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Abstract

1. Introduction and Objective

Risk management constitutes a fundamental pillar of financial stability
in Islamic financial institutions, particularly within the takaful system,
which is founded upon the principles of mutual cooperation, risk
sharing, and Shariah compliance. Unlike conventional insurance,
takaful operates through distinct risk funds that are collectively owned
by participants and managed by operators under specific contractual
and governance arrangements. The sustainability and effectiveness of
takaful funds depend critically on the accurate identification,
prioritization, and management of multidimensional risks that arise at
both operational and strategic levels.

In emerging takaful markets such as Iran, the establishment and
management of takaful risk funds face compounded challenges due to
regulatory  constraints, limited Shariah-compliant financial
instruments, macroeconomic volatility, and political and institutional
uncertainties. These challenges necessitate the development of a
comprehensive and context-sensitive risk management framework
that not only captures the complexity of takaful operations but also
aligns with Islamic financial principles.

Despite the growing body of literature on takaful, existing studies
often address risk factors in isolation or focus on specific dimensions
such as underwriting or Shariah governance, without offering an
integrated  analytical framework capable of explaining
interdependencies among risk categories. Moreover, limited empirical
research has examined the structural relationships and causal
dynamics among risks across different types of takaful funds,
particularly in the context of Iran’s insurance industry.
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Accordingly, the primary objective of this study is to design an
integrated model for the establishment and risk management of
takaful risk funds by identifying and prioritizing key risk factors and
analyzing their causal relationships. To achieve this objective, the
study combines qualitative and quantitative approaches by integrating
Grounded Theory with Structural Equation Modeling (SEM) and the
fuzzy DEMATEL method. The proposed model aims to support
strategic decision-making for takaful operators by providing a
systematic framework for risk identification, prioritization, and
mitigation across family, general, and re-takaful risk funds.

2. Methods and Materials

This research adopts an applied and exploratory design and follows a
mixed-methods approach comprising qualitative and quantitative
phases. In the qualitative phase, the Grounded Theory methodology
was employed to identify and categorize the principal risks associated
with takaful fund establishment and management. Semi-structured
interviews were conducted with experts from Iran’s insurance
industry who possess specialized knowledge of takaful operations,
regulation, and risk management.

The study population consisted of senior managers, regulatory
specialists, academics, and practitioners with direct experience in
takaful. Using the snowball sampling technique, a total of 25 experts
were selected, ensuring theoretical saturation of the data. Interview
questions were designed based on an extensive review of the
theoretical foundations of Islamic insurance, takaful governance, and
risk management literature. The qualitative data were systematically
coded through open, axial, and selective coding processes, leading to
the identification of core risk categories and their constituent
components.

In the quantitative phase, the extracted risk dimensions were
analyzed using an integrated analytical framework combining
Structural Equation Modeling and the fuzzy DEMATEL method.
Structural Equation Modeling was employed to assess the relative
importance and weighting of the identified risk dimensions, while
fuzzy DEMATEL was used to examine the intensity of influence and
susceptibility among risk factors and to map their cause-and-effect
relationships. This combination allows for a more robust analysis by
capturing both the structural significance of risks and their interactive
dynamics within the system.

The analysis focused on three primary types of takaful funds
commonly employed in practice: family takaful funds, general takaful
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funds, and re-takaful risk funds. Data reliability and validity were
ensured through expert validation, consistency checks, and
methodological triangulation. The integration of qualitative insights
with advanced quantitative techniques enhances the explanatory
power and practical relevance of the proposed model.

3. Research Findings

The findings of the qualitative analysis revealed five principal
categories of risk that underpin the management of takaful risk funds:
underwriting risk, operational risk, credit risk, liquidity risk, and
market risk. These risk categories were consistently identified across
all types of takaful funds, although their relative importance and
intensity varied depending on the fund structure and operational
context.

The quantitative results demonstrated that operational risk holds
the highest priority among the identified risk categories. Within the
Structural Equation Modeling framework, operational risk achieved
the highest weight, indicating its dominant role in influencing the
overall risk profile of takaful funds. Similarly, the fuzzy DEMATEL
analysis confirmed that operational risk exhibits the greatest level of
interaction with other risk categories, both in terms of influence and
susceptibility.

The cause-and-effect analysis further indicated that operational
risk belongs to the dependent (effect) group of risks, meaning that it is
highly affected by other risk dimensions such as regulatory, political,
and market-related factors. This finding underscores the systemic
nature of operational risk within takaful institutions, where
deficiencies in governance, internal processes, human capital, and
technological infrastructure amplify vulnerabilities across the system.

The prioritization of risk intensity across fund types revealed that
family takaful funds exhibit the lowest overall risk intensity, reflecting
their relatively stable contribution patterns and long-term risk-sharing
arrangements. In contrast, general takaful funds were found to possess
the highest level of risk intensity, driven by higher exposure to
underwriting volatility, claims uncertainty, and market fluctuations.
Re-takaful risk funds occupy an intermediate position, influenced by
both domestic and international risk transmission mechanisms.

These findings collectively highlight the heterogeneity of risk
structures across takaful fund types and the necessity for differentiated
risk management strategies tailored to each fund’s specific
characteristics.
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4. Discussion and Conclusion

The results of this study provide empirical evidence that effective risk
management in takaful systems requires a holistic and integrated
approach that accounts for both the structural importance of risk
categories and their dynamic interrelationships. The dominance of
operational risk emphasizes the critical role of internal governance,
process efficiency, technological capability, and human resource
competence in sustaining takaful operations.

From a practical perspective, the proposed integrated model offers
a valuable decision-support tool for takaful operators and
policymakers by enabling systematic risk prioritization and informed
resource allocation. The differentiation of risk intensity across family,
general, and re-takaful funds further suggests that a uniform risk
management framework may be inadequate, and that fund-specific
strategies are essential to enhance resilience and financial stability.

The study also contributes to the literature on Islamic insurance by
extending risk management analysis beyond descriptive classifications
and introducing a causal modeling perspective grounded in empirical
evidence. By integrating Grounded Theory with SEM and fuzzy
DEMATEL, the research bridges the gap between qualitative
understanding and quantitative rigor.

In conclusion, the findings underscore the necessity for takaful
founders and managers to conduct comprehensive risk assessments
prior to fund establishment and to implement proactive risk mitigation
strategies aligned with the unique characteristics of each fund. The
proposed model can serve as a foundational framework for
strengthening risk governance and promoting sustainable growth
within the takaful industry, particularly in emerging markets such as
Iran.

5. Keywords: Takaful Risk; Risk Management; Risk Fund; Takaful;
Grounded Theory; Fuzzy DEMATEL.

6. JEL Classification: G22, G23, G32.
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