EJIF
European Journal of Islamic
Finance

What are the Challenges Encountered in
Initiating Green Takaful Products as a
Potential Climate Finance Tool in Sri Lanka?

Abi Huraira Rifas®"

! South Eastern University of Sri Lanka, Department of Islamic Studies, University Park, Oluvil-32360, Sri Lanka,
ahrifas@seu.ac.lk

Mohamed Naushad Mohamed Minaz?

2 Amana Bank PLC, Department of Knowledge Marketing and Financial Inclusion, Galle Road, Colombo, Sri Lanka

Received: 28/06/2024
Accepted for publication: 25/05/2025
Published: 31/07/2025

Abstract

Takaful as a risk-mitigating tool plays a significant role in the modern Islamic finance landscape, since it has
experienced substantial growth and expanded globally in the field of economics. The alignment of the Islamic
financial sector with conventional financial market trends, while adhering to Shariah law, has contributed to the
growth of Islamic finance and Economics. To attain sustainable development goals, several countries have already
introduced green insurance products, and the takaful market in various countries has competitively initiated green
takaful products under the climate finance concept. This study aims to explore the challenges to initiating green
takaful products as a climate financial tool. The study adopts a qualitative and inductive approach, utilising
interview data as the primary source of information. Thematic analysis was employed to analyse the collected
data for the study. The findings indicate numerous challenges, such as regulation, risk, cultural, and learning and
development challenges in implementing green takaful in the Sri Lankan takaful market. This research holds a
significant contribution to the takaful sector in terms of initiating green takaful products in the insurance market
in Sri Lanka. Furthermore, each challenge discussed in this study and the ways to overcome them can be a major
focus in future studies. Hence, it provides valuable insights for policymakers, regulatory authorities, product
creators, practitioners and coming researchers in climate finance and green takaful schemes.
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1. Introduction

United Nations member countries should strive for the Sustainable Development Goals (SDGs) to achieve a
sustainable future and livelihood in 2030 (Johan, 2021). Financial services also support the SDGs by promoting
economic, environmental, and social harmony, whether conventional (credit facility) or Islamic financing
(Budiasa, 2020). Currently, one of the financial sectors with the fastest global growth is Islamic finance, including
microfinance, with a favourable competitiveness (Senghore, 2023). Islamic economics serves as the foundation
for Islamic financing, and it is different from conventional economics for a variety of reasons (Muslehuddin,
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1974). Financing with shariah principles is a better solution across the world, and the Islamic capital market plays
a fabulous contribution to reaching the SDGs (Arvian, 2018; Johan, 2022). Eleven of the seventeen SDGs have a
direct relationship with Islamic finance (Gundogdu, 2018). Islamic economics considers numerous distinctive
aspects, such as sustainability, responsibility and social welfare, including education, health, and environmental
conditions, which is opposed to conventional economics' focus on profit maximisation (Olaide & Abdul Kareem,
2021). Islamic finance has three key elements: Islamic banking, Islamic insurance (takaful), and Islamic capital
market (Aziz, 2022). Accordingly, Islamic insurance that complies with Islamic law is known as takaful, which
consists of a larger level of support for economic development and poverty alleviation towards establishing a
better community (Rifas & Jahan, 2021; Mirza, 2023). Islamic social financial tools such as takaful, waqf and
microfinance contribute to poverty alleviation (Jimoh et al., 2024).

The term takaful, which is derived from the Arabic term ‘kafala’, denoting "mutual guarantee", is
synonymous with insurance, albeit sanctioned by Islamic jurisprudence or shariah principles (Ansari, 2022).
Takaful scheme is a guaranteeing mechanism with unity, brotherhood and mutual assistance (Rifas, Rahman &
Buang, 2023), and is now witnessing tremendous growth globally (Alam, 2023). It embodies the notion of
insurance founded upon cooperation and solidarity, wherein individuals partake in a takaful scheme (Howdon,
2019). The global takaful market is worth around 73 billion US dollars (Abdusamat, Sodikov & Batirova, 2021).
Takaful is an essential approach that provides confidence and ethical guidelines for protecting assets, and it
considers shariah principles and applies the same principles of insurance for its operation, even though insurance
consists of some prohibited elements in Islam (Rifas et al., 2023).

Green takaful, which is mainly related to the general takaful scheme, is a sustainable insurance sector
that aids in attaining climate-related financial goals (Jaffer, 2017). As climate change is one of the most significant
issues in the world, greening the financial sector is another solution to address climate change issues (Silva et al.,
2017). According to the United Nations Framework Convention on Climate Change (2019), climate finance refers
to local, national, or transnational financing drawn from public, private, and alternative funding sources that seek
to support mitigation and adaptation actions that will address climate change. The Securities Commission of
Malaysia (2019) explains that by embracing global trends, the financial sector, which is expanding following
Islamic economic principles, continues to advance without departing from the Islamic framework. This is
occasionally revived by combining it with Islamic thought. Takaful can be a reliable solution for such risks since
it can tackle global climatic issues, including environmental degradation (Mirza, 2023). Therefore, the
contemporary takaful industry in Malaysia contributes to managing the risks posed by climate change (Islamic
Sustainable Finance and Investment, 2023). In this way, the takaful industry undergoes a green reform to operate
climate financing, one component of the industry's upgrading in the modern period. Green takaful operations are
helping to achieve the emission reduction target (Noor, 2022).

