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Abstract

This paper explores the pivotal role of efficiency and accountability in Zakat institutions,
focusing on their efforts to alleviate poverty and promote sustainable development. The
study highlights the increasing trend in zakat collection and distribution across Malaysia,
particularly in regions such as Wilayah Persekutuan and Selangor. Despite the rise in zakat
distribution, the Ministry of Economy's report reveals a simultaneous increase in the
incidence of absolute poverty in Malaysia, emphasising the need for a comprehensive
approach to poverty alleviation. The paper discusses the efficacy of Zakat institutions, utilizing
Data Envelopment Analysis to measure efficiency. It also addresses the limitations of
traditional efficiency measurement and advocates for the incorporation of accountability
measures into evaluations to provide a more comprehensive assessment of Zakat institutions'
overall performance.The absence of standardised measures of accountability is identified as
a significant challenge, hindering the comparison of performance across different Zakat
management institutions and impeding efforts to promote transparency and trust in the
management of Zakat funds. The paper concludes by highlighting the importance of a holistic
approach to evaluating Zakat institutions, considering both operational and financial
dimensions and the need for standardised measures of accountability to enhance the quality
of Zakat management practices and promote transparency in fund management.
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Introduction

Poverty remains a persistent global challenge, with approximately 701 million people
globally living in extreme poverty in 2019. While some regions, such as East Asia, the Pacific,
and South Asia, have made considerable progress in reducing poverty rates, sub-Saharan
Africa and Southern Asia continue to have high rates of poverty. Moreover, certain groups,
such as indigenous populations, persons with disabilities, and children, are disproportionately
affected by poverty (Sustainable & Goals, 2020). To achieve the overarching goal of ending
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poverty by 2030, governments, NGOs, and businesses need to collaborate and address the
root causes of poverty and promote inclusive economic growth and social safety systems
(Usman & Tasmin, 2016). The Twelfth Malaysia Plan places significant emphasis on addressing
poverty and fostering sustainable development as its primary goals. Zakat, a form of Islamic
social funding that redistributes wealth and provides social assistance to those in need, can
contribute to poverty elimination. Also, it is directly linked to the 12MP and the SDGs
(Notolegowo et al., 2023). Zakat is connected to SDG 1, which aims to end poverty in all its
forms everywhere. Other SDGs, such as education, health, social protection, and the
reduction of disparities, can be achieved through the 12MP's plans for sustainable
development and poverty alleviation, along with the effective utilisation of zakat revenue.
The interdependence of national development plans and global sustainable development
objectives is demonstrated by the 12™ Millennium Plan, the role of zakat in poverty
alleviation, and the Sustainable Development Objectives program. These plans highlight how
Zakat can contribute to achieving the greater goal of the SDGs, which is to ensure equitable
and sustainable development.

Despite the crucial role that zakat institutions play in poverty alleviation and
sustainable development within Muslim communities, there is still a lack of information about
how successfully these institutions manage resources and measure their effectiveness. Many
zakat organizations face challenges related to transparency, accountability, and efficiency,
leading to concerns about the optimal utilization of zakat funds. While there is a growing body
of literature on zakat and its potential for poverty alleviation, there is a lack of comprehensive
studies that specifically address the operational efficiency and accountability mechanisms
within zakat institutions.

Therefore, the primary objective of the study is to explore the critical role of efficiency
and accountability in Zakat institutions, focusing on addressing poverty and fostering
sustainable development. The study aims to highlight the increasing trend in zakat collection
and distribution across Malaysia, particularly in regions such as Wilayah Persekutuan and
Selangor. Additionally, the study emphasises the need for a comprehensive approach to
poverty alleviation and to advocate for the incorporation of accountability measures into
evaluations for a more comprehensive assessment of Zakat institutions' overall performance.
Ultimately, the study aims to promote transparency in fund management and enhance the
quality of Zakat management practices.

The research scope of this article is focused on discussing the efficacy of Zakat
institutions, highlighting the use of Data Envelopment Analysis (DEA) to measure efficiency.
It also addresses the limitations of traditional efficiency measurement and advocates for the
incorporation of accountability measures into evaluations to provide a more comprehensive
assessment of Zakat institutions' overall performance.

The growing acknowledgment of zakat as an essential tool for poverty alleviation and
sustainable development has led to a more thorough investigation of the efficiency and
accountability of zakat institutions. Additionally, a key motivation for assessing efficiency at
the state level is to help zakat management and policymakers identify states that
demonstrate exceptional performance in this area. Recognising these high-performing states
allows zakat management and policymakers to investigate the processes and strategies
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contributing to their success. This understanding will enable them to replicate these
ineffective practices in less efficient states, ultimately improving overall zakat management
across the region. This necessitates the development of a valid and reliable internal
performance measurement system to evaluate the efficiency and productivity of Zakat
management. This is especially important because zakat plays a big part in achieving
Sustainable Development Goal 1 (SDG 1) to end all forms of poverty worldwide by 2030 and
position Malaysia as a global role model in zakat management.

