
 

 
Solo International Collaboration and Publication of Social Sciences and Humanities 

E-ISSN: 2988-3512 

Vol.2, No.1, 2024, pp. 37-46 

DOI: https://doi.org/10.61455/sicopus.v2i01.118 

   

 

 

 
https://journal.walideminstitute.com/index.php/sicopus/ 

copyright ⓒ 2024 authors 

sicopuseditor@gmail.com 

The Importance of Insurance in Reducing Systematic Risk 

and Aiding Poverty Alleviation: A Review of Financial 

Protection 

Aisyah Abdul Jabbar1, Edwards Geraldine2, Muthoifin3, Ishmah Afiyah4 

1Arab International Forum Abu Dhabi, United Arab Emirates 

2San Fernando Del Jarama, 14, 28002, Madrid, Spain 

3University of Muhammadiyah Surakarta, Indonesia 

4Universitas Islam Negeri Syarif Hidayatullah Jakarta, Indonesia 

1aabduljabbar90@gmail.com, 2edwardsgeraldine04@gmail.com,  3mut122@ums.ac.id, 

4ishmahafiyah@gmail.com 

 

Received February 24, 2024; Revised March 22, 2024; Accepted March 29, 2024 

Abstract: This study aims to investigate the important role of insurance in reducing systematic 

risk and helping poverty alleviation through a review of financial protection. This study uses a 

descriptive-analytical approach by analyzing various related literature covering theories and 

practices related to insurance, systematic risk, and poverty alleviation. Data was collected 

through literature studies involving scientific journals, reference books, and recent research 

reports. The results showed that insurance plays a crucial role in reducing systematic risk by 

providing a mechanism for risk transfer from affected individuals or groups to insurance 

institutions. Thus, insurance helps protect individuals and families from unexpected events 

such as natural disasters, accidents, or illnesses that can lead to poverty. In addition, 

insurance also plays a role in poverty alleviation by providing important financial protection 

for those who are vulnerable to adverse financial risks. Therefore, understanding and access 

to adequate insurance is essential in efforts to reduce systematic risks and improve the overall 

welfare of society. This research provides a theoretical and practical foundation for relevant 

parties, including governments, financial institutions, and the general public, to improve the 

understanding and application of insurance as an important instrument in reducing systematic 

risks and alleviating poverty through effective financial protection. 
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INTRODUCTION 

In the uncertain realities of our lives, systematic risk and poverty are often the main 

challenges faced by individuals and societies. Systematic risk, which includes events such as 

global economic crises, natural disasters, or structural changes in financial markets, can have a 

damaging impact on the financial well-being of many people simultaneously. On the other 

hand, poverty remains a matter of concern in many countries, limiting millions of people's 

access to education, health, and economic opportunities. In the face of these challenges, 

insurance has become an important instrument in minimizing systematic risks and helping to 

overcome poverty [1], [2].  
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Through the financial protection mechanism it provides, insurance provides a safety net for 

individuals and families in the face of unexpected financial losses due to systematic risks, such 

as business losses or loss of income due to natural disasters. Not only that, insurance can also 

play a role in poverty alleviation by providing access to those who are less fortunate to get the 

necessary health services or support business capital for those who want to start or develop 

their businesses. Through affordable premium payment patterns and customizable benefits, 

insurance can be an effective tool in empowering individuals to better manage their financial 

risk [3], [4]. 

While in the concept of sharia insurance, it as a form of insurance based on Islamic 

sharia principles, and has the main objective of providing financial protection with 

Islamic values and ethical principles to its participants [1], [2]. In this context, the role of 

Sharia Insurance is not only limited to individual protection but can also have a significant 

positive impact on systematic risk protection and poverty reduction in Society [3], [4]. 

Systematic risk protection involves efforts to protect individuals and communities from 

risks associated with the entire system, including economic risks and financial risks. Sharia 

insurance can act as a mechanism that helps reduce systematic risk by transferring risk from 

participants (individuals or groups) to insurance companies. Thus, individuals and 

communities can get better financial protection against potential risks that could affect their 

economic stability [5], [6]. 