The financial sector has prioritised this when implementing numerous adjustments in several industries
to combat climate change (Federica, 2022). As a result, Islamic finance also focuses on climate finance when
examining the global financial system (The Islamic Foundation for Ecology and Environmental Sciences, 2021).
Islamic finance immediately partnered with climate finance because of the connection between promoting
sustainability and Islamic principles (Islamic Relief, 2022). Moreover, it has become the need of the age, so they
have to deal with it. This new aspect expands along with three main elements of Islamic finance: Islamic banking,
Islamic capital markets, and takaful (Mustafa & Ab Rahman, 2023). According to Atlas Magazine (2017), in
consequence, the Middle East, Southeast Asia, and Europe presently have the most advanced Islamic insurance
with its pioneer products and services for their participants.

The Takaful system has been convenient and more beneficial in the light of Shariah since its
establishment in Sudan in 1979 (Husin & Rahman, 2016). Despite many obstacles, the takaful scheme has seen
significant growth today (Mazahir, Rahman & Ramzy, 2017), and it is expected to reach 13 per cent with $40
billion in 2023 (IFSB, 2018). The takaful sector is growing rapidly, with 324 fully pledged operators, plus
subsidiaries and takaful windows in 47 countries globally, and the market value was $ US$46 billion (IMARC
Group, 2020; Sopian and Azmin, 2021). Furthermore, the takaful sector significantly contributes to economic
development, which leads to poverty alleviation (Cupri & Cortelezzi, 2025). The takaful market is relatively new
as it was introduced in 1999 with the establishment of Amana Takaful Ltd, and comparable with conventional
insurance, has a small market penetration in Sri Lanka. Although it has been twenty-six years since Islamic finance
started in Sri Lanka, it has been 18 years since it was legally adopted in the Sri Lankan banking and financial
industry (Hilmy et al., 2022). Amana takaful PLC was the first takaful company, followed by Ceylinco takaful,
Al Falah takaful and HNB takaful assurance under the supervision and regulation of the Insurance Board of Sri
Lanka (Presently re-named as Insurance Regulatory Commission of Sri Lanka (IRCSL) with the Insurance
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Industrial Act No. 43 0of2000. Amana Takaful PLC is a fully-fledged bank and the market leader in the Sri Lankan
market among other takaful operators (Mazahir, Rahman & Ramzy, 2017). Although the Sri Lankan takaful
market is comparatively small compared to other countries like Sudan, Malaysia, Pakistan, Saudi Arabia, and
Turkey, to compete with the global trend in climate financing and achieve sustainable development goals (SDGs),
the insurance sector must undergo a green transformation (McKinsey, 2022). Interestingly, various kinds of
policies are offered under general takaful, and some of the products of takaful companies in Sri Lanka are listed
in Table 1 below. Nevertheless, ensuring how far those takaful products adhere to green takaful and how they
support the Sustainable Development Goals for a sustainable world is difficult. The following table includes the
major takaful product areas in the general takaful scheme (Rifas et al., 2023).

Table 1. Summary of General Takaful Products Offered in Sri Lanka

No | Takaful Products Nature of Policy

01 Takaful Fire Cover Covers fire and lightning for all assets, including buildings. The fire
should be accidental.

02 Takaful Easy Marine Damage to the vessel and the loss of cargo during import and export.

03 Kiri Govi Sathkara For agriculture and cattle.

04 | TUK TUK FULL, SRC, | Designed for both property and three-wheelers.
Takaful Total Drive

05 Takaful Travel Pal Designed for travellers, covering their property, inconvenient situations,
and travellers’ illnesses.

06 | Takaful Business Cover | Provide stability for business with all covers included in one business
and Business Interruption | cover. Business interruption cover allows a business to rebuild without

Cover any inconvenience.
07 | Takaful Navodhaya, | These cover small portions of insurance, micro insurance and buildings.
Takaful myHome
08 | Engineering Takaful During the contract period, all steps from commencement to completion
of a project are covered.
09 Medical, Employee- | Employees’ welfare and their medical expenses
related Takaful

Source: Websites of the Takaful Companies in Sri Lanka

Although the takaful operators offer several products, green takaful should be introduced or inserted
gradually into the products. These practices would be beneficial to make the takaful industry in Sri Lanka
prominent, yet there are many obstacles to the implementation of such concepts. According to the best knowledge
of researchers, no studies have been conducted in the field of takaful or takaful products related to green finance
and takaful in Sri Lanka. Therefore, this study explores the challenges of introducing green takaful products as a
potential climate finance tool in Sri Lanka.