Zakat Institution and Efficiency

Zakat is an essential pillar of Islam, and Zakat institutions play a crucial role in
collecting and distributing Zakat funds to the needy. The administration of zakat in Malaysia
is decentralised, with each state having jurisdiction over its zakat affairs as outlined in the
Federal Constitution. The Sultan or king serves as the head of the Islamic religion in each state,
and the State Religious Islamic Councils (SRIC) are responsible for administering zakat. The
Yang Dipertuan Agong fills the position of head of religion in states without a Sultan or king.
Each state has the autonomy to structure its Islamic affairs administration according to local
convenience, resulting in diverse administrative patterns (Faisol Ibrahim et al., 2020; Sapingi,
2020; Lateff et al 2014).

The zakat administration system in Malaysia demonstrates a diverse landscape, with
several State Islamic Religious Councils (SRICs) implementing structural changes such as
privatisation and corporatisation. For instance, the Federal Territory Islamic Religious Council
(PPZ) established a Zakat Collection Institution in 1991, followed by similar initiatives in
Pahang (1995), Melaka (1996), and Negeri Sembilan (1998), for Zakat collection, while the
distribution function remained under the purview of the respective SRICs. Furthermore,
certain SRICs oversee other bodies involved in zakat distribution and collection, such as
Sarawak in 1984, Selangor and Pulau Pinang in 1994, and Sabah in 1998 (Wahab & Rahman,
2012). Other states, like Kedah, manage zakat administration through separate departments
under the authority of the Sultan. It is essential to note that some SRICs in other states like
Johor, Perak, Perlis, Kelantan and Terengganu may independently collect and distribute zakat
without the need for additional zakat institutions (Abd Majid, 2016; Lateff et al., 2014). The
National Fatwa Council serves as the coordinating body for fatwa decisions made at the
national level. In contrast, at the state level, the State Fatwa Council, also referred to as the
State Sharia Council, is established (Sapingi, 2020). The Malaysian government formed the
Department of Zakat, Waqf, and Hajj in 2004 to improve the coordination and promotion of
these institutions (Wahab & Rahim Abdul Rahman, 2011).

The unique and diverse pattern of zakat administration in Malaysia has a significant
impact on the institution's objectives and achievements. The objective of this initiative is to
establish the authority of the zakat institution and ensure the effective implementation of
zakat regulations. Zakat plays a critical role in stimulating the economy by fostering large
investments and increasing regional production that contributes to the economic cycle. At
the macroeconomic level, zakat has the potential to increase aggregate demand by increasing
the purchasing power of the community for goods and services (Rusydiana & Al Farisi, 2016).
Over time, the zakat institutions in Malaysia have evolved to adapt to the changing socio-
economic landscape and the increasing complexity of financial transactions (Norazlina Abd.
Wahab & Abdul Rahim Abdul Rahman, 2013). Therefore, proper management is critical for
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two main reasons. First, to guarantee that the collections are used as intended, and second,
to avoid any adverse impacts on the reputation of Islam due to contradictions in its handling
(Ahmad & Ma’in, 2014).

Numerous studies have been conducted to evaluate the efficiency of the SRIC
institution in the distribution and collection of zakat using Data Envelopment Analysis (DEA)
(Ahmad & Ma’in, 2014; Hamzah & Krishnan, 2016; Mohd Jaapar & Kamarulzaman, 2020;
Aznam et al., 2022). These studies included research on governance practices to improve
institutional efficiency (Wahab, 2013). The Data Envelopment Analysis (DEA) method is one
of the statistical techniques used to study the efficiency of zakat institutions. DEA is widely
used for performance assessment, resource allocation, and benchmarking in various fields,
such as management, economics, and operations research (Golany & Roll, 1989). Within the
framework of SRICs, DMUs denote the SRICs in each state entrusted with collecting and
disbursing zakat funds. Data Envelopment Analysis (DEA) is a technique that assesses the
comparative efficiency of decision-making units (DMUs) in transforming inputs into outputs
without making any assumptions about the functional form of the production process. This
technique evaluates the efficiency of various zakat institutions by measuring their capacity to
generate equivalent output while minimising input requirements (Asmild et al., 2007). This
approach is especially valuable in situations where there are several inputs and outputs, and
it is impractical to give weights to each input and output.