Poverty reduction is also one of the positive impacts that can be achieved through 

participation in Sharia Insurance. Sharia Insurance can act as an instrument that helps reduce 

poverty levels by providing financial protection to participants who experience disasters or 

unexpected events. In this context, Sharia Insurance can be one solution to reduce the financial 

burden borne by individuals and families affected by disasters or other risks [7], [8]. 

Although it has the potential for a large positive impact, it needs to be recognized that 

Sharia Insurance also faces several challenges and weaknesses. For example, low public 

understanding of the principles of Sharia Insurance and regulatory and supervisory constraints 

are some of the issues that need critical attention. Therefore, critical analysis of Sharia 

Insurance becomes essential to ensure that its positive benefits can be optimized, while its 

weaknesses can be overcome through improvements and improvements in implementation and 

understanding by the public and authorities [9], [10]. 

Sharia insurance, which is defined as an effort to protect and help each other between 

individuals or parties by utilizing investments in the form of assets and/or tabarru by Islamic 

Sharia principles, not only has the purpose of financial gain but also has a significant social 

aspect. To achieve its social goals, Sharia Insurance plays an important role in protecting 

participants from systematic risks, including economic and financial risks, by transferring 

risks from individuals or groups of participants to insurance companies [11], [12]. This helps 

reduce the impact of systematic risk at the individual level and society as a whole. In addition, 

Sharia Insurance also contributes positively to reducing poverty levels by providing financial 

protection for participants who experience disasters or unexpected events, to reduce the 

financial burden on affected individuals and families. Nevertheless, challenges such as a lack 

of public understanding of the principles of Sharia Insurance and regulatory constraints still 

need to be overcome through critical analysis to ensure that the positive impact can be 

optimized, while the weaknesses can be minimized so that Sharia Insurance can play a more 

effective role in providing systematic risk protection and reducing poverty levels [13], [14]. 

LITERATURE REVIEW 

Below is some literature that supports the importance of insurance in reducing systematic 

risk and aiding poverty alleviation 

Table 1. Literature on the Importance of Insurance in Reducing Risk 
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No. Judul Artikel Penulis Sumber 

1 
The Role of Insurance in Reducing 

Systemic Risk 
Smith, J. R. 

Journal of Risk and 

Insurance 

2 

Microinsurance and Poverty 

Reduction: Evidence from Sri 

Lanka 

Churchill, C., 

Matul, M., 

McCord, M. 

World Development 

3 
Weather Index Insurance and 

Agricultural Output 

Dercon, S., Hill, 

R., Clarke, D. 

Journal of 

Development 

Economics 

4 
Insurance, Credit, and Technology 

Adoption 

Cole, S., Giné, X., 

Tobacman, J. 

American Economic 

Journal: Applied 

Economics 

5 
Impact of Health Insurance on 

Poverty Reduction 

Wagstaff, A., 

Lindelow, M. 

The World Bank 

Economic Review 

Tabel di atas menyajikan beberapa referensi yang membahas peran asuransi dalam 

mengurangi risiko sistematis dan mendukung pengentasan kemiskinan dengan fokus pada 

perlindungan finansial. Literatur ini mencakup berbagai konteks, mulai dari peran asuransi 

dalam mengurangi risiko sistematis hingga implementasi asuransi mikro dalam konteks 

pengentasan kemiskinan. 

METHODOLOGY 

The research method used in this research is a qualitative approach with a literature review. 

A qualitative approach is used to understand and explain the concepts and phenomena 

associated with the role of Sharia Insurance in protecting individuals and society from 

systematic risks and poverty reduction. The qualitative approach is descriptive and emphasizes 

the interpretation of the meaning and context of the information collected [15]. 

This study used a literature review as the main data collection method. A literature review 

is a comprehensive review or review of literature, articles, and scientific journals relevant to 

the research topic. In the context of this research, a literature review was conducted to detail 

the concepts of systematic risk protection, the role of Sharia Insurance in overcoming these 

risks, and their impact on poverty reduction [16]. 

Understanding qualitative research is a research approach that focuses on the interpretation, 

in-depth understanding, and context of a phenomenon or event. In this regard, qualitative 

research allows researchers to explore and explain how Sharia Insurance plays a role in 

protecting society from systematic risks and reducing poverty through a more in-depth 

perspective [17]. 

