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ABSTRACT 

Zakat is the third pillar of Islam and is regarded as the social security system for the 
development of Muslim communities. Currently, however, the performance of the 
zakat institution, especially in Malaysia, is still considered to be below the expected 
level. The zakat institution seems to only perform as a charity organisation instead of 
as a social security institution. This study is conducted to investigate the structures of 
the zakat institution and how these ‘structures’ could determine 'zakat institution 
performance'. Two aspects of the institutional structures are measured in this study, 
namely property rights and transaction costs. In terms of zakat performance, it is 
estimated based on two types of performance, which are socio-economic and 
psychological performance. With regard to the institutional structures, three objectives 
have emerged. The first is to examine to what extent securing the property rights of 
zakat and transaction costs could produce an impact on zakat institution performance. 
Secondly, this study endeavours to investigate whether the transaction costs perform 
as mediators when referring to the relationship between property rights and zakat 
performance. Third, this study is attempted to develop an institutional innovation for 
zakat through an open innovation strategy. A total of 428 respondents among zakat 
payers agreed to participate in this study, and the data was analysed using partial least 
square – structural equation modelling (PLS-SEM) approach. The results of the 
analysis found that property rights and transaction costs produce a moderate impact on 
the zakat institution’s performance. Transaction costs performed as the 
‘complementary partial mediation’ between property rights and socio-economic 
performance and as ‘full-mediation’ between property rights and psychological 
performance. Based on the results and with the combination of the open innovation 
strategy, the institutional innovation of zakat was developed, so then it could perform 
as the social security institution. Seven elements have been proposed to be integrated 
into the zakat institution. The integration of the elements under the wings of zakat 
would be able to reduce the costs involved in the processes of the zakat transaction, as 
well as to ensure that the category of asnaf’s rights on zakat will be protected. 
 
Keywords:  Zakat Institution, Institutional Performance, Property Rights, 

Transaction Costs, Malaysia 
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ABSTRAK 

Zakat merupakan rukun Islam ketiga dan dianggap sebagai satu bentuk sistem 
keselamatan sosial untuk pembangunan komuniti masyarakat Muslim. Walau 
bagaimanapun pada masa ini, prestasi institusi zakat terutamanya di Malaysia dilihat 
masih berada di bawah tahap yang sepatutnya. Institusi zakat hanya berperanan 
sebagai sebuah organisasi amal berbanding menjadi sebuah institusi keselamatan 
sosial. Sehubungan itu, kajian ini dilaksanakan bagi mengkaji peranan struktur 
institusi zakat dan bagaimana ‘struktur’ ini mampu menentukan ‘prestasi institusi 
zakat’. Dua aspek struktur institusi yang diukur dalam kajian ini ialah dari sudut hak 
kepemilikan dan juga kos transaksi. Dari sudut prestasi zakat pula, ia diukur 
berdasarkan dua jenis prestasi, iaitu prestasi sosio-ekonomi dan juga psikologi. 
Daripada struktur institusi, seterusnya membawa kepada tiga objektif kajian yang 
ingin dicapai iaitu; pertama, untuk mengkaji sejauhmanakah jaminan hak kepemilikan 
zakat dan juga kos transaksi memberikan impak kepada prestasi institusi zakat. Kedua, 
untuk mengkaji samada kos transaksi mampu bertindak sebagai pengantara dalam 
menghubungkan hak kepemilikan zakat dengan prestasi institusi zakat; dan yang 
ketiga, kajian ini cuba membangunkan inovasi institusi zakat melalui strategi inovasi 
terbuka. Seramai 428 responden dalam kalangan pembayar zakat terlibat dalam kajian 
ini, dan data dianalisis menggunakan kaedah separa kuasa dua terkecil – model 
persamaan struktur (PLS-SEM). Hasil analisis mendapati, hak kepemilikan dan kos 
transaksi menghasilkan impak yang sederhana kepada prestasi institusi zakat. Dari 
sudut kos transaksi pula, ia bertindak sebagai ‘pengantara separa pelengkap’ di antara 
hak kepemilikan dengan prestasi sosio-ekonomi, dan ‘pengantara penuh’ di antara hak 
kepemilikan dengan prestasi psikologi. Berdasarkan hasil kajian tersebut dan 
digabungkan dengan pendekatan inovasi terbuka, maka inovasi institusi zakat dapat 
dibangunkan, agar zakat mampu untuk bertindak sebagai institusi keselamatan sosial. 
Tujuh elemen dicadangkan untuk diintegrasi bersama institusi zakat. Integrasi elemen-
elemen ini di bawah sistem zakat akan mampu untuk mengurangkan kos dalam proses 
transaksi zakat dan juga memastikan hak zakat bagi setiap kategori asnaf zakat lebih 
terjamin. 
 
Kata Kunci: Institusi Zakat, Prestasi Institusi, Hak Kepemilikan, Kos Transaksi, 

Malaysia 
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CHAPTER ONE 

INTRODUCTION 

1.1 Introduction 

There are two major elements of Islamic economics. One is regarded as the essential 

obligation or pillar of Islam and the other is prohibition, which is a major sin in Islam. 

The first is called zakat and the second is riba (interest). However, in recent times, the 

issue of riba has received more attention than the issue of zakat. Although it is 

important for there to have been intensive and rigorous research on riba, by 

comparison, far less work has recently been done focusing on zakat1 (Qaradawi, 2011). 

As a result, issues on zakat in this day still need to be studied and researched, especially 

when related to institutional structures to create an innovative2 management system 

centralised on zakat.  

 

Due to the lesser amount of ‘contemporary’ research on zakat, this thesis could be 

considered to be one of the pioneering studies that will contribute to new ideas for the 

administration of zakat (from an innovation perspective). This study has look at the 

structure of the contemporary zakat institution as it stands in Malaysia and has  

                                                           
1  Qaradawi statement seems to be relevant. Searching with the keywords of ‘zakat’ and ‘zakah’ in the 

SciVerse-Scopus database on 20 September 2017, only 282 documents were found from 2007 to 2017. 
In comparison, when searching with the keyword ‘Islamic bank’ which related to the issue of riba, 
1,444 documents were found from 2008 to 2017. Substantial differences in the academic literature 
show that the focus of current studies is on prohibition issues (riba), instead of on obligation issues 
(zakat). The word ‘zakat’ and ‘zakah’ are used interchangeably in most academic literatures and are 
identical.   

 
2  Innovative or innovation here is not ‘bid’ah’ which refers to a change in religious matters or 

innovations in shari'a, but it refers to the innovative concept of management to propagate the faith of 
Islam. 
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attempted to highlight how an innovative institutional structure could contribute to the 

performance of zakat. 

 

1.2 Background of the Research 

It must be noted that the subject of zakat has been intensively discussed in the classic 

literature, such as its objectives, its rules, its effects on the life of individuals and 

societies, and how it has been managed in earlier eras3. Thus, due to the literature, one 

may ask, ‘if there are so many references to it in earlier classical scholarly works, why 

do we need a new study on zakat?’ and ‘does the contemporary Muslim really need 

it?’ The answer to this question is absolutely ‘yes’, for the following reasons. 

 

Firstly, different eras have a need for diverse types of management system in order to 

achieve the same objective. A simple analogy could be a person who wants to buy five 

kilograms of rice. The person aims to get five kilograms of rice, and this objective 

should be imagined as being similar in two different eras. Even with the same goal, 

the method of the transaction to achieve the goal may be different in the two eras. In 

the earlier age, the person may use gold (dinar) or silver (dirham) to perform the 

transaction for five kilograms of rice, and the process of the transaction is simple – a 

direct trade with dinar or dirham for five kilograms of rice where both parties agree on 

the value of the deal. 

 

In contrast, in our contemporary era, the method of transaction is simple but also quite 

sophisticated. This is where the five kilograms of rice are packed into plastic 

                                                           
3  This statement is not contradicted by the statement in the introduction “in recent times, the issue of 

riba has received more attention than the issue of zakat”, because, in the introduction, it explains that 
the research on zakat has become less in contemporary times. In this statement, it explains that there 
are many classical items of literature on zakat in the earlier era of Islam.  
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packaging, which has a small barcode. The seller will scan the barcode to show the 

price, and the buyer needs to pay with the fiat money in order to change the ownership 

of the five kilograms of rice. Then, the seller will give the receipt to the buyer as 

evidence of the payment. From that example, we could understand that the same 

objective could be achieved with distinct types of payment method. The different eras 

may have a need for a different kinds of management system which are more 

appropriate for the period of time. 

 

Changes in the method used for the process of interaction and transaction means that 

the institutional structure of society has performed an institutional change (Ibn 

Khaldun, 1377/1989; North, 1990). However, even with the differences in the 

institutional structure, it is important to note that shari’a principals must be adhered to 

in both eras. In simpler words, we adhere to the ‘same’ shari’a principals in Islam. 

However, we have used ‘different’ means (method) in order to achieve the ‘same’ ends 

(objective). 

 

To use different methods in different times seems to be in line with the famous quote 

by the fourth Caliph of Islam, Ali bin Abi Talib, who stated; “Do not raise your 

children the way that [your] parents raised you. They were born for a different time” 

(in: Ludin & Loopesko, 2016, p. 173). This statement is considered to be an important 

message for people who study in the field of management. Does the Caliph want us to 

raise our children without following the shari’a principals of Islam? Or with a different 

objective of Islam? The answer is emphatically ‘no’. Thus, from the statement, it 

should be understood that the word ‘the way’ means that the method used must be 
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appropriate to the time, without neglecting the shari’a principals and that it should also 

able to achieve the maqasid as-shari’a (the supreme objective of shari’a).  

 

The same process also goes for the study of zakat in this contemporary era. It is not 

about changing the principals of Islam or changing the objectives that need to be 

achieved. It is about how the method used in our contemporary era will be more 

suitable to strengthen people in adhering to Islamic principles, and also about how the 

technique used will efficiently be able to achieve the supreme objective. Hence, from 

the explanation, it should answer the question of ‘why do we need a new study on 

zakat?’ 

 

Secondly, related to the first argument, to understand how the management system is 

suitable, we need to go deeper and study it empirically. Hence, in this study, we have 

attempted to investigate how institutional changes in the zakat institution could 

enhance performance. The study will look from the innovation perspective to seek to 

produce an innovative management system for the zakat institution, which is called an 

‘institutional innovation’ (Woodhill, 2010). As has been asserted in the introduction, 

fewer studies have been conducted on the study of zakat, especially from the 

innovation perspective. Thus, a new study on zakat that focuses on the process of 

institutional innovation should be undertaken in order to contribute to or trigger further 

discussion on zakat.  

 

Thirdly, it cannot be denied that Muslim societies today are still struggling with social 

problems and poverty. Even though Muslim scholars have often claimed that zakat is 

the solution to those problems (Chapra, 2016; Qaradawi, 2011; Sayyid Qutb, 2000), it 
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seems to be insufficient in real terms. The institution of zakat in Muslim-majority 

countries still seems to have a low level of performance4 (Chapra, 2008a, 2016). The 

questions are ‘what went wrong with our zakat institution?’, ‘what are the real 

problems?’ and ‘how can zakat be performed as has been presented before (as in the 

earlier era of Islam)? Hence, with these questions in mind, it safe to argue that in the 

contemporary era, Muslims really need a new study on zakat.  

 

From those three reasons, it is natural to insist that the new research on zakat must 

always be refreshed in order to trigger debate among scholars for there to be further 

discussions on zakat – especially on the question of ‘how it could be performed better?’ 

This is due to the different eras needs for a different type of management system. 

Therefore, this study is considered to be one kind of endeavour to trigger that 

discussion, where the research of this thesis is about the zakat institution in our 

contemporary era. More specifically, it is a study about ‘how institutional innovation 

could enhance zakat performance in our era’. 

 

1.3 Problem Statement 

Most Muslim scholars who study zakat, including in Malaysia, have often highlighted 

that the current zakat institution has a low level of performance (Azman, Mohammad, 

& Najib, 2012; Chapra, 2008a, 2016; Hafizah et al, 2016; Hairunnizam, Radiah, & 

Sanep, 2011; Kahf & Al Yafai, 2015). The issues often came from the aspects of zakat 

management, the distribution of zakat, zakat collection and are related to the issue of 

being incapable of reducing poverty effectively. If we looked in a broader view, 

however, even with there being several issues within zakat, statistically in Malaysia 

                                                           
4  Elaboration on the issues and the problems of zakat institution were discussed in more details under 

the section of ‘problem statement’.   
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the issue of poverty seems to have been almost entirely eradicated. In 2014, only 0.1 

percent of households were in the category of hardcore poverty, while 0.6 percent were 

under the category of moderate poverty (Economic Planning Unit, 2017). Table 1.1 

indicates the percentage of the incidence rate of poverty from 2007 to 20145. 

Table 1.1 
 

The incidence of Poverty in Malaysia 

Category 
% of households 

2007 2009 2012 2014 
Poverty     
 Overall 3.6 3.8 1.7 0.6 
 Urban 7.1 8.4 3.4 1.6 
 Rural 2.0 1.7 1.0 0.3 
Hardcore poverty     
 Overall 0.7 0.7 0.2 0.1 
 Urban 1.4 1.8 0.6 0.2 
 Rural 0.3 0.2 0.1 0.0 

Source: Economic Planning Unit (2017) 

 
Based on the statistical evidence such as in Table 1.1, how could we argue that zakat 

institutions in Malaysia have a low level of performance? The incidence rates of 

poverty have been reduced significantly, and this could be mean that indirectly, our 

zakat institutions are functioning well. However, according to the figure which is based 

on the objective poverty measurement as in Table 1.1, by some scholars it could be 

considered insufficient when used to indicate the reality of the issues of poverty. It is 

often been argued that, by using only one objective poverty measurement, it appear to 

be inadequate when it comes to showing the indicator of the well-being of the people 

as it cannot explain the subjective aspects of poverty (Kwadzo, 2015; Laderchi, Saith 

& Stewart, 2003; Posel & Rogan, 2014; Veenhoven, 2002). Kwadzo (2015) suggested, 

                                                           
5  The household income survey is conducted twice every 5 years. The poverty line income is RM930 

for Peninsular Malaysia, RM1,170 for Sabah and RM990 for Sarawak. The hardcore poverty line 
income is half that of the poverty line income (Jarina, 2014). 
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due to the multidimensionality of the poverty, that it was reasonable to report more 

than one poverty measurement in order to indicate the well-being of the people.  

 

Related to that matter, the study of Ahmad, Mansor and Paim (2016) compared the 

subjective well-being of the four categories of income group, namely ‘hardcore-poor’, 

‘poor’, ‘potential-poor’ and ‘non-poor’. Based on their findings, the ‘poor’ category 

had the lowest well-being followed by ‘potential-poor’ and ‘hardcore-poor’. The 

interesting finding in the study of Ahmad et al. (2016) is when they found that the 

‘potential-poor’ group have the lowest well-being compared to the ‘hardcore-poor’. 

Although the potential poor group are not poor, but they already feel poor. This is 

because they feel insecure and frustrated with their financial security due to the 

hardships that they face, and they are not able to extend their resources to meet their 

immediate needs6 (Ahmad et al., 2016; Jarina, 2014).  

 

Due to the anxiousness and insecure feeling of the potential poor, different perspective 

emerged when evaluating the performance of the zakat institution. For example, if we 

are taking the objective measurement of poverty such as in Table 1.1 as a point of 

view, we could say that the zakat institution has performed very well in reducing the 

incidence rate of poverty. However, if we take the findings of Ahmad et al. (2016), 

then the view would differ. We would be more critical in evaluating the zakat 

institution. The questions that may arise are, ‘why’ the potential-poor still feel insecure 

with their financial income. If they suddenly temporarily became poor, then zakat 

should be there to help them, because zakat is a social security institution. If not, it 

                                                           
6  Jarina (2014) stated that this vulnerable group is called ‘orang susah’ (people who live in hardship). 

This is a synonym with the Malays proverb ‘kais pagi, makan pagi” (stretch in the morning, eat in the 
morning) when describing this group’s situation. Even though they are not poor, they feel poor 
because of the insecurity and the fact that they have the highly potential to be poor.  



8 
 

could mean that the zakat institution still has a low level of performance, where it does 

not function as the social security institution that it should be, but it only performs as 

a charitable organisation. The general concept of zakat mainly should embody both of 

the charity and social security systems (Kahf & Al Yafai, 2015). 

 

Besides the study of Ahmad et al. (2016), the data from the Economic Planning Unit, 

(2016) based on the percentile income also shows the different values regarding the 

population that could be categorised under poor and potential-poor. If we take the data 

from the bottom 40 percentile (B40) group in 2014, we will found that all of these 

B40s have a household earning income below RM 3,800. The average (mean) 

household income of B40 is RM 2,537 and the median is RM 2,629 (median here could 

be interpreted as half of the B40 or the 20 percentile of the population earning income 

below RM 2,629). At the same time, the cost of living in 2014 was RM 2,579 

(Economic Planning Unit, 2016), and if we compare the cost of living with the median 

income of B40, we could conclude that approximately 20 percentile of the population 

have an earning household income that is below than the cost of living.  

 

Thus, these 20 percentiles (who have the earning income below the cost of living) 

could be considered poor people. This shows that there are huge differences between 

the objective measurement of poverty (based on the poverty line) and poverty based 

on the cost of living. In addition, it also indicates that different methods of poverty 

measurement will produce different results. So, if we used the rate of the cost of living 

as the benchmark to measure poverty, we could argue that the zakat institution was 

still have a lower performance level (because approximately 20 percent of the total 
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population are people who have an earning household income below the rate of the 

cost of living).  

 

In addition, if we go specifically to a study about the people’s perception regarding 

zakat distribution and poverty reduction, such as the study of Sanep, Hairunnizam and 

Adnan (2006), it shows that the majority of people (generalised based on 57 percent 

of the respondents) are still unsatisfied with the process of zakat distribution in the 

way that it reduces poverty. This trend has continued in further studies by other 

scholars, who have stated the same results, where people still remained unsatisfied 

with the zakat distribution in relation to reducing the issues of poverty (Azman et al., 

2012; Hafizah et al., 2016; Hairunnizam, Sanep & Radiah, 2009; Noor, Rasool, Ali, & 

Rahman, 2015). Hence, based on the statistics of the incidence rate of poverty and the 

perception regarding zakat distribution in relation to reducing the issue of poverty, it 

is natural to insist that the zakat institution in Malaysia still has a lower level of 

performance. 

 

However, although we could clearly provide a reason for ‘why’ the zakat institution 

had a lower level of performance (based on the issue of poverty and the negative 

perception), but the main question that is open for debate is; ‘what’ is the main problem 

(the problematic factors) that is causing the issues (lower performance of zakat) to 

remain unsolved? This ‘main problem’ is considered to be the critical argument of this 

thesis, and the reason for conducting this research, which is to determine whether the 

main problem that is highlighted is really produces the consequences and effect on 

institutional zakat performance. 
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Thus, for the issues that have occurred, this thesis argues that the real problem related 

to the lower performance of zakat is the shortcomings in the zakat institutional 

structure. The problems within the zakat institutional structure seem to be worthy of 

attention because scholars who embark on the study of economic performance often 

highlight that an institution setting is the key to performance. If there are problematic 

factors within the institutional structure, then it affects the institutional performances 

(Chang, 2011; Duina, 2011; North, 1990, 2016; Peters, 2005). In line with these 

scholars, Chapra (2016), who studied the Islamic institution, also stated that the 

shortcomings within the institutional structure of zakat were the main reason why the 

institution was inefficient. Hence, from that statement, this study could be considered 

as the cutting edge, seeking to work on and attempting to extend the study of Chapra 

(2016) in more detail in relation to the aspects of the institutional structure under the 

elements of property rights and transaction costs.  

 

Property rights and transaction costs are the main core elements within the institutional 

structure. The ineffectiveness of securing the property rights of zakat and high 

transaction costs will make the performance of the institution less efficient (North, 

1990, 2016). Problems such as the insecurity of the zakat property for the asnaf of 

zakat and the higher costs needed for the asnaf to receive the zakat were among the 

problems that seem to remain unsolved (Azman et al., 2012; Noor et al., 2015). Thus, 

this study will analyse these two elements of the institutional structure (property rights 

and transaction costs)7 and whether it really determines zakat institutional 

performance. The evidence-based findings then would produce toward the ideas as to 

‘how’ the institutional innovation of the zakat institution could be developed. In the 

                                                           
7 The details about the concept and operationalisation of property rights and transaction costs were 

discussed in the theoretical section (Chapter two) and literature review (Chapter three). 
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context of this study, it will look at open innovation strategy. The open innovation 

strategy in relation to the aspects of property rights and transaction costs are an 

endeavour to resolve the problems within the zakat institutional structure and to offer 

a solution to increase institutional zakat performance. 

 

1.4 Research Questions 

Based on the discussion of the problem statement, this section again highlights the 

three central research questions of this thesis, which are: 

1. To what extent does securing the property rights of zakat and transaction costs 

produce an impact on zakat performance? 

2. Do transaction costs perform as important mediators connecting the 

relationship between securing the property rights of zakat and zakat 

performance? 

3. Based on the answers to the earlier research questions, how can the institutional 

innovation of the zakat institution be developed through open innovation 

strategy? 

 

1.5 Research Objectives 

Relating to the research questions, there are three primary objectives that the 

researchers want to achieve in this study, which are: 

1. To examine to what extent securing the property rights of zakat and transaction 

costs could produce an impact on zakat performance. 

2. To investigate whether transaction costs perform as an important mediator in 

connecting the relationship between securing the property rights of zakat and 

zakat performance. 
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3. To develop an institutional innovation of the zakat institution through the open 

innovation strategy.  

 

1.6 Scope of the Research 

In the quest to achieve the objectives of this study, one of the most critical aspects that 

needs to be justified is the scope of the research. The reader should take their view 

when reading this thesis in the mid-range perspective (based on the specific scope that 

has been stated in this section). Taking on a broad or narrow view in the field of public 

administration, economics and innovation management practices may deviate the 

focus of the research and lead to confusion. Consequently, the reader may take on a 

different point of view, which differs from the central research questions of this thesis. 

This will then lead to failure in understanding the primary objectives of this research.  

 

To begin with, this study took on a multidisciplinary approach when proposing the 

idea regarding how the issues of poverty should be encountered. Due to the 

multidimensionality issues of poverty (that are considered to be one of the most 

complex social problems in the society), taking on the perspective of multiple 

disciplines should be an appropriate initiative to explain the issue. Therefore, two 

major fields were noticed in this study, namely the field of public administration and 

an economics point of view. Both areas should be viewed through the institutional 

perspective, where institutional theory8 has been placed as the central theory to explain 

the institutional structure, change and how it affects performance (Chapra, 2016; 

North, 1990).  

 

                                                           
8 Institutional theory will be discussed in Chapter two relating to the theoretical underpinning and the 

open innovation strategy. 
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In the field of public administration, it encompassed three major elements; explaining 

administration in the public sector, where it could come from and the legal, 

management and political perspectives (Rosenbloom, Kravchuk, & Clerkin, 2014). In 

this study, the focus will be more on the management perspective where the aspects of 

effectiveness and efficiency in the process of management in the public sector are 

emphasised. To be more specific, this study will investigate the elements of 

management in zakat provision. It attempts to tackle the aspect of the management 

provision of zakat and to find out a strategy to use to uplift zakat performance. Hence, 

through the process of management and related to the performance, there is another 

related field that intertwines with the process of management provision, which is the 

field of economics. Hence, the combination of both fields (public administration and 

economics) will bring this study into the discipline of economics in the public sector.  

 

In this study, economics is considered to be a part of the element of public 

administration. It will explain how economic thoughts were applied to produce an 

efficient and effective management process in the public sector (zakat institution). 

Although economics is only a part of public administration in this study, economic 

thoughts itself are a very vast subject in the academic literature. Thus, one may ask, 

‘which school of economics has been applied in this study?’ If this thesis could explain 

the boundary or scope regarding the school of thought that was used, then it may help 

the readers to take on the perspective that is in line with the ideological standing of 

this thesis.  

 

Thus, this study integrated the four dominant schools of economics when explaining 

the process of the management of the zakat institution. There are the Islamic 
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economics, new institutional economics, behavioural economics and Neo-

Schumpeterian economics. All of these thoughts will be blended together throughout 

this thesis. Islamic economics is the essential requirement of this study, where the 

Islamic principles of Islam and its ethical concerns must be adhered to. All of the other 

approaches (institutional, behavioural and neo-Schumpeterian) in this study also 

should abide by the same principles. When it comes to understanding how Islamic 

principles can be harmonised with the other approaches, this has been explained in the 

background of the research,9 regarding that all approaches should adhere with the 

Islamic principles.  

 

New institutional economics (NIE) are the core element in this study because this study 

is focused on the zakat ‘institution’. Thus, the key elements of the institution should 

be the priority concern. This study will examine the two key elements regarding the 

institutional structure and the function of the institution, which are the ‘property rights’ 

and the ‘transaction costs’. These two concepts will be measured and evaluated as to 

whether they could have an impact on zakat performance. However, the question that 

arises is ‘who are the suitable respondents that should be the subject that will measure 

and assess the concepts that have been proposed in this study?’  

 

This is where the behaviourist economic perspective was applied. In the behaviourist 

perspective, the subject should be the society who interacts and conducts transactions 

with the market (in this context, the ‘market’ should be the zakat institution). In the 

process of interaction and transaction, it should have the elements of attitude, 

perspective and behavioural intention toward the zakat institution. Hence, from this 

                                                           
9 Refer to background of the research on pages three and four. The process is also called the 

“Islamisation of knowledge’ as proposed by Syed Muhammad Naquib al-Attas and Ismail al-Faruqi.  
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point of view, this study takes on the perspective of the zakat payers as the subject to 

measure and evaluate the institutional structure and the performance of zakat. This is 

because the zakat payers are considered to be a part of the subject of the zakat 

institution.  

 

From the data and findings of the zakat payers’ perspective, it then will be used when 

this study attempts to create and generate the development of the institutional 

innovation of the zakat institution. This is where the Neo-Schumpeterian economic 

approach was applied. This approach is about developing the innovation management 

system with other collaborative partners. It will create a dynamic process of 

management and value creation related to the sustainable performance of zakat 

institution. Related to the process of the innovation system, this study applied an open 

innovation strategy as the approach when developing the concept of the institutional 

innovation of the zakat institution. Henceforth, through all of the explanations 

regarding the fields involved, the context of the study and the school of thoughts that 

were applied, it is hoped that the readers of this thesis will grasp the boundary and 

scope of this research. 

  

1.7 Significance of the Research 

By achieving the objectives of the research, this thesis should contribute to at least two 

aspects, which include the contribution to the knowledge in the field of public 

administration and the practicality of the concepts that have been highlighted. 

 

For the first contribution, which is knowledge, this thesis contributes to the little 

knowledge that there is in the broad academic literature of zakat. The input could be 
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on the aspects of the theoretical and conceptual variables that were used in this study. 

It has provided evidence via empirical findings for the concepts that were used. Thus, 

the readers or scholars who are interested in this subject will gain a new input regarding 

the study of zakat. In addition, through highlighting the concept of open innovation 

strategy and the process of innovation within the zakat institution in this thesis, it will 

open up new discussions on how innovation could uplift the performance of zakat. 

Thus, from the discussion, debate and critique of the innovation strategy of zakat, it is 

hoped that more insightful research on zakat will allow it to flourish and grow.  

 

The open innovation strategy that has been proposed in this study will also be 

challenged regarding the practicality of the concepts in order to be applied in reality. 

As for the concept of waqf (Islamic endowment) that nowadays has been practically 

integrated with the zakat institution, the same goes for the innovation strategy as for 

the zakat institution. It is a hope that innovation through the open innovation process 

will take place through the management of zakat. Thus, Islamic economics could be 

honoured through dynamic performance, regarding sustainability and the value 

creation of the novel zakat system.  

 

1.8 Structure of the Thesis 

This section explains about the flow and the structure of the research. Mainly, the 

content of this thesis has been divided into six chapters, and each chapter has a theme 

based on the specific process of the research. The explanation regarding each chapter 

has been described as follows. 
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Chapter One – is the present chapter called the ‘introduction’. It explains the essential 

aspects regarding ‘what’ subject that is to be researched (zakat). It starts with the 

problem and issues that have arisen, followed by the important ‘statement’ (problem 

statement) that highlighted the aspects that have been of less concern (institutional 

structure). Neglecting these critical aspects is the reason why the problem remains and 

is challenging when encountered. From that problem statement, then comes the 

research questions. Answering these questions will empirically provide convincing 

evidence as to whether the aspects that are highlighted are true or false. The next 

chapters are the journey towards answering the research questions.  

 

Chapter Two – In the second chapter is the chapter of ‘theoretical underpinnings and 

the open innovation strategy’. It will provide the primary theoretical foundation of this 

thesis. This study applied new institutional theory. Hence, the concepts from the theory 

were used to describe the phenomenon. From the theoretical standpoint, it then 

provided the theoretical framework of the study, where this framework became the 

backbone of this research. In addition, related to the theory, there are substance 

elements that were also considered to be the priority concern in this study, namely the 

institutional innovation process through the open innovation strategy. Thus, the 

explanation on how the open innovation strategy could empower the institutional 

structure has also been discussed in this chapter.  

 

Chapter Three – This chapter was themed as ‘literature review and hypotheses 

development’. It discussed and reviewed the previous literature. The concepts that have 

been extracted from the theory in chapter two were extensively discussed (based on 

the previous literature) to provide the readers with the relevant operational definition 
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that is associated with the context of this study. Through the operational process, it 

then indirectly generates the conceptual variables that will be used in this study. The 

inter-relationships of the variables were explained based on the previous literature, and 

consequently became the proxies for the development hypotheses. From the 

hypotheses, the conceptual framework (research model) of this study was developed. 

This model will be used for the hypotheses testing, and the test result will then be used 

to answer the research questions.  

 

Chapter Four – After we have developed the research model, we will need the data 

in order to test the hypotheses statement. Thus, in this chapter that called as ‘research 

methodology’, we will explain the methods that were used in collecting and analysing 

the data. Before explaining the methods, first, this chapter describes the research 

paradigm (philosophical assumptions of this research), and how the selected paradigm 

was appropriated within the research design in this study. The research design will 

describe how the process of collecting and analysing the data was conducted. All of 

the preferences and the methods used in this study will be explained along with the 

justifications. Through the rigorous process, it is a hope that the results will be valid 

and reliable when describing the results of the model.  

 

Chapter Five – In the fifth chapter of ‘data analysis and interpretation of result’, the 

data was analysed, and the results of the analysis were interpreted. It should be noted 

that there are several processes involved in analysing the data before the results can be 

achieved. Hence, when the analysis is a process, this chapter has to start with the 

process of data screening, followed by the descriptive analysis. Then, there has to be 

an evaluation of the model for hypotheses testing. The hypotheses result was then 
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interpreted so as to answer the two first research questions. From the results, it then 

provided support to answer the last research question, linking with the open innovation 

strategy that had been discussed in chapter two. Based on all of the information, this 

study was then able to develop the institutional innovation system for the zakat 

institution.  

 

Chapter Six – The sixth chapter is themed as the ‘conclusion and recommendations’ 

is considered to be the closing chapter in this thesis. From the previous results, this 

chapter will conclude all of the research findings and then provide recommendations 

for further research. The recommendation is in regard to the institutional innovation of 

zakat, which is considered to be the main contribution of this thesis. This included 

where it could contribute to the academic literature of zakat, while at the same time, it 

could be a challenge.  
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CHAPTER TWO 

THEORETICAL UNDERPINNINGS AND THE OPEN 
INNOVATION STRATEGY 

2.1 Introduction 

This chapter presents the theoretical stance that shaped the direction of the research. It 

will briefly discuss the underpinnings and how the theory could be related to this 

research. From the theory, the central concepts that explain the theory are framed and 

used for further discussion. Apart from that, the open innovation strategy, which is 

considered to be a substance element in the process of institutional innovation will be 

elaborated on while explaining the process of institutional change.  

 

2.2 The Institutional Theory  

This study applied institutional theory as the main theoretical stance of the thesis. 

Thus, by selecting this theory, one may ask, ‘why has this theory has been preferred?’ 

Is this theory relevant in explaining the performance of zakat institution? Hence, in 

order to answer this question, the most important aspect that needs to be understood 

beforehand is ‘what is the main definition of the word institution?’ and ‘how the 

institution shapes human behaviour and affect performance?’ Through the 

understanding of the definition of the institution, and the explanation regarding the 

evolution of institutional theory, it is hoped that at the end of the discussion, the readers 

may grasp the framework of the institutional theory that was applied in this study. 