The findings of the DEA analysis can be utilised to identify the highest-performing
zakat institutions and provide ideas for enhancing the efficiency of less proficient institutions.
Also, the DEA method can be used to identify best practices among efficient institutions that
can be adopted by less efficient institutions (Baek & Lee, 2009). A study by Norazlina Abd.
Wahab and Abdul Rahim Abdul Rahman (2013), used inputs such as the number of staff and
total expenditure and outputs such as the total collection, total distribution and number of
zakat payers. Researchers from other countries, such as Djaghballou et al (2018), conducted
their study in Algeria, covering 2003 to 2013. Their inputs consisted of the total amount of
zakat collected and the number of registered asnaf in the zakat funds. The outputs included
the total number of asnaf who received zakat, the total amount of zakat distributed, and the
total amount of zakat funds expenditure. Another study by Atiya et al (2020), focused on
Indonesia from 2016 to 2018. Their inputs included personnel costs, operational costs, and
socialisation costs, while their outputs comprised the amount of zakat collected and
distributed. In summary, the DEA method can utilise various inputs and outputs to assess the
efficiency of zakat institutions in different countries and periods, providing valuable insights
into the performance of these institutions.

Accountability in Zakat Management

Scholars across the globe have extensively explored the debate about accountability in Islamic
finance. The initial publication on accountability in Islamic finance emerged from scholars
based in the Middle East by Layish (1997). Since 2008, it has garnered global attention and
drawn scholars from Asia and the Western world. Despite a relatively low volume of literature
on accountability in the early decades, it has since developed into its present form, with 2008
marking the onset of this evolution. Based on Figure 1, the number of publications in 2020 is
predicted to be the highest since 1997. Then, it declined, and this may be caused by the
COVID-19 pandemic after 2020. Few publications of accountability in Islamic philanthropy
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institutions have been listed or are planned to be listed in the Scopus database for 2023. This
graph revealed an interest in this field, highlighting the significance of research on
'accountability in Islamic philanthropy institutions’.
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Figure 1: Accountability in Islamic Philanthropy
Sources: Scopus Analysis, 2023.

Accountability is a complex concept that is regularly studied in various fields. It is defined as
the responsibility of institutions to demonstrate the effective and efficient use of resources,
as well as the achievement of desired outcomes, to various stakeholders such as government
agencies, accrediting bodies, and the public (Banta & Borden, 1994). Arshad and Zain (2017),
agreed that accountability is the responsibility of the institutions to justify their actions,
decisions, and management of endowed assets transparently and responsibly. Accountability
in Zakat institutions pertains to the obligation and liability towards their stakeholders, which
include zakat payers, the asnaf, the Muslim public, and Allah, the ultimate owner of wealth.
Itincludes the responsibility of zakat institutions to be fair in performing all activities, implying
a commitment to fairness and integrity in their operations (Anuar et al., 2019; Fahmi
Ikhwandha & Hudayati, 2019).

Additionally, Zakat institutions must manage and provide accurate reports on the effective
utilisation of Zakat funds. The principle of accountability necessitates transparency in financial
reporting to zakat payers. As such, the State Islamic Religious Council (SIRC) is responsible for
producing a comprehensive annual report to fulfil its obligations and address public inquiries
regarding its accountability. This report includes the disclosure of relevant information to
meet the expectations of various stakeholders (Masruki et al., 2018; Hayati & Pratiwi, 2023).
Masruki et al (2018), proposed using the Accountability Disclosure Index (ADI) to assist
Malaysian State Islamic Religious Councils (SIRCs) in creating their annual reports. The design
adheres to the principles set forth by the International Accounting Standard Board (IASB). The
evaluation criteria included aspects of relevance, correctness, clarity, comparability, and
timeliness in the distribution of information. While the ADI is valuable for evaluating the
transparency and quality of reporting in annual reports, it may not directly address the
broader efficiency assessment needs of zakat institutions. Additionally, Rini (2021), proposed
a more comprehensive dimension to measure the accountability index for zakat management
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institutions, which assists the financial dimension, performance dimension, governance
dimension, public information dimension, compliance with Sharia law and other regulations
dimension, and engagement or interaction dimension.

Overall, accountability is not only the responsibility of institutions to demonstrate the
effective and efficient use of resources and the achievement of desired outcomes to various
stakeholders but also to justify their actions, decisions, and management of endowed assets
transparently and responsibly. The accountability of zakat institutions is highlighted as a
critical factor influencing the intention to pay zakat.

Problem and Issue

Challenges in Poverty Alleviation Despite Increased Zakat Distribution

The increase in zakat distribution from 2019 to 2020 reflects a positive trend in zakat
collection and distribution across Malaysia. Notably, Wilayah Persekutuan and Selangor
experienced substantial increases in zakat distribution during this period, indicating
significant growth in zakat collection and distribution in these regions, as evidenced by
Wilayah Persekutuan's increase from RM 682 million to RM 756 million and Selangor, that
increased from RM 855 million to RM 913 million. Moreover, Negeri Sembilan and Melaka
also observed an increase in zakat distribution, albeit to a lesser extent compared to other
states. Negeri Sembilan increased from RM 142 million to RM 144 million, and Melaka
increased from RM 99 million to RM 101 million, indicating a steady but moderate growth in
zakat distribution in these states (Department of Awqaf, Zakat and Hajj, 2023).

