American Academic publishers, volume 05, issue 04,2025

Journal: https://www.academicpublishers.org/journals/index.php/ijai

SHARIAH-COMPLIANT ESG: LESSONS FROM GLOBAL TAKAFUL
BENCHMARKS AND IMPLICATIONS FOR CENTRAL ASIA

Xudayberdiyev Umid Muradovich
Chairman of the Board, "AMANA SUG ‘URTA" JSC
Senior Lecturer of Tashkent State University of Economics

umidvip@gmail.com

Abstract:This article investigates the conceptual and practical alignment between Takaful—
the Islamic cooperative insurance model—and ESG (Environmental, Social, Governance)
principles. Through a comparative qualitative analysis of regulatory frameworks, policy
documents, and benchmark cases from Malaysia, Saudi Arabia, and the United Kingdom, the
study explores how Shariah-based Takaful mechanisms embody ESG-aligned ethics.
Findings suggest that Takaful offers intrinsic safeguards against ESG-washing by embedding
accountability, transparency, and social responsibility within its legal and spiritual structure.
The paper also maps potential pathways for integrating ESG principles into Uzbekistan’s
evolving Islamic finance landscape. It concludes by recommending regulatory alignment,
digitalization, and targeted human capital development as prerequisites for ESG-compliant
Takaful. The article contributes to the growing discourse on sustainable Islamic finance by
providing a Shariah-anchored framework for ESG convergence.
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1. Introduction

According to recent global financial developments, social responsibility, environmental
sustainability, and effective governance have gained paramount importance, as emphasized
by scholars such as Obaidullah and Ayub[1][2]. ESG principles provide a framework for
companies and investors to evaluate performance based on sustainable development
standards, supported by AAOIFI’s Shariah Standards[3]. Takaful, the Islamic insurance
system, promotes mutual support, justice, and social responsibility based on Shariah
principles.

The aim of this study is to identify and substantiate the alignment between ESG principles
and the foundations of the Takaful system. This will serve as the basis for proposing practical
recommendations on integrating ESG into Islamic insurance practices in Uzbekistan.

While existing literature addresses ESG in Islamic finance broadly, few studies investigate
Takaful as a structural mitigation mechanism against ESG-washing in emerging economies.
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Research Question: Can Takaful, by virtue of its Shariah principles, offer a more resilient
and ethically consistent ESG framework compared to secular ESG models?

Hypothesis: The ethical infrastructure of Takaful inherently aligns with ESG values and may
mitigate ESG-washing more effectively than conventional models.

2. Methods

This study applies qualitative and comparative methodology, based on secondary sources.
The analytical framework includes:

Review of 12 national policy documents and 8 Shariah governance standards;

ESG frameworks (AAOIFI, SRI Sukuk, Vision 2030);

Policy documents and academic publications from Uzbekistan and international
institutions;

Case benchmarking from Malaysia, Saudi Arabia, and the United Kingdom;
Structured coding of Takaful regulatory themes aligned with ESG dimensions;
Descriptive tabulation and regulatory mapping.

Limitations include the absence of primary data such as interviews or ESG reports from
operating institutions.

3. Results

3.1 ESG and Takaful Shared Principles

Environmental Carbon footprint, green Avoidance of investments in harmful

energy, emissions sectors; promotion of halal and eco-friendly
sectors[4]
Social Labor rights, diversity, Mutual help (ta’awun), social solidarity, fair
community engagement treatment of policyholders
Governance Independent board, anti- Shariah board oversight, ethical compliance,
corruption, transparency prohibition of exploitative practices[3]

The following table presents a structured comparison between the foundational elements of
ESG standards and the underlying principles of the Takaful model. Despite their distinct
epistemological origins—secular for ESG and religious for Takaful—both frameworks
converge on key ethical domains: environmental protection, social equity, and institutional
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integrity. This alignment supports the argument that Takaful can naturally accommodate ESG
criteria within a Shariah-compliant paradigm.

3.2 Benchmarking Table

Malaysia SRI Sukuk, ESG filters Central Bank oversight and
alignment with SDG goals[6]
Saudi Arabia Vision 2030 ESG reporting Mandatory disclosures for Islamic
banks|[7]
United Kingdom FCA-supported Islamic green ESG-aligned Sukuk initiatives[10]
finance

These results show strong parallels in ethical philosophy and governance, as well as
successful integration models from selected countries. The table presents comparative
examples of ESG-Takaful convergence from Malaysia, Saudi Arabia, and the United
Kingdom. These international benchmarks demonstrate practical pathways for Uzbekistan to
localize ESG integration within its emerging Islamic finance ecosystem, drawing lessons
from diverse regulatory environments.

