therefore, targeted educational campaigns are essential to enhance understanding and 

participation in Takaful schemes. 

In summary, Takaful presents a compelling ethical alternative to conventional insurance for MSMEs, 

fostering trust and promoting financial inclusion. The unique structure of Takaful not only aligns with 

the values of many business owners but also provides a much-needed safety net. However, the 

challenge remains in ensuring that MSMEs are adequately informed about these benefits to fully 

leverage the advantages of Takaful. 

Financial inclusion is a critical aspect of economic development, particularly for MSMEs, which 

often face barriers in accessing traditional financial services. Takaful serves as a viable alternative, 

offering insurance coverage that is both ethical and accessible. The model of risk-sharing inherent 

in Takaful allows MSMEs to pool resources, thereby reducing the financial burden on individual 

enterprises during times of crisis. According to Abu Yazbek (2023), the growth of Takaful in regions 

such as the UAE illustrates its potential to enhance financial inclusion for MSMEs, enabling them to 

safeguard their assets and operations against unforeseen events. 
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The affordability of Takaful products is another significant advantage for MSMEs. Traditional 

insurance often comes with high premiums, making it difficult for smaller enterprises to secure 

adequate coverage. In contrast, Takaful schemes are designed to be more inclusive, with flexible 

premium structures that cater to the financial realities of MSMEs. This inclusivity is particularly 

beneficial in developing economies, where MSMEs constitute a large portion of the business 

landscape. Malik and Sulaiman (2024) emphasise that micro-Takaful offerings are specifically 

tailored to meet the needs of smaller businesses, providing them with essential protection at a 

fraction of the cost of conventional insurance. 

Furthermore, Takaful promotes a culture of savings and investment among MSMEs. By 

participating in Takaful schemes, businesses not only protect themselves against risks but also 

contribute to a collective fund that can be used for mutual benefit. This aspect of Takaful 

encourages MSMEs to adopt a more proactive approach to financial management, fostering a 

sense of responsibility and community. Ishak et al. (2025) argue that this collective approach not 

only enhances financial literacy but also builds resilience within the MSME sector. 

However, the benefits of financial inclusion through Takaful are often hampered by challenges 

such as low awareness and limited product customisation. Many MSMEs remain unaware of the 

specific Takaful products available to them, which can lead to missed opportunities for financial 

protection. Additionally, the lack of tailored solutions that address the unique needs of different 

sectors within the MSME landscape can limit the effectiveness of Takaful as a financial inclusion 

tool. 

In conclusion, Takaful offers significant financial inclusion benefits for MSMEs, providing affordable 

and ethical insurance solutions that promote risk-sharing and community support. While the 

potential for enhancing financial security is evident, it is crucial to address the challenges of 

awareness and product customisation to fully realise the advantages of Takaful for smaller 

enterprises. 

Despite the advantages of Takaful, one of the most pressing challenges facing MSMEs is the low 

level of awareness regarding Takaful products and their benefits. Many MSME owners may not 

fully understand how Takaful operates or the specific advantages it offers over conventional 

insurance. This lack of knowledge can lead to hesitation in adopting Takaful as a viable risk 

management strategy. According to Ishak et al. (2025), the gap in awareness is particularly 

pronounced in regions where traditional insurance has dominated the market, leaving MSMEs 

unaware of alternative solutions that align with their ethical values. 

The issue of low awareness is compounded by limited marketing efforts from Takaful providers. 

Many companies may focus their resources on larger corporate clients, neglecting the MSME 

sector that could greatly benefit from Takaful. Noor and Abdullah (2009) highlight that targeted 

marketing strategies are essential to educate MSMEs about Takaful’s unique features and benefits. 

By developing tailored campaigns that resonate with the values and needs of smaller enterprises, 
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Takaful providers can increase participation and enhance the overall effectiveness of their 

offerings. 

Moreover, the complexity of Takaful products can further deter MSMEs from engaging with them. 

Many business owners may find the principles of risk-sharing and mutual assistance difficult to 

grasp, leading to confusion and reluctance to invest in Takaful. It is crucial for providers to simplify 

their offerings and communicate them in a manner that is easily understood by MSMEs. 

Educational workshops and seminars can play a vital role in demystifying Takaful and empowering 

business owners to make informed decisions about their insurance needs. 

In addition, the lack of regulatory support for Takaful can hinder its growth and acceptance 

among MSMEs. In some regions, regulatory frameworks may not adequately recognise or promote 

Takaful as a legitimate alternative to conventional insurance, which can contribute to the 

perception that Takaful is less reliable. Abu Yazbek (2023) suggests that increased regulatory 

support and recognition could enhance the credibility of Takaful, encouraging more MSMEs to 

explore this option. 

In summary, low awareness remains a significant barrier to the adoption of Takaful among MSMEs. 

To overcome this challenge, it is essential for Takaful providers to implement targeted marketing 

strategies, simplify their products, and advocate for regulatory support. By addressing these issues, 

the potential of Takaful as a valuable risk management tool for MSMEs can be fully realised. 

 

Institutional and Developmental Implications 

Takaful, a cooperative system of Islamic insurance, plays a pivotal role in enhancing the resilience 

of micro, small, and medium enterprises (MSMEs). By providing risk management solutions tailored 

to the unique needs of these businesses, takaful schemes contribute significantly to their 

sustainability. For instance, research indicates that microtakaful schemes in Malaysia have 

successfully supported halal small businesses by offering financial protection against unforeseen 

events, thereby ensuring continuity and stability (Jaiyeoba et al., 2022). This is particularly crucial 

for MSMEs, which often operate with limited resources and are more vulnerable to economic 

shocks. 