Then they will be able to understand ‘why’ this theory was selected as the main theory, 

as it will consequently lead to answering ‘how’ it could be related to the study of zakat. 
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2.2.1 The Definition of the Institution 

The word ‘institution’ itself is considered to be a vague and an abstract word. People 

who focus on the tangible aspect (countable) will have the perspective that the 

institution is likely to be an organisation (Hodgson, 2006), while people who focus on 

the intangible aspect (uncountable) will have the perspective that the institution is 

something that is related to the culture (Alesina & Giuliano, 2015). Because of the 

abstract meaning of the word, the definition of ‘institution’ must be taken as the 

priority. Neglecting the definition may lead to confusion in understanding the meaning 

of the word ‘institution’ that has been used in this thesis.  

 

To begin with, from the Merriam-Webster dictionary (2017), there are four different 

meanings of the institution. For the first meaning, the word institution is described as 

“the act of instituting” or “establishment”. For the second meaning, it considered to be 

a synonym of the words “a significant practice, relationship or organisation in a society 

or culture”. The third meaning is regarded as “an established organisation or 

corporation”, and the last meaning is “a facility or establishment in which people live 

and receive care”.  

 

However, from all four different definitions from the dictionary, it still unclear as to 

the constructive meaning of the word institution. Is the word ‘institution’ similar to the 

word ‘organisation’? Or is it similar to the word ‘culture’ which is more in the 

intangible form? If so, why not just not use the words ‘zakat organisation’ or ‘zakat 

culture’ instead of using the word ‘zakat institution’? Are there are more insightful 

meanings of the word ‘institution’ that make it different from the other words? Thus, 

in order to answer the raising questions and to understand the more constructive 
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definition of institution, taking the meaning only from the dictionary seems to be 

insufficient. There needs to be a definition from the other scholars who have studied 

institutions to describe the more insightful meaning of the word.  

 

According to Voigt (2013), the most common definition of institution that is used by 

scholars often comes from the definition of Douglass North, who described institutions 

as “rules of the games in a society or, more formally, the humanly devised constraints 

that shape human interaction” (North, 1990, p. 3). The keywords from the definition 

of North are the ‘rules’ and ‘constraints’ that shape human interaction. Formal rules 

(constitutions, laws, property rights) and informal constraints (sanctions, taboos, 

customs or traditions) are considered as being the elements that shape human 

interaction.  

 

Another definition that also has been agreed by many scholars is that of Guy Peters, 

who described institutions as “fairly stable entities (i.e. if they change at all, they 

typically do so slowly), and institutions exert some sort of influence on actors in 

society” (Peters, 2005, pp. 18–19). According to Duina (2011), this definition is 

between the two extreme perspectives in relation to defining the institutions. As was 

mentioned earlier, some scholars see institutions as concrete, highly structured, 

tangible and formal ‘things’. Others see institutions as being very amorphous, loose in 

structure, intangible and very informal ‘things’. Thus, the definition of institution from 

Peters could be described as something that is in between both perspectives, which is 

formal and informal. Hence, this definition seems to explicitly have a similar meaning 

with the previous definition of North, where the different only was in how it was 

described. 
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Another interesting definition used to understand institution was recently proposed by 

Voigt (2013), where he stated that “institution can be defined as commonly known 

rules to structure recurrent interaction situations that are endowed with a sanctioning 

mechanism” (p. 5). Voigt explained that the words ‘commonly known rules’ are 

included in formal and informal rules. However, he extended this with the ‘sanctioning 

mechanism’. For Voigt, to understand the institution which refers to the rules of games 

(as in the North definition), it must be understood who has the authority to enact the 

sanction, enforcement or punishment if someone has broken the rules. By elaboration 

of this definition, it could indicate how the word ‘institution’ could differ to the word 

‘organisation’.  

 

For example, ‘sanctioning mechanism’ could be explained through imagining that 

someone in the organisation has done something taboo, breaking traditions in the 

organisation, or not following the tasks or routines in the organisation. When he/she is 

doing something that is uncommon in relation to the rules, people in the organisation 

will see that this behaviour is something different, and the authority in the organisation 

will take action against the breaking of the ‘commonly known rules’. This commonly 

known rule is regarded as being the institution, and when it is performed in the space 

of organisation, it is often called the institution within the organisation or a special 

case of institution. This is also known as a micro-institution or internal institution 

(Hodgson, 2006; Voigt, 2013). This is where institutionalists who study organisational 

development tend to focus, which is related to the aspects of the internal institution 

toward organisational development. The study of institutions is a part of or ‘within’ 

the organisational structure (Czarniawska, 1997; Powell & DiMaggio, 2012; Scott, 

2014).  
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However, there is also a sanctioning mechanism within society. The authority who 

executes the sanction is the state or leader within the society. Thus, the rules of the 

game in society is called the main institution, the macro institution or the external 

institution (Hodgson, 2006; Voigt, 2013). In this context, organisations are only a 

small part of institutions, where institutions can still be performed in the society even 

without organisations. The emergence of organisations will alter the institutions. Even 

though in North’s definition, he did not include the word ‘sanctioning mechanism’, he 

had already explained the difference between institutions and organisations. For him, 

by understanding the difference between the words (institutions and organisations), it 

will lead to enhancing the understanding of the word institution. As has been stated by 

North (1990), 

The answer hinges on the difference between institutions and organisations 
and the interaction between them that shapes the direction of institutional 
change. Institutions, together with the standard constraints of economic 
theory, determine the opportunities in society. Organisations are created to 
take advantage of those opportunities, and, as the organisations evolve, 
they alter the institutions (p. 7). 

  
Based on the discussion regarding the definition of ‘institution’ from the above three 

scholars (North, Peters, and Voigt), it safe to argue that the institution is not an 

organisation. Even though it seems to be related, but in terms of the real meaning, it is 

a different thing. So, the definition from the Merriam-Webster dictionary that regards 

institution as synonymous with organisation seems to be less accurate when it comes 

to describing the constructive meaning of institutions. It could say that the definition 

of institutions could be concluded as ‘stable entities that have formal and informal 

rules in shaping the human interactions that are endowed with the sanctioning 

mechanism’ (North, 1990; Peters, 2005; Voigt, 2013).  
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There is an important thing that needs to be considered, which is that institutions within 

the organisation (internal or micro institutions) and the institutions in the society 

(external and macro institutions) often became the main study focus of the institutional 

scholars. Then, the question that arises as to ‘what is the context of institutions that has 

been applied in this study?’ and ‘is it the micro institution that focuses on 

organisational development, or the macro institution that focuses on social 

development?’ The answer to the question is whether this study takes on the context 

of institutions that is similar to the context of institutions that have been taken up by 

North, which is on the macro level of institutions. As has been stated by North in 

Hodgson (2006): 

  
…organisations…are special institutions. I think that for certain purposes, 
we can consider organisations as institutions, but for my purpose, 
organisations are to be separated out from institutions. That is, I am 
interested in the macro aspect of the organisation, not the internal structure 
of the organisation (p. 19). 

 

From the interest of North in the macro aspect of the institution, this study takes the 

same interest in the study of the zakat institution. This study will not focus on the zakat 

organisation per se but on the whole zakat institution. According to Qaradawi (2011): 

 
As a confirmed obligation from Allah, zakat is not merely a form of 
personal charity, the responsibility for which is left to individuals nor is its 
fulfilment dependent on the faith and benevolence of the wealthy. Zakat is 
an ‘institution’ of social welfare supervised by the state, and a form of 
organised taxation administered by an autonomous ‘public organisation’ 
on behalf of the community as a whole and the state as its legitimate 
leadership (p. 501). 

 

The explanation regarding zakat by Qaradawi shows that zakat is the social institution 

that is supervised by the state. It is beyond the organisation, whereas the statement of 

Qaradawi did not mention a specific zakat organisation. He stated the public 
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organisation – this could be mean other public organisations (e.g., taxation department, 

hospital, police department and so on) as the agencies that could execute the process 

for instituting zakat for and in the society. Hence, based on that statement, it also seems 

to reflect the argument of North regarding the differences between institutions and 

organisations – where the organisations take advantage of the opportunities from the 

institutions. Owing to this matter, the study of zakat in the context of the macro aspect 

seems to be more suitable because it will reflect more with the functions of zakat as 

the social institution.  

 

After understanding that institutions differ from organisations, there is another 

question that may arise; ‘if it is not similar to the organisation, is it similar to culture?’ 

Hence, the answer to that question is that institutions are not similar to culture. 

However, both subjects have a strong relationship and could affect one another. The 

common definition of culture is “the customary beliefs and values that ethnic, religious 

and social groups transmit that are fairly unchanged from generation to generation” 

(Guiso, Sapienza, & Zingales, 2006, p. 23).  

 

This definition of culture is absolutely different from the definition of institution. 

However, even with the different meaning, the two subjects have a strong interrelation. 

A study by Alesina and Giuliano (2015) made a clear-cut statement regarding culture 

and institutions, as they stated that “culture and institutions interact and evolve in 

complementary ways, with mutual feedback effects. Thus, the same institutions may 

function differently in a different culture, but the culture may evolve in differing ways 

depending on the type of institution" (p. 51). By way of this clear statement, there 
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should be no confusion between culture and institutions. For the specifics of this study, 

it takes on the perspective where institutions produce an effect on culture10.  

 

Hence, based on the overall discussion regarding the definition of institutions in this 

section, it could be concluded that scholars seem to have a mutual agreement with the 

definition of institutions. However, they differed in terms of the context of the study 

and the relationship of the institutions. Scholars who study organisational development 

may take on the perspective that institutions must be within organisations, while 

scholars who are focused on economic and social development may take that the 

institutions have no definition outside of the organisational perspective. The same goes 

for the relationship study of institutions; some scholars consider institutions as the 

exogenous subject, while others treat institutions as the endogenous subject (based on 

the study of institutions and culture).  

 

Thus, it should be noted that in the context of this study (where the subject of study is 

the zakat institution), it followed the definition of institutions proposed by North, 

Peters, and Voigt as mentioned. In terms of the context of this study, it takes an interest 

in the institution that is outside of the organisations, and the institution here is treated 

as the exogenous subject when determining the performance of zakat. 

 

 

 

                                                           
10  This perspective is based on the argument by Chang (2011) where he stated that institutions shape 

the culture. He argued that the Islamic institutions in the earlier era of Islam shaped the Islamic 
culture which is synonymous with knowledge and learning, tolerance and pro-development culture. 
However, the institutions in Islam today seem to not be very promising concerning the development 
of culture.   
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2.2.2 The Emergence and Evolution of Institutional Theory 

After having understood the definition of institutions and the context of institution that 

has been applied in this study, in order to grasp this theory and to understand its 

theoretical framework, this thesis will briefly discuss the historical evolution of the 

theory. It addressed the emergence of institutional theory and then the evolution of the 

theory from the so-called the old or original institutional theory toward new 

institutional theory. From the discussion, it is hoped that it could highlight the 

complexity of institutional theory through its evolution before focusing on the 

framework that will be used in this study with the objective of achieving a 

parsimonious model based on the theory.  

 

To begin with, the concept of institutions and institutional change has already been 

highlighted earlier in the fourteenth century by Ibn Khaldun in his ‘magnum opus’, the 

Muqaddimah of Ibn Khaldun11. He already explained the process of institutional 

change, which determined how the state worked and performed. As stated by Ibn 

Khaldun in the Muqaddimah: 

The old institutions changed, and the former customs were transformed, 
either into something very similar, or into something distinct and altogether 
different. There came Islam… again, all institutions underwent another 
change (Ibn Khaldun, 1377/1989, p. 25).  

 

After the work of Ibn Khaldun, there is a long gap in the history until institutional 

theory was once again highlighted by American scholars such as Thorstein Veblen, 

John R. Commons, Walton Hamilton and Wesley Mitchell in the early twentieth-

century (Hodgson, 2000; Rutherford, 2001). The emergence of institutional theory at 

                                                           
11  This thesis refers to the Muqaddimah of Ibn Khaldun (1377/1989) in the English version that has 

been translated by Franz Rosenthal. This book is also called ‘Prolegomena’ or ‘The Introduction’.  
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that time was to answer the aspect that had been neglected by neo-classical theory in 

terms of explaining economics. Neo-classical theory focuses on the instrumental 

rationality assumption, which is based on the individualism methodology. There are 

no institutions that have an effect on the decision-making process and human 

interaction behaviour12 (North, 2016). This is where the argument tends to differ with 

neo-classical theory.  

 

For an institutional economist, institutions do matter. It affects human interactions, 

behaviour, and decision-making processes, such as fiscal institutions that can 

determine the decisions in the market and in relation to performance. It has been 

argued that market and human interactions are influenced by institutions instead of 

solely by the rational choice assumption of neo-classical theory. Hence, the 

institutional economist then emphasises their philosophical argument of the theory that 

is ‘institutions matter’ when describing efficiency in the economy (North, 1990, 2016).  

 

Even though the institutional theory that had been proposed in the early twentieth-

century could extend neo-classical theory, institutional theory at that time gained less 

attention due to the lack of strong roots in the theoretical concept when it comes to 

providing evidence of the theory (Furubotn & Richter, 2005). Hence, in the late 

twentieth-century, scholars such as Douglass North, Oliver Williamson, Ronald Coase 

and Elinor Ostrom made a comeback with institutional theory using a more critical 

analysis. The concepts such as property rights, transaction costs, asymmetrical 

                                                           
12  For example, the concept of demand and supply from neo-classical theory. It was based on the 

instrumental rationality assumption, where it is only based on the rational choice that individuals 
make in the market. The price was based on the rational choice of the individual. It neglected the 
aspect of institutions that could affect human behaviour and the people’s decision-making process. 
Institutions are unnecessary, where the idea or ideology does not matter in neo-classical assumption 
(Hodgson, 1998; North, 2016). 
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information, bounded rationality, moral hazards, uncertainty, hierarchical structure 

and so on are the concepts that evolve in relation to explaining the root and antecedents 

of institutional theory. This new emergence of institutional theory was called new 

institutional theory or neo-institutional theory, while at the same time, the earlier 

institutional theory was then called old or original institutional theory (Furubotn & 

Richter, 2005; Hodgson, 1993).  

 

This study will apply new institutional theory. Two central concepts in explaining the 

theory are property rights and transaction costs as the preferable concepts in this study 

instead of the other concepts, with the intention of gaining the parsimonious theoretical 

framework of this study. The next section will discuss new institutional theory and the 

concept that has been used to explain the concept and performance.  

 

2.2.3 New Institutional Theory 

From the evolution of institutional theory, it is known that new institutional theory is 

considered to be the latest debate regarding the critical concept involved in explaining 

institutional change and how it could affect performance. Explaining the changes in 

institutions and performance could be related to the problems of zakat institutions, as 

had been mentioned earlier in the problem statement. For example, as argued by 

Chapra (2008a, 2008b, 2016), the underdevelopment and lesser performance of most 

Islamic countries is due to the problem of institutions. He described the Ibn Khaldun 

theory of development, where one of the keys to performance was the role of 

institutions and the state (Chapra, 2008a). By emphasising the aspect of institutions, it 

seems that it could be able to identify the key factors for enhancing zakat performance. 

Hence, this thesis has taken on the initiative to study the Chapra argument of 
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institutions down to the details by applying new institutional theory as the foundation 

for this study. This theory seems suitable due to the latest debate of institutional theory, 

able to critically analyse the performance of the zakat institution.  

 

New institutional theory, according to North (1981, 1990), is about the structure of 

institutions and how this structure could determine performance. By structure, it means 

the roots or antecedents that creates and establishes the institutions. Changes in the 

management structure of institutions will produce changes in performance. For North, 

there are two key elements (the antecedents) that have established institutions which 

are the ‘property rights’ and the ‘transaction costs’. Thus, to understand how these two 

elements could explain the establishment of the institution, it could be described using 

a simple example of the emergence of the zakat institution in the earlier era of Islam.  

 

Before Islam came, no zakat institution was established. When Islam came, it gave 

rights to the eight categories of asnaf focused on the wealth that could be taken from 

the properties of the rich. This giving of rights was called zakat. Zakat is considered 

to be one of the five pillars of Islam. There are sanctioning mechanisms for those who 

have disobeyed the rules of zakat. The process of securing the right to property for 

zakat led to the establishment of zakat institutions. Hence, from this example, it could 

be understood that the establishment or emergence of institutions was when their rights 

need to be secured, and in more specific terms, it was concerning property rights. 

Without the element or structure of property rights, there are no institutions that will 

be established. How property rights will be secured will determine the institution's 

performance (North, 1990, 2016).  
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The second structure was transaction costs. It is about how transactions between two 

or multiple parties are made, and how when performing the transaction, it will have 

costs that came with it. Reducing the costs in the process of transacting will enable the 

creation of transaction values and make the process of transaction more efficient. This 

is where the changes in the structure of transaction costs will change the institution’s 

performance (North, 1990, 2016; Williamson, 1989). 

 

Based on the two main structures of institutions, it could be understood that these 

structures perform as exogenous elements when determining performance. Hence, it 

indirectly explained new institutional theory from North’s perspective, in that the 

structural change of institutions will determine the institution’s performance (North, 

1981, 1990, 2016). Even though there are other concepts that can also be explained 

regarding new institutional theory, the main structure of an institution that has 

frequently became the main focus when explaining institutional change and 

performance was the structure of the property rights and transaction costs (Chang, 

2011, 2014).  

 

Thus, when explaining new institutional theory in this thesis, it will focus on these two 

institution structures. The next section will discuss the conceptual definition of the two 

main structures in more detail; how property rights and transaction costs could be used 

to determine performance. 

 

2.2.3.1 The Concept of Property Rights 

Property is often described as something that can be owned and have possession of 

(Hodgson, 2015). The term ‘property’ could be differentiated into two opposite 
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dimensions, which are ‘tangible property’ and ‘intangible property’. Tangible property 

is something that can be touched that has a physical shape such as goods, while 

intangible property is something that cannot be touch and has no physical substance, 

such as intellectual property, education, knowledge, warranty, freedom, marriage or 

good health13. All of these things (property) are something that humans can own and 

have possession of. Some people say that ‘freedom is the only property that I have’ or 

that ‘knowledge is the only property that I have’, indicating that ‘freedom’ and 

‘knowledge’ are property with an intangible form (Barzel, 1997; Bridge et al, 2013; 

Hodgson, 2015).  

 

The term ‘property rights’ are a combination of the possession of property and the right 

to own property, either tangible, intangible or both. For example, when someone 

purchases a smartphone that comes with a two years warranty, he/she owns two kinds 

of property, which are the tangible (smartphone) and the intangible (warranty). He/she 

has the right to the smartphone and to the warranty both. If within two years the 

smartphone malfunctions, then he/she has the right to claim warranty for the 

smartphone. This concept of property rights according to Barzel (1997) is called the 

bundle of rights.  

 

This concept of property is called the ‘mean’ and ‘end’ of property rights (Barzel, 

1997). An imaginary example may help to illustrate this concept. Imagine that one 

person who is sick, that aims to gain back his/her good health. Good health is 

considered to be the ‘end’ of the intangible property that he/she wants to obtain. To 

                                                           
13  These kinds of property seem to be related to human rights. However, human rights are considered 

to be part of property rights. Freedom, marriage and education are kinds of human right, but it is 
property in the intangible form where people can be owned (Barzel, 1997; Hayward, 2013).  
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achieve that, he/she needs to take the ‘medicine’ from the hospital, get the ‘treatment’ 

in the hospital and use the ‘facilities’ of the hospital. All of these things are the property 

rights (means) that he/she needs to get before he/she achieves the ‘ends’ (which is a 

good health), or in simple words, there are prerequisites for getting earlier property 

rights (means) before they can achieve the more supreme property rights (ends).  

 

From that example, it could be understood that there is a consequential effect of 

property rights, which is a need for getting one kind of property in order to get another. 

Based on the above example, if someone has been denied receiving the treatment from 

a hospital or they cannot use the facilities of the hospital, then it is considered that 

he/she has been denied having property rights and consequently, this violates human 

rights (for the good health). This is where the human rights are a part of property rights 

(Barzel, 1997). Gaining good health is considered to be a type of human right and 

personal intangible property right for everyone.  

 

Therefore, by understanding the concept of property rights, it could be said that 

property rights are about ‘who has the rights to the property and who does not’ and the 

property could be differentiated into two different forms; tangible and intangible. 

Related to new institutional theory, these property rights are regarded as being the 

structure of the institutions, effectively managed and secured in the structure (property 

rights). This will determine the performance of the institutions (North, 1981, 1990). 

As the conceptual definition of property rights has been discussed, one may ask, ‘how 

could this concept be related to the zakat institution?’ Hence, in order to justify on this 

question, it will be discussed later on in the next chapter on the operational definition 

of property rights in the context of the zakat institution and how it could be related to 
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the performance of zakat. In this section, the discussion has only focused on 

understanding the framework of the theory. 

 

2.2.3.1 The Concept of Transaction Costs 

The next important concept within explaining new institutional theory is transaction 

costs. As has been explaining earlier, transaction costs are about the transaction 

between two or multiple parties, and in the process of a transaction, there are costs that 

come with it. Reducing the costs may lead to an increase in the transaction values. 

However, to reduce the costs of transacting, there are things that need to be invested 

in and that need to be managed beforehand (North, 1990; Williamson, 1989).  

 

Thus, there are more specific aspects under the concept of transaction costs that could 

explain this concept – such as how it should be managed, and what investment needs 

to be made in order to reduce the costs. The aspects include contracts, controlling the 

opportunistic behaviour, decentralisation management, investment in the assets and 

collaboration, measurability of the services provided and so on. These aspects are often 

used by scholars in explaining the process of transaction costs (Brown & Potoski, 

2003b; Riordan & Williamson, 1985; Williamson, 1989).  

 

However, in the context of this study, we will not discuss all of the aspects of the 

transaction costs, but it will take only three major elements to explain it, which are the 

asset’s specificity, decentralisation (through localisation) and the service 

measurability. All of these three aspects will be discussed in the next chapter, focusing 

on the operationalisation of the transaction costs of the zakat institution. In this section, 
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it focuses on explaining the structure of transaction costs in relation to determining the 

performance.  

 

To understand the concept, a simple example of transaction costs can be imagined by 

someone who is attempting to pay their electrical consumption bills (Tenaga Nasional 

Berhad – TNB) at the post office. The traditional method for paying the bills is by 

queuing up in line at the post office before his/her turn has come to meet with the 

customer services operator. In the process of paying for the bills (transaction), there 

are several costs incurred, such as the time waiting in line, energy due to standing 

queuing and the cost of going to the post office. Thus, recently, to counter the problem 

of energy consumption (from queuing up), the post office introduced a numbering 

waiting list system. This investment - the numbering system - makes the process of the 

transaction easier. Customers do not need to queue up in line, but just wait for their 

number to be called.  

 

Technological advancements also make the transaction more comfortable to make. 

The online payment system reduces the costs for the customers. They can pay directly 

online without a waiting list and cab pay anywhere without going to the post-office. 

Hence, from the abovementioned example, it could be understood that the process of 

the transaction has changed over time, and this change was made to increase the 

transaction values for both parties. The process of the transaction change is considered 

to be a structural change in the institution, and this change will determine performance 

(North, 1981, 1990, 2005, 2016).  
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2.2.4 The Theoretical Framework 

In this section, we have provided a clear-cut theoretical framework for the new 

institutional theory that was applied in this study. It should be noted that new 

institutional theory is a very large theory that many scholars have expanded on to 

explain the varieties of phenomena. 

 

There are many concepts that have emerged in explaining the theory, such as 

isomorphism (Beckert, 2010; DiMaggio & Powell, 1983; Salomon & Wu, 2012), 

property rights and transaction costs (Barzel, 1997; Chang, 2011; Hodgson, 2015; 

North, 1990, 2016; Voigt, 2013; Williamson, 1989), contractual (Feenstra, Hong, Ma, 

& Spencer, 2013; Katz, 2008; Lindenberg, 1992), the hierarchy of bureaucracy 

(Cheng, Haggard, & Kang, 1998; Hallett & Ventresca, 2006; Peters, 2010) and so on.  

 

From the many concepts that have been used to explain new institutional theory, this 

thesis will only use the concepts that seem to be relevant and suitable for the context 

of the study. Figure 2.1 shows the theoretical framework of the new institutional theory 

that was applied in this study. 

 

 

  

 
 Figure 2.1: Theoretical framework of the new institutional theory 
 

Based on Figure 2.1, the new institutional theory applied in this study was framed on 

only two major concepts of the theory, which were property rights and transaction 

Property rights 

Transaction costs 

Institutional structure 

Institution performance 
Determine 
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costs. Both concepts are regarded as the institutional structure that could determine the 

institutional performance. In this study, the concepts of the theory will be remodelled 

in order to make it more appropriate to the context of this study. The details of the 

model will be discussed in the next chapter in the part referring to the conceptual 

framework, which is after some discussion drawn from the literature review and the 

hypotheses development.  

 

Before going on to the next stage of the discussion on the literature review, there are 

some important aspects that need to be discussed beforehand, which include the open 

innovation strategy. As has been understood, the main argument in this thesis is that 

‘the institutional structure will determine the institution’s performance’ (see: Figure 

2.1). Then, if this argument is empirically supported, which is that the effective 

institutional structure will produce good performance, then the question that arises is, 

‘what is the strategy that we could use to create an effective institutional structure?’ 

Hence, open innovation strategy is considered to be a substance element that must be 

embraced within the institutional structure in order to increase the performance. The 

next section will discuss open innovation strategy, and how this substance element 

could create change for the institutional innovations.  

 

2.3 Open Innovation Strategy 

To understand the strategy and how this strategy could have an impact on the structural 

changes, it could be imagined the following analogy. Imagine the structure of an 

institution in a football game, where each team must have eleven players. The game 

must be played accordingly with the rules and have referees as the sanction mechanism 

on the field. If the structure of the game is similar for both teams, then the questions 
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of ‘how one team can be better than the others?’ and ‘what is the element that a team 

needs to win the game?’ are asked. The answer is related to the strategy that has been 

applied. Concerning the best strategy, it could make one team have a better attacking 

formation as well as an improved defensive formation in the field. The best strategy 

may increase the chance of winning the game.  

 
Table 2.1 

Structural Change from the Old to New Paradigm  

Structure Old paradigm strategy New paradigm strategy 
Bureaucracy Rigid Flexible 
Authority Command and control Empowerment 
Social Low trust High trust 
Knowledge  Resides in a few staff (close) Competitive, creation and 

encouragement (open) 
Products Internal invented Receptivity to external inputs, 

networks and collaboration 
Organisation Discipline  Learning process 

Source: Adopted from Dodgson, Gann, and Salter (2008) 
 

The same goes for the process of management in other institutions. There needs to be 

a strategy to make the structural change from the old paradigm to the new paradigm. 

To understand structural change through the innovation paradigm, an example in Table 

2.1 shows the structural change in the technological management via the innovation 

strategy.  

 

Based on Table 2.1, it shows how the bureaucracy, social or organisational structure 

has changed from the old paradigm to the new paradigm strategy, and this change is 

considered to be an innovation in the management system. It was a substance element 

within the structure, and performing this innovation strategy is a very challenging 

process (Dodgson et al., 2008). Dodgson et al. (2008) stated that innovation strategy 

is a “strategy that guides decisions on how the resources are to be used to meet the 
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objectives for innovation and thereby deliver value and build a competitive advantage” 

(p. 95).  

 

Due to the process of the innovation strategy, it is a very challenging process. Thus, 

this thesis needs to consider the innovation strategy that will be suitable for the 

structure of the zakat institution. Hence, this thesis has argued that in the context of 

the zakat institution, the open innovation strategy (Chesbrough, 2003) seems to be one 

of the strategies that may be appropriated to be used for achieving the objectives of 

zakat.  

 

Based on the theoretical framework that has been applied in this research, there are 

two institutional structures that could determine the performance, which is the property 

rights and the transaction costs (see Figure 2.1). Through the open innovation strategy, 

the two main structures may need change to make the zakat institution perform better. 

Consider that the findings in this thesis are supported by the theory, which is increased 

by the security of the property rights. The lowering of transaction costs will increase 

the institutional zakat performance.  

 

Hence, the question that arises is ‘how to increase the security of property rights and 

to lower the transaction costs?’ This is where the substance element, which is structural 

change through the use of the open innovation strategy, is argued to be needed. Table 

2.2 indicates the institutional structure and how the structural change occurred from 

the old closed innovation to the open innovation paradigm. 
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Table 2.2 

Structural Change from the Closed to Open Innovation Paradigm 

Structure Close system Open innovation system 
Property rights Low security, charity-based 

system 
Highly guarantee, social security 
system 

Transaction costs Highly costing, low transaction 
values, internal service 
measurement (close), small 
scale in assets (such as facilities, 
expertise, technologies 
capability) 

Low cost, value-creation, 
service measurability by the 
public (open), large scale in 
assets (through collaboration, 
external sources, open system 
and transparency).  

 

Table 2.2 shows that, using the open innovation system, the property rights will be 

managed in order to be highly guaranteed through the social security system, instead 

of in a state of low security through the charity-based system. In terms of the 

transaction costs, on the other hand, the management must set up the open innovation 

in order to make low costs in the process of the transactions. 

 

Lowering transaction costs may increase the transaction values. The public will be able 

to measure the zakat service, and through the collaboration, the institution of zakat will 

be able to support more large communities, such as giving charity to the needy. Figure 

2.2 shows how the comparison of the closed system and the open innovation strategy 

will be applied in the context of the zakat institution (adopted from Chesbrough, 2003). 

 

Based on Figure 2.2, in (a), it shows the close system of zakat, where zakat is the 

charitable institution. In (b), zakat performs as the social security institution through 

the open innovation strategy14. Collaboration partners with other public/private 

                                                           
14  Figure 2.2 shows that the zakat organisation is part of the zakat institution. The zakat institution in 

the context of study is overall based on the zakat payers, the zakat organisation and the zakat 
recipients. Hence, the perspective that the zakat institution as a zakat organisation will be misleading 
when it comes to understanding the concept of the institution has been applied in this study.  
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agencies or other zakat wings will able increase the allocation system, and this could 

be able to create a security system for larger communities.  

 

 

 

 

a) A closed system zakat institution 

 

 

 

 

 

 

 

 

 

b) An open innovation system zakat institution 
 
 

Figure 2.2: Comparison between the (a) closed with (b) open innovation system  
 

This open innovation strategy will be discussed later, after it can be supported by the 

research findings. Discussions regarding the open innovation strategy related to the 

institutional innovation of the zakat institution will answer the third research question 

in this thesis. Thus, it is important to note here that the findings of this study will not 

only empirically explain the theory and the inter-relationship between the concepts of 
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the theory, but it will also practically provide answers to how the innovation strategy 

could strengthen the concepts.  

 

2.4 Conclusion 

This chapter discussed the theoretical stance that was applied in this study. This study 

used new institutional theory as the central theory to discuss the context of the research 

(zakat institution). Before determining on the use of the theory, this chapter has 

explained the theoretical underpinnings, and through the explanations provided, it then 

justified ‘why’ the new institutional theory is suitable for the context of this study. Due 

to the large and abstract nature of the theory (many concepts that have been expanded 

by scholars), the theory has been framed only with the relevant concepts for creating 

a parsimonious theoretical framework – using only the most suitable concepts (the 

property rights and the transaction costs).  

 

After the researcher came up with the theoretical framework, it then explained the 

substance element that could be applied in the structure of the institution, namely the 

open innovation strategy. It is argued that an open innovation strategy may produce an 

institutional innovation in the zakat management system, making zakat performed 

better. In the next chapter, this thesis will extend the theoretical framework that has 

been discussed into more specific concepts, developing the hypotheses that will be 

tested, and coming up with the model/conceptual framework that will be empirically 

tested in this study.  
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CHAPTER THREE 

LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT 

3.1 Introduction 

This chapter presents the discussion of the previous literature. This includes the 

concepts that were extracted from the theory in the previous chapter. Reviewing the 

previous literature ensured that the operationalisation of the concepts would be in line 

with the context of this study (zakat). The previous literature (some might not be in 

the same context as zakat) will become the proxy literature so as to support the 

hypotheses development. The combination of the hypotheses regarding the inter-

relationship of the concepts will lead to the development of the research model or the 

conceptual framework that will be tested in this study.  