However, despite the overall increase in zakat distribution, the Ministry of Economy reported
a simultaneous rise in the incidence of absolute poverty in Malaysia, particularly among
specific ethnic groups and in urban areas. The report indicates that the rate of absolute
poverty incidence escalated from 5.6% in 2019 to 6.2% in 2022, with variations observed by
strata, ethnicity, and area. The highest rates were observed among the Bumiputera
community, reaching 7.9% in 2022, while the incidence of absolute poverty in urban areas
increased from 3.8% in 2019 to 4.5% in 2022 (Department of Statistics Malaysia, 2023). This
discrepancy between the increase in zakat collection and the persistence of poverty
underscores the need for a more comprehensive approach to poverty alleviation.

Despite the challenges, previous studies have highlighted the potential of zakat as an efficient
tool for poverty alleviation (Abdullah et al., 2015; Ariyani, 2016; Miah, 2021). Given these
circumstances, zakat institutions must reassess the efficiency of zakat management,
particularly considering the varying zakat administration across Malaysia. As these zakat
institutions are managed by the State Islamic Religious Councils (SRIC), it leads to diverse
patterns of zakat distribution based on the implemented programs in each state.
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Limitations of Traditional Efficiency Measurement and the Need for Accountability
Measures in Evaluating Zakat Institutions

The limitations of traditional efficiency measurement in evaluating Zakat institutions
highlight the need to incorporate accountability measures into performance evaluations.
While DEA and other methods have provided valuable insights into the efficiency of zakat
institutions, they may need to capture the full spectrum of factors influencing their
effectiveness. The lack of operational efficiency in collecting and distributing funds can hinder
the targeted allocation of funds to the most vulnerable communities and individuals,
including those experiencing high levels of poverty.

The efficacy of zakat institutions has been the subject of numerous prior studies, and
they frequently used Data Envelopment Analysis (DEA) to evaluate the institutions'
performance. Other studies have measured the efficiency of zakat institutions using different
inputs and outputs. These studies have primarily aimed to provide useful insights to Zakat
institutions, assisting them in enhancing their financial management, operations, and
governance. For example, a study by Abdul Rahim Abdul Rahman (2013) used inputs such as
the number of staff and total expenditure and outputs such as the total collection, total
distribution and number of zakat payers. Researchers from other countries, such as
(Djaghballou et al., 2018) in Algeria, covered the period from 2003 to 2013. Their inputs
consisted of the total amount of zakat collected and the number of people registered in the
zakat funds as asnaf. The outputs included the total number of asnaf recipients who received
zakat, the total amount of zakat distributed, and the total amount of zakat funds expenditure.
Another study by (Atiya et al., 2020) focused on Indonesia from 2016 to 2018. Their inputs
included personnel costs, operational costs, and socialisation costs, while their outputs
comprised the amount of zakat collected and the amount of zakat distributed.

In summary, the DEA method can utilise various inputs and outputs to assess the
efficiency of zakat institutions in different countries and periods, providing valuable insights
into the performance of these institutions. However, Traditional efficiency measurement
needs to be completed with performance assessment, and this approach may need to capture
the full spectrum of factors influencing the effectiveness of Zakat institutions, thereby
providing an incomplete picture of their operational and financial efficiency. The lack of
operational efficiency in collecting and distributing funds can hinder the targeted allocation
of funds to the most vulnerable communities and individuals, including those experiencing
high levels of poverty.

Moreover, the absence of accountability measures in efficiency evaluations has
resulted in a limited understanding of the factors contributing to efficiency in Zakat
institutions, providing an incomplete assessment of their overall performance. This can lead
to a lack of confidence among stakeholders, including Zakat contributors, and hinder efforts
to identify best practices and promote accountability and transparency in the management
of Zakat funds. Therefore, incorporating accountability measures, such as statistical methods
to analyse survey data and questionnaire responses related to accountability dimensions, is
essential for improving the quality of Zakat management practices and promoting
transparency and trust in the management of Zakat funds.
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Conclusion

The conclusion of the article emphasises the importance of a holistic approach to evaluating
Zakat institutions, considering both operational and financial dimensions. It underscores the
need for standardised measures of accountability to enhance the quality of Zakat
management practices and promote transparency in fund management. It also highlights the
challenges posed by the absence of standardised accountability measures in Zakat institutions
and the resulting impact on promoting transparency and trust in the management of Zakat
funds. Ultimately, this emphasises the significance of incorporating accountability measures
into evaluations to provide a more comprehensive assessment of Zakat institutions' overall
performance.
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