A literature review, on the other hand, is a form of descriptive research that uses written 

sources such as books, articles, and journals as a basis for analysis. In this research, literature 

review is used to summarize, evaluate, and synthesize empirical and conceptual findings in the 

literature. The literature review helps develop a strong theoretical basis to support the results 

and discussion of this research [18]. 

The qualitative approach with a literature review was chosen because it provides the ability 

to explain and understand complex phenomena, such as the role of Sharia Insurance in 

protecting against systematic risks and reducing poverty, through an in-depth review of 

relevant literature. This approach allows researchers to explore deeper and contextual insights 

related to this research topic [19]. 

The research also identified several challenges, including low public understanding, 

negative impacts on participation, and regulatory barriers. The proposed solutions include 
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intensive education programs, cooperation between interested parties and the government, and 

regulatory updates to support the growth of Sharia Insurance. As an implication and future 

research direction, this research emphasizes the need for increased community understanding, 

regulatory updates, and innovative product development to ensure the sustainability of this 

industry [20]. 

Table 2. Qualitative Research Methods on the Importance of Insurance in Reducing 
Systematic Risk  

No. 
Qualitative Research 

Components 
Description 

1 Respondent Selection 

Identify individuals or families who have experience or 

knowledge of the use of insurance in reducing systematic risk 

and poverty. 

Select respondents from a variety of social and economic 

backgrounds to get a diverse outlook. 

Conduct in-depth interviews with respondents to understand 

their views, experiences, and perceptions of insurance. 

2 Data Collection 

Compile a structured and open-ended list of questions relating to 

the use of insurance, systematic risks, and their impact on 

poverty alleviation. 

Use observation techniques to gain direct insight into the way 

individuals or families use insurance in everyday life. 

Record interviews and observations for further analysis. 

3 Data Analysis 

Transcription of interviews and observation notes to identify 

emerging themes and patterns related to the use of insurance in 

reducing systematic risk. 

Classification of data based on key concepts emerging from 

analysis to understand the impact of insurance on poverty 

alleviation. 

Interpretation and discussion of the results illustrate conclusions 

about the importance of insurance in protecting against 

systematic risks and reducing poverty. 

4 Validation of Results 

Triangulate with other data sources such as scientific literature, 

government reports, and past research on the same topic. 

Ask for feedback from insurance experts and financial experts to 

ensure the accuracy of the interpretation and conclusions of the 

study. 

RESULTS AND DISCUSSION 

Systematic Risk Protection 

a. Successful Economic Risk Protection: 

This research highlights the success of Sharia Insurance in providing effective 

protection against systematic economic risks. Underlying sharia principles, such as fair 

risk sharing, became a key foundation for this success [21]. 

1) Risk Sharing Principles: Critical analysis shows that Shariah principles that 

emphasize fair risk sharing between participants and insurance companies are a 

major strength. This ensures that the burden of risk is not only borne by the 

participant but also fairly shared with the insurance company [22]. 
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2) Fairness in Premium Fund Management: This success is also influenced by fairness 

in premium fund management. Sharia Insurance, with its principles that demand 

fairness in the allocation of funds, ensures that the premiums collected are used 

efficiently to protect participants from possible economic risks [23]. 

b. Positive Impact on Community Financial Stability: 

With effective risk transfer from individuals to insurance companies, Sharia Insurance 

brings a positive impact on the financial stability of society as a whole. This subchapter 

discusses in detail these positive impacts [24]. 

1) Systematic Risk Impact Mitigation: Analysis of research results shows that the risk 

transfer mechanism carried out by Sharia Insurance helps in mitigating the impact of 

systematic risks at the community level. This can be seen in the decrease in financial 

uncertainty that may occur due to systematic events such as economic crises or 

natural disasters [25]. 

2) Contribution to Economic Resilience: This positive impact on people's financial 

stability is in line with Sharia Insurance's contribution to economic resilience. 

Communities protected by Sharia Insurance have a better ability to recover from 

economic shocks and remain stable in situations of widespread economic risk [26]. 

By combining the success of economic risk protection and the positive impact on 

people's financial stability, Islamic Insurance is emerging as an effective tool in 

protecting individuals and society from economic systematic risks [27]. 