 

This chapter starts with the discussion of the endogenous concept of this study, zakat 

performance (refer to Figure 2.1 – the theoretical framework). It will discuss the 

operationalisation of performance of zakat. After coming up with the appropriate 

operational definition, the discussion will further the operationalisation of the 

exogenous concepts that could determine the performance – which the property rights 

and the transaction costs. After all of the concepts were given an operational definition, 

the hypotheses of the inter-relationship between the concepts were discussed. 

 

The previous literature will become the proxies to support the hypotheses development 

regarding the inter-relationship of the concepts. It is important to note that the support 
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from the previous literature was used to indicate the relevant, feasible and logical 

argument of the inter-relationship of the concepts. The hypotheses could then be tested, 

and either supported or rejected. A combination of the inter-relationship of the 

concepts was then used to develop the research model of the study.  

 

3.2 Zakat Performance 

There are many ways to measure the performance of zakat. Some scholars measure the 

performance of zakat based on aspects such as organisational zakat performance, while 

others take on a different point of view. For example, the study of Said et al (2012) 

took their performance measurement based on the measurement of the organisation’s 

financial aspect, the employees’ satisfaction and the service quality for both zakat 

payers and zakat recipients. The study of Noor et al. (2015), on the other hand, 

produced the zakat index regarding the zakat organisation’s performance through the 

elements of input, process, output and outcome. The study of Norazlina and Rahim, 

(2012) used the aspects of efficiency through Data Envelopment Analysis (DEA), 

which measures the technical, pure technical and scale efficiency, to measure the 

performance of the zakat organisation.  

 

All of these measures of zakat performance were considered at the organisational level, 

which evaluated the performance within the structure of the organisations. It seems to 

have neglected the institutional nature of zakat. Thus, in the context of this study, this 

type of performance measurement could be considered unsuitable, because it has not 

considered the institutional perspective viewpoint when measuring the performance. 

Only looking at the performance at the organisational level of zakat seems to have 
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made the measurement of performance inappropriate when based on the zakat payers’ 

perspective (based on the context of this study).  

 

However, another perspective on the measurement of performance is to look at the 

larger aspects, which are outside of the organisational point of view. In this context, 

the measurement of zakat performance often regards the aspect of increasing the Gross 

Domestic Product (GDP). For example, the study of Mohammed and Densumite 

(2012) attempted to understand how zakat expenditure could boost the Malaysian GDP 

in both the short and long term, while the study of Nor Idayu and Warokka (2013) took 

the Foreign Direct Investment (FDI) and zakat as being the indicators for increasing 

the GDP. They took the GDP as the indicator of performance. By increasing the GDP, 

it could mean that the zakat performed better. This type of macro performance in zakat, 

however, also seems to be inappropriate to apply in the context of this study. Using 

the secondary data, such as the panel data analysis of zakat and GDP, will not meet 

the objectives of this study.  

 

In this thesis, the study is about the perspective of the zakat payers, regarding the 

performance. Zakat payers are considered to be a part of the institutional setting of 

zakat. Thus, using panel data analysis such as GDP seems to be unsuitable, as it 

neglects the perspective of the zakat payers when measuring the zakat institution. In 

addition, using the measurement of performance in relation to the aspect of the micro 

perspective such as organisational performance also seems to be inappropriate in this 

study because zakat is not only about the organisation. This study took the initiative to 

measure zakat performance in relation to the impact of the zakat institution in 

achieving maqasid al-shari’a (the objectives of shari’a). Using the objectives of 
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shari’a as the indicators to measure performance is considered to be more suitable in 

the context of this study. This is because the concept of performance often regards 

continued development, learning and the success of the objectives as things that need 

to be achieved (Sonnentag & Frese, 2002).  

 

To begin with, measuring the performance of zakat based on the supreme objectives 

of zakat is comprehendible by understanding ‘why’ we need to pay zakat (Auda, 

2008). To answer to the question of ‘why’, Qaradawi produced at least twelve 

explanations of why we must pay zakat (see: Qaradawi, 2011, pp. 569–581). These 

twelve objectives can be summarised into two main themes – the objectives used to 

achieve socio-economic performance and the psychological performance of zakat. 

 

In terms of socio-economic performance, performance was measured based on the 

environmental economic impact of zakat. Aspects such as poverty elimination, the 

creation of an egalitarian society, a reduced gap between the rich and poor, and 

economic stabilisation were the criteria considered when measuring the impact of the 

socio-economic performance. These criteria are a way to achieve one of the five main 

objectives of maqasid al-shari’a, known as hifz al-mal (to protect wealth) of the people 

(Chapra, 2008c). This is because one of the main “purposes of zakat is to help the poor 

and to serve the public good” (Auda, 2008, p. 13).  

 

From another point of view, zakat also has a psychological impact on the society which 

is beyond physical performance. It measures the internal feeling of people such as 

feeling secure with the welfare of zakat, having increased faith and spirituality, more 

solidarity among Muslim society, as well as feeling a sense of harmony and love 



48 
 

between the rich and poor within the community. The objectives of zakat are not just 

to eliminate poverty but to go beyond that objective to increase the spiritual 

achievement of the givers. Giving zakat will not elevate the status of the givers higher 

than the receiver or make them arrogant, but rather, it makes them become more 

modest due to the awareness that all sustenance is from Allah and that they need to 

fulfil their responsibility of giving a small portion of their wealth back to the poor 

(Qaradawi, 2011). Therefore, psychological impact is another aspect of performance 

that needs to be measured and this fulfilment is provided by at least two dimensions 

of maqasid, which are the hifz ad-din (preserves one’s faith) and hifz an-nafs 

(invigorating the human self) (Chapra, 2008c). 

 

Hence, based on the discussion, it seems that measuring performance based on the 

objectives of zakat is considered to be more appropriate to apply in this study. This is 

where the zakat can be looked at from two differences angles, which are on socio-

economic performance and psychological performance. The respondents in this study, 

who are zakat payers, can evaluate the socio-economic impact of zakat and how they 

feel psychologically regarding the zakat institution from their perspective. Figure 3.1 

shows the two types of performance that have become the endogenous constructs in 

this study.  

 

 

 

 

 Figure 3.1: Types of zakat performance 

Zakat Performance 

Socio-economic 
Performance 

Psychological 
Performance  
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Table 3.1 is a summary of the concept and operationalisation of the zakat performance 

that was applied in this study.  

 
Table 3.1 
 
Summary of Zakat Performance 

Terminology Conceptual Definition Operationalisation 

Zakat performance 

Continuous 
development, learning 
and success toward the 
objectives that need to 
be achieved (Sonnentag 
& Frese, 2002). 

In the context of zakat, the objective is 
based on maqasid al-shari’a (Auda, 
2008). Qaradawi (2011) highlighted the 
two dimensions of the objectives of 
zakat, which are socio-economic 
performance and psychological 
performance.  
 
Socio-economic performance is 
measured based on the socio-economic 
impacts of zakat, such as poverty 
elimination, the creation of an egalitarian 
society, a reduced gap between the rich 
and poor, and economic stabilisation 
(Qaradawi, 2011). 
 
Psychological performance measures the 
internal feelings of people such as feeling 
secure about the welfare of zakat, 
increased faith and spirituality, solidarity 
among Muslim society, as well as a sense 
of harmony and love between the rich 
and poor within the community 
(Qaradawi, 2011). 

 

The measurement of the zakat performance is based on the operationalisation 

definition such as in Table 3.1. Thus, the details of the measurement indicators of zakat 

performance are extracted based on the operationalisation definition should include 

the socio-economic and psychological performance. In this sense, we reviewed some 

of the previous literature that parallel with operationalisation that provided by Qaradawi 

(2011) on those both zakat performance (socio-economic and psychological 

performance) and later came up with the suitable indicators to measure the constructs.  
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For socio-economic performance, the general impact of zakat is when it was able to 

eradicate poverty and enhance the standard of living. For instance, the study of 

Muhammad Akhyar and Nur Barizah (2009) have emphasis that zakat will produce 

multiplier impacts on the socio-economic performance, and the most general impact 

of zakat is on reducing the poverty while simultaneously increase the standard of 

living. Through the fiscal and redistribution system of zakat – by taking some small 

portion of wealth from the rich and then rendering it to the poor, will consequently 

produce an impact on increase the standard of living as well as reducing the issue of 

poverty.  

 

These impacts are considered as the general logical argumentation about the 

redistribution system of zakat. Scholars from the earlier era of Islam until in our 

contemporary era have the same believed that zakat would eradicate the poverty and 

increase the standard of living (Chapra, 2016; Qaradawi, 2011; Sayyid Qutb, 2000). 

Thus, both elements which are eradicate the poverty and increase the standard of living 

could be regarded as the main measurement indicators for measuring the socio-

economic performance.  

 

A part of that, in our era, the GDP is considered as one of the measurements to measure 

productivity of the country. The current study has shown that zakat could also produce 

an impact on the productivity such as an increase in the country GDP (Mohammed & 

Densumite, 2012; Nor Idayu & Warokka, 2013). Mohammed and Densumite (2012) 

have found that zakat will produce the positive impact of the country GDP in the long 

run. This mean that, through the implementation of zakat, in the long run, it will 

positively produce productivity to the country. Supporting on that findings, Nor Idayu 
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and Warokka (2013) who attempted to relating zakat with the foreign direct investment 

(FDI) have also shown that their result is parallel with Mohammed and Densumite 

(2012) when they found that zakat will produce the positive and great impact on GDP 

in the long run.  

 

However, their empirical research on the panel data should also be reflected on the 

people perspective. Thus, in the perspective research such as this study, the zakat 

payers should also could sense in the increase of productivity through zakat. Hence, 

the zakat payers will believe that the current zakat institution can increase on the 

country productivity, so they will more willing to pay zakat to the zakat institution. 

Hence, regarding on this matter, the productivity should be regarded as one of the 

indicators in measuring the socio-economic impact of zakat.  

 

Another aspect of the impact of zakat on of socio-economic performance is when the 

zakat itself perform as the economic stabiliser and could reduce the gap of inequality. 

The recent study of Qurroh, Pramanik, Norma and Muhammad Irwan (2018) have 

shown that in one year of zakat implementation, zakat can reduce the inequality. The 

Gini coefficient reduce by 0.019 from 0.431 to 0.412 in one year through the 

implementation of zakat program. This result indicates the inequality could reduce in 

the societies through equitable redistribution of zakat. Reducing the inequality at the 

same time also will stabilize the economy (Qurroh et al., 2018; Salman, 2015). Hence, 

from those empirical result, the impacts should be reflected on the perspective of the 

zakat payers. Thus, to measure the impact, the indicators regarded to reducing 

inequality and stabilising the economy should be presented as the indicators in 

measuring the socio-economic performance of zakat. 
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The second dimension of zakat performance is a psychological performance. The 

operationalisation of psychological performance as highlighted by Qaradawi (2011) 

mean the internal feelings of people such as feeling secure about the welfare of zakat, 

increased faith and spirituality, solidarity among Muslim society, as well as a sense of 

harmony and love between the rich and poor within the community (see Table 3.1). 

There are several empirical studies that highlighted about the main indicators in 

measuring the impact of psychological performance. For instance, the factors that 

often regarded as the key to enhance a person psychological performance is when the 

person itself feel secure with his/her financial security (Ahmad et al., 2016; Jarina, 

2014).  

 

The study of Ahmad et al. (2016) indicate the potential-poor group have less well-

being compared to the hardcore-poor group. This is because they feel frustrated with 

their financial security due to the hardships that they face, and they are not able to 

extend their resources to meet their immediate needs. Hence, from this result, we could 

consider that feel secured on the financial security by zakat institution is one of the 

indicator that will provide the psychological performance of a person. When the people 

have the efficient social security system, the institution will gain trust by the whole 

society. The rich are psychologically willing to pay to the institution due to their 

responsibility to the society (Qaradawi, 2011).  

 

Mustafa, Mohamad and Muhammad Akhyar (2013) have provided with the evidence 

that trusted zakat institution is developed by the efficient social security system, and 

people will be more responsible to pay zakat to this trusted institution. Hence, due to 

the findings, both of the trusted institution of zakat and responsibility to pay zakat to 
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the zakat institution are regarded as the indicators to measure the psychological 

performance of zakat institution, where these phenomena indirectly develop the 

solidarity among Muslim ummah and harmonious societies (Chapra, 2016; Qaradawi, 

2011). From the reviewed of the literature, we then provided with several indicators in 

measuring both dimensions of the zakat performance.  

 

The socio-economic performance is measured based on the zakat payers’ perspective 

on the aspects of standard of living, eradicate the poverty (Chapra, 2016; Muhammad 

Akhyar & Nur Barizah, 2009; Qaradawi, 2011), increase the productivity (Mohammed 

& Densumite, 2012; Nor Idayu & Warokka, 2013), decrease inequality and stabilising 

the economy (Qurroh et al., 2018; Salman, 2015). For the psychological performance 

on the other hand is measured based on the zakat payers’ perspective regarding their 

internal feeling such as feel secured with their financial security (Ahmad et al., 2016; 

Jarina, 2014), their responsibility to pay, trust to the zakat institution (Mustafa et al., 

2013), feel the solidarity among Muslim and the harmonious society (Chapra, 2016; 

Qaradawi, 2011).  

 

3.3 The Property Rights of Zakat 

Having understood the operationalisation of zakat performance that is considered to 

be suitable to be applied in this study, the next process is to understand the 

operationalisation of the property rights of zakat, which is an exogenous concept that 

could determine performance. It should be noted that there are only a few items of 

literature that study the issue of securing the property rights of zakat and understand it 

as being the keys to determining zakat performance. Hence, the concept used in this 
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study is considered to be a new initiative for filling in the gap of the literature and 

could be considered a major contribution.  

 

As has been discussed in the previous chapter, property rights are something that 

someone could have possession of and have the eligible right to possession. In this 

context of zakat, there are eight categories of the individual that have the right to have 

the possession of zakat. Hence, these eight categories of asnaf are considered to be the 

eligible benefiters of the properties of zakat. They were secured and guaranteed for 

zakat, as they have been mentioned in the Holy Quran in Surah at-Tawbah, verse 6015.  

“Zakat expenditures are only for the poor and for the needy, and for those 
employed to collect (zakat). It is for bringing hearts together (for Islam), 
for freeing captives (or slaves), for those in debt, for the cause of Allah and 
for the (stranded) traveller – it is an obligation (imposed) by Allah, and 
Allah is Knowing and Wise” [9:60].  

 

This verse establishes the clear-cut categories of individuals who are eligible to be an 

owner of zakat. Even though the verse sounds strict and inflexible in terms of its 

specific categories of people, the definitions of each category are dynamic over time 

(Qaradawi, 2011). Each category could be interpreted to be suitable to the context and 

geographical situation.  

 

For example, the ‘fi sabilillah’ category (for the cause of Allah) originally means 

“every action intended solely to serve the cause of Allah”. This original meaning could 

be interpreted in the large context of ‘fi sabilillah’ (Qaradawi, 2011, p. 427). Its 

interpretation can also fall on the aspect of priority within the context of the situation. 

According to Qaradawi, the most prioritised action of fi sabilillah today is to rebuild 

                                                           
15  The verse of Quran in this thesis is using the translation of Sahih International from the website:  

https://quran.com  
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Islamic society through education and informational systems for the sake of Allah. 

This priority on education was also stressed by Chapra, when he stated that present 

Muslim “governments do not pay much attention to science education and research, as 

they had in earlier centuries” (Chapra, 2016, p. 98). The priority of ‘fi sabilillah’ in the 

Muslim world today may also include the category of people who are pursuing their 

studies to gain knowledge, by which the knowledge can be used to contribute back to 

Muslim society for the sake of Allah.  

 

Another dynamic definition also applies to the al-riqab (liberating slaves) category. 

As slavery is considered to be fully eliminated nowadays, a new ijtihad is needed to 

reinterpret the term al-riqab. In Malaysia, the term al-riqab is interpreted as slaves 

who are trapped within social problems and who have faith issues (Hasbi & Ghafar, 

2016). The new interpretation of slaves is more appropriate within our current society. 

Therefore, reinterpreting the definition of asnaf makes the categorisation of eligible 

zakat benefactors more dynamic and appropriate within different geographic, situation 

and time contexts. 

 

Another related issue of security concerning the property rights of zakat is whether the 

zakat can be distributed to non-Muslims. It was understood that zakat was secured for 

Muslim use only. However, distributing zakat to non-Muslims has prompted 

discussion among jurists. The term ‘bringing hearts together (for Islam)’ is a dynamic 

term that is used in the Quran, in which the definition of the word could be interpreted 

accordingly to the current context. In the Caliph Umar era, he stopped giving zakat for 

this category of asnaf, based on his ijtihad that every person under his rules (Muslim 

and non-Muslim) was secured when it came to rights and welfare and that his society 
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did not require the distribution of zakat for the reconciliation of hearts toward Islam. 

For today’s society, Qaradawi (2011) suggested that zakat can be distributed to non-

Muslims to reconcile their hearts toward Islam. However, due to the problems within 

the Muslim world, the priority must be given to Muslims.  

 

This explanation about zakat for non-Muslims indirectly answers the misleading 

statement by Müller (2016), in which he concluded that zakat is not a humanitarian 

system because it discriminates against non-Muslims. It must be understood that zakat 

is an Islamic obligation and that Islam considers general sensitivity by not forcing non-

Muslims to perform zakat (Qaradawi, 2011). Even though it is an obligation to collect 

zakat from Muslim, zakat still has a flexible portion to allow it to be distributed to non-

Muslims. Qaradawi (2011) already clarified that a certain number of non-Muslims are 

eligible to receive zakat.  

 

However, in the context of the Muslim world today where the issues of poverty and 

underdevelopment are high, most Islamic jurists, especially in Malaysia, have stated 

that the priority must go to Muslims because they have more right to zakat. Because 

of the priority in the context of distributing the zakat, it is wrong to claim that zakat is 

not a humanitarian system. Zakat does not discriminate or display bias in terms of 

different ethnicities or race groups, which are characteristics that people cannot choose 

or change. Instead, zakat considers religious sensitivity, where people have the option 

to choose. Thus, to conclude, zakat is not a humanitarian system because of its security 

in the property rights of zakat. Zakat being a priority for Muslims is clearly a 

misleading conclusion. 
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Based on the discussion regarding the security of the property rights of zakat, it should 

be understood that the Quran had put down the clear-cut categories of people who are 

eligible to possess zakat. The eight categories that have been mentioned in the Quran, 

however, had flexibility in terms of its interpretation in terms of the time and 

geographical context. Thus, regarding those matters, it safe to argue that the most 

suitable operational definition of the property rights of zakat in the context of this study 

should be based on the eight categories of asnaf.  

 

However, two types of categories will be placed in the same operational measurement, 

which is the poor and needy. Even though the real definition of these two words is 

different, in the context of this study, they will be placed in the same category. As has 

been mentioned by Qaradawi (2011), “Abu Yusuf, the disciple of Abu Hanifah and 

Ibn al-Qasim, the disciple of Malik, believe that the poor and the needy are one 

category. The majority of scholars disagree” (p. 363).  

 

This study also believes that the poor and needy should be put into two different 

categories, but considered that the respondents of this study, who are the zakat payers, 

could be confused by the word ‘poor’ which is ‘fakir’ and needy as ‘miskin’ in Malay 

– they may think that both words are the same. Hence, this study has taken on the 

perspective of the disciple of Abu Hanifah and Malik into consideration. Thus, the 

operational definition for the property rights of zakat in the context of this study will 

use the seven types of category for asnaf as the operationalisation measurement. Figure 

3.2 indicates the seven reflective measurements of the property rights of zakat based 

on the categories of asnaf.  
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Figure 3.2: Categories of people who have the right to zakat 

 
Table 3.2 is a summary of the conceptual definition of the property rights and the 

operationalisation of the property rights in the context of zakat.  

 
Table 3.2 

Summary of the Property Rights of Zakat 

Terminology Conceptual Definition Operationalization 

Property rights of 
zakat 

The possession and the 
right to own property, 
either tangible or 
intangible types of 
property (Barzel, 1997; 
Bridge et al., 2013; 
Hodgson, 2015) 

In the context of zakat, there are eight 
categories of asnaf, namely those who 
are eligible and who have the right to the 
property of zakat. However, the category 
of the poor and needy could be combined 
because it may confuse the respondents 
(Qaradawi, 2011).  
 
To measure the securing of the property 
rights of zakat, it should be about how 
zakat was comprehensively distributed in 
all of the categories of asnaf. No asnaf 
have been denied received zakat and the 
assistance of the property is suitable with 
the different types of asnaf or asnaf 
problems (Muhammad Hasbi & Abdul 
Ghafar, 2016; Qaradawi, 2011).  

 

Based on the Table 3.2, it was clear that the property rights of zakat should be 

distributed only for the eight categories of asnaf (see Figure 3.2) and it should be 

Poor/needy 

Amil 

Riqab 

fi sabilillah 

Muallaf 

Gharimin 

Ibnus Sabil 

Have the rights to the 
properties of zakat 
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distributed comprehensively to all the asnaf. Hence, to ensure the measurement of 

secure property rights of asnaf could be evaluated based on the zakat payers’ 

perspective, the specific indicators should be extracted from the operationalisation 

definition. The measurement of property rights of zakat should be based regarding the 

principles of distribution to its rights recipients (asnaf). This is because zakat is the 

devotion to Allah and the distribution of zakat should be based accordingly from what 

had been guided in the holy Quran and the Sunnah. 

 

Therefore, the main indicators in measuring the property rights of zakat should include 

the key points in regarded to the rights for the zakat recipients such as zakat should be 

distributed to all categories of asnaf (where no asnaf should not be denied from receive 

the zakat) and zakat should be comprehensively distributed to all its recipients 

(Qaradawi, 2011). These key indicators are regarded as the main point in measuring 

the property rights of zakat because it was the main principals of rights of zakat 

according to the holy Quran.  

 

In addition, to strengthen the measurement of property rights of zakat, some additional 

indicators are included to measure the construct such as the distributed zakat should 

be sufficient to meet with the asnaf needs. Qaradawi (2011) and contemporary scholars 

such as Ahmed, Fuadah and Kalsom (2017) preferred on the opinion that zakat should 

be distributed efficiently for the asnaf. As highlighted by Qaradawi (2011):  

There are different views of jurists on this issue, which can be grouped into 
two major trends. The first is to give as much as is sufficient to satisfy the 
essential needs commonly known in society, without determining any 
specific amount, and the second is to give a specific amount on the 
determination of which jurists differ. The first trend seems to be more 
consistent with the texts and objectives of zakat. (pp. 372–373) 
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From that point of views, distribute zakat to the asnaf with the sufficient essential 

needs should be one the indicator in measuring the property rights of zakat to its 

recipients. Apart of that, instead of sufficient, the property of zakat that are given to 

the asnaf should be suitable with their problems. Asnaf who are jobless should be 

provided with the suitable job, while asnaf who are old and unable to work should be 

provided with the basic need (Qaradawi, 2011). Hence, the indicators in measuring the 

property rights of zakat should also include the aspects of sufficient distribution and 

suitable to the types of asnaf problem. 

 

Besides the rights of zakat for the asnaf, another additional element that should be 

included in the construct of property rights of zakat measurement is the prevention for 

the zakat to be misuse or misconduct. Less integrity in managing and distributing zakat 

will makes the perspectives of zakat payers that zakat is not efficiently have been 

distributed to the rights recipients. As highlighted by Mohd Rodzi, Roshaiza and Mohd 

Nazli (2013) the unexplained of undistributed zakat reflect the integrity of zakat centre 

to distribute zakat to its eligible recipients.  

 

From the issue of integrity, the perspective will be turned to the belief that there is a 

corruption in the process of zakat distribution. As had been asserted by Tanvir 

Mahmud, Kabir Hassan, Ferdous Alam, Sohag and Rafiq (2014), there are issues of 

corruption in distribution of zakat in Bangladesh such as corruption of the official staff 

and zakat had been used for the political purposes. Hence, from the reviewed, the 

aspects of integrity and corruption seem should be included in measuring the construct 

of property rights of zakat. Appendix A in page 221 shows all the indicators use in 

measuring the property rights of zakat.  
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3.3.1 The Impact of Property Rights on Performance 

Having understood the operationalisation of the property rights of zakat, next this 

thesis has discussed how securing the property rights of zakat could have an impact on 

zakat performance. Based on the theoretical stance, it was clear that securing the 

property rights would determine the zakat’s performance (North, 1990, 2005, 2016). 

This theoretical aspect was supported by several empirical research studies which will 

be discussed later. However, most of the studies were not applied in the context of 

zakat, where this study was conducted in order to fill the gap.  

 

Hence, the objective of this section is to discuss and argue that in the context of zakat, 

it would be the same – securing on the property rights of zakat could determine 

institutional zakat performance. The other researchers who have studied the impact of 

property rights and performance will become the proxy articles to support the 

development of the hypotheses for this study. The hypotheses’ development could be 

considered logical if there are the same interrelations in the concepts, even within the 

different context.  

 

As had been stated earlier, several empirical studies have supported the theory that 

securing the property rights could produce an impact on the performance. For example, 

the recent research by Kato and Sato (2013) showed that a threat to the property rights 

such as the crime of property rights affected the performance of the manufacturing 

sectors in India. The more threat that there is to property rights, the more it would 

reduce the performance of the manufacturing industries. Locke (2013), on the other 

hand, looked at how securing the private property rights affected growth and 
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development. Her study empirically showed that secured the rights of private property 

will produce growth and development in the country.  

 

Hence, both studies show the different angles of threat and security in relation to the 

property rights, where threatening the property rights would reduce the performance, 

securing the view that matters will produce an increase in performance. To date, there 

are several types of research similar to that of Kato and Sato (2013), who studied the 

negative point of view that weak property rights will reduce performance, such as in 

policy studies (Gren & Aklilu, 2016; Ho, 2014; Schirmer, 2017; Torpey-Saboe et al., 

2015), from a political perspective (Justesen, 2014; Murtazashvili & Murtazashvili, 

2016; Polishchuk & Syunyaev, 2015; Wedeman, 2017), and from an economic 

perspective (Berkowitz, Lin, & Ma, 2015; Fetzer & Marden, 2017; Grainger & 

Costello, 2014; Webster et al, 2016).  

 

There are also studies that are similar to that of Locke (2013), which provided evidence 

that securing property rights would enhance the performance but in a different context 

and situation, such as in the study of Aragón (2015), Lai, Peng, Li and Lib (2014), 

Lloyd and Lee (2018), and Zhou (2014). All of these studies show the interrelation 

between the concept of property rights and performance, regarding how the strength 

of the security of the property rights affects the subject’s performance.  

 

In the context of zakat, this study also believes that securing the property rights of 

zakat could determine zakat performance. This belief is based on the proxies of the 

previous literature on the same concepts (as has been highlighted above-mentioned). 

However, this study also considered that the results of this study might produce a 
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different outcome, such as there being a negative effect between securing the property 

rights relationship to performance or it not being significant at all. For example, the 

study of Chen (2015) showed that the weak security of property rights in the corporate 

structure will enhance performance. This is a fascinating finding related to a negative 

effect. Due to the operationalisation of zakat, the performance has been divided into 

two kinds of performance (socio-economic and psychological). Thus, two hypotheses 

were developed in this study: 

 
H1: Securing the property rights of zakat will significantly produce a 

positive impact on socio-economic performance.  
 
H2:  Securing the property rights of zakat will significantly produce a 

positive impact on psychological performance.  
 

3.4 The Transaction Costs of the Zakat Institution 

The next central concept that has been applied in this thesis is transaction costs. Based 

on the prevailing theory, reducing transaction costs will increase performance. By 

lowering transaction costs, the delivery system could become more effective and 

efficient (North, 1981, 1990, 2005, 2016). In the context of zakat, although the Quran 

already guides on the categories of people who are eligible to receive zakat (as in the 

property rights section), the distribution and execution of zakat still depends on the 

capabilities of the people who take on the responsibility to manage zakat. Islam does 

not mention any specific methods for giving, but it has clarified the principles, as 

mentioned in the Quran, Surah al-Baqarah, verse 263 and 267:  

 
“Kind speech and forgiveness are better than charity followed by injury. 
Allah is Free of need and Forbearing”. [2:263] 

 
“O you who have believed, spend from the good things which you have 
earned and from that which We have produced for you from the earth. And 
do not aim toward the defective therefrom, spending (from that) while you 
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would not take it (yourself) except with closed eyes. And know that Allah 
is Free of need and Praiseworthy”. [2:267] 

 

From the verse above, it can be understood that ‘giving’ must be performed with the 

good things we have and in the best manner. Therefore, reducing the transaction costs 

of zakat recipients is counted as a good thing to give and in the best manner of giving. 

Hence, a discussion on reducing the transaction costs has been carried out with the 

intention of finding a proficient manner of giving.  

 

As stated earlier in the theoretical framework (regarding the aspect of transaction 

costs). Many concepts can explain the process of managing the transaction such as 

contractual concepts, controlling opportunistic behaviour and so on. However, in the 

context of this study, it used only three of the most relevant concepts that could be 

applied to the zakat institution, which were asset specificity, decentralisation system 

(localisation) and service measurability. Framing with the most relevant concepts only 

is done to ensure that this study will be able to develop a parsimonious model to 

measure the performance of the zakat institution. Figure 3.3 indicates the three 

concepts that explain the process used to reduce the transaction costs in the zakat 

institution that were applied in this study.  

 

  

 

 

 
 
Figure 3.3: Transaction costs of the zakat institution 
 

 

Transaction cost of 
zakat institution 

Asset specificity Service measurability Localisation 
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3.4.1 Asset Specificity 

Asset specificity is the term that explains how the investment was made by using the 

assets to support the particular transaction (which is considered have a higher value) 

in order to achieve the specific purpose. The specifics of the assets are related to the 

site assets, physical assets, and human assets. Investment in these assets is made to 

ensure that the values of the transaction can be achieved by reducing the cost of the 

transaction (Brown & Potoski, 2003b; Riordan & Williamson, 1985; Williamson, 

1981, 1989).  

 

In order to understand the concept of asset specificity, it can be imagined through a 

simple example as follows. In the market environment, buying and selling are 

considered to be an essential part of the process of transaction, and this process has a 

higher value in human interaction. Thus, reducing the cost of the transaction could 

create and increase the transaction values in the dealing process. In order to improve 

the transaction values, financial institutions such as banks have made investments in 

technology, so then the cash is easy to use for the process of the transaction.  

 

The customer does not need to have the physical cash in their hand. Instead, they can 

use a credit or debit card for the operation of the transaction where the card can directly 

link with their bank. Nowadays, with the advanced technology of the internet, societies 

today do not only promote transactions for buying and selling using online banking, 

but they also use the technology known as an e-wallet.  

 

All of these technological advancements related to the process of transaction that were 

invested in by the financial institutions are the things that are known as asset 
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specificity. They also need specialist human assets to monitor all of the processes 

within the transactions. By investing in this kind of mechanism, the process of 

transaction for the customers and sellers can be reduced, and at the same time, it 

increases the transaction values through the simple and easy process of transaction. 

The same concept could be applied in the process of transaction within the zakat 

institution.  

 

As had been stated earlier, in the holy Quran, Surah al-Baqarah, verse 263 and 267, 

the process of ‘giving’ was explained – where the process must be performed with the 

best tools that we have available and with the best manners. Thus, investing in asset 

specificity could be considered as the best way to give through the best thing that we 

have, and by reducing the costs of the transaction, we will introduce best manners in 

the process of interaction.  

 

Zakat is regarded as the process of human interaction in relation to distributing the 

wealth to the right recipients and to show subservience to Allah. Therefore, it must 

have a higher value in the process of the transaction of zakat. Thus, investing in asset 

specificity is considered to be an essential aspect, in order to follow the guidance of 

the Quran for allowing more accessible processes of transaction, and to make the 

process of transaction have a unique value.  

 

However, focusing on the basic structure of asset specificity through investment will 

hardly produce the optimum level of performance that needs to be achieved. This is 

because investment in assets can be highly costly. Thus, this structure needs a 

substance element within the institutional zakat setting such as an open innovation 
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strategy to create the innovative concept of structure and to enhance the performance 

of zakat. Henceforth, the concept of inbound and outbound open innovation can be 

blended with the asset specificity aspect to gain an innovative process in relation to 

the investment of the asset (Michelino et al, 2014).  

 

Problems such as an inadequate asset or substantial investment cost related to the asset 

specificity can be solved through an inbound open innovation strategy, where 

collaborative partners can take part in supporting the institution of zakat and reducing 

the cost of investing in the assets. The case study on the open innovation in SMEs can 

be used as an example, where inadequate resources can be solved through 

collaborating with other firms to support the existing assets, while other firms gain 

benefits from outbound open innovation through invention ideas from start-up SMEs 

(Lee et al, 2010; Usman & Vanhaverbeke, 2017). 