Moreover, the integration of takaful into the MSME sector fosters a culture of risk-sharing and 

mutual support among entrepreneurs. This communal approach not only mitigates individual risks 

but also enhances collective resilience. Data from various studies highlight that MSMEs 

participating in takaful schemes report higher levels of confidence in their operational 

sustainability, which translates into increased investment and growth opportunities (Bertillo & 

Bertillo, 2022). The cooperative nature of takaful encourages MSMEs to engage in risk 

management practices that are essential for navigating economic uncertainties. 
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Additionally, the potential of fintech developments in enhancing takaful services cannot be 

overlooked. The adoption of technology in the takaful sector has streamlined processes, making 

it easier for MSMEs to access insurance products tailored to their needs (Hemed et al., 2021). By 

leveraging digital platforms, takaful operators can reach a broader audience, thus facilitating 

greater financial inclusion for MSMEs. This technological advancement not only increases the 

accessibility of takaful products but also promotes a more efficient risk management framework 

that is essential for the sustainability of small businesses. 

The implications of takaful for policymakers and regulators are profound, particularly in the context 

of fostering economic stability. Policymakers must recognise the importance of creating an 

enabling environment for takaful operators to thrive. This includes establishing regulatory 

frameworks that support the growth of takaful products while ensuring consumer protection and 

market integrity. For instance, the implementation of clear guidelines and standards for takaful 

operations can enhance trust and transparency, which are vital for attracting MSMEs to these 

schemes (Alhalboni et al., 2022). 

Furthermore, regulators should consider the unique characteristics of the takaful model when 

formulating policies. Unlike conventional insurance, takaful operates on principles of mutuality 

and shared responsibility, which necessitates a distinct regulatory approach. By accommodating 

these differences, regulators can foster a more conducive atmosphere for the development of 

innovative takaful products that cater specifically to the needs of MSMEs, thereby enhancing their 

resilience and contribution to economic stability. 

Figure 2. Institutional Development of Takaful to MSMEs 

 

Figure 2 presents a pie chart illustrating the relative institutional and developmental contributions 

of takaful to MSME ecosystems. It highlights MSME resilience and economic stability as the most 

significant outcomes, supported by policy frameworks, regulatory structures, and takaful 
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operators that collectively enable effective risk protection and sustainable economic 

development 

 

Conclusion 

Takaful occupies an increasingly important position in strengthening the risk management 

capacity and long-term sustainability of micro, small, and medium enterprises (MSMEs), 

particularly in Muslim-majority and emerging economies where ethical considerations and 

financial exclusion remain salient. This study demonstrates that takaful is not merely an alternative 

insurance mechanism but a value-driven system rooted in mutual cooperation, risk sharing, and 

Shariah compliance that directly addresses the structural vulnerabilities faced by MSMEs. By 

pooling risks and fostering collective responsibility, takaful offers a form of protection that aligns 

financial security with social solidarity, thereby responding to both economic and ethical 

concerns of small business owners. 

At the operational level, the findings show that takaful schemes can effectively mitigate key 

business risks faced by MSMEs, including operational disruptions, asset losses, and income volatility. 

Tailored microtakaful products, flexible contribution structures, and community-based models 

enhance accessibility and relevance for small enterprises operating with limited financial buffers. 

The mutual guarantee mechanism embedded in takaful reinforces trust and confidence among 

participants, enabling MSMEs to engage more proactively in entrepreneurial activities and 

investment decisions. However, the analysis also reveals persistent trade-offs between inclusivity 

and operational feasibility. Coverage limitations, affordability constraints, and administrative 

complexity can reduce the effectiveness of takaful, particularly for micro-enterprises and informal 

businesses with irregular income streams. 

The study further highlights that the advantages of takaful—ethical legitimacy, trust-building, and 

financial inclusion—are closely intertwined with institutional and governance conditions. Strong 

Shariah governance frameworks enhance transparency, accountability, and participant 

confidence, thereby reinforcing the credibility of takaful providers. Conversely, fragmented 

regulation, inconsistent Shariah interpretations, and limited supervisory capacity can undermine 

standardisation and create uncertainty for MSMEs. These institutional challenges are 

compounded by low awareness and limited financial literacy among MSME owners, which 

continue to constrain takaful penetration despite its theoretical suitability for this sector. 

From a developmental perspective, takaful contributes to MSME resilience and broader 

economic stability by reducing vulnerability to shocks and encouraging prudent risk management. 

The integration of fintech innovations further strengthens this role by lowering transaction costs, 

improving outreach, and simplifying enrolment and claims processes. Nevertheless, technological 

adoption must be accompanied by inclusive design and regulatory oversight to ensure that 

digital takaful solutions remain accessible to smaller and less sophisticated enterprises. 
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The policy implications of this study are significant. Policymakers and regulators should recognise 

takaful as a strategic instrument for MSME development and financial inclusion. Supportive 

regulatory frameworks, harmonised Shariah standards, and targeted incentives can enhance the 

scalability and effectiveness of takaful schemes. At the same time, takaful operators must prioritise 

product simplification, awareness-building initiatives, and sector-specific customisation to better 

align offerings with MSME risk profiles. 

In conclusion, takaful holds substantial potential as an ethical and inclusive risk protection 

mechanism for MSMEs, yet its transformative impact depends on balanced governance, 

institutional support, and practical adaptability. When aligned with developmental objectives 

and grounded in effective Shariah supervision, takaful can strengthen MSME resilience, promote 

economic stability, and advance the broader goals of Islamic finance. Future research should 

empirically examine the impact of takaful participation on MSME performance and explore how 

regulatory innovation and digitalisation can further enhance its role in sustainable enterprise 

development. 
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