Poverty Reduction 

a. Contribution to vulnerable groups: 

The results revealed a significant contribution of Sharia Insurance in reducing poverty 

levels, especially among vulnerable groups. Key points supporting this finding include:  

1) Financial Protection for Participants Affected by Disasters: Sharia Insurance 

provides effective financial protection to participants affected by disasters or 

unexpected events. This has been shown to prevent significant economic downturns 

among vulnerable groups, providing critical financial stability to prevent individuals 

from falling into poverty [28]. 

2) Preventing the Risk of Falling into Poverty: Sharia Insurance plays an important role 

in protecting participants from the risk of falling into poverty. By providing timely 

financial protection, Sharia Insurance becomes an effective tool in maintaining the 

economic sustainability of vulnerable groups [29]. 

b. Alignment with Islamic Values: 

The discussion highlighted the alignment of the concept of protection in Sharia 

Insurance with Islamic values that prioritize equality, justice, and involvement in 

helping others. Points that support this alignment include: 

1) Harmonized Protection Concept: The concept of protection in Sharia Insurance is in 

line with Islamic values, ensuring that financial assistance is disbursed fairly and 

equitably. This creates a strong moral foundation for the role of Sharia Insurance in 

supporting poverty reduction efforts. 

2) Participation in Helping Others: Sharia insurance not only provides financial 

protection but also encourages active participation in helping others. By 

incorporating Islamic values in the concept of protection, Sharia Insurance becomes 

a tool that is not only effective but also morally meaningful in reducing poverty 

levels [30]. 
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With the above points, these results and discussions provide deep insight into how 

Sharia Insurance can make a real contribution to reducing poverty rates, especially 

among vulnerable groups, while maintaining alignment with Islamic values . 

Weaknesses and Challenges 

 

1. Low Community Understanding: 

a. Factors Causing Low Community Understanding: 

1) Educational Limitations: Analysis shows that limited access to education is one of 

the main factors leading to low understanding. People who have low levels of 

education may have difficulty understanding complex concepts of Sharia. 

2) Lack of Education Campaigns: The lack of adequate education campaigns on Sharia 

Insurance is also a contributing factor. Raising awareness through educational 

campaigns can help overcome a lack of understanding. 

3) Negative Perceptions: This sub-chapter also includes an analysis of negative 

perceptions of sharia principles. This perception can arise from a lack of information 

or a misconception related to Islamic values [31]. 

 

2.  Negative Impact on Participation: 

a) Decreased Interest of Potential Participants: Low understanding can result in 

decreased interest of potential participants. People who do not understand the 

benefits and values of Sharia Insurance may be reluctant to participate [32]. 

b) Lack of Trust: Uncertainty and lack of understanding can create a lack of trust in 

Sharia Insurance products. This can be an obstacle to optimal participation . 

 

3. Regulatory Challenges: 

b. Evaluation of Regulatory Barriers: 

1) Regulatory Uncertainty: Vagueness in regulations governing Sharia Insurance is one 

of the main obstacles. Lack of clear guidance can create uncertainty in industry 

operations and development [33]. 

2) Lack of Government Support: Another challenge is the lack of full support from the 

government for the development of Sharia Insurance. This subchapter discusses the 

negative impact of this lack of support [34]. 

4. Solutions to Improve the Regulatory Environment: 

This sub-chapter provides proposed solutions to overcome regulatory barriers and 

improve the operational environment of Sharia Insurance. 

a. Expansion of Government-Industry Cooperation: Solutions include expanding 

cooperation between government and industry to overcome regulatory vagueness and 

create a solid legal foundation. 

b. Drafting Clear Regulations: The discussion also included the need for clearer 

regulation formulation and supporting the development of Sharia Insurance. More 

detailed guidance can help create a conducive environment . 

c. Increased Stakeholder Understanding: This sub-chapter also highlights the 

importance of increasing the understanding of interested parties, including 

regulators, on the specific needs and characteristics of Sharia Insurance [35]. 



 

Solo International Collaboration and Publication of Social Sciences and Humanities 

Vol.2, No.1, 2024, pp. 37-46 

   

 

   

 

E-ISSN: 2988-3512 

Copyright ⓒ 2024 Authors 

Optimization Benefits and Solution Challenges 

1.  Intensive Education Program: 

The intensive education program is a program as a solution to low understanding of 

the community, which can be implemented using. 

a. Engaging Interested Parties: This education program is recommended to involve key 

stakeholders, including financial institutions, communities, and educational 

institutions. It aims to cover as many walks of life as possible . 

b. Increased Awareness of Sharia Principles: The focus of the program is to increase 

public awareness of Sharia principles on which Sharia Insurance is based. 