Regarding significance, as conventional insurance supervision regulates the takaful industry in Sri Lanka,
takaful market players are automatically forced to comply with all rules of the Sri Lanka Insurance Regulatory
Commission. Takaful should have considered the society’s well-being and harmless development as well. The
research location, Sri Lanka, is not perfectly involved in introducing the zero carbon techniques for several reasons
related to the operations. Thus, the research analyses the challenges and hardships in introducing green takaful
products rather than the regular takaful policies. The findings of the study will firmly establish fundamental
barriers and issues which support the market players. Therefore, the conclusions will disclose the challenges that
could be identified in the takaful operation in the Sri Lankan market.

2. Literature review

Climate change refers to the enduring alteration in average weather patterns worldwide. It has been observed that
since the mid-1800s, human activities have been responsible for the emission of carbon dioxide and other
greenhouse gases into the atmosphere (Pachauri, 2015). This phenomenon has led to a rise in global temperatures,
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which has consequently caused long-term modifications to the climate. The Intergovernmental Panel on Climate
Change (IPCC) is the United Nations organisation that is tasked with evaluating the scientific aspects of climate
change (IPCC, 2022). Sri Lanka, like numerous other countries, experiences the ramifications of global climate
change (Chandrapala et al., 2010). The geographical positioning of Sri Lanka, coupled with its extensive array of
ecosystems, renders it exceptionally susceptible to the adverse effects of climate change (Khaniya, Gunathilake
& Rathnayake, 2021). Several notable aspects through which Sri Lanka is impacted by climate change encompass
rising sea levels, extreme weather events, droughts and water scarcity, agricultural impacts, biodiversity loss,
health risks, infrastructure vulnerability, etc. The Sri Lankan economy has been most affected by these disasters
(Samarasinha, 2020).

The teachings on climate consciousness that can be derived from the Holy Quran and Hadith are of great
significance (Kdhrsen, 2021). The Holy Quran, as the central religious text of Islam, provides guidance on various
aspects of life, including the environment (Gueye & Mohamed, 2023). It emphasises the concept of stewardship,
highlighting the responsibility of humans to care for and protect the Earth. The Holy Quran teaches that the Earth
and its resources are a trust from God, and humans are accountable for their actions towards the environment
(Wahyudi, 2012). Shabir (2018) explains that in the Holy Quran, it is mentioned that human activities are affected
by the Earth's and climate changes.

€1 Gsrn 5 adlal olee (ol i aadill QT (o i Ly Ty ol 3 Sl e

“Corruption doth appear on land and sea because of (the evil) which men’s hands have done, that He may make
them taste a part of that which they have done, so that they may return” (Al Quran 30:41)
(Translation: Muhammad Taqi-ud-Din Al-Hilali & Muhammad Muhsin Khan).

In addition to the Holy Quran, the Hadith are the reported sayings of Prophet Muhammad (PBUH), and
offer insights into environmental conservation (Noorhidayati, 2022). The Hadith emphasises the importance of
preserving natural resources, avoiding wastefulness, and promoting sustainable practices (Zafar, 2023). They
encourage believers to be mindful of their consumption patterns and avoid excessively exploiting the Earth's
resources.

Climate finance provides funding at the national or international level, sourced from public, private, and
alternative channels, intending to support mitigation and adaptation measures that aim to combat climate change
(Liska, 2014; Negreiros, 2021). While there is no singular definition of climate finance, the UNFCCC standing
committee on finance offers the most authoritative interpretation: "Climate finance endeavors to diminish
emissions and improve the absorption of greenhouse gases, whilst also striving to reduce the susceptibility of
human and ecological systems to adverse impacts of climate change, whilst maintaining and augmenting their
resilience” (UNFCCC, 2019).

According to the European Insurance and Occupational Pensions Authority (2023), every sector of the
economy conveys climate risks to its respective insurers. Consequently, climate change serves as a stress test for
the insurance industry, which is the largest in the world, generating revenues of $4.6 trillion and accounting for
7% of the global economy. The losses incurred by insurance companies due to weather and climate-related
incidents are becoming increasingly complex, encompassing property damage, business interruptions, health
implications, and legal actions against polluters (Climate Guide, 2023).

The Islamic finance industry has demonstrated its adaptability and commitment to environmental
concerns through the emergence and widespread adoption of green Sukuk and Sharia-compliant green and
sustainable investment products (Jaafar & Brightman, 2022). However, Nazri et al (2020) explain that the takaful
industry has yet to make significant strides in this area. While insurance companies are working to incorporate
ethical and environmentally conscious practices into their corporate social responsibility, they are also developing
risk management products such as climate risk-related insurance, which may have negative consequences (Noor,
2022). In addition, Sallemi & Zouari (2023) explain that by being environmentally friendly and responsible,
takaful operators can manage their impact on people, clients, suppliers, society, and the environment to deliver
increased value to all their stakeholders. To begin with, the takaful operators can incorporate concern for green
issues into simpler things, such as designing corporate practices to be environmentally safe and sustainable, such
as using less paper, reducing their carbon footprint, etc. While these steps seem small, they can have a huge
aggregate effect if they are incorporated by the entire industry (Hassan, 2019).
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The alignment of Islamic insurance principles with environmentally sustainable practices, known as
green takaful, can substantially contribute to climate finance (Harahap, Risfandy & Futri, 2023). By serving as a
mechanism that supports and promotes climate-conscious initiatives, green takaful can effectively reduce climate-
related risks and facilitate responsible financial transactions (Khan, 2023). Muhamat et al. (2017) explains that
the concept of green takaful establishes a strong connection with climate finance, as it integrates Islamic insurance
principles to foster environmentally sustainable practices and will contribute to climate finance through risk
mitigation, climate-resilient projects, carbon reduction, economic resilience, and alignment with sustainable
development goals (Brescia et al., 2021). Green takaful serves as a crucial link between the principles of Islamic
finance and the objectives of climate finance (Muhamat et al., 2017).