 

In the context of zakat, the institution needs to deal with much bigger problems than 

SMEs, as it needs to cater to several types of social problems that all cause poverty, 

often known as the ‘poverty traps’ (Sachs, 2005). Thus, investing in asset specificity 

is a must in order to counter these problems. Assets such as expertise, infrastructure, 

and technological capability must be blended together into a complex system of zakat. 

A single zakat organisation may not be able to handle the various problems (Kahf, 

1999). Even though investing in these assets can seem to be pricey, zakat institutions 

need to invest in these assets to ensure that the value of the zakat transaction can be 

produced.  
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Therefore, inbound open innovation strategy is considered to be the best approach that 

can be undertaken by the institution to support the inadequate resources issue 

(Michelino et al., 2014). Collaborations with several public agencies will produce 

more expertise, technology and a better infrastructure that will be needed while 

incurring lower costs. Through the collaborative partnership, the public will see the 

zakat institution as a comprehensible system that is closer to them.  

 

Apart from that, the zakat institution also needs to perform an outbound open 

innovation strategy in order to produce a transparent system, which the collaborative 

partners may also access and use to produce a convergence information system. 

Through this collaborative system, the institution of zakat can increase their assets at 

a low transaction cost, while at the same time, enhancing the transaction values for the 

zakat recipients. 

 

Even though this study has attempted to harmonise the transaction costs framework 

with an open innovation strategy, it must be noted that some scholars have already 

asserted that transaction costs are not in line with open innovation. They argued that 

the two concepts cannot be harmonised due to opportunistic behaviour and the fact 

that firms tend to prefer transaction values over transaction costs (Remneland-

Wikhamn & Knights, 2012; Varhaverbeke & Cloodt, 2014). In this study, the context 

seems to be different as it does not focus on the innovation in the production firms per 

se, but beyond the boundaries.  

 

This thesis brings the innovation aspect into the welfare institution. As has been 

stressed by Jungmann, Baur & Ametowobla (2015), innovation studies must not only 
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be confined to scientific novelties or marketable products, but they must play 

important role for contemporary society, such as in the context of political or social 

innovation.  

 

From this point of view, this thesis carried out an innovation study within the welfare 

governance structure of the zakat institution and believed that opportunistic behaviour 

is hardly involved in this institutional setting. A welfare institution such as zakat is 

preferred to combine both elements to reduce transaction costs, while simultaneously 

enhancing transaction values. This is where the open innovation strategy is needed, as 

a move that ‘kill two birds with one stone’. Reducing the transaction costs and 

enhancing the transaction value is more of a complementary mode instead of a 

contradictory one, in order to increase the value of the transaction’s potential (den 

Butter, 2010; Wei, Zhu, & Lin, 2013). 

 

Hence, based on the discussion regarding the asset specificity of the zakat institution, 

the operationalisation of the concept of asset specificity in this study was based on the 

investment in technological advancements and the collaboration with partner agencies 

through an open innovation strategy. These mechanisms could be considered the assets 

that can reduce the transaction costs for delivering zakat to its recipients and at the 

same time, increase the value of the transaction through an easier process that is simple 

and user-friendly. Table 3.3 summarises the concept and operationalisation of asset 

specificity. 
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Table 3.3 

Summary of Asset Specificity 

Terminology Conceptual Definition Operationalisation 

Asset specificity 

The investment that is 
made by using assets to 
support a particular 
transaction (that is 
considered to have a 
higher value) in order to 
achieve a specific 
purpose (Brown & 
Potoski, 2003b; Riordan 
& Williamson, 1985; 
Williamson, 1981, 
1989). 

In the context of zakat, it will be 
measured based on the investments in 
technological advancements and the 
level of collaboration with partner 
agencies through an open innovation 
strategy (Remneland-Wikhamn & 
Knights, 2012; Varhaverbeke & Cloodt, 
2014).  
 
Thus, assets such as expertise, 
infrastructure, and technological 
capability must be blended together as a 
measurement of asset specificity in a 
complex system of zakat (Kahf, 1999). 

 

Table 3.3 indicates the operationalisation of asset specificity of zakat, where it shows 

that asset specificity of zakat should be based on the collaboration with several partners 

and agencies to provide with the specific assets such as expertise, infrastructure and 

technological capability. Hence, to measure this construct, we reviewed some previous 

literature to point out on the specific indicators that manifest on the asset specificity of 

zakat.  

 

The first elements of asset specificity that should have by the zakat institution is the 

expertise that could evaluate on the complexity problems of asnaf. Several 

contemporary studies have highlighted that zakat should use experts inside or outside 

the zakat organization as an asset for zakat to undermine and provide with the effective 

strategy to solve the asnaf problems (Firmansyah & Devi, 2017; Norlizawati & Mohd 

Abdullah, 2018; Osmani & Al Masud, 2014). Besides the study that on the specific 

context of zakat, other study such as open innovation strategy also argue that smart 

people (experts) should work inside and outside of the organization, so that the 
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knowledge flows from inside and outside can create the co-creation for a new strategy 

to solve the complex problems such as poverty (Chesbrough, 2003). 

 

In these senses, the experts that from inside of the zakat organization are the amil of 

zakat (zakat workers) that collect zakat and have the ability to identify the potential 

asnaf. The other experts on the other hand should come from the inside of zakat 

organization or outside the zakat organization. Zakat organization can hire experts 

(inside or outside) to consulted in the process of developing asnaf entrepreneurs, to 

teach the finance management to asnaf, motivate the asnaf, consulted zakat to provide 

with suitable assistant for the asnaf and to determine the ability of asnaf to work in the 

field that match with their potential, education and ability (Chesbrough, 2003; 

Firmansyah & Devi, 2017; Norlizawati & Mohd Abdullah, 2018; Osmani & Al Masud, 

2014). 

 

In term of infrastructure, zakat organization may lack on the others supporting 

agencies and department such as hospital or school. The issues of health and education 

are regarded as the main reason why people became poor and still in the poverty traps 

(Sachs, 2005; Sen, 1999). So that collaborating with these agencies are considered as 

one kind of open innovation method to increase the asset specificity of zakat. The 

experts in these agencies are more knowledgeable and more capable in determine the 

problem of asnaf that having the health problems or to identify the dropout from the 

education (Sachs, 2005; Sen, 1999). So, through collaboration, the zakat institution 

could gain these important assets such as hospital and education facilities without 

having to invest on high costs to build up on those facilities. This is where the open 
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innovation strategy plays it roles in reducing the transaction costs in delivering zakat 

to its recipients. 

 

The third element is the technological capability. The current zakat institution in 

Malaysia seems still no shifted from the manual system to the digitalisation 

information system in set up the data of asnaf and to do the collaboration between 

agencies. Although the effort on this matter is starting to begin, but it was start in the 

slow pace (Azman et al., 2012; Nur Afiqah & Noreen Izza, 2016; Wan Ramli & 

Shaharir, 1999). Hence, we attempted to evaluate this value based on the zakat payers’ 

perspectives. The questions such as the zakat institution uses the latest technology of 

ICT to gain information in community, zakat provides with the application in the 

smartphone to report about asnaf (Asghar, Batool, Bibi, Ismail, & Zahra, 2016), using 

social media to disseminate the information (Obaidullah & Turkhan Ali, 2017), and 

having the big data system about the asnaf in the community (Hidayah, Zaihisma, & 

Nor’ashikin, 2015) are among the indicators that regarded as the asset specificity that 

should have in the zakat technological system to reduce the cost in transacting the data. 

All the indicators that manifest asset specificity are listed in the Appendix A.  

 

3.4.2 Decentralisation System (Localisation) 

One of the methods to make transactions smoother, reduce costs and produce the value 

of the transaction is through applying the concept of decentralisation. It was argued 

that this concept can make the function of the institution closer to people. To 

understand the concept of decentralisation, one of the ways to grasp the meaning of 

the concept is by understanding it via the opposite word, which is centralisation.  
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Centralisation can be defined by the decision-making process being centralised, with 

the structural system was at the centre. The benefit of using this kind of system is that 

it can reduce operational costs (Sheu & Pan, 2014). The opposite of the centralisation 

is decentralisation. Decentralisation can be defined as a decision-making process that 

is not concentrated at the centre but instead, it is gives the autonomy of decision-

making to the lower levels of the organisation. The structural system of 

decentralisation expands from the centre with more branches in the down-level system. 

This kind of system may increase the operational costs, but it could reduce the 

transaction costs and be nearer to the people (Walker, 1994; Zábojník, 2002). Figure 

3.4 indicates the differences between the centralisation and decentralisation systems. 

 
  

 

 

 

 

 

a) Centralisation system 

 

 

 

 

 

 

b) Decentralisation system 

Figure 3.4: (a) centralisation and (b) decentralisation system 
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Based on Figure 3.4, it shows the differences between centralisation and 

decentralisation. However, there are other concepts that are similar to the concept of 

decentralisation, called localisation. Localisation can be understood as an element 

under the concept of decentralisation. The concepts of localisation and decentralisation 

by some writers are regarded as being the same, and they often use the terms 

interchangeably (Hairunnizam, Radiah, & Sanep, 2012; Shah & Thompson, 2004). 

However, other scholars have argued that these terms have some inherent differences. 

They differentiate between the concepts based on management decisions and the 

placing of the organisation in the territory, where it is separated from the centre 

(Beechler et al, 1996; Gurgur & Shah, 2002; Zhang, 2002).  

 

In the modern day, most organisations often use territorial decentralisation (with many 

branches) where the decision still from the centre. However, in the concept of 

localisation, it uses the same territorial system (decentralisation), but the authority to 

make the decision is at the local level while the centre only monitors the management 

at the lowest management level (Zhang, 2002).  

 

Hence, from the discussion regarding the concept of ‘centralisation and 

decentralisation’, it is natural to insist that there are three kinds of management system, 

which are, (1) the centralisation system with a centralised decision-making process, 

(2) the decentralisation system with a centralised decision-making process and (3) the 

decentralisation system with a localised decision-making process. Based on these three 

kinds of system, this study applied the third management system; the decentralisation 

system with localised decision-making. In order to understand this concept, the Figure 

3.5 might contribute to enhancing the understanding of the concept.  



75 
 

 

 

 

 

 

 

 

Figure 3.5: Decentralisation system with localised decision-making 

 
Figure 3.5 has illustrated the concept of decentralisation and how it could be different 

to localisation. The term decentralisation is about where the decisions are made, while 

localisation is about who has the authority to make the decision (Beechler et al., 1996). 

For example, the zakat institution in Malaysia uses the decentralisation system, where 

they have placed the down level managers in the local branches to ensure that their 

service agents are near to their citizens. However, the down level managers cannot 

make decisions. All of the decisions, supply or provision, still come from the centre. 

Hence, this system is called decentralisation with a centralisation decision-making 

process.  

 

Localisation, on the other hand, explains that the decision-making authority is held by 

local managers. The supply, the income of zakat, and the distribution system are local 

authority decisions. From the concept of decentralisation that had been applied by the 

zakat institution, it then is strengthened by the concept of localisation. The centre only 

monitors and supports the management through their decentralisation system. The 

centre will provide for the needs of the local management. This is due to the 
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perspective that the local managers can make the better decisions related to the 

geographical context, environment and the needs of the people that are near to them. 

 

A recent study by Hairunnizam, Sanep, and Radiah (2012) showed that zakat workers 

are ready for the implementation of localisation in their community. This is because 

the locals know more regarding their local community and can provide the appropriate 

property of zakat to meet the needs of their local recipients. Furthermore, different 

local areas have different economic sectors. For example, in the seafront areas, the 

fishery industry is the main sector of the economy. Thus, the asset specificity must be 

something that is related to the sector that can provide development. However, it must 

be noted that the measurement of localisation that was used by Hairunnizam et al. 

(2012) is only suitable to be used to measure the zakat workers. However, it is not 

appropriate use it to measure the respondents of this study, who are the zakat payers.  

 

This is due to the operationalisation of the concept of localisation that has been 

undertaken by Hairunnizam et al. (2012), which emphasised the position of the zakat 

workers when collecting and distributing the zakat. In the context of this study, the 

concept of localisation is more based on the perspective of the zakat payers in relation 

to evaluating the concept of localisation applied by the zakat institutions. Hence, it 

concerns the perspective of the zakat workers which may be different from the zakat 

payers. This study did not select the measurements used by Hairunnizam et al. (2012), 

such as the measurement of localisation in the context of this study. 

  

This decision is in line with Brancato et al. (2004), who stated that "the concepts… 

must be operationalised in a way that enables the subject-matter specialists and users 
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to carry out the necessary analyses, so then the questionnaire designer can implement 

the questionnaire, and so then the respondents can understand and answer properly" 

(p. 2). Furthermore, Hair et al (2018) mentioned the same thing when they stated that 

"an operational definition is subject to the context within which the conceptual variable 

is examined, and the definition can change from one study to another" (p. 7). Thus, the 

operationalisation of the localisation in the context of this study is different from that 

used by Hairunnizam et al. (2012)16 to ensure that the respondents can understand their 

perspective.  

 

In the context of this study, the operationalisation of the concepts of localisation are 

more about how the zakat payers evaluate the approach of innovation when producing 

the localisation system. As had been stated earlier, by applying the decentralisation 

system, it increases the operational costs. However, it could produce benefit of 

reducing the transaction costs and enhancing the transaction values toward the 

recipients (Walker, 1994; Zábojník, 2002). To encounter the increase in operational 

costs, the substance element of open innovation strategy is considered to be the best 

method that can be applied (Chesbrough, 2003).  

 

By using the open innovation strategy, the operational costs that are the main problem 

of decentralisation can be reduced, while at the same time, it also could reduce the 

transaction costs and enhance the transaction values (den Butter, 2010; Wei et al., 

2013). Hence, a strategy such as inbound open innovation, which involves 

                                                           
16  The operationalisation of localisation based on Hairunnizam et al. (2012) is based on the perspective 

of the zakat workers. For example, the item measurements used such as “I could distribute zakat 
more efficiently compared to the state amil’ are considered to be based on the zakat worker’s point 
of view. Thus, it seems to be unsuitable to apply in this context of study as suggested by Brancato 
et al. (2004).   
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collaborating with several specialist partners, agencies and departments at the local 

level, seems to be the best approach to reduce the operational and transaction costs via 

the concept of localisation (Michelino et al., 2014).  

 

The study of Hairunnizam, Radiah and Sanep (2011) also suggested that the zakat 

institution could use the mosque as the partner in the implementation of the concept of 

localisation. Thus, based on the discussion regarding the concept of localisation that 

was applied in this study, it will be concentrated on the process of the innovation 

strategy used by the zakat institution in the localisation system. Table 3.4 shows the 

summary of the concept of decentralisation and operationalisation in the context of 

zakat.  

 

Table 3.4 

Summary of the Decentralisation 

Terminology Conceptual Definition Operationalization 

Decentralisation 
(Localisation) 

The decision-making 
process was not 
concentrated at the 
centre but was giving 
the autonomy of 
decision-making in the 
lower level branches via 
the down-level system. 
(Walker, 1994; 
Zábojník, 2002) 

In the context of zakat, it will measure 
and concentre on the decentralisation 
focused toward the process of the 
localisation system (Hairunnizam et al., 
2012a).  
 
However, the measurement in this thesis 
was not followed the instrument of 
Hairunnizam et al. (2012a), but it was 
more based on the ‘zakat payers’ 
perspective. 

 

Based on the Table 3.4, the operationalisation of the concept decentralisation is based 

on the process of localisation system from the zakat payers’ perspectives. Although 

the instrument did not used the decentralisation that applied by Hairunnizam, et al. 

(2012a) that is based on the amil’s perspectives, but some of the indicators seems to 
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be relevant to be applied in this context of study. For example, the roles of the mosque 

in localising the distribution of zakat as highlighted by Hairunnizam et al. (2011) can 

be regarded as a suitable indicator in measuring the decentralisation of zakat system. 

A part of that, by using mosque as the centre of zakat will be more near to the people 

because most of the mosques are located in the strategic areas (Hairunnizam et al., 

2011). Hospital or other government or private agencies also could be the agent for the 

process of localisation system of zakat. So zakat institution would cover in more large 

areas and localise near to the public where public could feel that zakat system is near 

to them (Hairunnizam et al., 2011, 2012a; Muhammad Syukri, 2006).  

 

Instead of focusing on the facilities such as mosque, government and private agencies, 

the process of localisation could also be implemented through hiring zakat agents 

(outside amil) who can help to identify asnaf. Converting the village development 

committees as zakat amil is one of the method that could use for the process of 

localisation. The committees are more familiar with the geographical aspect of their 

areas and the asnaf. So, using the committees could be regarded as the best method for 

the process of localisation (Hairunnizam & Radiah, 2010). Hence, there process of 

decentralisation through the localisation system in this study are measured based on 

those specifics indicators in term of the strategic facilities areas that localised near to 

the people and the agents that familiar with the asnaf and the areas. The details 

indicators manifest of the concept of decentralisation are listed in the Appendix A.  

 

3.4.3 Services Measurability in Zakat 

Services measurability is related to the concept of uncertainty. When some services 

are considered uncertain, it will increase the cost of transacting the services. Thus, to 
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reduce the uncertainty, the provided services must be measurable. Regarding that 

matter, service measurability could be defined as how the provided services are 

measured and monitored to reduce uncertainty (Brown & Potoski, 2003b). To 

understand the definition, it can be imagined using a simple example as follows. There 

are some services that are easy to measure, but there are also certain services that are 

difficult to measure. For example, cleaning services are easier to measure when we 

can see the outcomes in the form of cleanliness. It is also easier to monitor. However, 

it was a little difficult to measure poverty due to the operationalisation of the 

measurement. As asserted by Kwadzo (2015), even with three different types of well-

known poverty, the measurements are still inadequate to use as indicators for 

measuring well-being.  

 

Hence, when a service is difficult to measure, uncertainty will occur, and people will 

be confused about the status of poverty. In the context of zakat, there are several 

aspects that need there to be measurability to reduce uncertainty, especially for the 

eligible receiver of zakat. Each category of asnaf must have a clear operational 

definition that is suitable and flexible depending on the asnaf’s specific context or 

situation. This is to ensure that each asnaf can be measured comprehensively based on 

their problems. Through this, it may lead to securing the rights of the property of zakat 

for its recipients, making it easier to monitor even by the public at large. The public 

can see and feel the process of reducing poverty is implemented by the zakat institution 

if they know the criteria that are considered asnaf.  

 

Furthermore, uncertainty does not only present during ascertaining the asnaf 

categories, but it also exerts a challenge in the future (Gould-Davies, 2017; Mason, 
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2015). For example, middle-class people may feel vulnerable concerning their future 

condition. They may think that if one day they encounter financial problems, critical 

disease or become handicapped, and became one of the asnaf themselves, can they 

rely on zakat? Or will they be blamed for not investing in takaful to protect their future 

when they were able to do so? This uncertainty prompts the majority of middle-class 

people to psychologically prefer to take up takaful schemes and to regard them as a 

better social security system than zakat. Such a perception starts to spread when 

various scholars who have studied social security and zakat support the micro-takaful 

schemes to protect future risk, not only for middle-class people but also for the poor 

(Htay, Sadzali & Amin, 2015; Hasim, 2014; Rom & Rahman, 2012).  

 

On the other hand, this phenomenon illustrates that the current zakat system is 

incapable of providing security on the rights of zakat, where the zakat institution 

requires takaful to cover the future security of their own asnaf. On the others hand, 

takaful could be seen of as an innovative idea for empowering the zakat fiscal system 

or for the baitulmal system at large. This view may come from Kahf's (1999) 

perspective, who argued that the single institution of zakat per se is not able to handle 

various issues in the social security problem. Thus, institutionalising the zakat 

institution through open innovation strategy could be applied to increase the concept 

of service measurability.  

 

Through open innovation strategy, the service measurability of the zakat institution 

must be expanded. Zakat services must not be seen of as only for the current asnaf, but 

it must be able to reduce uncertainty in future potential ansaf. This is where takaful 

could be one of the wings of zakat to support the allocation of future unpredictable 
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asnaf (Rom & Rahman, 2012). This can include the integration of the waqf system 

proposed by Ashraf and Hassan (2013). Waqf is already in an earlier stage of 

implementation as one of the wings of zakat (Mahamood & Rahman, 2015; Noordin, 

Haron, & Kassim, 2017).  

 

Furthermore, Mikail, Ahmad, and Adekunle (2017) asserted that the disintegration 

between zakat, waqf and micro-takaful might make the Islamic social security system 

unsustainable and less effective. Thus, integration involving an open innovation 

strategy applied to service measurability could be applied through the establishment 

of the takaful system within the zakat institution. Establishing the takaful or micro-

takaful under zakat could reduce uncertainty for the low-income or middle-income 

people regarding their doubts on zakat being able to protect their future risks. 

 

Hence, through the current literature of zakat, it is often suggested for the zakat 

institution to collaborate or integrate with the takaful and waqf systems within the 

zakat institution. This could be mean that the measurement of services to reduce 

poverty must not be seen only in the current situation of asnaf, but that it must be 

expanded to measure future situations and perform as the social security system. Thus, 

it could be understood that the public should be able to measure the situation of poverty 

in their environment in the present and future perspectives, related to how the zakat 

institution could reduce uncertainty regarding poverty.  

 

Thus, the operationalisation of the service measurability of zakat in this context of the 

study must include the evaluation of the public (zakat payers’ perspective) on how 

zakat performed the services and monitored the issues of social security of zakat. Table 
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3.5 indicates the summary of the concept of services measurability and 

operationalisation. 

 
Table 3.5 

Summary of Services Measurability 

Terminology Conceptual Definition Operationalisation 

Services 
measurability 

How the services 
provided are measured 
and monitored to reduce 
uncertainty (Brown & 
Potoski, 2003b). 

In the context of zakat, services 
measurability will be measured based on 
the open innovation system where people 
can evaluate the services provided by the 
zakat institution and how the institution 
monitored the quality of the services 
(Brown & Potoski, 2003b). 

 

Based on Table 3.5 the operationalisation for the services measurability is measured 

based on the process of evaluation and monitoring by the zakat institution as well as 

the public in the open system (Brown & Potoski, 2003b). Evaluation by the public will 

increase trust toward the zakat institution and reduce the uncertainty, where the public 

know how to identify the asnaf and later they can define values of good services 

(Persson, Parker, & Widmalm, 2017). While monitoring could sustain the services and 

public can critics the services if it not in the level that it should be (Brown & Potoski, 

2003b). The study of Zakaria Syafie (2015) has shown that both evaluation and 

monitor dimensions could provide at least 23.5 percent of variance on public trust.  

 

In regard to this matter, the zakat institution should open the process of evaluation 

about their services quality to the public. Through the open process of evaluation, the 

zakat institution would open to hearing any critics from the public in order to enhance 

their zakat services (Persson et al., 2017; Zakaria Syafie, 2015). In related to that, the 

other aspects that should be put into account are the standard benchmark for the 

process of evaluation, where the public should also know about the standard level of 
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the cost of living (Mohd Rodzi et al., 2013). By knowing the standard of living, the 

public can compare the cost of living of the people around their circle and evaluate if 

there are any poor among them. Apart of that, the public also could evaluate if the 

services provided are supported by the wings of zakat such as other department or 

agencies that could provide with the right channelled of assistant under the zakat 

management (Htay et al., 2015). So, these kinds of evaluation should be considered as 

the best indicators to measure the services measurability of zakat institution. 

 

Instead of the process of evaluation, the process monitoring should also be taken as 

priority. Monitoring process will sustain the quality of services. There are several 

aspects that should be regarded as the indicators in monitoring the services of zakat 

institution. For instance, related with the process of evaluation by the public, the zakat 

institution should also monitored the public perspectives regarding their services, such 

as examine whether the public feel better with the zakat program that had been 

provided (Zakaria Syafie, 2015).  

 

Continuing monitoring on the asnaf is also the key to ensure there no asnaf that had 

been left behind from receive the property of zakat. Apart of that zakat institution 

should also monitored on their aid assistant to the asnaf, is it sufficient and had been 

provided in the right channelled, amil zakat regularly monitored the development of 

asnaf such as their business progress or the income of asnaf is sufficient to meet their 

needs (Muharman, Nurul Ibtisam, Yusoff, & Abdurrahman, 2011; Zakaria Syafie, 

2015). All these monitoring services are considered as the indicators for measured the 

services measurability of the zakat institution. The details indicators are listed in the 

Appendix A at the end of this thesis.  
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3.4.4 Property Rights as the Antecedent on Transaction Costs 

As has been mentioned earlier, investments are made to reduce the transaction costs 

for a particular transaction that has a higher value (Brown & Potoski, 2003b; Riordan 

& Williamson, 1985; Williamson, 1981, 1989). In the context of this study, the 

transaction of zakat is made to the eligible ansaf. Giving the rights of the property of 

zakat to it owners is considered to be a higher values transaction. This is because zakat 

is the third pillar of Islam, and there is the obligation for Muslims to perform it while 

displaying manners, and also to show their observance to Allah. It is regarded as the 

obligation that will create a relationship with Allah ‘hablum-minallah’ and the 

relationship with humans or society ‘hablum-minannas’ (Amran, 2012; Muhammad 

Syukri, 1994). Thus, considering the relationship with Allah and humans, it safe to 

argue that performing the transaction of zakat is considered to be a valuable 

transaction. 

 

Owing to that matter, securing the property rights of zakat to it owners could be 

considered as the antecedent causing the zakat institution to perform its best 

transaction methods, which can reduce costs for the recipients. Based on the 

institutional theory that had been discussed in the previous chapter, both property 

rights and transaction costs are treated as the factors that determine performance 

(North, 1981, 1990, 2005). However, in the context of this study, property rights are 

treated as the antecedent for the transaction costs, and the transaction costs performed 

as the mediators to determine zakat performance.  
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It should be noted that the literature, regarding property rights and transaction costs in 

the context of zakat, has been less studied by scholars17. Thus, taking on the logical 

arguments for the inter-relations of the concepts in the same context (zakat) and 

performing meta-analysis on the same subject cannot fully proceed. Hence, to 

encounter the deficiency of the literature regarding the context of zakat, it could be 

covered by the proxy articles that were studied in relation to the property rights and 

transaction costs in a different context or environment. The logical argument for the 

development of the hypotheses for the inter-relations of the concepts may come from 

the relevant empirical findings of the proxy articles.  

 

For example, the study of De Alessi (1991) provided a clear statement in regard to the 

property rights performed as the antecedent of the transaction costs, when he urged 

that "the costs establishing, monitoring, and enforcing the alternative systems of 

property rights help to determine the evolution and adoption of specific contractual 

and institutional arrangements, and the system of property rights affects the structure 

of the transaction costs" (p. 47). If we take this statement in the context of zakat, it 

could be understood that zakat has its own property rights system, and that there are 

costs to establish and monitor the system. To make the system of property rights 

efficient, an evolution of the process of transaction to secure the property is needed in 

order to reduce the costs of transaction. Hence, from this point of view, it could be 

stated that the system of the property rights of zakat affects the structure of transaction 

costs.  

 

                                                           
17  This statement is similar to the previous statement in the introduction of Chapter 1. Thus, this 

statement is considered to be a gap in this study, and the evidence from the empirical findings later 
on will contribute to the knowledge in this area.  
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Besides the study of De Alessi (1991), there are other similar studies who support the 

argument regarding the property rights that will affect the structure of the transaction 

costs, such as studies of Dellermann and Reck (2017), Foss and Foss (2005, 2008), 

Foss, Foss, and Klein (2017), Grandori (2001) and Kim and Mahoney (2005). Based 

on the previous literature regarding the inter-relationship of property rights and 

transaction costs, it could relate back to the context of zakat. Thus, regarding that 

matter, it is considered relevant and logical to argue that in the context of zakat, it may 

produce similar results.  

 

In this study however, the transaction costs were explained by three central specific 

concepts which are asset specificity, localisation and services measurability. Thus, 

three hypotheses were proposed to show the inter-relationship of the constructs tested 

in this study: 

 
H3: Securing the property rights of zakat will significantly produce a 

positive investment on the asset specificity of the zakat institution.  
 
H4:  Securing the property rights of zakat will significantly produce a 

positive impact on the implementation of localisation of the zakat 
institution.  

 
H5:  Securing the property rights of zakat will significantly produce a 

positive impact on the services measurability of the zakat institution.  
 

3.4.5 The Impact of Transaction Costs on Zakat Performance 

Transaction costs, as had been argued in the institutional theory, are regarded as the 

structure that can determine institutional performance (North, 1981, 1990, 2005, 

2016). Hence, based on this theory, this section will discuss the supporting literature 

that has provided evidence of this theory. The discussion on the supported literature 
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will then be related with the context of this study (zakat), and then provide the relevant 

hypotheses that will be tested in this thesis.  

 

As has been discussed in the previous section, the property rights of zakat have 

performed as the antecedent on transaction costs. Thus, in the context of this study, the 

transaction costs will be treated as the mediators toward zakat performance. The 

indirect effect of property rights on performance via the transaction costs indicate that 

the transaction costs are performing as important factors that can mediate the 

performance. In the context of this study, the transaction costs will be explained 

through three central concepts, which are asset specificity, localisation and services 

measurability. Hence, the discussion on the impact of transaction costs on zakat 

performance will be discussed using these three central concepts. 

 

3.4.5.1 The Impact of Asset Specificity on Zakat Performance 

Several items of literature have provided evidence that transaction costs (in the aspect 

of asset specificity) can determine performance. For example, the study of Aertsen 

(1993) showed that the management of asset specificity in the firm could determine 

the firm’s performance. The study of Lui, Wong, and Liu (2009) indicated that through 

the management of asset specificity, it could increase the cooperation between the 

firms and that this cooperation would affect performance.  

 

Similar to the studies of Aertsen (1993) and Lui, Wong and Liu (2009), there are also 

several other items of research that have indicated the same results within different 

contexts, such as government sectors (Brown & Potoski, 2003b, 2003a; Johansson, 

2015; Luo, 2001), business research (Brouthers, 2013; Cruz, Haugan, & Rincon, 2014; 
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Yen & Hung, 2013) or policy studies (McCann, 2013; Raudla, 2013; Sambasivan et 

al, 2013). All of these proxy literatures could be related to the context of zakat, and it 

considered logical to argue that the management of the asset specificity of the zakat 

institution could determine institutional zakat performance.  

 

In the context of this study, zakat performance was measured based on two different 

kinds of performance; socio-economic and psychological. Thus, two hypotheses were 

proposed to indicate the inter-relationship of asset specificity toward these two kinds 

of performance: 

 
H6: The management of the asset specificity of zakat will significantly 

produce a positive impact on socio-economic performance.  
 
H7:  The management of the asset specificity of zakat will significantly 

produce a positive impact on psychological performance. 

 

3.4.5.2 The Impact of Localisation on Zakat Performance 

The earlier concept of localisation in the zakat institution in Malaysia was proposed 

by Muhammad Syukri (2006) based on his theoretical recommendation. Besides 

Muhammad Syukri (2006), other scholars have suggested for the zakat institution to 

implement the concept of localisation, such as the study of Hairunnizam, Sanep and 

Radiah (2012b, 2012c), Ibrahim and Shaharuddin (2015), Sirageldin (2000) and 

Suhaib (2009).  

 

Those scholars have suggested some reasons for the implementation of the localisation 

system of the zakat institution, such as the development of local infrastructure (Suhaib, 

2009), being accessible in order to identify potential zakat recipients (Muhammad 

Syukri, 2006) and fewer costs involved in the process of transaction (Sirageldin, 2000). 
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However, according to Hairunnizam (2014), none of the previous literature that has 

recommended the localisation of zakat has been empirically tested for the effectiveness 

of the concept toward the poverty reduction. Even though the study of Hairunnizam 

(2014) tested the concept of the localisation of zakat, he treats the concept of 

localisation as an endogenous construct instead of treating it as a factor that could 

determine performance.  

 

Hence, based on several studies that have been suggested on the implementation of the 

concept of zakat localisation, this study will test the concept of localisation as the 

construct that could determine zakat performance. Due to the performance, this study 

was divided into two different kinds of performance and so two hypotheses were 

proposed: 

 
H8: The localisation of zakat will significantly produce a positive impact 

on socio-economic performance.  
 
H9:  The localisation of zakat will significantly produce a positive impact 

on psychological performance. 