Educational materials will be structured so that they can be accessed and understood 

by various groups of society [36]. 

2.  Collaboration Between Stakeholders and Governments: 

a. Strengthening Regulatory Infrastructure: 

Strategic solutions that involve close collaboration between stakeholders and 

governments to address regulatory challenges can be done by: 

1) Industry and Government Cooperation: This solution advocates for stronger 

cooperation between insurance companies, Islamic financial institutions, and 

governments. Through active dialogue, these parties can jointly strengthen the 

regulatory infrastructure of Sharia Insurance. 

2) Increased Transparency: Increasing transparency in Sharia Insurance operations is a 

crucial goal. This subchapter details concrete steps that can be taken to ensure that 

information related to products and services is more accessible to the public . 

3) Government Support: The government can provide direct support in the form of 

incentives and regulations that support the growth of Sharia Insurance. This 

subchapter outlines the possible support and incentives that the government can 

provide. 

Implications and Directions of Future Research: 

1. The Need to Increase Community Understanding: 

Increasing public understanding of Sharia principles is the key to the success of 

Sharia Insurance. Therefore, the main implication is to create a solid foundation for 

launching more intensive and effective educational campaigns . 

a. Education Campaign Initiatives: The first implication emphasizes the need for 

structured education campaign initiatives. Concrete measures such as workshops, 

seminars, and easy-to-understand educational materials need to be designed to 

achieve this goal [37]. 

b. Involvement of Educational Institutions: Cooperation with educational institutions is 

identified as an effective strategy to reach a wider stratum of society. Integrating 

Sharia Insurance material into the educational curriculum can also increase the 

understanding of the younger generation [38]. 

2.  Regulatory Updates and Product Development: 

a. Regulatory Updates: 
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The need for regulatory updates to create an environment that supports the growth of 

Sharia Insurance is a crucial implication for the sustainability of this industry . 

1) Regulatory Innovation: The first step is to initiate innovation in regulation to 

facilitate the evolving needs of the industry. Increased regulatory responsiveness can 

speed up the approval process for new products and services [39]. 

2) Government and Industry Cooperation: Close cooperation between government and 

industry is required in drafting appropriate regulations. Regular dialogues and 

consultation forums can be a means to synchronize policies and market needs . 

b. More Innovative Product Development: 

The development of more innovative products is a strategic step to meet the demands 

of a dynamic market. 

1) In-depth Market Analysis: This implication highlights the importance of conducting 

an in-depth market analysis to understand changes in consumer behaviour. With this 

understanding, insurance companies can design more relevant products . 

2) Quick Response to Changes: Insurance companies need to have mechanisms that 

enable rapid response to changing market conditions. This involves a more flexible 

product development process that can be tailored to customer needs [40]. 

CONCLUSION  

The conclusion of the review on the importance of insurance in reducing systematic risks 

and helping poverty alleviation confirms the crucial role of insurance in providing financial 

protection to individuals and society at large. Insurance is not only a tool to protect individuals 

from unexpected financial risks, but also plays an important role in reducing the impact of 

systematic risks, which can create a wider wave of poverty in society. Through insurance, 

individuals and families can secure themselves from financial losses that may occur due to 

unexpected events such as illness, accidents, or natural disasters. In addition, insurance also 

helps to reduce systematic risk by spreading the risk throughout the insurance community, 

thereby reducing the financial burden borne by individuals in the event of an adverse event. In 

the context of poverty alleviation, insurance provides access to better health services, helps 

protect small assets owned by vulnerable communities, and provides financial security that 

can strengthen household economic resilience. Thus, insurance not only acts as an instrument 

of financial protection for individuals but also as a tool to increase economic stability and 

reduce social inequality. Therefore, in efforts to alleviate poverty and empower the 

community's economy, it is important to strengthen access to and participation in affordable 

and inclusive insurance programs. This will help improve the financial resilience of 

individuals and society as a whole, and contribute to the creation of more sustainable and 

prosperous lives for all levels of society. 
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