Notably, some studies have been conducted on green takaful and climate finance. Accordingly, Muhamat
et al. (2017) undertook a survey of green takaful as a climate finance tool, and they found that the greenhouse gas
(GHG) effect is a global environmental problem that necessitates participation and contributions from every nation
to lessen the effect and improve the state of the environment globally. According to this research, there are two
methods used to accomplish this: (1) a 35% reduction on the unconditional basis and (2) a 10% increase in climate
finance and technology. Regarding its potential to assist the government in reducing carbon emissions, takaful is
the focus of this paper as a tool for climate finance. Furthermore, it offers Malaysian takaful operators new
commercial opportunities. Some suggestions are offered based on the practices of insurance companies in
developed countries.

Obaidullah (2017) explains that one of his studies on managing climate change under the role of Islamic
finance, the environmental preservation and sustainability are in line with Islamic finance's goal of advancing
societal well-being. The SDGs and the shariah objectives (Maqasid al-shariah) are clearly in alignment when it
comes to environmental protection, climate management, and adaptation as organisational goals. The study aimed
to develop the argument further and show how Islamic finance can make a significant contribution to the global
effort to find climate finance solutions. Further, they found that if subsidies are not available to cover the additional
costs associated with clean technologies, Islamic social funds may be able to make a significant contribution.

Another study was conducted by Raeni et al. (2022) on mobilising Islamic funds for climate actions from
transparency to traceability and concluded that the countries have begun to include green bonds in their portfolios
of sovereign bonds because of mobilising enough financial resources for low-carbon development. According to
the findings, the effectiveness and integrity of these financial instruments are still in practice by various countries.
Furthermore, Nobanee et al. (2021) studied green and sustainable life insurance and observed that businesses all
over the world are currently becoming more concerned about implementing sustainable practices. It has been
found that risk management makes a significant contribution to the encouragement of sustained business
operations. To ascertain the direction of the current trend in this area, it is intended to review published articles
focusing on the role of risk management in promoting business sustainability initiatives and its advancement. The
research findings revealed four keyword clusters in the titles of the gathered articles. They identified the journals,
nations, authors, subject areas, and organisations most interested in the topic and its popular research period.
Based on this research output, suggestions for future research were made, such as expanding the number of
databases for the data collection phase and utilising the bibliometric analysis approach to bibliographic coupling
relations.

However, the Sri Lankan risk mitigation and takaful industry still follows the traditional way; they just
offer the products rather than consider climate financing. It seems that the takaful companies provide all general
family takaful products. According to the studies conducted in some other countries, they have already started to
discuss and introduce new and green policies through out the market, but in Sri Lanka, the regulator of the
insurance industry IRCSL need to focus on the climate change and better to circulate of new guidelines of the
introduction of green takaful policies under the green finance. Thus, this study will try to fill the gap in the
insurance and takaful market in Sri Lanka.