 

3.4.5.3 The Impact of Services Measurability on Zakat Performance 

Services measurability, as stated earlier, is related to the concept of uncertainty. 

According to Brown and Potoski (2003a) through services measurability, it will be 

able to identify performance, as they stated that “easily measured services have more 

readily identifiable performance measures that accurately represent services quantity 

and quality” (p. 277). However, the uncertainty will make the performance difficult to 

measure, and the outcome of the services will be unseen. Hence, from this statement, 

it is clear that through services measurability, it could be used to determine 

performance.  
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Besides the study of Brown and Potoski (2003a), several other studies have also 

supported the statement of services measurability in that reducing the uncertainty will 

increase performance. For example, the studies of Amirkhanyan, (2010), Heinrich and 

Choi (2007), and Nica and Potcovaru (2015) have provided evidence that services 

measurability can increase the performance of the service. Hence, from this supported 

literature, it was logical that this study has argued that the measurability of zakat 

services will be able to increase the institutional zakat performance. Therefore, two 

hypotheses were developed in order to be tested in this study: 

H10: Services measurability will significantly produce a positive impact 
on socio-economic performance.  

 
H11:  Services measurability will significantly produce a positive impact 

on psychological performance. 
 

3.5 Research Model and Hypotheses 

We have gained an understanding of the operationalisation of each concept that has 

been employed in this study and a further understanding of the logical arguments that 

support the development of the hypotheses regarding the inter-relationships of the 

concepts. Next, this study has developed a research model or conceptual framework 

based on the operationalisation of the concepts and hypotheses. Figure 3.6 illustrates 

the research model that will be used in this study.  

 

In the Figure 3.6 the research model is including the concepts and inter-relation of the 

concepts based on the hypotheses that have been developed. The property rights of 

zakat perform as the exogenous construct, while transaction costs have been divided 

into three dimensions which are asset specificity, localisation, and services 

measurability, treated as the mediator constructs. The two types of performance, which 
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are ‘socio-economic performance’ and ‘psychological performance’, are the 

endogenous constructs in this study.  

 
 
 
 

 

 

 

 

 

 

 

 

 

 
 
Figure 3.6: Research model 

 
All of the inter-relationships of the constructs are based on the hypotheses that have 

been developed from the discussion of the previous literature. Eleven hypotheses were 

developed to be tested in this study.  

 
H1: Securing the property rights of zakat will significantly produce a 

positive impact on socio-economic performance.  
 
H2:  Securing the property rights of zakat will significantly produce a 

positive impact on psychological performance.  
 

H3: Securing the property rights of zakat will significantly produce a 
positive investment in the asset specificity of the zakat institution.  
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H4:  Securing the property rights of zakat will significantly produce a 
positive impact on the implementation of localisation in the zakat 
institution.  

 
H5:  Securing the property rights of zakat will significantly produce a 

positive impact on the services measurability of the zakat institution. 
  
H6: The management of the asset specificity of zakat will significantly 

produce a positive impact on socio-economic performance.  
 
H7:  The management of the asset specificity of zakat will significantly 

produce a positive impact on psychological performance. 
 
H8: The localisation of zakat will significantly produce a positive impact 

on socio-economic performance.  
 
H9:  The localisation of zakat will significantly produce a positive impact 

on psychological performance. 
 
H10: Services measurability will significantly produce a positive impact 

on socio-economic performance.  
 
H11:  Services measurability will significantly produce a positive impact 

on psychological performance. 
 

It should be noted that instead of a direct effect relationship within the concepts, this 

study was also interested in understanding the mediation effect of transaction cost 

(Figure 3.6). Thus, another six indirect effect relationship hypotheses (mediation effect 

hypotheses) were developed through the transmittal approach (Rungtusanatham, 

Miller, & Boyer, 2014). The mediation hypotheses are: 

 
H12: Asset specificity mediates the relationship between the property 

rights of zakat and socio-economic performance.  
 
H13: Localisation mediates the relationship between the property rights of 

zakat and socio-economic performance.  
 
H14: Services measurability mediates the relationship between the 

property rights of zakat and socio-economic performance.  
 
H15: Asset specificity mediates the relationship between the property 

rights of zakat and psychological performance.  
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H16: Localisation mediates the relationship between the property rights of 
zakat and psychological performance.  

 
H17: Services measurability mediates the relationship between the 

property rights of zakat and psychological performance.  
 

3.6 Conclusion 

This chapter has explained the operationalisation of the concepts that were extracted 

from the institutional theory. The operationalisation of the concepts was discussed to 

ensure that they were suitable to apply in the context of the study. The three central 

concepts of institutional theory were discussed, which includes property rights, 

transaction costs, and institutional performance.  

 

In term of operationalisation, the construct of performance in the context of this study 

has been divided into two kinds of performance, which are socio-economic and 

psychological performance. Property rights remain a single construct called as the 

property rights of zakat, while the transaction costs were divided into three dimensions, 

namely asset specificity, localisation and services measurability. Supported by the 

previous literature, the hypotheses regarding the inter-relationship of the constructs 

were developed. Based on the concepts and hypotheses, the research model of this 

study was established. This research model will be tested in this study.  

 

In the next chapter, I will discuss the research methodology that was used in this study 

to test the research model. The research paradigm, research design and the process of 

collecting and analysing the data will be explained and justified. This process is to 

ensure that the methods that were used are rigorous enough to support the empirical 

findings in the model of analysis. 
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CHAPTER FOUR 

RESEARCH METHODOLOGY 

4.1 Introduction 

This chapter provides the justification of the research methods that used in this study. 

It starts with the discussion of the research paradigm which is considered to be the lens 

of perspective that corresponds with the approach used when conducting this research. 

Based on the research paradigm, the quantitative approach was selected as the main 

approach steering the research. After having justified the approach, the most suitable 

type of research design was chosen in order to ensure that the process of collecting and 

analysing the data will efficiently be conducted, thus achieving the objectives of the 

research.  

 

From the research design, two essential processes of methodology have been discussed 

in detail, which is the process of collecting the data, and the process of analysing and 

interpreting the data. In the process of collecting the data, the sample of the population 

was determined, and the instrumentation process to obtaining the data was discussed. 

In the process of analysing and interpreting the data, the analytical tools that were used 

for the analysis were justified, and how to report and interpret the analysis has also 

been highlighted. All of these processes were strictly followed to ensure that the 

research that was conducted was rigorously applied using appropriate research 

methods. 
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4.2 Research Paradigm 

Through reading all of the previous chapters, the readers may grasp that this research 

has applied the ‘positivism’ paradigm. According to Mertens (2005), researchers who 

follow the positivism paradigm have the perspective that “the social world can be 

studied in the same way as the natural world, that there is a method for studying the 

social world that is value-free, and that explanations of the causal nature can be 

provided” (p. 8).  

 

Furthermore, this positivism paradigm is also often called the ‘logical positivist 

approach’, the ‘behavioural approach’ or the ‘scientific approach’. It attempts to 

understand social world behaviour through scientific and logical causal effect 

relationships, where it “advocates using deductive derived theories, models, 

hypotheses testing and rigorous statistical analysis” (Stewart, Hedge & Lester, 2008, 

p. 40).  

 

Based on the statements mentioned above, it could be related back to the previous 

process in conducting this research. It can be understood that all of the previous 

processes are on positivist. Thus, taking the positivist paradigm point of view is 

regarded as suitable for this research. In addition, it should also be noted that the 

positivism paradigm corresponded with the quantitative approach process of the 

analysis. As has been stated by Creswell (2014), positivist assumptions hold true more 

for ‘quantitative’ than qualitative research. The next section will discuss ‘which’ 

research design was the most suitable to be applied using the positivism paradigm 

perspective.  
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4.3 Research Design 

The next part of the process is to determine the research design used to conduct this 

research. Most of methodologist scholars urge that the research design must be 

appropriate and aligned with the research paradigm and the approaches used – whether 

quantitative, qualitative or mixed method (Creswell, 2012, 2014; Mertens, 2005). To 

understand this process, Table 4.1 shows the types of research design based on the 

research paradigm and approaches that were used.  

 
Table 4.1 

Research Paradigms, Approaches and Designs 

Research 
Paradigm 

Positivist/ 
Objectivist 

Interpretivist/ 
constructivist  Transformative 

Research 
Approaches Quantitative Qualitative Mix-methods 

Research 
Designs 

Experimental design Phenomenological design Explanatory sequential 
design 

Quasi-experimental 
design Case-study design Exploratory sequential 

design 

Cross-sectional design Historical design Convergent design 

Correlational design Ethnographic design Embedded design 

Causal comparative 
design Narrative research design Transformative design 

Theory verification 
design Grounded theory design Multi-phase design 

Sources: Adopted from Creswell (2012, 2014) and Mertens (2005) 

Table 4.1 indicates several types of research design under the possible research 

paradigms and three kinds of approach. In the context of this study, the researcher 

applied the ‘cross-sectional design’, as it is aligned with the positivism paradigm and 

best used with the quantitative approach of this study. Figure 4.1 shows the process of 

conducting the cross-sectional design. 
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Figure 4.1: Cross-sectional research design 
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The cross-sectional research design is a type of design that observes (survey) the 

representative subset of the population (sample) at a ‘specific point in time’. It is called 

a cross-sectional study because it typically involves the use of cross-sectional 

regression to understand the magnitude of the causal effects between the exogenous 

and endogenous variables (Busk, 2005; Rindfleisch et al, 2008). For example, in a 

survey questionnaire, it uses several kinds of instruments that measure the different 

types of variable. When all of the variables are compiled into one sheet of the 

questionnaire, the instrument could perform a cross-section with another instrument at 

‘one specific point in time’ in order to understand the causal effects between the 

variables.  

 

In the context of this study, the respondents are the zakat payers. Several concepts need 

to be measured such as the property rights of zakat, transaction costs, and zakat 

performance from the perspectives of the zakat payers. All of these instruments were 

placed on one sheet of the questionnaire. Placing all of the instruments in a 

questionnaire makes it easier for the respondents to evaluate all of the concepts at one 

specific point of time (Busk, 2005; Rindfleisch et al., 2008).  

 

The survey questionnaire can be used to perform the cross-section between the 

instrument of securing the property rights of zakat (exogenous) and the instrument of 

zakat performances (endogenous). From the nature of this study, it was clear that this 

study is suitable to apply the cross-sectional design to in order to achieve the 

objectives.  
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The process used to perform the cross-sectional design in this study has been illustrated 

in Figure 4.1. The main process used to perform the cross-sectional design was 

collecting data and analysing it. A different design may produce different approaches 

within that part of the process. Before collecting the data, the critical aspects that need 

to be decided on are who the respondents are and what kind of information is needed 

from them. As stated earlier, this study indicates that the zakat payers are the main 

respondents in this study.  

 

Hence, the population of this study is the zakat payers. Utilising all of the population 

is considered to be impossible. Thus, this study took a sample of the population of 

zakat payers for them to be representative of the total zakat payers’ population. Based 

on Figure 4.1, this study determined the sample size of the respondents and further 

determined the sampling procedure used to ensure that the random sampling process 

was applied when collecting the data.  

 

Besides the sampling process, another important aspect of collecting the data was the 

issue of ‘what’ kind of information is needed from the respondents. This is where the 

instrumentation process is critical. In this study, all of the instruments used to measure 

the concepts were developed using the process suggested by Hinkin (1998, 2005) and 

Hinkin, Tracey, and Enz (1997). There are several steps that need to be followed to 

ensure the validity and reliability of the developed instrument. Developing instruments 

for measuring the concepts is to make sure that the measurement of the concepts is 

suitable within the context of the study. Thus, after the instruments have been ensured 

as being reliable and valid, then it can be distributed to the respondents.  
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After collecting the data, the next process is to analyse and interpret the data. The raw 

data from the respondents will be used to perform the data screening process to ensure 

that only the suitable data is analysed. Adding unsuitable data such as extreme outliers 

or where there is heterogeneity in the data may produce a bias in the results. After the 

process of data screening, descriptive analyses (in order to understand the specific 

demographic of the respondents that become the sample of the study) were conducted.  

 

The last step of the analysis was conducting Partial Least Square – Structural Equation 

Modelling (PLS-SEM) using the SmartPLS 3 application (Ringle, Wende, & Becker, 

2015). The result of analyses from PLS-SEM were then interpreted related to the 

objectives of the research. The details of the process of collecting and analysing the 

data have been discussed in the two sections below. 

 

4.4 Collecting the Data 

Referring to the research design in Figure 4.1, two main aspects need to be considered 

as highlighted by Creswell (2012, 2014) in the process of collecting the data; the 

sampling process (who are the respondents) and the instrumentation process (what 

information is needed from the respondents). Both procedures (sampling and 

instrumentation) have been discussed in detail in the sub-section below.  

 

4.4.1 Population and Sample 

As earlier on in the scope of the research and literature review, this study seeks to 

understand the zakat payers’ perspective regarding the process of the institutional 

innovation of the zakat institution. Thus, the population of this study are the zakat 
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payers who pay zakat to the zakat institutions18. Zakat payers are considered to be a 

part of the institution, because without the zakat payers, the institution of zakat will 

not function.  

 

However, it should be noted that the population of zakat payers is too large. From the 

target population, this study could select the sample as the representative for this study 

(Creswell, 2014). Two aspects need to be considered when determining the sample 

from within the target population, which is the sample size required and the sampling 

procedure used to get the sample.  

 

4.4.1.1 Sample size determination 

Several methods had been suggested by methodologist scholars when determining 

how much of a sample is considered to be adequate for the analysis. Most scholars 

often apply a threshold based on a formula to determine the minimum sample size 

needed. Two of the most common methods for determining sample size are based on 

the population (Krejcie & Morgan, 1970) and through statistics (Cohen, 1992). 

However, in this study, it also considered other methodologist scholars’ suggestion for 

gauging sample size, including Roscoe (1975), Sekaran and Bougie (2010), Barclay, 

Higgins and Thompson (1995), and also the calculation of sample size using the 

G*Power application (Faul et al, 2009).  

 

To begin with, Krejcie and Morgan's (1970) sample size determination is based on the 

known population. However, in the context of this study, the exact population of zakat 

                                                           
18  The zakat payers who became the respondents in this study are the payers who pay zakat at the zakat 

institution or who pay to the amil (zakat workers) who are in the state’s zakat institutions. Zakat 
payers are the people who make the payments of zakat for all types of zakat assets including the 
zakat al-fitr. 
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payers is large and unknown. Based on Krejcie and Morgan (1970), if the number of 

population is large (over 100,000), then the minimum sample size needed is 384 

respondents. In this study, zakat payers in Malaysia are considered to make up over 

100,000 individuals within the population. This could mean that the minimum sample 

size needed using Krejcie and Morgan's (1970) calculation is 384 respondents.  

 

However, if using the Cohen (1992) ‘statistical power’ to determine the sample size 

required for this study, then it will be used based on the consideration of 80 percent of 

the statistical power, the selection of the level of significance, the requirements of the 

minimum coefficient of determination (R²) necessary detected in the endogenous 

construct and the number of independent variables.  

 

Relating to the context of this study, the researcher sought to achieve 80 percent 

statistical power with a 5 percent level of significance, with the target of meeting the 

minimum requirement R² of 0.10 with four independent variables (see Figure 3.6). A 

minimum of 113 respondents for the sample size is required. Thus, based on the 

statistical power method by Cohen (1992), it shows that a small sample size of 133 is 

needed instead of a larger sample size of 384 based on Krejcie and Morgan's (1970) 

method of sample determination. 

 

Another interesting method used to determine the sample size was also proposed by 

Roscoe (1975), where he suggested a number of rules of thumb when determining 

sample size. For example, Roscoe (1975) indicated that for behavioural research, the 

sample size should be larger than 30 and not exceed 500. However, if the objective is 
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to do multivariate analysis such as multiple regression, the sample size should be at 

least ten times larger than the number of variables.  

 

These views seem to be in line with the perspective of Sekaran and Bougie (2010), 

who also suggested that the sample size for the survey study should be between 30 and 

500. They stated that by controlling the sample size between these numbers to 

represent the population, it is better than having a higher sample but having a bias in 

the selection process, which consequently increases the possibility of having type 1 

and type 2 errors19. 

 

Regarding the use of PLS-SEM, Barclay et al's (1995) view, on the other hand, seems 

to be in line with the perspective of Roscoe (1975), when they suggested the ten times 

rule when considering the determination of the sample size. Barclay et al (1995) 

proposed two versions of the ‘ten times rule’ procedure, which were; (1) ten times the 

largest number of formative indicators used to measure a single construct and (2) ten 

times the largest number of structural paths directed at a particular construct in the 

structural model. In the context of this study, we used the reflective measurement 

indicators. Thus, the second 10 times rule was considered to be the most appropriate 

rule to be applied in this study.  

 

Based on Figure 3.6, eleven structural paths pointed at the mediators and endogenous 

constructs, thus according to the ten times rule, the minimum sample of 110 

                                                           
19  A large sample may increase the reliability of the data, which could decrease the type 1 errors. 

However, too large of a sample may also increase the type 2 errors, where there may be a bias in the 
data. In order to control the type 2 errors, the aspects such as effect size f², significant level and also 
the number of variables should be considered (Chua, 2011, 2012). According to Sekaran and Bougie 
(2010), the minimum sample size should not exceed 500 in relation to the sample in order to control 
the type 2 errors.  
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respondents was considered to be an adequate number. However, this study also 

considered the Roscoe (1975) ten times rule based on the number of variables in the 

model. Again, referring to Figure 3.6, there are seven variables in the model. Thus, the 

minimum of 70 respondents for the sample is considered to be suitable based on 

Roscoe's (1975) point of view.  

 

This study also considered the calculation of sample size based on the G*Power 

application (Faul et al., 2009). We selected the small and medium effect sizes (f²), 0.10 

and 0.15 respectively and used a significance level of 0.5. The total minimum number 

of the sample required was 125 respondents for the small effect size, while 85 samples 

were needed for the medium effect size. Figure 4.2 shows the calculation using the 

G*Power application.  

 

 

Figure 4.2: The G*Power sample size calculation 

125 sample 

85 sample  
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Concluding on all of the suggestions from the scholars relating to the adequate sample 

size that was required for this study, this was summarised in Table 4.2 as follows. The 

table shows all of the suggestions and calculations of the sample size that were 

considered to be adequate to apply this research. Apart from that, based on the 

discussion, it also indicates the flexibility and different kinds of sample size that could 

be chosen. 

 
Table 4.2 

The Comparison of the Sample Size Determination  

 Rules of Thumb Minimum Sample size 
required 

Krejcie and Morgan (1970) > 100,000 population 384 

Cohen (1992) 
1. Minimum R² = 0.10 
2. Significance level = 5.0% 
3. Independent variables = 4  

113 

Roscoe (1975); Sekaran and 
Bougie (2010) Between 30 to 500 30 (min) ~ 500 (max) 

Roscoe (1975) 10 times rule (variables) 70 

Barclay et al. (1995) 10 times rule (paths) 110 

G*Power application 
Small effect size f² = 0.10 125 

Medium effect size f² = 0.15 85 

 

Based on Table 4.2, the largest sample size was based on the Krejcie and Morgan's 

(1970) suggestion, which was that 384 samples required. The smallest sample size was 

based on Roscoe's (1975) ten times rule based on the number of variables, which was 

where at least 70 respondents were required. However, there is also a sample size 

suggestion that has not provided a specific number, instead using a range starting from 

30 and not exceeding 500 (Roscoe, 1975; Sekaran & Bougie, 2010). Hence, due to the 

flexibility of the sample size suggestion, the question that arises is ‘which’ number of 

sample respondents is considered to be appropriate to use in this research.  
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Considering all of the suggestions, this study used the largest minimum sample size as 

recommended by Krejcie and Morgan (1970); 384 respondents required. Choosing the 

largest minimum number is based on the condition suggested by Hill (1998) and Isaac 

and Michael (1995), who urged that a larger sample size is essential when the 

population consists of a wide range of characteristics. This is where there are risks that 

could occur if the study uses a small number of sample subjects, as it may produce 

misinterpreted results. Hence, considering that suggestion, this study choose to use the 

largest minimum sample size that was proposed by Krejcie and Morgan (1970) which 

is 384. Thus, this research also used Roscoe (1975), and Sekaran and Bougie's (2010) 

suggestion for additional considerations – where the maximum number of samples in 

a behavioural research study should not exceed 500 to control the number of type 2 

errors. The sample size that was used in this study should range between 384 

(minimum) and 500 (maximum). 

 

4.4.1.2 Sampling Procedure 

After determining the minimum number of respondents required for this study, there 

was another crucial aspect that should be a priority concern when selecting the 

respondents, which is the procedure of sampling used. The sampling procedure is to 

ensure that the selected sample will be presented as representative of the target 

population20 – that is, having the true value of the population (Faarup & Hansen, 2010; 

                                                           
20  The majority of methodologist scholars have argued that the sampling procedure is used to ensure 

that the sample selected is the representative of the target population, which is more important than 
determining the sample size. The analogy that is often used to describe sample size is based on the 
example of a ‘pot of soup’. Even with a large pot of soup used to serve a large family, using only a 
teaspoon to taste the seasoning of the soup is considered to be adequate in order to describe that the 
whole of the soup in the pot has the same taste (which could be generalised). However, the soup 
must be stirred to mix together all of the ingredients together. Hence, from this point of view, it 
could be understood that the important aspect that needs to be concerned with is on how the certain 
sample is in relation to the whole population – which means if it has the true value of the total 
population (Faarup & Hansen, 2010; Nguyen, 2005).  
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Nguyen, 2005). Therefore, in order to ensure that the selected sample will represent 

the total population, the probability sampling method was employed, using multistage 

cluster sampling. As stated earlier in the scope of the research, the population of this 

study was zakat payers, and the total population of zakat payers is unknown and 

considered to be extremely large. To perform probability sampling on a large unknown 

number of the population, Creswell (2012, 2014) suggested for researchers to use 

multistage cluster sampling. According to Creswell (2012), “the researcher chooses a 

sample in two or more stages (multistage cluster sampling) because either the 

researchers cannot easily identify the population or because the population is 

extremely large” (p. 145).  

 

In the context of this study, the zakat administration is managed under the State Islamic 

Religious Councils (SIRCs). In Peninsular Malaysia, there are 12 SIRCs where the 

zakat payers may pay their zakat to. Considering the unknown total population of zakat 

payers, this study took on the suggestion given by Creswell (2012), which was to do 

probability sampling using multistage cluster sampling. The 12 SIRCs areas will be 

clustered, and only three SIRCs areas will be selected as the target population in this 

study. The selection of the three SIRCs will be based on the collection and distribution 

of the zakat of the states. To ensure that the target zakat payer population represents 

the total population of zakat payers in Malaysia, this study mixed21 the SIRC that had 

a surplus of zakat with the SIRCs that have a deficit of zakat. Table 4.3 indicates the 

12 SIRCs as well as the collection and distribution of the zakat of the SIRCs in 2014.  

 

                                                           
21  Mixed categories of surplus and deficit SIRCs could produce heterogeneity in the data. To ensure 

that the data that has been collected from the sample is homogenous, this study later performed 
homoscedasticity analysis on the data. This is to make sure that the data has been collected are 
homogenous and that it can represent the true values of the target population.  
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Table 4.3 

SIRCs Collection and Distribution of Zakat in 2014 

SIRCs A. Collection 
(RM) 

B. Distribution 
(RM) (A – B) % of 

different Category 

Perlis 162,327,654.00 104,453,705.00 57,873,949.00 35.65 Surplus 

Kedah 128,400,303.04 110,840,195.47 17,560,107.57 13.68 Surplus 

Penang 87,936,653.80 80,098,947.00 7,837,706.80 8.91 Surplus 

Perak 114,588,531.29 130,316,694.70 -15,728,163.41 -13.73 Deficit 

Selangor 582,120,473.00 595,114,122.00 -12,993,649.00 -2.23 Deficit 
Kuala 

Lumpur 538,580,526.00 419,225,908.00 119,354,618.00 22.16 Surplus 

Negeri 
Sembilan 88,200,428.43 97,785,893.00 -9,585,464.57 -10.87 Deficit 

Melaka 58,280,964.16 57,200,588.16 1,080,376.00 1.85 Surplus 

Johor 211,218,871.25 191,069,510.44 20,149,360.81 9.54 Surplus 

Pahang 109,325,106.94 109,052,421.09 272,685.85 0.25 Surplus 

Terengganu 120,116,379.60 79,195,981.72 40,920,397.88 34.07 Surplus 

Kelantan 133,321,295.88 151,230,993.87 -17,909,697.99 -13.43 Deficit 

Source: Jawhar (2016) 

Based on Table 4.3, one SIRC that had the highest surplus, Perlis, and the two SIRCs 

that had the highest deficit (Perak and Kelantan) were selected as the areas for 

sampling and were considered to be the chosen areas for the target population 

(sampling frame) in this study22. From the three selected areas that became the target 

population, this study then performed random cluster sampling to produce more 

narrow scope areas by choosing three districts based on the three states that had been 

selected before. The random selection of the three districts resulted in three main 

districts being chosen which were (1) Arau, Perlis, (2) Kerian, Perak and (3) Machang, 

Kelantan. Through this process of clustering, the sample was collected randomly from 

                                                           
22  The deficit of zakat could be related to the perspective that less zakat payers pay zakat to the SIRCs, 

thus this study took two of these areas as the target population in this study. However, as suggested 
by Faarup and Hansen (2010) and Nguyen (2005), the population should be mixed to represent all 
of the total population perspectives of the respondents, hence, this study also mixed in one of the 
highest surplus SIRC areas. These two different categories of area may produce heterogeneity in the 
data, however, this will be confirmed by homoscedasticity analysis. If the data are homogeneous, it 
could mean that this study has gained the true value of the total population.    
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the three districts. Figure 4.3 indicates the procedure of multistage cluster sampling 

that was conducted in this study. 

 

 

 

 

 

 

 

 

 

 

Figure 4.3: Multistage cluster sampling 

 

Based on Figure 4.3, after randomly selecting the district areas, 500 questionnaires 

were randomly distributed to the zakat payers. The strategy used to distribute the 

surveys to the respondents randomly was by going to the areas such as mosques within 

the districts directly. 100 questionnaires were randomly distributed in the district of 

Arau and 200 questionnaires were randomly distributed in the districts of Kerian and 

Machang respectively23. A total of 500 questionnaires were distributed to the three 

areas are due to the consideration on the responses rate that this study shall achieved. 

                                                           
23  Distributing 100 questionnaires at Arau, while 200 questionnaires were respectively distributed in 

Kerian and Machang was based on the Malay (Muslim) population of the area. The area of Arau has 
approximately 19,874 number of Malay population, which is considered to be the smallest Malay 
population compared to Machang (88,957) and Kerian (131,663) (Department of Statistic Malaysia, 
2010). For both districts with the larger Malay population (Machang and Kerian), 200 questionnaires 
were distributed to each district respectively, while for Arau only 100 questionnaires are distributed. 
It should be noted that this study did not used the proportion sampling method, but it simply divided 
the 500 questionnaires based on 2:2:1 ratio on large and small Malay population with the believed 
that all mixed of zakat payers in those three areas are homogenous.  

12 SIRCs 

Perlis Perak Kelantan 

Arau Kerian Machang 

1st Stage cluster 
(mixed category 
selection) 

2nd Stage cluster  
(random selection) 

3rd Stage cluster  
(random distribution) 

100 samples 200 samples 200 samples 
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As stated in the sample size determination, the minimum sample size required based 

on Krejcie and Morgan (1970) was 384, and the maximum number of samples should 

not exceed 500 (Roscoe, 1975; Sekaran & Bougie, 2010). Thus, considering that the 

return rate was approximately 70 percent of the total distribution, hence 500 

respondents was considered to be appropriate to achieve the minimum number of 384 

samples. After determining the procedure of collecting the data from the sample, next 

was the instrumentation process. Instrumentation is the process used for determining 

the valid and reliable items used for measuring the constructs that have been applied 

in this study. 

 

4.4.2 Instrumentation 

This study used the survey method by distributing questionnaires to the respondents to 

collect the data. To ensure that the appropriate tools were used to collect the data, this 

study made sure that the instruments must be considered valid and reliable (that they 

could measure the constructs that need to be measured) before going on to the actual 

study. As noted earlier in the literature review, this study developed its own 

instruments for measuring the constructs based on the research model. For the process 

of developing the instruments, this study used the process of instrumentation suggested 

by Hinkin (1998, 2005) and Hinkin et al. (1997) to make sure that the instrumentation 

process was systematic, rigorous, valid and reliable enough to measure the concepts 

as needed. There are five main stages in the process of developing the instruments as 

suggested by Hinkin (1998, 2005). 

 

4.4.2.1 Item Generating (First Stage) 

The first stage is the process of ‘item generating’. According to Hinkin (1998, 2005), 

in the first stage, there two ways to do item creation, which is by the deductive process 
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or by the inductive process. In this study, however, it was conducted with the deductive 

process of item generation (Figure 4.1) – where it was started with the theoretical 

foundation (institutional theory) toward the concepts and then the research model of 

the study. The process of the operationalisation of the concepts from the theory was 

then related to the context of the study, to ensure that it will be suitable with the 

perspectives of the target respondents. From the literature review and the 

operationalisation of the concepts within the context, this study then produced several 

relevant items to measure the concepts. 

 

4.4.2.2 Questionnaire Administration (Second Stage) 

The next stage was the process of ‘questionnaire administration’. Several aspects need 

to be considered in the process of questionnaire administration, such as the face 

validity of the items, the content validity and item scaling. For the process of face 

validity, there are three aspects that have been considered, which are, (1) the developed 

items that are consistent with the context and the perspectives of the study (zakat 

payers); (2) the items only used with a single-issue (does not double-barrel), and (3) 

we did not apply any items with negative wording or that were reverse-coded. For the 

process of content validity, the items were ensured to be appropriate sufficiently 

enough to measure the specific construct (Hinkin, 1998, 2005).  

 

To make sure that the development of the items achieved face and content validity as 

suggested by Hinkin (1998, 2005), the instrument then required an expert’s evaluation. 

Due to the deductive process from institutional theory, the selection of the expert is 

the person who has the most solid foundation of institutional theory. The evaluation 
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was made on the content and psychometric measurements of the constructs24. After 

some revision of the items, the revised instruments proceeded with the item scaling. 

This study used Hair, Hult, Ringle, and Sarstedt's (2017) suggestion for determining 

the item scaling process. This study employed a 5-point Likert scale, which is the 

ordinal type of scale. However, to ensure that the Likert scale could be applied with 

SEM, the coding scale was ensured to use symmetric scaling with equidistant25 

attributes. According to Hair et al. (2017): 

A good Likert scale, …will present symmetry of the Likert items about a 
middle category that have clearly defined linguistic qualifiers for each 
category. In such symmetric scaling, equidistant attributes will typically be 
more clearly observed or, at least, inferred. When a Likert scale is 
perceived as symmetric and equidistant, it will behave more like an interval 
scale. So, while the Likert scale is ordinal, if it is well presented, then it is 
likely that the Likert scale can approximate an interval-level measurement, 
and the corresponding variables can be used in SEM (pp. 9–10). 

 

In line with the statement that has been highlighted by Hair et al. (2017), this study 

employed a 5-point Likert scale with the categories of (1) strongly disagree, (2) 

disagree, (3) neither agree nor disagree, (4) agree, and (5) strongly agree. The distance 

between 1 and 2, or 4 and 5 are considered equidistant. The neutrality of point (3), 

neither agree nor disagree, present the symmetry of the Likert items. Thus, from the 

scaling process that has been made, it could be considered that the ordinal 5-point 

Likert scale that was employed in this study could behave more like an interval scale-

level measurement. The use of the 5-point Likert scale in this study is considered to be 

suitable to be applied with SEM analysis.  

                                                           
24  The instrument was sent to an expert on the subject of institutional theory at the Universiti Teknologi 

Brunei (UTB). The minor revision on the instrument was made based on the expert’s 
recommendation and suggestion.  