For instance, keywords such as ‘sustainability’, ‘community welfare’, and ‘Shariah-
compliant disclosure’ appeared consistently across national frameworks in Malaysia and
Saudi Arabia.

4. Discussion

Findings confirm that the philosophical and ethical infrastructure of Takaful aligns naturally
with ESG. Unlike ESG, which relies on ex-post accountability through metrics, Takaful
embeds ethical imperatives into contractual obligations. This proactive moral governance can
reduce ESG-washing and enhance authenticity in sustainable finance[4].

ESG-washing, defined as superficial adoption of ESG labels, has been discussed by Khan[9],
who notes that Takaful may mitigate this through built-in Shariah accountability. However,
critics argue that Shariah compliance does not automatically imply environmental
stewardship, pointing to Islamic banks investing in resource-intensive sectors. Therefore,
dual compliance — religious and ecological — is recommended.

The rise of blockchain and digital finance also introduces new tools for real-time ESG
tracking. E-Takaful platforms can automate ESG compliance and ensure immutable
reporting[5].

Theological Anchoring through Maqasid al-Shariah.
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Recent scholarship has demonstrated that the foundational objectives of Islamic law
(Maqasid al-Shariah) are conceptually aligned with the dimensions of ESG. For instance,
Hifz al-Nafs (protection of life) corresponds with workplace safety and social equity, Hifz al-
Mal (preservation of wealth) supports financial transparency and governance, while Hifz al-
Bi’ah (protection of the environment) directly reflects environmental stewardship. This
parallel reinforces the argument that ESG frameworks can be harmonized within Takaful, not
merely as a regulatory overlay but as an organic expression of Shariah compliance.

Risk of Greenwashing and the Ethical Safeguard of Takaful

One of the core challenges within global ESG frameworks is the risk of “greenwashing” —
superficial or strategic compliance with sustainability standards for reputational benefit.
Takaful’s embedded ethical and religious obligations, particularly through the role of the
Shariah supervisory board and contract-based ethics, may act as a structural barrier to
greenwashing. This distinct ethical scaffolding suggests that Takaful could serve as a model
for “authentic ESG,” especially in jurisdictions facing ESG credibility gaps.

Proposed ESG Indicators for Takaful Operators
To operationalize ESG within the Takaful sector, the following indicators are proposed:

e Proportion of Takaful investment portfolio allocated to green Sukuk or SDG-aligned
assets;

e Annual ESG disclosure score validated by an independent body;
e Carbon footprint per unit of Takaful contribution (measured operationally);
e Board-level ESG strategy integration as evidenced in policy documents.

These indicators can serve as a basis for future empirical studies or for regulatory
benchmarking.

ESG Magqgasid
Principles al-Shariah
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Shariah-Compliant
Takaful Operations

The diagram illustrates a conceptual framework in which ESG pillars (Environmental, Social,
Governance) are systematically mapped to corresponding objectives of Maqasid al-Shariah.
The integration occurs through the operational core of Takaful, which functions as both a
financial mechanism and a governance structure. The left axis shows ESG drivers, while the
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right axis represents Maqasid-aligned ethical imperatives. At the center, Takaful serves as the
conduit that translates abstract ethical principles into measurable outcomes such as ethical
underwriting, green investments, social solidarity, and transparency. The model suggests that
when ESG strategies are aligned with Maqasid, Takaful can emerge as a uniquely Shariah-
compliant and sustainability-driven insurance solution.

In Uzbekistan, under the “Green Economy Transition Strategy for 2019-2030” (Decree PQ-
4477, 2019) and the “Uzbekistan—2030 Strategy” (Decree PF-16, 2024), expanding financial
services based on ESG principles has been declared as a national policy priority[11][12].
From this perspective, Takaful insurance products are gaining importance as innovative
financial solutions that encapsulate both ecological and social responsibility.

According to a joint report by the Islamic Development Bank and UNDP (2023), Takaful can
play a critical role in building climate resilience by protecting vulnerable populations against
environmental risks while adhering to ethical financial practices [13].

5. Conclusion

Takaful and ESG share complementary values, and their integration can produce a resilient
ethical financial model. Uzbekistan, by aligning Takaful development with its Green
Economy, can establish a localized ESG-compatible Islamic finance ecosystem. To achieve
this, regulatory frameworks should be updated, digital infrastructure developed, and human
capital trained.

In the context of Central Asia, where Islamic finance is still nascent and ESG integration
remains underdeveloped, Takaful holds potential as a dual-purpose solution. By embedding
ESG principles within the moral and contractual structure of Shariah, it can fill institutional
voids in both sustainability and ethical finance. Policymakers in the region may consider
leveraging Takaful not only as an insurance tool but as a governance mechanism to build
trust, accountability, and sustainability into the financial system.
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