3. Methodology

The research uses a qualitative study method involving an inductive research approach (Punch, 2014). Data and
information for this study focus on the green takaful concept in the takaful sector in Sri Lanka, and it delves into
the challenges in a descriptive manner. Data for the research were collected from industry practitioners, executive-
level staff, and academicians in the takaful scheme, and the respondents were selected using a convenience
sampling technique (Ilker et al., 2016). Convenience sampling was used to identify the respondents; this technique
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is common in social science research (Ilker et al., 2016), applied to fewer workers in a limited timeframe and is a
cheaper method. Respondents are thus selected according to the researcher’s convenience, returning more reliable
data than from a large population (Gravetter and Forzano, 2012; Rifas et al., 2023). As a primary source of data
collection, 26 structured interviews were conducted, including 14 executive-level staff of takaful operators (EMP),
06 academicians (ACD), and 06 shariah and takaful experts (EXP) in Sri Lanka, and it’s enough for qualitative
studies (Bryman, 2012).
Regarding the rationale behind the selection, fourteen executive-level staff were selected from Amana takaful-
general (5), Amana takaful-family (3), HNB takaful assurance (3) and Al-Falah takaful (3). Six academicians
(ACD) from the Southeastern University of Sri Lanka and the Institute of Bankers of Sri Lanka (IBSL) were also
selected. Additionally, six members of the Shariah advisory committee and experts (EXP) from the above takaful
market players were selected for the interview. The study location, Sri Lanka, does not have a wider and developed
takaful market; thus, it has minimal resources for the data collection process. Therefore, researchers are convinced
that sufficient data could be obtained from the above three respondents to achieve the objective of the study.
The researchers had already prepared a set of structured interview questions to obtain data, and the ethical view
of the interview questions was checked. Similarly, the participants were already (before the interview) instructed
on none of the ethics-based questions after reviewing the questions by Dr. MB. Fowzul (Head, Department of
Islamic Studies, Faculty of Arts and Culture, Eastern University, Sri Lanka). The interviewees were allowed to
skip the question(s) once they felt inconvenienced in responding. The interviews were conducted at the residences
of the interviewees. The interviewees were provided with an overview of the research project by the authors. Each
interview lasted between 20 and 35 minutes. The entire interview was recorded using a professional recorder with
the respondents’ permission, and they were promised not to use it for any other purposes.
The member checking technique has been applied to data validation in this research. Out of three types of member
checking, namely ‘immediately after the data collection’, ‘during data analysis’ and ‘after data analysis’, the
immediately after the data collection was employed. The respondents were asked whether the statements for the
questions were correct. The data collected were analysed using thematic analysis, which is a common, familiar
and widely used method in social sciences research (Braun & Clarke, 2006). ‘Thematic analysis’ is a consistent
and recognised method for qualitative data analysis with good organisation and reporting. It educates the way of
actual points of interviewees under specific themes towards the research question (Banister et al., 1994).
According to Braun and Clarke (2006), indeed, this analysis is a process of encoding qualitative
information with themes established through codes with reliability. As per the determination of ‘accuracy’ in
coding reliability, the thematic analysis contains two ways of reliability, namely consensus coding and
intercoder reliability. First, Consensus coding, where researchers code the same transcripts with the same code
and compare results as a group. Second, Intercoder reliability measures how much researchers agree when
coding the same data. These two methods are used to sidestep the potential bias of individual researchers by
ensuring a collective, uniform coding approach and a blind coding mechanism. The researchers are very
aware and careful in aiming for 'accuracy’ as this qualitative data may have a complex, interpretive nature.

In addition, thematic analysis permits the interviewer to do analysis justice, accurately and soundly understand
the research questions, and interpret the research questions by following six (6) steps while analysing the data.
Thematic analysis consists of six steps, from data organisation to report writing. For instance, (1) data
familiarisation: transcribe the data, reading till good understanding and gain idea, (2) initial code: note down the
related codes of small information, collate the with relevant data, (3) search for themes: establishing relevant
themes according to created small codes, (4) review of themes: inspect the themes that either created themes based
on potential codes or not, and generate map towards analysis, (5) define and naming themes: refine every themes
and generate the definition with name for those, (6) and report producing: generate the final report from the review
themes with clear notice of the themes (Braun & Clarke, 2006). According to thematic analysis, first of all,
interview data, which is in the form of voice, is transcribed in written form. Later, familiarisation with data,
creating codes, and other steps are applied individually to the ultimate report, which adopts a descriptive style
(Rifas, Hilmy & Saujan, 2023). For example, a student’s (Ayesha) response to a question from an interviewee is
as follows.

Question: “Tell me how your English teacher supports your learning.” Reply of Ayesha: “He teaches me very
well. He motivates and guides well. He is a kind teacher and he never comes late. He corrects my exercise and
mistakes. He gives me a gift.”” For example, Ayesha mentioned in her response to one of the interview questions
regarding her teacher’s support; hence, this was coded as teaching, guiding, correcting mistakes, love, kindness

6
European Journal of Islamic Finance - ISSN: 2421-2172
DOI: 10.13135/2421-2172/10706 Published by University of Turin https://www.ojs.unito.it/index.php/EJIF/index
EJIF content is licensed under a Creative Commons Attribution 4.0 International License



EJIF
European Journal of Islamic
Finance

and giving gifts were created as codes. Similarly, every reply may bring many codes. Further, in text segments
across the various datasets coded portions, as in the above example, were labelled as teacher’s teaching, love,
kindness, motivation and guidance. These codes were “aggregated together to form a major idea” (Creswell,
2007), which were grouped as Teachers’ Supports as a theme.

4. Results

The green finance concept aims to achieve sustainable development goals through financial services and
environmental protection mechanisms. This emerging concept seeks to promote sustainable development and
address environmental concerns within the insurance industry. The discussion part of this study deeply delves into
the challenges of implementing green takaful operations in Sri Lanka. The researchers got different replies with
mixed information from the respondents during the interviews about the challenges of the green takaful industry.
Soon after the collection of the data, the transcribing and recording process was carried out, followed by the
challenges and other information being categorised to separate subsections easily.