 
25  Equidistance is the ‘exact spacing’ from one point to another point. For example, if the temperature 

drops from 80 °C to 75 °C, it means that the different is exactly 5 °C; and this difference is the same 
as it increases from 80 °C to 85 °C. This equidistance scale is necessary for certain analyses such as 
SEM (Hair et al., 2017). 
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Figure 4.4: Instrumentation process. Source: Hinkin (1998, 2005)  
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4.4.2.3 Initial Item Reduction (Third Stage) 

After the items were assessed for face and content validity through the expert’s 

evaluation (refer Appendix A), then the revised items were scaled with a suitable scale 

measurement. At this point, the preliminary instruments were considered to have been 

established in the questionnaire form – which is already available to be distributed to 

the respondents. However, to ensure that the instrument’s validation process was 

rigorously conducted, this study performed a pilot test to be sure that only the relevant 

items were used later on in the actual study. Figure 4.4 indicates the processes of 

instrument development and that the study is at the third stage, which is the initial item 

reduction. Statistical analysis using exploratory factor analysis (EFA) were conducted 

for the item reduction process (Hinkin, 1998, 2005; Hinkin et al., 1997).  

 

In the process of collecting the data for the pilot test, the sample size for the EFA 

analysis was determined based on the subject-to-items N:p ratio, which is in this study, 

a 5:1 ratio (MacCallum et al, 1999; Pearson & Mundform, 2010; Williams, Onsman, 

& Brown, 2012). Referring to the list of items (refer Appendix A), the highest items 

were on the variable of transaction costs, which was 27 items. Based on the 5:1 ratio, 

135 samples are considered to be an adequate minimum sample size to proceed with 

the EFA analysis26. 

 

After the researcher determined the sample size for the pilot test, then this study 

selected the areas of the target respondents (zakat payers). In section 4.4.1.2, which is 

the sampling procedure, this study determined the target respondents for the actual 

                                                           
26  Based on the subject-to items/variables (N:p) ratio, this study took the highest number of items in 

one variable which was transaction costs (27 items). Thus, based on the 5:1 ratio, 27 multiplied by 
5, is equal to 135. Hence, 135 is considering to be an adequate minimum sample size to proceed 
with the EFA analysis.  
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study, which is in the areas of Arau, Kerian, and Machang. However, considering the 

contamination of the pilot test27 (van Teijlingen & Hundley, 2002), this study collected 

the respondents for the pilot test in different areas. This study randomly selected from 

within two districts in Perlis (Kangar and Padang Besar), and randomly got Kangar as 

the area for the pilot test. A total of 150 preliminary questionnaires were distributed, 

considering the approximately 90 percent return rate of usable data for the process of 

analysis.  

 

After collecting the data, in the process of data screening, only 137 data from the 

respondents was considered to be suitable for the process of analysis. From the data, 

EFA analysis was conducted three times, for the three various kinds of variable – the 

property rights of zakat, transaction costs and zakat performance. For the process of 

EFA, this study performed analysis using Principal Axis Factoring (PAF)28, with 

Oblique rotation (Promax)29 for all three variables (Field, 2009). According to Hinkin 

et al. (1997), using PAF with oblique rotation is more recommended than using 

Principal Component Analysis (PCA) for the process of instrument development. 

Thus, taking PAF as the method of EFA is considered to be the most appropriated 

method for this instrumentation processes. 

 

                                                           
27  According to van Teijlingen and Hundley (2002), the contamination of the pilot study occurs when 

(1) the data of the pilot test was included back in the actual test and (2) the data of the pilot test was 
taken from the sampling frame area of the actual test. Thus, taking the sample of pilot test from a 
different area was considered to be a solution to avoid the contamination of the pilot study in the 
actual test.  

 
28  This study chooses to use Principal Axis Factoring (PAF), instead of Principal Component Analysis 

(PCA), because PAF was able to determine the underlying factors better than PCA. According to 
Field (2009), PAF is more suitable for the process of instrument development, while PCA is more 
suitable for testing the established instrument.  

 
29  This study choose oblique rotation (Promax) because it is considered to be more suitable to be 

applied with the PAF method and is recommended for the process of instrument development (Field, 
2009; Hinkin et al., 1997).   
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a) EFA on the Property Rights of Zakat 

All 137 samples collected were analysed using IBM SPSS software version 22. As 

above-mentioned, EFA was conducted using the PAF method with the Promax 

rotation. For the instrument of the property rights of zakat, it was measured based on 

seven reflective items (Appendix A). Thus, in the initial item reduction process, this 

study attempted to determine the relevant items that should be retained and removing 

the items that were considered to have low loading. Table 4.4 shows the summary of 

the EFA process used for establishing the instrument of the property rights of zakat.  

 

Table 4.4 

EFA on the Property Rights of Zakat 

Sample (n): 137  
z skewness: -0.637 
z kurtosis: 0.694 
Extraction method: Principal Axis Factoring (PAF) 
Rotation: Oblique (Promax) 
KMO: 0.857 
Bartlett’s test: 0.000 (sig) 
Removed items: - 

Items Factor 1 Communalities 
PR1 [Property rights 1] 0.664 0.441 
PR2 [Property rights 2] 0.760 0.578 
PR3 [Property rights 3] 0.813 0.660 
PR4 [Property rights 4] 0.684 0.468 
PR5 [Property rights 5] 0.712 0.507 
PR6 [Property rights 6] 0.777 0.604 
PR7 [Property rights 7] 0.646 0.417 
Eigenvalues 4.140  
Percent (%) of variance explained 52.519  
Cronbach’s alpha 0.887  

Factor 1: Property rights of zakat 

 

Before conducting EFA, this study made sure that the data meets the requirement for 

the analysis. Firstly, the sample size of 137 was considered to be suitable based on the 

minimum 5:1 subject to item ratio (MacCallum et al., 1999), and the distribution of 

the data was deemed to be normal when the z skewness (-0.637) and z kurtosis (0.697) 
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were within the range of ±1.96 (Field, 2009). When performing EFA, the results of the 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy (KMO) test again showed that 

the samples used were adequate for the process of analysis, when the value of KMO 

was above 0.80 (which is 0.857)30. Furthermore, Bartlett’s Test of Sphericity indicated 

a significant result when p < 0.05 (p = 0.000), showing that the correlation matrix of 

the data is not an identity matrix, which means that the data is suitable for the factor 

analysis process (Field, 2009; Hair et al, 2014; Kaiser, 1970; Kaiser & Rice, 1974). 

 

After the researcher made sure that the data used was suitable for the factor analysis, 

the process of EFA was conducted. The result of EFA provided a one-factor solution, 

where all of the items converged within the same factor. All of the factor loadings for 

the seven items were above the 0.40 cut-off threshold, and the communalities values 

also indicated values above 0.40. Hence, all of the items were retained (Field, 2009; 

Hair et al., 2014). This result also means that all seven items that have been developed 

are considered to be appropriate to use to measure the concept and are similar to the 

discussion about the operationalisation of the concepts in the literature review (section 

3.3).  

 

In addition, the higher loadings of one factor (above 0.40) also indicate that the 

instrument has achieved convergent validity. In terms of the consistent reliability of 

the instrument, the Cronbach’s alpha value of 0.887 infers that the developed 

instrument is considered to be reliable (Field, 2009; Hair et al., 2014). The overall 

                                                           
30  The Kaiser-Meyer-Olkin Measure of Sampling Adequacy (KMO) is the test used to determine 

whether the samples used are adequate enough for the factor analysis. The KMO value ranged from 
0 to 1, where a value above 0.70 is considered to be adequate, a value range 0.50 to 0.60 is considered 
to be acceptable, while a value below 0.50 is regarded as being inadequate for the factor analysis 
process (Kaiser, 1970; Kaiser & Rice, 1974).  
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percent of variance explained for the factor of property rights of zakat was 52.519 

percent, with an eigenvalue of 4.140. Based on this result, the preliminary instrument 

for measuring the property rights of zakat could be considered to be established (valid 

and reliable) and can therefore be used for the actual study. 

 

b) EFA on the Transaction Costs of Zakat 

After established the preliminary instrument to use to measure the property rights of 

zakat, next, this study performed EFA for the instrument for the transaction costs of 

zakat. For the transaction costs, there were 27 items, which were divided into three 

dimensions; localisation (5 items), asset specificity (12 items) and services 

measurability (10 items). Before performing the EFA, this study made sure that the 

requirements for factor analysis were met before the analysis was conducted.  

 

In terms of sample size, this study determined the sample size using the minimum 

sample of 5:1 subjects to items ratio (MacCallum et al., 1999). Thus, a sample of 137 

is considered to be adequate for the factor analysis. Based on the 137 respondents, this 

study made sure that the distribution of the data was normal. The values of z skewness 

(-0.737) and z kurtosis (-0.121) were within the range of ±1.96. Thus, the distribution 

of the data was considered to be normal and suitable for factor analysis (Field, 2009; 

Hair et al., 2014). For the process of EFA on the transaction costs, it was similar to the 

process of EFA for the property rights of zakat, which used the PAF method of 

extraction with the Promax rotation.  

 

When performing the EFA, the results of the KMO test showed a value of 0.933. This 

result is higher than 0.80, indicating that the data used was adequate enough to perform 

factor analysis, while Bartlett’s test also showed a significant result of p < 0.05 (p = 
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0.000), indicating that the data used was not an identity matrix and thus could be 

applied for the factor analysis process. Table 4.5 shows the summary of the EFA 

results for the transaction costs of zakat.  

 
Table 4.5 

EFA on the Transaction Costs of Zakat 

Sample (n): 137  
z skewness: -0.373 
z kurtosis: -0.121 
Extraction method: Principal Axis Factoring (PAF) 
Rotation: Oblique (Promax) 
KMO: 0.933 
Bartlett’s test: 0.000 (sig) 
Removed items: AS9, AS2, LC1, AS5, LC2, AS6, AS4, AS7, SM10, SM8 

Items Factor 1 Factor 2 Factor 3 Comm. 
LC3 [Localisation 3]  0.917  0.681 
LC4 [Localisation 4]  0.684  0.531 
LC5 [Localisation 5]  0.916  0.822 
AS1 [Asset specificity 1]  0.535  0.642 
AS3 [Asset specificity 3]  0.614  0.680 
AS8 [Asset specificity 8]   0.837 0.719 
AS10 [Asset specificity 10]   0.859 0.742 
AS11 [Asset specificity 11]   0.769 0.776 
AS12 [Asset specificity 12]   0.595 0.586 
SM1 [Services measurability 1] 0.702   0.711 
SM2 [Services measurability 2] 0.786   0.760 
SM3 [Services measurability 3] 0.951   0.771 
SM4 [Services measurability 4] 0.909   0.812 
SM5 [Services measurability 5] 0.730   0.746 
SM6 [Services measurability 6] 0.822   0.726 
SM7 [Services measurability 7] 0.897   0.794 
SM9 [Services measurability 9] 0.516   0.671 
Eigenvalues 10.597 1.338 1.072  
Percent (%) of variance 
explained 60.706 6.185 4.692  

Cronbach’s alpha 0.956 0.900 0.901  
Factor 1: Services measurability 
Factor 2: Localisation 
Factor 3: Asset specificity 
 

Based on Kaiser’s criterion, only factors with an eigenvalue above one should be 

retained (Pallant, 2010). In this study, the results of the analysis indicated that only 

three factors have an eigenvalue above 1 (Table 4.5), and the combination of these 

three factors yielded a total percentage of cumulative variance of 70.583 (Williams et 
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al., 2012) 31. Hence, based on this result, this study took the three-factor solution to 

represent the inter-relationship of the dimensions for the instrument of transaction 

costs of zakat. The number of factor extractions received was also in line with the 

operationalisation of the transaction costs that had been discussed in the literature 

review that encompassed the three elements, which were the asset specificity, 

localisation, and services measurability. Owing to this, taking the three-factor solution 

when determining the number of extraction factors for the transaction costs of zakat 

was considered to be appropriate.  

 

From all 27 items, ten items were removed from the analysis due to low factor loading 

(below 0.40) and having cross-loading between the items, meaning that only 17 items 

were considered to be relevant (Hair et al., 2014). The process for item removal was 

performed consecutively one by one for items AS9, AS2, LC1, AS5, LC2, AS6, AS4, 

AS7, SM10, and SM8. For the items of localisation, two items were removed, LC1 

and LC2, but interestingly, two items from asset specificity were considered to be more 

suitable to be converged with the factor of localisation, which were items AS1 and 

AS2. When referring to items AS1 and AS2, both items have a statement that mentions 

their specific area (regarded as the aspect of localisation), thus it seems to be more 

suitable to converge them with the factor of localisation.  

 

For the dimension of asset specificity, six items were removed (AS9, AS2, AS5, AS6, 

AS4, AS7) and two items were converged with the localisation dimension (AS1 and 

                                                           
31  According to Williams et al. (2012), there is no fixed threshold for determining the factor solution. 

If using a factor solution based on eigenvalues >1, the cumulative percentage of variance explained 
should be at least 50 percent and above. In this case, it shows 3 values that have eigenvalues above 
1, with the cumulative variance for the 3 factors being 70.51 percent. Thus, the 3 factors solution is 
considered to be a suitable factor solution for the concept of transaction costs in this study.  



122 
 

AS2), making only four items considered to be relevant to use to measure the concept 

of asset specificity. For the dimension of services measurability, only two items were 

removed (SM8 and SM10) due to the low factor loading, making only eight items 

relevant to use to measure the dimension of services measurability.  

 

All 17 items that were retained have higher factor loadings above 0.40 and discriminate 

in relation to the three distinct factors of services measurability, localisation, and asset 

specificity. These higher loadings do not have any cross-loading between the items, 

indicating that the factor items have achieved convergent and discriminant validity. In 

terms of the reliability of the items, Cronbach’s alpha for all three dimensions shows 

that the alpha values were higher than 0.80, with the services measurability value being 

0.956, localisation (0.900) and asset specificity (0.901). Thus, throughout this process, 

it is safe to argue that this study has established a valid and reliable preliminary 

instrument to measure the transaction costs of zakat. 

 

c) EFA on the Zakat Performance 

Having established the preliminary instrument to use to measure the transaction costs, 

the third process of EFA was conducting on the instrument of zakat performance. In 

terms of operationalisation, the variable of zakat performance consisted of two 

dimensions; psychological performance and socio-economic performance (section 

3.2). In order to determine whether the perspective of the respondents will be in line 

with the operationalisation of zakat performance, statistical analysis using EFA was 

performed. 

 

To begin with, similar to the previous process when conducting the EFA, this study 

made sure that the requirements for factor analysis were met. In terms of the sample 
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size, 137 respondents is considered to be adequate based on the 5:1 subjects to items 

ratio (MacCallum et al., 1999), which only needs a minimum sample of 50. The 

distribution of the data was also considered to be normal, where the z skewness (-

0.351) and z kurtosis (-0.416) are within the range of ±1.96 (Field, 2009; Hair et al., 

2014). Table 4.6 indicates the summary of the EFA results for the instrument of zakat 

performance. 

 

Table 4.6 

EFA on the Zakat Performance 

Sample (n): 137  
z skewness: -0.351 
z kurtosis: -0.416 
Extraction method: Principal Axis Factoring (PAF) 
Rotation: Oblique (Promax) 
KMO: 0.942 
Bartlett’s test: 0.000 (sig) 
Removed items: - 

Items Factor 1 Factor 2 Comm. 
PP1 [Psychological performance 1]  0.698 0.807 
PP2 [Psychological performance 2]  0.774 0.853 
PP3 [Psychological performance 3]  0.841 0.823 
PP4 [Psychological performance 4]  0.916 0.617 
PP5 [Psychological performance 5]  0.860 0.763 
SEP1 [Socio-economic performance 1] 0.543  0.713 
SEP2 [Socio-economic performance 2] 0.931  0.845 
SEP3 [Socio-economic performance 3] 0.885  0.800 
SEP4 [Socio-economic performance 4] 0.938  0.814 
SEP5 [Socio-economic performance 5] 0.899  0.808 
Eigenvalues 7.202 1.084  
Percent (%) of variance explained 69.930 8.494  
Cronbach’s alpha 0.947 0.939  

Factor 1: Socio-economic performance 
Factor 2: Psychological performance 
 

This study also performed EFA using the PAF method with the Promax rotation as in 

the previous analysis. The result of the KMO test showing a value of 0.942, which is 

above 0.80, indicating that the data used is adequate for factor analysis. Bartlett’s test 

showed a significant result of p < 0.05 (p = 0.000), which means that the data was not 
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an identity matrix, and thus it is appropriate to perform EFA (Field, 2009; Hair et al., 

2014).  

 

To determine the extraction number of the factors, this study used Kaiser’s criterion 

with an eigenvalue above 1 (Pallant, 2010). The results of the EFA analysis seem to 

be in line with the operationalisation of zakat performance, where only two factors 

have an eigenvalue above 1, and the total percentage of cumulative variance had a 

yield of 78.424. Hence, this study used the two-factor solution and themed the first 

factor as socio-economic performance, and the second factor as psychological 

performance. This is due to all of the socio-economic performance items converging 

on the same factor, and the psychological performance items also converging on their 

own factor. There were no items removed in this stage of the analysis when all of the 

item loadings were higher than 0.40 and no cross-loading emerged. Therefore, from 

the process of EFA, it could be considered that the items have already established 

convergent and discriminant validity (Pallant, 2010). 

 

In terms of instrument consistency reliability, this study performed reliability analysis 

using Cronbach’s alpha. Both dimensions had an alpha value above 0.80 for both 

socio-economic performance (0.947) and psychological performance (0.939), 

indicating the consistency reliability of the items. Thus, from the results of EFA, it 

could be stated that this study has established the preliminary instrument to use to 

measure zakat performance. All of the items from the property rights of zakat, 

transaction costs and zakat performance were combined into one questionnaire to be 

distributed in the actual study.  
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Specific sections were placed in the questionnaire, to make sure that the instruments 

placed in the questionnaire were organised systematically. In Section A, it was about 

the demographics of the respondents, while Section B was the perspectives on the 

property rights of zakat (7 items). Section C was regarding the perspective of the 

transaction costs which consisted of three dimensions, localisation (5 items), asset 

specificity (4 items) and services measurability (8 items). The last section was Section 

D about the perspectives on zakat performance, consisting of two dimensions; socio-

economic performance (5 items) and psychological performance (5 items). Appendix 

B indicates the questionnaire that was used for the actual study.  

 

It should be noted that the instrumentation process does not end here (at the third 

stage). The process of validation will continue after having collected the data from the 

actual study. The process of validation continued in the fourth and fifth stages for the 

assessment of the measurement model in this study (Figure 4.4), where the procedure 

for the fourth and fifth stages has been discussed in section 4.5.1.1, while the actual 

process will be discussed in the next chapter in sub-section 5.4.2, which is the 

assessment of the measurement model. The next section will discuss the process of 

analysing and interpreting the data, when the data from the actual study has been 

collected. 

 

4.5 Process of Analysing and Interpreting the Data 

After having collected the data, the raw data should be analysed to understand the 

inter-relationship of the constructs. In order to so, in this section, we will explain in 

detail the method that was used to do the analysis, and what procedure was to report if 

the selected method was chosen. 
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4.5.1 PLS-SEM 

As mentioned earlier, in the literature review, this study applied Partial Least Square 

– Structural Equation Modelling (PLS-SEM) as the approach for analysing the data. 

Recently, several types of software could have been chosen to do the PLS-SEM 

analysis, such as SmartPLS, Warp PLS, ADANCO, R, PLS-graph, XLSTAT and so 

on. However, this study chose SmartPLS (Ringle et al., 2015) version 3.2.7 to be the 

application used to perform the data analysis.  

 

Choosing the software to execute the data is considered not to be the main argument 

that is relevant to be discussed (because it is the same tool with different developers), 

but the central question that may arise is ‘why’ we chose PLS-SEM as the approach 

for analysis, and why we did not prefer Covariance Based – Structural Equation 

Modelling (CB-SEM). Hence, the later discussion will justify ‘why’ this study applied 

PLS-SEM and not CB-SEM analysis.  

 

PLS-SEM and CB-SEM are considered to be of the second generation for statistical 

analysis (Hair et al., 2017). As has been asserted by Hair et al (2018):  

…both approaches were developed at about the same time. CB-SEM 
became much more widely applied because of its early availability through 
LISREL software since the late 1970s, in contrast, the first PLS-SEM 
software was LVPLS, which appeared in the mid-1980s, but was not very 
user-friendly (p. 3).  

 

However, after the development of PLS-graph software by Chin (1994), now that the 

SmartPLS software is more comprehensive and has a user-friendly interface, the use 

of PLS-SEM approach has grown exponentially (Hair et al., 2018).  
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According to Hair et al. (2017), choosing the approach to perform the analysis was not 

based on whether CB-SEM is more superior to PLS-SEM or otherwise, but it was 

about how the chosen approach was appropriate within the context of the study. In 

other words, it was not about CB-SEM versus PLS-SEM, because both approaches are 

complementary rather than competitive. In terms of complementary, it should be noted 

that both approaches have their own strengths and weaknesses, thus Hair, Ringle and 

Sarstedt (2011, p. 144) suggested simple guidelines when choosing the approaches 

based on the goals that the research wants to achieve. The guidelines are: 

 

1) If the goal is predicting key constructs or identifying key ‘driver’ constructs, 

select PLS-SEM. 

2) If the goal is theory testing, theory confirmation, or a comparison of alternative 

theories, select CB-SEM. 

3) If the theory is exploratory or an extension of an existing structural theory, 

select PLS-SEM.  

 
Based on the guidelines and relating them back to the goals of this research, it was 

clear that this study should apply PLS-SEM as the approach for analysing the data. 

This is because this study did not intend to do theory testing, do a confirmation of the 

direct theory or make a comparison with alternative theories – hence, the second 

guideline was not appropriate within this study. In contrast, this study applied 

institutional theory as the main theory (refer Figure 2.1), however, it does an extension 

of the existing theory by remodelling the concepts within the theory by focusing on 

the concepts of transaction costs as the mediator toward performance, and property 

rights as the antecedent of the transaction costs (refer Figure 3.6).  
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By remodelling the concepts of institutional theory, it could mean that the model was 

in an exploratory form. Performing the confirmatory analysis on the model may 

produce the wrong conclusion, because the model that is based on the theory has 

undergone some modifications that do not correspond well to the true model (Sarstedt 

et al, 2014). This issue has been highlighted by Hair et al., (2017) as they mentioned 

that:  

When using CB-SEM, initially, hypothesised models almost always 
exhibit an inadequate fit. In response, researchers should reject the model 
and reconsider the study (which usually requires gathering new data), 
particularly when many variables must be deleted to achieve fit (Hair et al., 
2010). Alternatively, they frequently re-specify the original theoretically-
developed model in an effort to improve the fit indices beyond the 
suggested threshold levels. By doing so, the researchers arrive at a model 
with an acceptable fit, which they conclude that the theory supports. 
Unfortunately, the latter is a best-case scenario that almost never applies in 
reality (p. 16).  

 

Considering the issue and because this study applied an extension of the existing 

theory, taking on the PLS-SEM approach to explore the concept of the theory, is 

considered to be more suitable for this study.  

 

In addition, this study’s objective was also to identify the key driver constructs that 

could determine the institutional zakat performance. Based on the three main 

constructs of transaction costs (asset specificity, localisation, and services 

measurability) and the antecedent of property rights, this study wanted to understand 

which constructs produced a strong effect size, and so could be the key drivers in 

determining performance. Thus, from these goals, it was clear that for this study is 

more suitable to apply PLS-SEM to instead of the CB-SEM approach.  
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After having justified why this study applied PLS-SEM instead of CB-SEM, the next 

process was to explain what the procedure was to perform PLS-SEM and what 

information needed to be reported. There were two steps involved in the process of 

analysing when using PLS-SEM. The first step was assessing the measurement model, 

and the second step was assessing the structural model. Figure 4.5 shows the steps 

involved in the process of conducting PLS-SEM analysis.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4.5: Steps in PLS-SEM analysis. Source: Hair et al., (2017, 2018) 

Based on Figure 4.5, before assessing the measurement model, this study performed 

Confirmatory Tetrad Analysis (CTA) to determine the measurement of the indicators 

(whether they should be reflective or formative measurements). According to Hair et 

al. (2018): 

Step 1a: Reflective Measurement 
model 

Step 1b: Formative Measurement 
model 

Confirmatory Tetrad Analysis (CTA) 

• Indicators reliability 
• Internal consistency reliability 
• Convergent validity  
• Discriminant validity 

• Convergent validity  
• Collinearity between indicators 
• Significance and relevance of 

outer weights 

Step 2: Evaluation of the 
Structural Model 

• Coefficient of determination (R²) 
• Predictive relevance (Q²) 
• Size and significance of path 

coefficients 
• f² effect sizes 
• q² effect sizes 

Confidence intervals 
include zero, τ = 0 

Confidence intervals 
do not include zero, τ 
≠ 0 
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A fundamental concern in any partial least squares structural equation 
modelling (PLS-SEM) analysis is avoiding measurement model 
misspecification (e.g., specifying the measurement model as reflective 
when it should be formative). Any failure to specify the measurement 
models correctly can result in inaccurate estimates of the parameters (p. 
87). 

 
Based on the operationalisation of the model, all of the measurements of the constructs 

should be in a reflective measurement form. However, to make sure that the 

operationalisation of the measurement was accurate, CTA was performed. To indicate 

that the indicators used in this study were in the reflective measurement form, the 

confidence intervals of the CTA results should include zero τ = 0, (based on the 90% 

bias-corrected and Bonferroni-adjusted confidence intervals). If not, then the 

indicators should be considered as formative (Hair et al., 2018). After having specified 

the types of measurement, the process of assessing the measurement model was 

performed.  

 

4.5.1.1 Procedure for Assessing the Measurement Model  

After had determined the types of measurement of the constructs used in the model, 

then the assessment of the measurement model was conducted. Based on the 

operationalisation of the constructs, the indicators should be in reflective form. In this 

section, we will explain the process of assessing the measurement model only based 

on the reflective measurement evaluation method. It was assumed that the CTA results 

should provide the result of τ = 0, where all of the constructs are in reflective 

measurement form.  

 

Before discussing the procedure used to perform the assessment of the measurement 

model, it also should be noted here that the assessment of the measurement model in 

this section consisted of the fourth and fifth stages of instrument development that 
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were suggested by Hinkin (1998, 2005), which assessed the indicator’s reliability and 

internal consistency reliability in the fourth stage, and convergent and discriminant 

validity in the fifth stage (Figure 4.4).  

 

a) Indicators and Internal Consistency Reliability (Fourth stage) 

As has been shown in Figure 3.5, the fourth stage of instrument development is to 

evaluate the indicator reliability and internal consistency reliability. For Hinkin (1998, 

2005), he divided the process of instrument development for the actual study into two 

stages, which were indicator/consistency reliability (fourth stage) and the process of 

assessing the convergent and discriminant validity (fifth stage). However, for the 

procedure in PLS-SEM, both fourth and fifth stages were done simultaneously as the 

process of the assessment of the measurement model (Figures 4.4 and 4.5).  

 

According to Hair et al. (2017, 2011), in order to gain the indicator reliability, the 

outers loadings of a construct should produce high outer loading values to indicate that 

the indicators have a lot in common. Hence, “the common rule of thumb is that the 

standardised outer loadings should be 0.708 or higher” (Hair et al., 2017, p. 113). 

However, there could be some indicators that produce outer loadings below < 0.70, 

such as between 0.40 and 0.70. These low loadings “should be considered for removal 

from the scale only when deleting the indicator leads to an increase in the composite 

reliability…above the suggested threshold” (Hair et al., 2017, p. 113). However, if the 

deletion does not make the measure above the threshold, the indicators can be retained. 

Figure 4.6 indicates the process for outer loading relevance testing. 
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Figure 4.6: Outer loading relevance testing 

 
Figure 4.6 indicates the flow chart on how to determine if the indicator in the model 

should be retained or removed from the model. After having established the indicator’s 

reliability (only high outer loadings), at the same time, the internal consistency 

reliability should be evaluated. The traditional criterion to evaluate internal 

consistency is Cronbach’s alpha. However, according to Hair et al. (2017), using 

Cronbach’s alpha to evaluate internal consistency reliability in PLS-SEM has some 

limitations, where it is “sensitive to the number of items in the scale and generally 

tends to underestimate the internal consistency reliability” (Hair et al, 2017, p. 111). 

Outer loading 
relevance testing 

 Outer loading 
is < 0.40  

Outer loading 
is ≥ 0.40  

but < 0.70 
 Outer loading 

is ≥ 0.70 

Analyse the impact of 
indicator deletion on 
internal consistency 

reliability  

 
Deletion increases 
measure(s) above 

threshold 
 

Deletion does not 
increase measure(s) 

above threshold 

Delete the reflective 
indicator but 

consider its impact 
on content validity 

Retain the reflective 
indicator 

Potentially delete the 
reflective indicator but 
consider its impact on 

content validity 

Retain the reflective 
indicator 
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Therefore, it needs to be balanced by reporting on the different measures of internal 

consistency, such as composite reliability.  

 

In contrast with Cronbach’s alpha, composite reliability tends to overestimate internal 

consistency reliability. Hair et al (2017) suggested for researchers to report both 

criteria when assessing the measure of internal consistency in the constructs in the 

model. The acceptable threshold for both criteria (Cronbach’s alpha and composite 

reliability) are between the values of 0.60 to 0.70. For more advanced stages of 

research, such as in this study, it should be above 0.70 to considered satisfactory (Hair 

et al, 2017, 2011). Next, after reporting the indicator’s reliability and internal 

consistency reliability, the next stage is to report the convergent and discriminant 

validity of the constructs in the research model. 

 

b) Convergent and Discriminant Validity (Fifth stage) 

After having established the indicators and internal consistency reliability, the 

constructs in the model should also establish the convergent and discriminant validity. 

For convergent validity in PLS-SEM analysis, it was measured based on the Average 

Variance Extracted (AVE). The recommended threshold for convergent validity is the 

AVE value, which should be at least 0.50 or higher. A value lower than 0.50 “indicates 

that, on the average, more variance remains in the error of the items than in the variance 

explained by the construct” (Hair et al, 2017, p. 115). The AVE values for each 

construct should be reported as evidence that the model has established convergent 

validity.  
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Instead of assessing the convergent validity of the constructs, in the procedure of the 

assessment of the measurement model, the discriminant validity of each construct 

should also be reported. Three approaches can be used to assess the discriminant 

validity in PLS-SEM analysis, which are through the cross-loadings, the Fornell-

Larcker criterion and the Heterotrait-Monotrait ratio (HTMT) (Hair et al, 2017). In this 

study, we used all three approaches to assess the discriminant validity.  

 

For the cross-loading approach, the item loading for the corresponding construct 

should have a higher loadings than the items that correspond in the other constructs 

(Hair et al, 2017). According to Lowry and Gaskin (2014), for discriminant validity 

using cross-loading, the item loading for the corresponding constructs should be at 

least 0.10 higher than the loadings in the other constructs in order to indicate that the 

construct has established discriminant validity. For the Fornell-Larcker criterion, it 

was measured based on the square root of the AVE values using the latent variable 

correlations. To establish discriminant validity through the Fornell-Larcker criterion, 

the square root of AVE should produce the highest values compared to any correlation 

in the other constructs. 

 

The third approach was HTMT suggested by Henseler, Ringle and Sarstedt (2015) to 

assess the discriminant validity of PLS-SEM analysis. HTMT is considered to be the 

most prominent approach to evaluating discriminant validity in a structural model 

(Hair et al, 2017). The HTMT correlation values of the constructs should not be close 

to 1 and not include the value of 1 for all combination of constructs in order to indicate 

that the model has established discriminant validity. To be more specific, Henseler et 

al (2015) suggested that the threshold value of the constructs should be below 0.90, 
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and the more conservative threshold should be below 0.85 in order to provide evidence 

that the measurement model has established discriminant validity.  

 

All of these procedures assessing the indicator reliability, internal consistency 

reliability and convergent and discriminant validity were used to provide evidence that 

the measurement of the instruments of the constructs was valid and reliable before the 

testing of the inter-relationship of the constructs was performed. Table 4.7 indicates 

the procedures of assessment in the measurement model and the recommended 

threshold for each process. Hence, after all of these processes, the next step was to 

assess the structural model. 

 
Table 4.7 

Rules of Thumb for Evaluating the Reflective Measurement Model 

Procedures Recommended Threshold 

Indicators reliability The indicator’s outer loading should be higher than 
0.70. 

Internal consistency reliability Cronbach’s alpha and composite reliability values 
should be higher than 0.70. 

Convergent validity AVE values should be higher than 0.50 

Discriminant validity 

Cross-loadings: the loadings for the corresponding 
construct should be higher by at least 0.10 than the 
loadings of other constructs. 
 
Fornell-Larcker criterion: The square root of the 
AVE values should be higher than the correlation in 
the other constructs. 
 
HTMT criterion: HTMT statistic should not be 
close to 1. It should be below 0.90, or more 
conservatively, it should be below 0.85. 