Furthermore, from the responses (from the data analysis), the researchers identified five key challenges:
regulatory, risk-related, market awareness, cultural, and learning and development challenges. These issues and
challenges in the Sri Lankan takaful market lead to removing irrelevant operations and barriers and finding what
participants have inside their minds, which would help enhance the takaful industry. The researchers attempt to
explain these challenges in a way that is easy to understand. Accordingly, the challenges have been organised as
follows. Firstly, it highlights the regulatory challenges for implementing green takaful in Sri Lanka. The second
problem is related to risk, which deals with a risky environment, while takaful products will undergo green
products. Market awareness challenges are focused as the third issue, cultural challenges deal with the religious
and their customs and finally, learning and development challenges while implementing green takaful products
rather than utilising existing products either with modification or introducing new takaful products.

4.1 Regulatory Challenges

Regulatory challenges are a significant issue in the Sri Lankan takaful sector. There is a need for regulatory support
to encourage the development and implementation of green takaful products. This support is crucial in ensuring
that the necessary frameworks and guidelines are in place to promote and regulate these products effectively.
However, many takaful practitioners are willing to introduce particular regulations or guidelines from relevant
regulatory bodies, but cannot impose those and must obey the regulatory body called IRCSL. One of the
respondents to this study provided the following statement:

“If there is a need to promote the concept of green insurance, regulatory authorities should implement
laws and regulations in the insurance market. Without such regulations, the market may not
automatically shift towards green insurance products. This highlights the importance of regulatory
intervention in promoting sustainable practices in the insurance industry.” (ACD: 02)

The statement provides the main challenge faced by takaful companies in implementing green takaful
operations in Sri Lanka. One of the main obstacles to the spread of the green takaful concept is the lack of support
from regulatory authorities. If the insurance regulatory authorities promote the green concept in the market, it will
encourage the takaful entities to initiate green takaful products.

Another similar statement provided is,

“Regulators should empower market developments in every market. While green concepts are popular
in other countries, they are not yet considered in our country. Without regulatory support, it is difficult
to initiate new products during financial crises. The high risk involved in such situations makes it
challenging to introduce new products” (EXP: 01)

The above statement also provides some of the core challenges faced in the insurance sector in implementing
green takaful operations in Sri Lanka, similar to ACD: 03. That is, regulatory support for initiating green takaful
products.
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4.2 Risk-Related Challenges

Green takaful products may face unique risks, such as the volatility of green investments and the potential for
greenwashing (misleading claims of environmental friendliness). Takaful operators need to implement effective
risk management strategies to mitigate these risks and ensure the long-term sustainability of the products. The
statement made by the respondent is cited below;

“The complexity and risk associated with product development pose challenges in initiating green
takaful opportunities in Sri Lanka. Green takaful refers to environmentally friendly insurance products
promoting sustainable practices. Sri Lanka, however, faces difficulties in introducing such
opportunities due to the intricate nature of product development and the associated risks. This implies
that there are obstacles to creating and implementing insurance products that align with green
principles in the Sri Lankan market. (ACD-01; EXP-02)

This statement indicates that due to the high-risk situation of the economy of Sri Lanka following the financial
crisis, new initiatives in the takaful sector will face a risky environment. This challenge is one that almost every
industry, including the insurance sector, is facing. Furthermore, this study highlights the financial challenges
associated with implementing green takaful operations. These include the high costs of incorporating
environmentally friendly practices into the insurance operations, such as investing in renewable energy sources
and adopting sustainable business models. Additionally, it is undeniable that the lack of access to specialised
expertise, market awareness, and technology in green insurance poses a hurdle for the successful implementation
of green takaful in Sri Lanka.

4.3 Market Awareness Challenges

Market awareness plays a crucial role in successfully initiating green takaful products. Insurance companies need
to understand the market demand and customer preferences when designing and offering these products. Takaful
companies need to understand customer preferences, conduct market research, and educate customers about the
benefits of these environmentally friendly insurance products. Collaboration with environmental organisations
and government agencies can further promote the growth of the green takaful market. Importantly, according to
Rosvally (2010), environmental issues create opportunities, including new green businesses based on the current
scenario, which are directed towards clean energy issues. However, Islamic financing cannot be implemented
without stakeholders’ support and assistance. According to the findings of Johan (2022), the green takaful concept
might be new to the Sri Lankan takaful market; thus, the practitioners, regulators, and business actors should
educate the people about the green concept related to the takaful scheme. The process of educating the public
about takaful products and their significance should be arranged by the business parties (practitioners) and shariah
supervisory bodies (Mazahir, Rahman & Ramzy, 2017; Rifas et al., 2023). Many people and stakeholders may
not know the concept of green takaful. This lack of awareness is elucidated by the statement made by one of the
respondents as follows;

” Market awareness can pose a significant challenge when it comes to initiating green takaful
opportunities in Sri Lanka. This is because the concept of takaful insurance is still relatively new in the
country, and many people are not familiar with it. Additionally, there is a lack of understanding about
the benefits of green takaful, which can make it difficult to generate interest and support for these
initiatives.” (EMP: 01)

4.4 Learning and Development Challenges

The learning and development challenges associated with green takaful products are significant in initiating green
takaful products. This implies that there is a need for specialised knowledge and skills to design, market, and
manage these products effectively. The following statement of this study relates to two kinds of respondents;
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” Without proper knowledge and training, it becomes difficult to establish and promote green takaful
initiatives in Sri Lanka. This means that there is a limited availability of resources and programs that
can educate and train individuals in green takaful, a form of Islamic insurance that promotes
environmentally friendly practices.” (EMP: 05)

A similar response to the above statement was received from two academics, ACD 3 and ACD 6. The
interviewees' reactions also emphasise the importance of collaboration and partnerships between various
stakeholders, including government bodies, insurance companies, ethnic communities, and environmental
organisations. Such collaborations can help address the challenges by fostering knowledge sharing, capacity
building, and creating a supportive ecosystem for green takaful operations. Further, today, many universities and
higher educational institutions worldwide offer several degrees and academic programmes regarding the
environment, such as environmental sciences, environmental law, climate change and environmental insurance.
The climate and environmental insurance courses are also instructed by Adjunct Professor John G. Nevius
(Rosvally, 2010). In terms of degree programmes, some of degree offered in the world such as Bachelor’s Degree
in Agricultural Economics in Ankara University; Master’s Degree in Agricultural Economics (Agricultural
Business Administration; Rural Valuation, Land, Natural Resources and Environmental Economics) in Ankara
University Graduate School of Natural and Applied Sciences, Master’s Degree Environmental Management
(Natural Resources, Environmental Economics, Management and Tools) MED-CAMPUS, International
Technological University; Doctor of Philosophy in Agricultural Economics (Agricultural Business
Administration; Rural Valuation, Land, Natural Resources and Environmental Economics) Department of
Agricultural Economics; Post-Doctoral Research Rural Economics, Rural Land Management in Tyne University.

4.5 Cultural Challenges

The introduction of green takaful products faces cultural challenges due to the perception that environmental
issues are not a priority in some societies. This mindset can hinder the acceptance and adoption of green initiatives.
One of the statements of a respondent of this study is provided as follows;

”...Cultural and ethical factors may pose a challenge to the initiation of green takaful opportunities in
Sri Lanka. The country's predominantly Buddhist population lacks awareness and understanding of
even the takaful concept. There is a need for education and awareness campaigns to promote the
benefits of takaful and its compatibility with Islamic principles.” (ACD: 01)

The responses of interviewees emphasise the fact that the introduction of green takaful products encounters
cultural challenges due to the perception of environmental issues, lack of awareness, religious considerations, and
the need for education and collaboration. Overcoming these challenges requires effective communication,
education, and partnerships to promote sustainable practices within the takaful industry. Rifas et al. (2023) found
that religion is also a major influential factor in takaful among the business entrepreneurs in Sri Lanka.

All challenges reveal an important message regarding the implementation of the green concept in the field
of takaful, that is, what kinds of challenges and issues exist in the takaful market. Takaful is the sector which is
currently considered a significant concept among Muslims and non-Muslims in many countries, like Sri Lanka.
The researchers believe that the Islamic insurance sector in the Sri Lankan insurance industry has been
misunderstood conceptually. Due to the lack of greater penetration in the insurance industry, it is imperative to
broaden its presence in the risk mitigation market. Further, according to the findings, the takaful sector still faces
several challenges in surviving in the insurance market, including green takaful. As per the regulatory issue, Sri
Lanka is a Muslim minority country where, in general, the conventional financial system is practised.

Table 2. Summary of Challenges Encountered throughout the Study

Identified Challenges Supportive Interviews
Regulatory challenges ACD: 2, ACD: 3, EXP: 1
Risk-related challenges ACD: 2, EXP: 2

Market awareness challenges EMP: 1
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Learning and Development Challenges ACD: 3, ACD: 6, EMP: 5

Cultural challenges ACD: 1, EXP: 3

Source: Interview Data during the Research Work

5. Discussion

The takaful products are introduced among the policyholders even though the takaful scheme in Sri Lanka is still
under development and has smaller market penetration (Rifas et al., 2023). The regulatory perspective should
have special concern based on its nature and significance to economic growth. This sector continuously
contributes as it investigates the risk mitigation mechanisms, and it reduces the threshold level of the
policyholders' capital. Given the significance of these factors in the takaful industry, some arrangements are to be
considered to uplift the takaful industry, such as removing the barriers and challenges. Regarding challenges, the
regulatory insurance system, including the takaful sector in the Sri Lankan context, differs from other countries
such as Pakistan and Malaysia, where a dual financial system is applicable. Still, the takaful scheme is forced to
comply with the conventional regulator. This scenario leads the Islamic insurance industry in Sri Lanka to face
several issues and challenges regarding takaful, where the regulatory scenario is not entirely focused on Shariah
compliance, thus the public also has to travel with doubts.

According to Mazahir, Rahman & Ramzy (2017), takaful practitioners need to organise more educational
sessions, workshops, and seminars regarding takaful policies. The lack of awareness programmes regarding the
takaful scheme had a negative impact, as the public is not involved in the takaful scheme (Rifas et al., 2023).
Negative views on the takaful scheme create a bigger challenge in enhancing the risk mitigating sector with shariah
compliance for the whole community worldwide. The researchers believe that all difficulties would lead towards
an uncomfortable takaful scheme, which will be the barriers in overcoming challenges and issues in takaful
education with professionalism. However, the researchers in Islamic insurance found that, from several studies,
Sri Lankan takaful and other Islamic financial institutions face several challenges and hardships in operating and
surviving in the conventional market.