Source: Hair et al (2017, 2011) and Henseler et al. (2015) 
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4.5.1.2 Procedure for Assessing the Structural Model 

The last step when conducting PLS-SEM analysis is to assess the structural model. 

Several aspects need to be reported when assessing the structural model, such as R², 

Q², the significance of the hypothesis paths, f² and q² (refer Figure 4.5). To be more 

specific, there are approximately six steps in the process of the assessment of the 

structural model. Figure 4.7 illustrates the process of the assessment of the structural 

model.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4.7: Structural model assessment procedure. Source: Hair et al (2017). 

 

Figure 4.7 shows the process used to evaluate the structural model. First, the researcher 

needs to assess whether there are collinearity issues between the constructs. The 

collinearity issues could be assessed through the collinearity tolerance test (TOL) or 

Assess structural model for 
collinearity issues 

Assess the significance and relevance 
of the structural model relationships 

Assess the level of R² 

Assess the f² effect size 

Assess the predictive relevance Q² 

Assess the q² effect size 

Step 1 

Step 2 

Step 3 

Step 4 

Step 5 

Step 6 

Collinearity tolerance < 0.20,  
or VIF < 0.50 

t value > 1.65, or p value < 0.10 (sig. 10%) 
t value > 1.96, or p value < 0.05 (sig. 5%) 
t value > 2.57, or p value < 0.01 (sig. 1%) 

R² ≥ 0.75 = Substantial 
R² ≥ 0.50 = Moderate 
R² ≥ 0.25 = Weak 
 
 f² ≥ 0.02 < 0.15 = Small effect 
f² ≥ 0.15 < 0.35 = Medium effect 
f² ≥ 0.35 = Large effect 
 
 
Q² > 0.00 = Endogenous construct 
predictive relevance 

q² ≥ 0.02 < 0.15 = Small effect 
q² ≥ 0.15 < 0.35 = Medium effect 
q² ≥ 0.35 = Large effect 
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based on the Variance Inflation Factor (VIF). TOL values below 0.20 or VIF values 

below 0.50 could prompt one to consider that the research model has no 

multicollinearity issues. Thus, hypotheses testing regarding the inter-relationship of 

the constructs could be performed (Hair et al, 2017).  

 

The significant relationship of the constructs could be assessed based on the t value or 

the corresponding p-value. According to Hair et al (2017), the t-value should be larger 

than the critical value, where the “commonly used critical value for two-tailed tests is 

1.65 (significant level = 10%), 1.96 (significant level = 5%), and 2.57 (significant level 

= 1%)” (p. 195). For the p-value, on the other hand, it was equal to the obtaining of 

the t-value. When assuming a significance level of 10 percent, the p-value should be 

smaller than 0.10. For a significance level of 5 percent, the p-value must be smaller 

than 0.05, and for a significance level of 1 percent, the p-value should be lower than 

0.01 (Hair et al, 2017). Based on the results of the significance testing, it could be used 

to support or reject the hypothesised relationships among the constructs in the model. 

 

Next, after determining the relationship of the constructs using PLS analysis, the 

research also needs to report the strength of the relationship toward the endogenous 

constructs. This procedure can be measured using the coefficient of determination (R² 

value). “R² represents the exogenous latent variables’ combined effect on the 

endogenous latent variable. That is, the coefficient represents the amount of variance 

in the endogenous constructs explained by all of the exogenous constructs linked to it” 

(Hair et al, 2017, p. 198). The common rule of thumb for the R² value of the 

endogenous constructs is 0.75, 0.50 or 0.25, which could respectively be described as 

substantial, moderate or weak (Hair et al, 2017, 2011; Henseler, Ringle, & Sinkovics, 
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2009). However, it should be noted here that the values of R² could be different 

depending on the discipline, where, for example, the R² value of 0.20 could be 

considered high such as in the psychological discipline (Hair et al, 2017). 

 

In addition, after evaluating the R², this study also wanted to know which exogenous 

construct could perform as the key driver that produces a substantial effect on the 

endogenous construct. This measure is referred as the f² effect size. The f² effect size 

in PLS-SEM can be calculated using the following formula:  

 

f² =
R²included - R²excluded

1 −  R²included
 

The R²included and R²excluded are the R² value of the endogenous constructs when the 

exogenous construct is included and excluded in the model. The guidelines to 

determine how strong the effect size of the exogenous construct is toward the 

endogenous construct are based on the values of 0.02, 0.15 and 0.35, which 

respectively represent a weak, medium and large effect size (Hair et al, 2017).  

 

The next step in assessing the structural model was to determine the model’s predictive 

relevance Q², also called Stone-Geisser’s Q² value. Q², is quite similar to R², which is 

where R² represents the measure of the model’s ‘in-sample predictive power’. 

However, Q², on the other hand, represents the measure of the model’s ‘out-of-sample 

predictive power’. The Q² value was obtained using the blindfolding technique where 

some of the data in the model was eliminated through a systematic pattern based on 
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the omission distance (D)32. If the result of Q² value is larger than 0, it would mean 

that the exogenous constructs have predictive relevance related to the endogenous 

construct in the model (Hair et al, 2017).  

 

The last step in the PLS-SEM structural model assessment was to assess the q² effect 

size. The q² effect size examines the contribution of the exogenous constructs in the 

model related to an endogenous construct’s latent variable Q² value (Hair et al, 2017). 

The calculation of the q² effect size is quite similar to that of the f² effect size, where 

it can be calculated using the following formulation: 

 

q² =
Q²included - Q²excluded

1 −  Q²included
 

 
 
Q²included and Q²excluded are the Q² values of the endogenous constructs when the 

exogenous construct is included and excluded in the model respectively. The q² values 

of 0.02, 0.15 and 0.35 are also similar to the f² effect size guidelines, which describe 

the small, medium and larger predictive relevance effects on the particular endogenous 

construct (Hair et al, 2017). 

 

It should be noted that in this study, the researcher also performed mediation analysis 

– this is where there are three mediators in the research model (asset specificity, 

localisation, and services measurability). Thus, the indirect effect of the mediation 

analysis should be considered. Based on the hypothesised relationship of the 

constructs, the results of the analysis might provide several types of mediation based 

                                                           
32  Omission distance (D) value should choose between 5 and 10, however, the number of observations 

in the estimation model that have been divided by the D (between 5 to 10) should not produce the 
same number of integers (Hair et al, 2017). For example, if the study observation was 384, it should 
not choose an omission distance D of 6 and 8, because 384 divided by 6 or 8 will produce a number 
of integers (64 and 48).  
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on the relationship of the construct. Figure 4.8 (a) and (b) illustrate the procedure of 

mediation analysis and how to determine the mediation type.  

 

 

 

 

 

a) General mediation model 

 

 

 

 

 

 

 

 

 

b) Mediation analysis procedure 

Figure 4.8: Types of mediation. Source: Hair et al (2017) 

 

Figure 4.8 illustrates two diagrams; (a) the general mediation model and (b) the 

mediation analysis procedure. The explanation regarding the type of mediation effect 

should be referred to in both diagrams. When analysing the indirect effect, the first 

step is to address whether the indirect effect (P1 ∙ P2) is significant or not. If the indirect 

effect is not significant, then it should be concluded that there is no mediation effect 
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in the model. Thus, it will be whether there is a direct effect only (if P3 is significant) 

or if there is no effect at all (if P3 is not significant).  

 

However, if the indirect effect (P1 ∙ P2) is significant, then it could produce three kinds 

of mediation effect (full-mediation, competitive partial mediation and complementary 

partial mediation). The full-mediation model is when the direct effect (P3) is not 

significant, which means that the model only has indirect relationships (P1 ∙ P2). 

However, if the direct effect (P3) is significant, then two types of partial mediation can 

be produced, namely complementary or competitive partial mediation. 

Complementary partial mediation is achieved when all of the relationships (direct P3 

and indirect effect P1 ∙ P2) are positive or negative. However, if only one relationship 

is positive (such as P3) but the other relationships are negative (such as indirect effect 

P1 ∙ P2) or otherwise, it could be concluded that the model has competitive partial 

mediation (Hair et al, 2017).  

 

This process of mediation analysis was applied in the process of analysing the data 

from the actual study. It will determine which one of the three mediator constructs 

could perform as the key driver in the model, and what kind of mediation type it will 

perform. Hence, from this point of view, when determining the key driver construct, it 

was clear that this study was appropriate to apply PLS-SEM to as the analysis 

approach. 

 

4.6 Conclusion 

Based on the discussion in this chapter, it could be concluded that this chapter has 

provided the justification of the methods used in this study. The justification of the 
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methods starts from the discussion of the general aspects before moving toward more 

specific aspects such as the details involved in the process of analysis.  

 

This chapter provided the justification of the research paradigm – which in this study 

was the positivism paradigm. Positivism is considered to correspond with the 

quantitative approach. Thus, the selection of the research design used in this study was 

conducted, settling on the quantitative approach implementing a cross-sectional 

design. Owing to this selection, the process of collecting the data and instrumentation 

was based on the preferred design. In terms of the sampling procedure, this study used 

multi-stage cluster sampling with a minimum sample size needed of 384. For the 

process of instrumentation, it was based on Hinkin's (1998, 2005) procedure of 

instrument development.  

 

In term of the process of analysis, this study used PLS-SEM approach of analysis. The 

justification regarding why PLS-SEM was considered in this study has been explained 

in detail. Furthermore, concerning the process of performing PLS-SEM, the rules of 

thumb and the recommended threshold for each process were also highlighted. Thus, 

it is hoped that this methodological chapter has already provided a clear explanation 

for the readers regarding the process of conducting this research, performed with a 

systematic procedure in order to be considered rigorous enough to support the later 

research findings. The next chapter discusses the data analysis and the interpretation 

of the results.  
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CHAPTER FIVE 

DATA ANALYSIS AND INTERPRETATION OF THE RESULTS 

5.1 Introduction 

This chapter presents the data analysis and the interpretation of the results. The data 

was based on the sample collected from the zakat payers in the sampling areas as 

mentioned in the previous chapter (Arau in Perlis, Kerian in Perak and Machang in 

Kelantan). This chapter reports the research findings and has attempted to answer the 

three research questions that arose in this study. This chapter starts with the process of 

data screening, followed by a description of the respondents such as their 

characteristics, and concludes with the analysis performed by PLS-SEM. The results 

of the analysis were then interpreted to answer the research questions. 

 

5.2 Data Screening and Preliminary Assumption 

Having gathered all of the data from the respondents, the data was keyed-in to SPSS 

software version 22 and Microsoft Excel 2016 for the process of data screening. The 

sub-section below starts by presenting the overall response rate after the data screening 

process and the suitable data that was used in this study. The next sub-sections present 

the details of the process of the data screening including the outliers in the data and 

the unengaged responses that were eliminated.  

 

The homogeneity test was performed to determine whether the remaining data could 

be generalised. It should be noted that in the sample of the data, it was mixed based on 

the two area categories, which were the deficit zakat areas and the surplus zakat areas.
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Thus, the homogeneity test was important in order to determine whether the data from 

both categories was homogeneous or if there was heterogeneity in the data. 

 

5.2.1 Response Rate 

As mentioned in the previous chapter, 500 questionnaires were distributed within three 

areas (Figure 4.3). The minimum sample size needed for this study was 384 based on 

Krejcie and Morgan (1970), and was not to exceed 500 based on Roscoe (1975), and 

Sekaran and Bougie (2010) in order to control the type 2 errors. From the 500 

questionnaires that were distributed, only 457 questionnaires were returned. This is 

equal to a 91.4 response rate. The percentage of responses is considered to be high, as 

the majority of respondents were willing to provide data for the analysis.  

 
Table 5.1 

Summary of the Data Screening 

Items  

Questionnaires distributed 500 
Questionnaires returned 457 (91.4 % response rate) 

Detected outliers 
18 removed (univariate outliers) 
0 removed (multivariate outliers) 
457 – 18 = 439 

Unengaged responses 
11 removed (observations have a standard 
deviation equal to 0) 
439 – 11 = 428 

Missing values 
Replaced with the mean values of 
(missing values below 15% per observation) 
(missing values below 5% per indicator) 

Finalised usable data 428 
 

From 457, however, 18 responses were detected as being univariate outliers, hence, 

these 18 were removed from the main dataset. Apart from that, 11 responses were 

detected as having a suspicious pattern of answers, which assumes that the respondents 

were unengaged when answering the questionnaire. Thus, the 11 unengaged responses 
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were also eliminated from the main dataset. The remaining 428 items of data were then 

detected as having some missing values. However, the number of missing values in 

the remaining data was not critical, which is a missing value per indicator of less than 

5 percent and a missing value per observation of less than 15 percent. According to 

Hair et al (2017):  

…when the amount of missing data in the questionnaire exceeds 15%, the 
‘observation’ is typically removed from the data file. As a rule of thumb, 
we recommend using mean value replacement when there are less than 5% 
of the total values missing per indicator (pp. 56–57).  

 

After having replaced all of the missing values with mean values, the total amount of 

usable data in this study was 428 observations. This number is considered to be 

adequate as it is above the minimum sample size required of 384 (Krejcie & Morgan, 

1970). It did not exceed 500, which is the maximum sample recommended by Roscoe 

(1975) and Sekaran and Bougie (2010). Hence, the final dataset consisted of 428 

samples that will be used for the analysis.  

 

5.2.2 Outliers 

Two types of outliers’ analyses were performed in this study; univariate and 

multivariate outliers. To detect univariate outliers, the screening was performed using 

boxplot analysis. The observation data that were out of the boxplot with an asterisk (*) 

sign were considered to be extreme outliers and should be removed. In this study, 18 

observations were detected as having performed as outliers, thus all of the 18 

observations were removed from the dataset. Figure 5.1 illustrates the boxplot analysis, 

where all of the 18 outliers were removed. 
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   Figure 5.1: Boxplot analysis 

 
After we eliminated the univariate outliers from the dataset, this study performed 

multivariate outlier analysis using Cook’s distance (Di) approach. According to 

Mcdonald (2002) and Kannan and Manoj (2015), for the three predictors above, a Di 

value above 0.85 is considered to be an influential outlier in the dataset.  

 
a) Cook’s distance (psychological performance) 
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b) Cook’s distance (socio-economic performance) 

 

Figure 5.2: Cook’s distance analysis (multivariate outliers) 

 

Based on Figure 5.2, both scatterplots are the result of Cook’s distance (Di)33 

multivariate outlier analysis on two kinds of endogenous constructs – where (a) is the 

Cook’s distance analysis based on psychological performance, while (b) is based on 

socio-economic performance. Both analyses show that the Di value is below 0.85, 

where the highest Di value was 0.05 for psychological performance and 0.03 for socio-

economic performance. Hence, from the result of the analysis, it was considered that 

no critical influential multivariate outliers were detected in the dataset. Therefore, 18 

univariate outliers were removed out of 457, and 439 data items remained. 

 

                                                           
33  The guidelines for detecting multivariate outliers using Cook’s distance (Di) approach is based on 

one endogenous construct and how many predictor constructs are in the model. If Di is above 0.7, 
then it could be considered an influential outlier if it was measured based on two predictors (Di > 
0.7, predictor = 2). However, if the model has three predictors, then a Di value above 0.8 is 
considered to be an influential outlier (Di > 0.8, predictor = 3). If the model has more than three 
predictors, then the Di above 0.85 (Di > 0.8, predictor > 3) is considered to be the influential outlier 
(Mcdonald, 2002). In the context of this study, there are four predictors, thus we used the Di 
threshold of 0.85.  
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5.2.3 Unengaged Responses 

After having removed the outliers in the dataset, this study attempted to detect 

suspicious response patterns in the data. A suspicious pattern is often described as 

straight lining. When there are straight line responses, it could be mean that the 

respondent is unwilling to answer the questionnaire, such as when they did not read 

the questions or when they did not want to engage in the study. Thus, the respondents 

tended to answer using similar scales, such as all 3s or all 4s, or another scale number 

(1, 2 or 5) in a straight line pattern (Hair et al, 2017). 

 

In order to detect straight lining, this study used standard deviation analysis on all 437 

observations. A standard deviation equal to zero means that there is no dispersion in 

the response. Thus, it can be described as having the symptoms of the straight lining. 

The standard deviation analysis results indicated that 11 observations had straight 

lining. All of the 11 observations were removed from the dataset. After the removal 

process, the final dataset consisted of 428 samples.  

  

5.2.4 Homogeneity Test 

The remained 428 data items were then tested for the assumption of homogeneity. This 

study employed two kinds of homogeneity test to detect whether there was 

heterogeneity in the data – Levene’s test of homogeneity and the measurement 

invariance of the composite model (MICOM-PLS). Levene’s test is considered to be 

the most common testing procedure for the homogeneity of variance in the dataset, 

while using MICOM is more specific to PLS-SEM analysis based on groups in the 

data (Hair et al, 2018). This study first applied Levene’s test and then proceeded with 

MICOM to confirm whether the data could be pooled.  
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Based on Levene’ test, it indicated an insignificance result (p > 0.05) for both 

endogenous constructs – for psychological performance, the p-value was 0.905 and for 

socio-economic performance, it was 0.508. The insignificance results mean that the 

null hypothesis (no homogeneity in the data) of Levene’s test was rejected, thus it 

could be concluded that the data is homogenous, and thus can be generalised (Field, 

2009; Hair et al, 2018). Table 5.2 indicates Levene’s test of homogeneity results. 

 
Table 5.2 

Levene’s Test of Homogeneity Result 

Endogenous Constructs Levene Statistic df1 df2 Sig. 

Psychological Performance 0.014 1 426 0.905 

Socio-economic Performance 0.439 1 426 0.508 

 

Next, after having confirmed the homogeneous nature of the data based on Levene’s 

test, this study then applied with MICOM analysis. MICOM analysis is a specific 

procedure for PLS-SEM to determine whether there is heterogeneity in the data or not. 

There are two diverse groups in the dataset; the surplus zakat area (Perlis) and the 

deficit zakat areas (Perak and Kelantan). For diverse groups, it is assumed that they 

may have heterogeneity in the dataset, so it should be confirmed by MICOM analysis.  

 

The results of the MICOM analysis34 indicated that the data has established all three 

steps in the MICOM procedure and confirmed the full measurement invariance. Table 

5.3 indicates the MICOM analysis results.

                                                           
34  There are three steps in MICOM analysis, which are (1) the configurable invariance, (2) 

compositional invariance, and (3) the equality of the composite mean values and variances. If all of 
these three steps are established, then it would mean that the full measurement invariance is 
confirmed, where there is no heterogeneity in the data across the groups, thus the data could be 
pooled and generalised (Hair et al, 2018).  
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Table 5.3 

MICOM Analysis Result 

 

 

 

 MICOM 
Step 1 MICOM Step 2 

MICOM Step 3 

Equality of composite means Equality of composite variances 

Composite Configural 
invariance 

Corr. 
c 

5% 
quantile 

of cu  

p 
value 

Composite 
invariance 

established? 

Diff. 
mean 

95% 
confidence 

interval 

p 
value 

Equal 
mean 

values? 

Logarithm 
composite’s 

variances 

95% 
confidence 

interval 

p 
value 

Equal 
variances? 

Property 
rights Yes 1.000 0.997 0.848 Yes -0.030 [-0.244; 

0.225] 0.791 Yes 0.032 [-0.385; 
0.328] 0.864 Yes 

Asset 
specificity Yes 1.000 0.999 0.737 Yes 0.006 [-0.219; 

0.234] 0.964 Yes -0.053 [-0.300; 
0.267] 0.696 Yes 

Services 
measurability Yes 1.000 1.000 0.960 Yes -0.027 [-0.216; 

0.221] 0.821 Yes -0.177 [-0.304; 
0.244] 0.196 Yes 

Localisation Yes 1.000 0.999 0.833 Yes 0.086 [-0.229; 
0.228] 0.500 Yes -0.136 [-0.323; 

0.260] 0.359 Yes 

Psychological 
performance Yes 1.000 1.000 0.855 Yes 0.084 [-0.226; 

0.239] 0.498 Yes -0.062 [-0.349; 
0.294] 0.690 Yes 

Socio-
economic 
performance 

Yes 1.000 1.000 0.697 Yes 0.050 [-0.216; 
0.224] 0.668 Yes -0.059 [-0.300; 

0.263] 0.666 Yes 
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Table 5.3 shows the results of the three steps of MICOM analysis. The first step was 

configural invariance. The assessment of configural invariance consists of the 

qualitative assessment of the composites’ specification across the groups, such as using 

similar identical indicators for the different groups, as well as identical treatment and 

identical algorithm settings for both groups (Hair et al, 2018; Henseler, Ringle, & 

Sarstedt, 2016). In the context of this study, all of the measurements in the model 

regarding the indicators, treatment and algorithm setting for both groups were 

performed using a similar process and procedure, thus it could be considered that the 

model established configural invariance.  

 

The second step was compositional invariance. It “means that the prescription for 

condensing the indicator variables into composites is the same for all groups. This 

invariance type is established when a composite’s scores is created equally across 

groups” (Henseler et al, 2016, p. 414). For this step, if it produced a significant result, 

then it could mean that the results of the analysis support the null hypothesis 

(compositional invariance is not established), and if it were insignificant, then would 

reject the null hypothesis, where it could be concluded that compositional invariance 

has been established (Hair et al, 2018; Henseler et al, 2016). In the context of this 

study, all of the compositional invariance analyses resulted in insignificance for all six 

constructs, meaning that the null hypothesis was rejected and that it could be concluded 

that the model has established compositional invariance.  

 

The third step was the analysis of the equality of the composite mean values and 

variances, where the process of the analysis was focused on the pooled data-level 

(Henseler et al, 2016). If the composite mean values and variances are established, 
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then it means that the data could be pooled and used to make a generalisation. 

According to Henseler et al (2016), “pooling the data into one larger dataset is an 

attractive option, because it can increase the statistical power and generalisability of 

the model in question” (p. 413). The equality of the mean values and variances in the 

MICOM analysis was tested using the null hypothesis, thus, the insignificance result 

would mean that the equality mean values and variances have been established (Hair 

et al, 2018; Henseler et al, 2016). Based on Table 5.3, all of the mean and variance 

analyses resulted in an insignificant result, thus, from all three steps of the MICOM 

analysis, it can be concluded that the model has established full-measurement 

invariance – where the data can be pooled and the results from the pooled data 

generalised.  

 

5.3 Descriptive Analysis 

After the process of data screening, only 428 samples were usable for further analysis. 

The essential assumption of the data also indicated that the data was homogeneous, 

and the MICOM analysis results stated that the data established full measurement 

invariance – the later results from the data can thus be generalised (Hair et al, 2018; 

Henseler et al, 2016). Before moving on to the main analysis (the inter-relationship of 

the constructs using PLS-SEM), it would be interesting to know the characteristics of 

the respondents who provided the data for this study.  

 

Table 5.4 indicates the characteristics of the respondents who provided the data for 

this study via the three sampling frame areas (Perlis, Perak, and Kelantan). The highest 

percentage of respondents was from Perak (41.59 %), followed by Kelantan (36.68 %) 

and Perlis (21.73 %). The majority of respondents were males (64.95 %), and 31.78 
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percent were females. This is due to the strategy of collecting the data targeting specific 

areas such as Mosques35, where it will be easier to identify the respondents who are 

the zakat payers, hence, it is relevant that there are more male than female respondents. 

 
  Table 5.4 

  Characteristics of the Respondents 

Characteristics Frequency Percentage (%) 
Area   
 Arau, Perlis 93 21.73 
 Kerian, Perak 178 41.59 
 Machang, Kelantan 157 36.68 
Gender   

Male 278 64.95 
Female 136 31.78 

Age (Years)   
21 – 30 58 13.55 
31 – 40 69 16.12 
41 – 50  111 25.93 
51 – 60  91 21.26 
61 and above 99 23.13 

Level of education   
Secondary school (SPM) 130 30.37 
Certificates/Diploma 150 35.05 
Bachelor’s Degree 132 30.84 
Master’s Degree 13 3.04 

Level of income   
MYR 1,000 – 2,000 70 16.36 
MYR 2,001 – 3,000 179 41.82 
MYR 3,001 – 4,000 92 21.49 
MYR 4,001 – 5,000 48 11.21 
MYR 5,001 and above 15 3.50 

   

The majority of respondents were in the age range of 41 to 50 years old (25.93 %), 

followed by 61 years old and above (23.13 %) and 51 to 60 years old (21.26 %). The 

minority of respondents were in the age ranges of 21 to 30 years old (13.55 %) and 31 

                                                           
35  This study targeted Mosques as the specific areas of focus because the obligation of zakat is 

associated with prayer. As mentioned in the holy Quran “and We made them leaders guiding by Our 
command. We inspired to them the doing of good deeds, the establishment of prayer, and the giving 
of zakah; and they were the worshippers of Us” [21:73]. Thus, this study believes that the people 
who perform prayers have the responsibility to perform zakat; and targeting the Mosques as the 
place to gather the respondents is considered to be an appropriate stategy.  
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to 40 years old (16.12 %). Most of the respondents were aged 41 and above, which is 

considering that the respondents have an established income and the age of the 

majority who come to the mosque.  

 

In terms of education, it shows that there is a balance of characteristics between the 

respondents who had a secondary education level (Malaysian Certification of 

Education, SPM) (30.7 %), those who had a certificate or diploma from tertiary 

education (35.05 %), and the respondents who had a Bachelor’s degree (30.84 %). 

Only a minority of respondents (3.04 %) had a Master’s degree. For income, the 

majority of respondents stated themselves as having an income between MYR 2,001 

and MYR 3,000 (41.82 %), followed by MYR 3,001 to MYR 4,000 (21.49 %), MYR 

1,000 to MYR 2,000 (16.36 %) and MYR 4,001 to MYR 5,000 (11.21 %). Only the 

minority of respondents had an income above MYR 5,000 (3.50 %).  

 

All of these characteristics are the demographics of the respondents who regard 

themselves as zakat payers in their area. Even with an income below MYR 2,000, they 

still believe that they should perform the obligation of zakat. After having understood 

the characteristics of the respondents that have provided the data in this study, the next 

process of the PLS-SEM analysis was to test the inter-relationship of the research 

model.  

 

5.4 PLS-SEM Analysis 

As mentioned in the methodology chapter, this study applied PLS-SEM analysis using 

SmartPLS version 3.2.7 (Ringle et al, 2015). The procedure for conducting PLS 

analysis has been illustrated in Figure 4.5 and was explained in detail. The process 
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starts with the CTA-PLS procedure to confirm the types of measurement for the 

constructs in the model, whether it should be a reflective measurement or formative.  

 

After confirming the types of measurement in the constructs, the assessment of the 

measurement model was performed. It should be noted that the assessment of the 

measurement model was also a part of Hinkin's (1998, 2005) process involved in 

developing the instrument (refer Figure 4.4: stages 4 and 5). After the constructs in the 

model were confirmed as being valid and reliable, then the inter-relationship analysis 

between the constructs was performed. This stage is known as the assessment of the 

structural model, where hypotheses testing is conducted to answer the research 

questions.  

 

5.4.1 Confirmatory Tetrad Analysis (CTA) 

Confirmatory tetrad analysis (CTA) was conducted to ensure that there were no 

misspecifications in the measurement model. For example, in the process of the 

operationalisation of the construct, all of the constructs were measured using reflective 

measurement. However, in terms of the wording of the items, it may produce the 

wording for the formative measurement, thus, the construct should follow the 

formative specification instead of the reflective specification. Applying reflective 

assessments to the formative measurement can result in biased outcomes (Gudergan et 

al, 2008; Hair et al, 2018). Thus, conducting CTA is considered essential before the 

assessment of the measurement model can be performed. Table 5.5 indicates the results 

of the CTA-PLS analysis for all six constructs in the model. 
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Table 5.5 

CTA-PLS Results 

Non-redundant 
vanishing tetrad 

Ori. 
sample 

Sample 
mean Std. dev t statistics p 

values 
CI Low 

adj. 
CI Up 
adj. 

Property rights 
τproperty, 1234 0.112 0.110 0.058 1.918 0.055 -0.043 0.271 
τproperty, 1243 0.183 0.180 0.059 2.102 0.022 -0.027 0.345 
τproperty, 1235 0.110 0.107 0.048 2.283 0.021 -0.017 0.242 
τproperty, 1352 0.001 0.001 0.045 0.021 0.983 -0.122 0.123 
τproperty, 1237 0.066 0.065 0.042 1.570 0.116 -0.046 0.180 
τproperty, 1245 0.206 0.202 0.063 2.270 0.017 -0.040 0.379 
τproperty, 1247 0.135 0.132 0.057 2.381 0.015 -0.014 0.292 
τproperty, 1257 0.116 0.114 0.055 2.114 0.035 -0.030 0.266 
τproperty, 1672 0.060 0.059 0.036 1.660 0.097 -0.036 0.160 
τproperty, 1346 0.079 0.078 0.039 2.042 0.041 -0.024 0.185 
τproperty, 1374 -0.038 -0.038 0.081 0.468 0.640 -0.257 0.180 
τproperty, 1356 0.079 0.078 0.043 1.822 0.680 -0.036 0.198 
τproperty, 1465 -0.241 -0.236 0.080 1.999 0.023 -0.061 0.129 
τproperty, 1467 -0.109 -0.106 0.056 1.957 0.050 -0.261 0.038 
Asset specificity 
τasset, 1234 0.056 0.057 0.070 0.800 0.424 -0.083 0.193 
τasset, 1243 0.019 0.020 0.069 0.272 0.786 -0.117 0.153 
Services measurability 
τservices, 1234 0.040 0.038 0.054 0.738 0.461 -0.110 0.192 
τservices, 1243 0.037 0.036 0.050 0.741 0.459 -0.102 0.178 
τservices, 1235 0.060 0.058 0.079 0.761 0.447 -0.160 0.285 
τservices, 1352 0.048 0.047 0.058 0.827 0.408 -0.115 0.213 
τservices, 1236 0.101 0.098 0.077 1.324 0.186 -0.110 0.320 
τservices, 1237 0.058 0.056 0.066 0.877 0.380 -0.126 0.245 
τservices, 1238 0.053 0.052 0.063 0.854 0.393 -0.121 0.231 
τservices, 1254 0.018 0.017 0.053 0.334 0.738 -0.132 0.168 
τservices, 1274 0.074 0.071 0.052 1.412 0.158 -0.070 0.222 
τservices, 1284 -0.042 -0.041 0.048 0.862 0.389 -0.178 0.093 
τservices, 1562 -0.030 -0.029 0.052 0.565 0.572 -0.177 0.117 
τservices, 1572 -0.040 -0.040 0.059 0.679 0.497 -0.205 0.125 
τservices, 1682 -0.008 -0.007 0.039 0.194 0.846 -0.118 0.102 
τservices, 1378 0.052 0.051 0.053 0.977 0.328 -0.096 0.200 
τservices, 1467 0.170 0.166 0.078 2.176 0.030 -0.046 0.393 
τservices, 1568 0.036 0.036 0.062 0.584 0.559 -0.137 0.210 
τservices, 1578 0.020 0.021 0.055 0.358 0.720 -0.136 0.174 
τservices, 2364 -0.004 -0.003 0.044 0.087 0.931 -0.128 0.119 
τservices, 2357 -0.005 -0.006 0.062 0.087 0.931 -0.179 0.169 
τservices, 2675 -0.051 -0.050 0.040 1.276 0.202 -0.166 0.060 



 

157 
 

Non-redundant 
vanishing tetrad 

Ori. 
sample 

Sample 
mean Std. dev t statistics p 

values 
CI Low 

adj. 
CI Up 
adj. 