Furthermore, these challenges provide a significant message to the business and marketing team of the
takaful practitioners. Thus, the takaful operators and stakeholders have to seek solutions and alternative
approaches towards these five kinds of challenges. The researchers firmly believe that these challenges can pose
disadvantages that may significantly hinder the development of the Takaful market in the future among
conventional competitors and practitioners. Takaful market players will look into these challenges. Accordingly,
all takaful players might be prepared to motivate through research platforms to measure the takaful industry,
considering these kinds of academic research works regarding takaful business in the takaful and green takaful
schemes.

In this regard, takaful market players must make collective decisions to explain takaful regulatory
systems and bodies to the public. The IRCSL may instruct via circulars the insurance and takaful companies
regarding green products that are more beneficial and sustainable, throughout risks faced by the industry,
policyholders, society, and the country.

6. Conclusion

In conclusion, the challenges of implementing green takaful operations in Sri Lanka revolve around the lack of
awareness, the regulatory framework, financial constraints, and the need for collaboration. Overcoming these
challenges requires concerted efforts from all stakeholders to promote green takaful adoption and contribute to
sustainable development in Sri Lanka's insurance industry. Implementing green takaful products in Sri Lanka
faces several challenges. Firstly, there is a lack of awareness and understanding among the public about the
concept of green takaful and its benefits. This hinders the demand for such products and makes it difficult for
insurance companies to promote and sell them. Secondly, the regulatory framework in Sri Lanka may not be fully
supportive of green takaful products. There might be a need for specific regulations and guidelines to govern these
products, which currently may not exist or may not be comprehensive enough. Lastly, consumer preferences and
cultural factors may also pose challenges to the implementation of green takaful products.

In conclusion, the challenges to implementing green takaful products in Sri Lanka include a lack of awareness,
regulatory limitations, difficulties in sourcing and underwriting, limited availability of green investments, and
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cultural factors. Accordingly, the challenges, namely regulation, risk-related, market awareness, learning and
development, and cultural, are identified in the green takaful operations. Overcoming these challenges will require
concerted efforts from insurance companies, regulators, and other stakeholders to promote and develop the
country's green takaful market.

However, the implications and contributions of the study can provide different directions to the takaful
regulatory bodies, takaful market players, takaful companies, policy makers and theorists. Importantly, the
learning and awareness sessions related to the challenges around the implementation of green takaful products
create new business opportunities that will fill the gap between the available products and expectations. Large-
scale companies and factories have especially demanded Environmental liability takaful policies. Thus, it leads
the business entrepreneurs to understand how they can be involved in sustainability in the business and society.
Accordingly, the next generation will be protected from harmful companies and enterprises. Eventually, business
ventures that do not harm the community can contribute to socio-economic development through green products.

Regarding managerial implications, the takaful market operators face challenges in their operations in
the takaful sector. Particularly, these five challenges are bigger barriers to the people involved and to enhancing
the current takaful market penetration in the Muslim minority context. As the researchers hope, the green takaful
operation will never fail among the business entrepreneurs and individuals. Under the domination of conventional
insurance, takaful policy makers with takaful operators will be able to align new green takaful policies with the
Shariah. Significantly, every challenge identified through this study declares the impossibilities of the future
takaful journey. Further, it may contribute to establishing a common regulatory institution for Islamic financial
institutions, including the takaful scheme. Therefore, these major issues must be discussed at the top level of
decision-making forums to enhance the takaful participants, which will lead to the long life of the takaful business,
competitively compared to insurance in Sri Lanka. The study uses a unique and modern concept of green takaful
products, especially regarding the challenges. Future researchers can consider this concept and how it can be
studied in different directions under the risk mitigation mechanism.

Finally, the researchers suggest that a common Shariah Supervisory Body for takaful companies in Sri
Lanka under the IRCSL, regulatory reforms, which will provide Islamic principles and support in making
regulations for the takaful companies. The takaful companies may approach the takaful regulator to establish a
separate guideline for takaful players. This common shariah body will instruct the public on the new and existing
takaful products, which surely would be believed by the customers rather than their shariah board. Moreover, it
can arrange several teaching sessions with takaful experts, including foreign scholars and educational campaigns,
and publish a common notice regarding the green takaful policies and their significance through CSR or by
establishing an education and knowledge marketing department. Regarding risk-related challenges, the relevant
authorities and companies should explain to the public that insurance and takaful aim to mitigate the risks. Future
researchers in the takaful sector may conduct further studies in Sri Lanka's takaful and green takaful sectors. As
this study has been conducted using a qualitative method in an inductive approach, context, quantitative
methodology, takaful policies, and regulations can be considered in future research.
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Glossary

ACD- Academic
EXP- Shariah & Expert
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