Localisation 
τlocalisation, 1234 -0.001 -0.000 0.063 0.011 0.991 -0.147 0.145 
τlocalisation, 1243 0.026 0.026 0.069 0.374 0.709 -0.135 0.187 
τlocalisation, 1235 0.100 0.098 0.067 1.495 0.135 -0.054 0.256 
τlocalisation, 1352 -0.086 -0.084 0.069 1.239 0.215 -0.249 0.073 
τlocalisation, 1345 0.139 0.136 0.070 1.992 0.046 -0.021 0.304 
Psychological performance 
τpyschological, 1234 0.050 0.048 0.076 0.663 0.507 -0.123 0.229 
τpyschological, 1243 0.049 0.047 0.077 0.632 0.527 -0.129 0.230 
τpyschological, 1235 0.046 0.043 0.054 0.841 0.400 -0.078 0.174 
τpyschological, 1352 -0.011 -0.010 0.042 0.267 0.789 -0.110 0.085 
τpyschological, 1345 0.093 0.093 0.062 1.499 0.134 -0.051 0.239 
Socio-economic performance 
τsocio-economic, 1234 0.020 0.019 0.035 0.561 0.575 -0.062 0.102 
τsocio-economic, 1243 -0.014 -0.013 0.043 0.315 0.753 -0.114 0.087 
τsocio-economic, 1235 0.028 0.027 0.041 0.673 0.502 -0.068 0.124 
τsocio-economic, 1352 -0.046 -0.045 0.043 1.072 0.284 -0.146 0.053 
τsocio-economic, 1345 -0.013 -0.013 0.046 0.285 0.776 -0.120 0.094 

*Adjustment at 90% bias corrected bootstrap (two-tailed) and Bonferroni-adjusted Confidence intervals 

 
Based on Table 5.5, the Bonferroni-adjusted confident interval (CI) indicates the 

insignificant result when the non-redundant tetrad (τ) is equal to zero. The CI Lower 

bound reported the negative intervals, while the CI upper bounds were positive for all 

of the non-redundant tetrad of analysis. Thus, based on the CI results in Table 5.5, it 

could mean that there is a place for the tetrad to be equal to zero within the CI range 

(confidence intervals include zero). Referring to Figure 4.5 in the methodology 

chapter, when the CI includes zero, it means that the specification of the construct 

measurements should be measured using reflective indicators (Gudergan et al, 2008; 

Hair et al, 2018). 

 

Thus, based on the CTA results, it would be safe to argue that this study has used the 

right specification of measurement for all of the constructs in the model, which is the 

reflective measurement specification. Next, for the assessment of the measurement 
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model, it was evaluated using the reflective measurement assessment as confirmed by 

the CTA-PLS results.  

 

5.4.2 Assessment of the Measurement Model 

After the researcher confirmed that all of the constructs in the model were measured 

using the reflective measurement indicators through CTA-PLS analysis, then the 

reflective assessment of the measurement model was conducted. Referring to Figure 

4.5, four main aspects were assessed within the reflective measurement model, which 

were (1) indicator reliability, (2) internal consistency reliability, (3) convergent 

validity and (4) discriminant validity (Hair et al, 2017).  

 

To begin with, this study first assessed the indicator reliability. Indicator loadings 

above 0.70 indicate that the construct of the analysis explains over 50% of the 

indicator’s variance (Hair et al, 2017; Sarstedt et al, 2014). However, it should be noted 

that the indicator loadings between 0.40 and 0.69 could also be accepted with some 

pre-requisites (refer Figure 4.6). If the indicator loading was in this range, then the 

impact of the deletion of the indicator should be analysed. If the deletion of the 

indicator increases the measured value of the internal consistency reliability above the 

recommended threshold, then the indicator should be removed from the model. If not, 

then the model should retain the reflective indicator (Hair et al, 2017).  

 

In this study, all of the reflective indicators had outer loading values above the 0.70 

threshold, except for one indicator (PR1) which produced a loading value of 0.656. 

Therefore, when the loading value was in the range of > 0.40 and < 0.70, then the 

values of internal consistency reliability were analysed – whether the deletion of the 

indicator will increase the value of internal consistency reliability above the 
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recommended threshold or not. After analysing the internal consistency reliability, the 

values were already above the recommended threshold for all of the constructs and 

when removing the indicator from the model, it seems that it does not effect on the 

internal consistency reliability values that are above the threshold. Thus, based on this 

procedure, this study retained the PR1 indicator in the model. Figure 5.3 illustrates the 

research model after conducting the PLS algorithm.  

 

 

 
Figure 5.3: Results of the PLS algorithm 

 

Based on Figure 5.3, there were no indicators that were removed from the model, as 

the values of internal consistency reliability were not above the recommended 

threshold. When analysing the internal consistency reliability, it was measured using 

two types of approach, based on Cronbach’s alpha value and composite reliability. As 

mentioned in the methodology chapter, both types of internal consistency reliability 

should be reported, as Cronbach’s alpha tends to underestimate the consistency 
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reliability, as composite reliability is likely to overestimate the values. Thus, reporting 

both would be balanced when estimating the internal consistency reliability values 

(Hair et al, 2017). Table 5.6 indicates the outer loading of each indicator, as well as 

the internal consistency reliability and convergent validity of the constructs.  

 

Table 5.6 

Outer Loadings, Internal Consistency Reliability and Convergent Validity 

Latent 
variable Indicators Outer 

loadings 

Internal consistency 
reliability 

Convergent 
validity 

Cronbach’s 
alpha 

Composite 
reliability AVE 

Property 
rights of zakat 

PR1 0.656 

0.878 0.906 0.580 

PR2 0.775 
PR3 0.830 
PR4 0.744 
PR5 0.762 
PR6 0.825 
PR7 0.727 

Asset 
specificity 

AS1 0.884 

0.901 0.931 0.771 AS2 0.892 
AS3 0.905 
AS4 0.831 

Services 
measurability 

SM1 0.858 

0.937 0.947 0.767 

SM2 0.866 
SM3 0.885 
SM4 0.896 
SM5 0.885 
SM6 0.875 
SM7 0.905 
SM8 0.837 

Localisation 

LC1 0.826 

0.901 0.927 0.717 
LC2 0.786 
LC3 0.899 
LC4 0.845 
LC5 0.873 

Psychological 
performance 

PP1 0.917 

0.920 0.934 0.807 
PP2 0.932 
PP3 0.926 
PP4 0.813 
PP5 0.897 

Socio-
economic 

performance 

SEP1 0.866 

0.938 0.948 0.826 
SEP2 0.926 
SEP3 0.914 
SEP4 0.922 
SEP5 0.916 

 



 

161 
 

Based on Table 5.6, the internal consistency reliability resulted when both Cronbach’ 

alpha and the composite reliability values were above the recommended threshold, 

which was > 0.70. Therefore, the PR1 indicators were considered to be suitable enough 

to be retained in the model. When the Cronbach’s alpha and composite reliability 

values were above 0.70, it could be considered that the model has established internal 

consistency reliability among the constructs (Hair et al, 2017).  

 
Table 5.7 
 
Discriminant Validity – Cross-loading 

Indicators Property 
rights 

Asset 
specificity 

Services 
measurability Localisation Psychological 

performance 

Socio-
economic 

performance 
PR1 0.656 0.347 0.458 0.423 0.450 0.366 
PR2 0.775 0.439 0.533 0.431 0.468 0.419 
PR3 0.830 0.501 0.638 0.614 0.584 0.543 
PR4 0.744 0.441 0.565 0.518 0.513 0.588 
PR5 0.762 0.409 0.530 0.579 0.519 0.496 
PR6 0.825 0.493 0.666 0.564 0.622 0.616 
PR7 0.727 0.411 0.536 0.535 0.519 0.564 
AS1 0.486 0.884 0.648 0.548 0.580 0.642 
AS2 0.501 0.892 0.656 0.544 0.568 0.626 
AS3 0.550 0.905 0.707 0.634 0.664 0.585 
AS4 0.476 0.831 0.616 0.605 0.582 0.511 
SM1 0.578 0.663 0.858 0.670 0.646 0.607 
SM2 0.662 0.595 0.866 0.716 0.658 0.663 
SM3 0.675 0.626 0.885 0.588 0.646 0.753 
SM4 0.687 0.689 0.896 0.628 0.681 0.646 
SM5 0.619 0.668 0.885 0.677 0.659 0.693 
SM6 0.663 0.639 0.875 0.630 0.721 0.717 
SM7 0.685 0.660 0.905 0.626 0.727 0.723 
SM8 0.623 0.707 0.837 0.647 0.730 0.741 
LC1 0.515 0.497 0.526 0.826 0.609 0.437 
LC2 0.470 0.492 0.550 0.786 0.532 0.550 
LC3 0.576 0.615 0.622 0.899 0.668 0.580 
LC4 0.645 0.597 0.696 0.845 0.697 0.610 
LC5 0.690 0.589 0.699 0.873 0.745 0.656 
PP1 0.669 0.622 0.794 0.708 0.917 0.762 
PP2 0.636 0.632 0.738 0.700 0.932 0.763 
PP3 0.653 0.678 0.727 0.745 0.926 0.713 
PP4 0.558 0.536 0.554 0.590 0.813 0.505 
PP5 0.595 0.588 0.674 0.728 0.897 0.667 

SEP1 0.640 0.623 0.710 0.680 0.758 0.866 
SEP2 0.616 0.617 0.733 0.612 0.693 0.926 
SEP3 0.627 0.616 0.744 0.563 0.686 0.914 
SEP4 0.629 0.669 0.709 0.647 0.660 0.922 
SEP5 0.584 0.533 0.705 0.566 0.682 0.916 

 

In terms of the convergent validity, it was measured using the average variance 

extracted (AVE), where a value above 0.50 is considered to have established 
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convergent validity (Hair et al, 2017). Based on the results, all of the constructs in the 

model produced AVE values above 0.50 (ranging between 0.580 and 0.826), thus, it 

demonstrates that the model has established convergent validity. Next, came assessing 

the discriminant validity among the constructs in the model. There were three 

approaches when evaluating the discriminant validity in PLS-SEM, based on cross-

loadings, the Fornell-Larckell criterion and heterotrait-monotrait ratios (HTMT). In 

this study, it was reported that all three approaches were used to assess discriminant 

validity.  

 
Table 5.8 
 
Discriminant Validity – Fornell-Larckell Criterion 

 1 2 3 4 5 6 
1. Property rights 0.762      
2. Asset specificity 0.574 0.878     
3. Services measurability 0.742 0.749 0.876    
4. Localisation 0.693 0.663 0.738 0.847   
5. Psychological performance 0.694 0.682 0.782 0.775 0.898  
6. Socio-economic performance 0.682 0.674 0.793 0.676 0.766 0.909 

 

Table 5.7 indicates the results of discriminant validity based on the cross-loadings. To 

confirm that the model established discriminant validity, the loadings for each 

indicator that corresponded with the construct should have a value higher than 0.10 

compared with the loading in the other constructs (Lowry & Gaskin, 2014). The result 

of the cross-loadings in Table 5.7 indicated that all of the loadings that corresponded 

with the main construct had values higher than the loadings in the other constructs, 

thus from the cross-loadings approach, it could be considered that the model has 

established discriminant validity.  
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The second approach used to evaluate discriminant validity was based on the Fornell-

Larckell criterion. Table 5.8 indicates the results of the Fornell-Larckell criterion based 

on the model of analysis. The Fornell-Larckell criterion is measured based on the 

square root of the AVEs of the main construct compared to the correlation of the other 

constructs in the model – where the square root of the AVE values should be higher 

than the values of correlation between the constructs (Hair et al, 2017). Referring to 

Table 5.8, the bold values are the square root of AVE, while the non-bold values are 

the correlation among the constructs. From the results, it is clear that the square root 

of the AVEs is higher than the correlation values between the constructs. Thus, based 

on the criterion, it can be confirmed that the model has established discriminant 

validity.  

 

Table 5.9 
 
Discriminant Validity – Heterotrait-Monotrait Ratios (HTMT) 

 1 2 3 4 5 6 
1. Property rights       
2. Asset specificity 0.642      
3. Services measurability 0.803 0.806     
4. Localisation 0.763 0.732 0.788    
5. Psychological performance 0.759 0.740 0.818 0.832   
6. Socio-economic performance 0.739 0.728 0.831 0.724 0.805  

 

The third approach used to assess discriminant validity is based on the HTMT ratios. 

Table 5.9 shows the results of the HTMT analysis. This approach is considered to be 

the most prominent approach used to assess discriminant validity for SEM analysis 

(Hair et al, 2017; Henseler et al, 2015). HTMT values close to 1 indicate that the 

constructs in the model are not discriminating, thus discriminant validity is not 

established. For the threshold of HTMT (how far the values should not be close to 1), 

Henseler et al (2015) recommended two values of threshold, which is not above 0.90 



 

164 
 

in the first and for more conservative studies, the HTMT value should not be above 

0.85. In the context of this study, the researcher preferred the more conservative 

threshold. Based on Table 5.9, all of the HTMT ratio values were below the 0.85 value 

threshold, thus, confirming that the model has established discriminant validity.  

 

From the overall process of the assessment of the measurement model that was 

conducted, it could be stated that the proposed research model in this study is 

considered to be valid and reliable, thus, the inter-relationship of the constructs in the 

model can be tested. Besides that, the assessment of the measurement model in this 

section also was a part of the two final stages of the Hinkin (1998, 2005) 

instrumentation process. Therefore, from the results, it also safe to state that the 

research model in this study used a valid and reliable instrument. In the next section, 

it will proceed with the assessment of the structural model, where the hypotheses 

testing regarding the relationship of the constructs will be conducted.  

  

5.4.3 Assessment of the Structural Model 

After having established the validity and reliability of the outer model (constructs), 

next was the process of structural model assessment. This process is also known as 

testing the relationship of the inner model. Referring to Figure 4.7 in the methodology 

chapter, there are six steps involved in assessing the structural model. All of these steps 

are regarding the assessment of the inner relationship between the constructs such as 

assessing collinearity issues, hypotheses testing, measuring the model’s predictive 

power, the effect size of the exogenous constructs etc.  
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5.4.3.1 Assessment of the Collinearity Issues 

To begin with, the first step in assessing the structural model was to detect the 

collinearity issues among the exogenous constructs. In the context of this study, the 

collinearity issues were assessed using the variance inflation factor (VIF). A VIF value 

below 5.0 indicates that there are no collinearity issues between the exogenous 

constructs. Table 5.10 shows the VIF values of the exogenous constructs toward the 

endogenous constructs in the research model.  

 
Table 5.10 

VIF values of the Exogenous Constructs 

Exogenous 
constructs 

Mediator constructs Endogenous constructs 

Asset 
specificity 

Services 
measurability Localisation Psychological 

performance 

Socio-
economic 

performance 
Property 
rights 1.000 1.000 1.000 2.487 2.487 

Asset 
specificity    2.428 2.428 

Services 
measurability    3.684 3.684 

Localisation    2.610 2.610 

 

Based on Table 5.10, all of the VIF values for the property rights construct in relation 

to the three mediator constructs are equal to 1.000, which means that there are no 

collinearity issues in this construct. These values occurred (1.000) due to the property 

rights of zakat being the single construct involved in determining the three mediator 

constructs. In contrast, for the two endogenous constructs (psychological performance 

and socio-economic performance), there were four exogenous constructs that have a 

direct relationship with the two endogenous constructs, which are property rights, asset 

specificity, services measurability, and localisation. All of these four constructs, 

however, have a VIF value that ranges between 2.428 (asset specificity) and 3.684 
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(services measurability) which is below 5.0. Thus, it could be concluded that there are 

no collinearity issues in the research model, hence the inter-relationship of the 

constructs could be performed. 

 

5.4.3.2 Assessment of the Significance and Relevance of the Structural Model 

The second step was to assess the significance and relevance of the relationship 

between the constructs (refer Figure 4.7). In order to do this, this study performed the 

bootstrapping procedure (5000 samples, 428 observations and no sign changes option). 

In this step, the analysis tested the direct hypotheses that had been developed in this 

study which were associated with the relationship of the constructs in the model. 

Furthermore, the results of this significance analysis will be used to answer the first 

research question of this study. Figure 5.4 illustrates the assessment of the significance 

relationship of the structural model after the bootstrapping procedure was performed.  

 

Figure 5.4: Result of the PLS bootstrapping procedure 
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After the bootstrapping procedure (refer Figure 5.4), it revealed that eight (red lines) 

of the eleven structural relationships in the model were significant (p < 0.05). Both 

property rights and the three-dimensional construct of transaction costs (services 

measurability, asset specificity, and localisation) were significant in relation to zakat 

performance. For details regarding the relationship of exogenous constructs on 

performance, securing the property rights of zakat seems to result in a significant 

impact on socio-economic performance with a path coefficient value of 0.166 (p < 

0.05). However, it was insignificant related to psychological performance (β = 0.132, 

p > 0.05). Table 5.11 indicates the details of the hypotheses testing of the structural 

model.  

 
Table 5.11  

Significance Testing Results of the Structural Model Path Coefficient 

Hypo. Path Path 
coeff. 

t  
value 

p 
value 

BC adj.  
Con. Int.  Supp.?  

H1 Property rights →  
Socio-economic performance 0.166 2.081 0.037* [0.003; 0.317] Yes 

H2 Property rights → 
Psychological performance 0.132 1.662 0.097 [-0.015; 0.301] No 

H3 Property rights →  
Asset specificity 0.574 9.229 0.000* [0.431; 0.680] Yes 

H4 Property rights → 
Localisation 0.693 12.950 0.000* [0.569; 0.780] Yes 

H5 Property rights →  
Services measurability 0.742 16.971 0.000* [0.639; 0.815] Yes 

H6 Asset specificity →  
Socio-economic performance 0.148 2.007 0.045* [0.012; 0.302] Yes 

H7 Asset specificity → 
Psychological performance 0.124 1.609 0.108 [-0.020; 0.281] No 

H8 Localisation →  
Socio-economic performance 0.110 1.149 0.251 [-0.067; 0.305] No 

H9 Localisation →  
Psychological performance 0.364 4.460 0.000* [0.201; 0.517] Yes 

H10 Service measurability → 
Socio-economic performance 0.477 4.755 0.000* [0.286; 0.674] Yes 

H11 Service measurability → 
Psychological performance 0.322 2.992 0.003* [0.107; 0.528] Yes 

* Significance at level, p < 0.05 
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In terms of transaction costs, the construct of asset specificity reveals that this type of 

transaction cost produces a significant impact on socio-economic performance (β = 

0.148, p < 0.05). However, similar to the property rights of zakat, this construct was 

not significant toward psychological performance (β = 0.124, p > 0.05). This 

phenomenon might due to the needs of the mediator construct that should be connected 

between asset specificity and psychological performance. 

 

The evidence shows that localisation performed as the mediator for the property rights 

of zakat toward psychological performance (mediation analysis, Table 5.13). This can 

be a proxy argument that asset specificity should need the same connection mediator. 

However, it should be noted that this study is considered to be exploratory research, 

thus, it does not attempt to test the other specific mediator. For further research, it 

suggests for the construct of asset specificity to have a mediating construct to connect 

with psychological performance. Hence, based on the bootstrapping result, this study 

is considered to have rejected the H2 and H7 hypotheses. 

 

For the construct of localisation, it contrasted with asset specificity, where the result 

indicated the significant relationship of localisation toward psychological performance 

(β = 0.364, p < 0.05), but was insignificant toward socio-economic performance (β = 

0.110, p > 0.05). Hence, the H8 statement of the hypothesis, which was that localisation 

would produce an impact on socio-economic performance, was rejected.  

 

The insignificance result might due to the concept of localisation enabling people to 

feel more secure when the zakat institution was near to them. However, they did not 

think that it would be able to increase the socio-economic performance. Thus, similar 
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to the suggestion for asset specificity, the construct of localisation should also need a 

mediator construct to connect with socio-economic performance.  

 

The last type of transaction cost was services measurability. This construct revealed 

that it could produces a significance relationship for both performances – socio-

economic performance (β = 0.477, p < 0.05) and psychological performance (β = 

0.322, p < 0.05). Based on this result, it was safe to argue that services measurability 

could be considered as an important aspect of transaction cost that could affect both 

types of performance.  

 

This study also revealed that securing the property rights of zakat was performed as 

the relevant antecedent construct for all three dimensions of transaction cost (asset 

specificity, localisation and services measurability). All of the relationships of the 

transaction costs construct produce a significant result (p < 0.05). 

 

5.4.3.3 Assessing the Model’s Predictive Power and Predictive Relevance 

However, reporting on the significant relationships of the constructs in the model could 

be considered to only partially answer the first research question. To gain the complete 

available information regarding “to what extent does securing the property rights of 

zakat and transaction costs produce an impact on zakat performance?” Step three 

through to step six procedures in the structural model assessment should be performed 

(refer Figure 4.7) – these procedures will provide a more complete picture regarding 

to what extent the exogenous constructs explain the endogenous construct in the 

model.  
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In step 3, it will produce information regarding the strength of all exogenous 

constructs’ predictive power on the endogenous constructs (zakat performance) 

through the coefficient of determination (R²). Then, based on the result of R², it will be 

followed by step 4 of the structural model assessment, which is about assessing the 

effect size (f²) of the specific exogenous construct that affects the endogenous 

constructs (zakat performance).  

 

The last two steps (step 5 and 6) involve the process of assessing the information 

regarding the model’s predictive relevant Q², also called Stone-Geisser’s out-of-

sample predictive power. It explains the path model’s predictive relevance for a 

particular endogenous construct (zakat performance), when the data is not used for 

model estimation36 (Hair et al, 2017).  

 

Having determined the Q² predictive relevance, the analysis was followed by the q² 

predictive relevance affect size. The q² was similar to the f² effect size, however, it 

measured the relative impact of the exogenous construct’s predictive relevance when 

the data was not used for model estimation (Hair et al., 2017). Table 5.12 shows the 

summary of the R², f², Q² and q² values.  

  

                                                           
36  The data not used for the model estimation does not mean that the analysis was performed without 

using any data. However, the data was analysed through the systematic pattern algorithm of ‘data 
point elimination’ depending on omission distance (D). This process is called as the blindfolding 
procedure, and was used to determine the model’s predictive relevance (see Hair et al, 2017).  
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Table 5.12 

Predictive Power and Predictive Relevance Result 

Model’s Predictive Power 

 R² 
f² effect size 

Property 
rights 

Asset 
specificity 

Services 
measurability Localisation 

Asset specificity 0.330 0.492    

Services 
measurability 0.551 1.227    

Localisation 0.480 0.925    

Socio-economic 
performance 0.666 0.033 0.027 0.186 0.014 

Psychological 
performance 0.710 0.024 0.022 0.097 0.175 

Model’s Predictive Relevance 
 

Q² 
q² effect size 

Property 
rights 

Asset 
specificity 

Services 
measurability Localisation 

Asset specificity 0.241 0.318    

Services 
measurability 0.398 0.661    

Localisation 0.319 0.468    

Socio-economic 
performance 0.519 0.017 0.012 0.098 0.006 

Psychological 
performance 0.538 0.011 0.006 0.041 0.082 

 

Based on the results in Table 5.12, all four combinations of exogenous constructs in 

the model produce moderate predictive power in both endogenous constructs, where 

for psychological performance, the value of R² was 0.710, and for socio-economic 

performance, it was slightly lower than psychological performance with an R² value 

of 0.666. For the three mediator constructs (asset specificity, localisation and services 

measurability), they were predicted by a single predictor construct of property rights. 

The property rights of zakat seem to explain a moderate predictive power on the 

construct of services measurability with an R² value of 0.551. However, this construct 
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only produces a weak predictive power on asset specificity (R² = 0.330) and 

localisation (R² = 0.480). 

 

In term of f² effect size, which is the particular exogenous construct effect size on the 

corresponding endogenous construct. The construct of property rights seems to 

contribute a large effect size (f² value is over 0.35) on two out of the three mediator 

constructs, which are services measurability (f² = 1.227), localisation (f² = 0.925) and 

asset specificity (f² = 0.492). However, property rights seemed to have a small effect 

size (f² value > 0.02 < 0.15) on socio-economic performance and psychological 

performance with an f² value of 0.033 and 0.024 respectively.  

 

For services measurability, it produces a medium effect size (f² value > 0.15 < 0.35) 

on socio-economic performance (f² = 0.186), but a small effect size on psychological 

performance (f² = 0.097). In contrast, localisation has a medium effect size on 

psychological performance (f² = 0.097) but no effect on socio-economic performance 

(f² = 0.014). For asset specificity, it produced a small effect on both socio-economic 

performance (f² = 0.027) and psychological performance (f² = 0.022). 

 

Next, for the model’s predictive relevance, the blindfolded result indicated that the 

research model used has predictive relevance when all of the endogenous values of Q² 

for all of the endogenous constructs are above zero or when all of the Q² values are 

positive (Hair et al, 2017). Thus, with the results of the Q² values being above zero, it 

provided clear support for the model’s predictive relevance (Table 5.12). In term of q² 

effect size, property rights seem to produce a large effect on services measurability (q² 

= 0.661) and localisation (q² = 0.468). However, for asset specificity, it seems to 
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produce a medium effect size (q² = 0.330). For the two endogenous constructs, the 

construct of property rights seems not to affect both endogenous constructs, with a q² 

value of 0.017 for socio-economic performance and a q² value of 0.011 for 

psychological performance.  

 

Services measurability, on the other hand, produced a small effect for both endogenous 

constructs, for socio-economic performance (q² = 0.098) and psychological 

performance (q² = 0.041). Asset specificity’s q² effect size seems to have a similar 

result with the construct of property right, where it produces no effect on both 

endogenous constructs – socio-economic performance (q² = 0.012) and psychological 

performance (q² = 0.006). Localisation produces a small effect on psychological 

performance (q² = 0.082) but no effect on socio-economic performance (q² = 0.006). 

 

From the results of the model’s predictive power and predictive relevance, it seems 

that this study has already provided details and the complete necessary information for 

answering the first research question, which is “to what extent does securing the 

property rights of zakat and transaction costs produce an impact on zakat 

performance?”  

 

The answer could be interpreted in many ways such as from the predictive power 

perspective, property rights and transaction costs could produce moderate predictive 

power on zakat performance – where 66.6 percent of the variance responses in socio-

economic performance are from the constructs of property rights and transaction costs, 

while 71.0 percent of the variance responses in psychological performance are also 
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from the same exogenous constructs (property rights and transaction costs). Next, the 

answer to the second research question will be based on the mediation analysis below. 

  

5.4.3.4 Mediation Analysis 

Mediation analysis was performed to answer the second research question, which was 

“do transaction costs perform as an important mediator in connecting the relationship 

between securing the property rights of zakat and zakat performance?” When 

conducting the mediation analysis, this study applied the process of mediation 

proposed by recent scholars such as Hair et al (2017), Nitzl, Roldan and Cepeda (2016) 

and Zhao, Lynch and Chen (2010) instead of the classical mediation analysis proposed 

by Baron and Kenny (1986). This study also applied the suggestion of 

Rungtusanatham, Miller, and Boyer (2014) that hypothesised mediation using the 

transmittal approach.  

 

It should be noted that in the research model, there were multiple mediators that 

correspond to the dimensions of transaction costs. Thus, multiple-mediation analysis 

should be performed. The first step in conducting the mediation analysis was to 

determine whether paths between the independent variable toward the mediator 

variable are significant (path a), and if the path between the mediator variable and the 

dependent variable is also significant (path b), providing the indirect effect of the two 

paths (a x b). Table 5.13 indicates the results of the mediation analysis. 
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Table 5.13 

Significance Testing of the Indirect Effect 

Hypo. Path Path a Path b 

Indirect 
effect  
(a x b) 

t value p value 
BCa 

Confidence 
Intervals 

Decision VAF Total 
VAF 

Type of 
Mediation 

H12 
Property rights → Asset specificity → 
Socio-economic performance 0.574 0.148 0.085 2.023 0.047* [0.007, 0.189] Supp. 12.5 % 

75.5 % 
Complementary 

Partial 
mediation 

H13 
Property rights → Localisation →  
Socio-economic performance 0.693 0.110 0.076 1.138 0.255 [-0.048, 0.213] Rej. 11.1 % 

H14 
Property rights → Services measurability 
→ Socio-economic performance 0.742 0.477 0.354 4.475 0.000* [0.208, 0.522] Supp. 51.9 % 

H15 
Property rights → Asset specificity → 
Psychological performance 0.574 0.124 0.071 1.491 0.136 [-0.012, 0.174] Rej. 10.2 % 

80.9 % Full mediation H16 
Property rights → Localisation → 
Psychological performance 0.693 0.364 0.252 4.373 0.000* [0.144, 0.369] Supp. 36.3 % 

H17 
Property rights → Services measurability 
→ Psychological performance 0.742 0.322 0.239 2.849 0.004* [0.076, 0.406] Supp. 34.4 % 

Total effect: Socio-economic performance (0.682), Psychological performance (0.695) 
* Significance, p < 0.05 
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Based on Table 5.13, the result indicates that asset specificity and services 

measurability performed as mediators between property rights and socio-economic 

performance. This is due to the indirect effect for both mediators being significant at 

a level of p < 0.05, thus supporting the H12 and H14 statements. Localisation, however, 

was not significant with a low value of indirect effect (0.076) of p > 0.05, thus H13 was 

rejected.  

 

For psychological performance, localisation and services measurability performed as 

mediators via the property rights of zakat and psychological performance. The indirect 

effect of both mediators was 0.252 and 0.239 respectively, and these values were 

significant at a level of p < 0.05. Asset specificity, however, is not significant as the 

mediator for psychological performance, where the value of indirect effect is 0.071, 

and p > 0.05, thus H15 was rejected. The total effect for socio-economic performance 

was 0.682, and the total for psychological performance was 0.694. Both total effects 

are larger than the total direct effects in the model, providing support that the research 

model is ‘the positive cofounding model’.  

 

As above, the research model in this study was established with multiple-mediators, in 

which all of the mediators are the dimension constructs of transaction cost. Thus, to 

understand the type of mediation in the model, it could be determined based on the 

variance account for (VAF) value, calculated using the following formula (Nitzl et al, 

2016).  

 

VAF = 
Indirect effect
Total effect
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For example, to measure the VAF of services measurability on socio-economic 

performance, the indirect effect of services measurability was 0.354 and the total effect 

of socio-economic performance was 0.682, thus, 0.354 divided by 0.682 is equal to 

0.519, which also could be interpreted as 51.9 percent of the total account for socio-

economic performance. Due to the research model having multiple mediators with two 

endogenous variables, the total combination of the VAF value of the mediators should 

be calculated.  

 

For socio-economic performance, the total VAF value was 75.5 percent, while for 

psychological performance it was 80.9 percent. A VAF value above 0.20 to 0.79 could 

be considered as the mediators performing as complementary partial mediation, while 

a VAF value above 0.80 could be regarded as full mediation (Nitzl et al., 2016). Based 

on the results of the total VAF values, the transaction costs in this study could be 

regarded as complementary partial mediation for socio-economic performance, while 

for psychological performance, transaction costs performed as full mediation.  

 

Thus, regarding the question of “do the transaction costs perform as important 

mediators in connecting the relationship between securing the property rights of zakat 

and zakat performance?” The answer is emphatically ‘yes,’ based on the mediation 

analysis result and the abovementioned statement; the transaction costs performed as 

the complementary partial mediation on socio-economic performance, and as full-

mediation on psychological performance, thus, providing support that transaction costs 

perform as important mediators in determining institutional zakat performance.  
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5.5 Institutional Innovation of Zakat Institution (Open Innovation Approach) 

After having answered the first two research questions and understood the relationship 

of the constructs in the proposed research model, the next process is to answer the third 

research question of this thesis, that is “based on the answers of the earlier research 

questions, how can the institutional innovation of the zakat institution be developed 

through the open innovation strategy?” To answer this research question, it should be 

based on the evidence from the first two research findings.  

 

Without the earlier research findings, the proposed idea for developing the institutional 

innovation of zakat institution could be regarded as standing on flimsy ground. Thus, 

through the empirical evidence from the previous research findings, it will support the 

institutional innovation idea, where the strong structure of the institution (property 

rights and transaction costs) should be managed innovatively to increase the zakat 

performance.  

 

From the earlier findings, it should be understood that securing the property rights of 

zakat does not produce a significance impact on psychological performance (β = 0.132, 

p < 0.05) or for socio-economic performance, even though it was significant as it had 

a low path coefficient value of (β = 0.166, p < 0.05). As has been mentioned by Hair 

et al (2017), the “path coefficients in the structural model may be significant, but their 

size may be very small…is crucial for interpreting the results and drawing conclusions 

since such small coefficients, even though significant, may not warrant managerial 

attention” (p. 197). Hence, this result provided the evidence needed for the transaction 

costs to support the property rights in order to increase zakat performance.  
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From the mediation analysis, for socio-economic performance, transaction costs 

performed as the complementary partial mediation to support the property rights of 

zakat, where the total indirect effect on socio-economic performance was 0.519, while 

it was only 0.166 for the direct effect of property rights on socio-economic 

performance. For the psychological performance, the transaction costs performed as 

full mediation when the VAF value was above 80 percent. There was a high value on 

the total indirect effect (0.563) compared to the direct effect of property rights on 

psychological performance (0.132), providing support that transaction costs could 

perform as important mediators. 

 

Hence, from the empirical results, it could be concluded that to secure the property 

rights of zakat, it should be supported by the process of reducing the transaction costs 

of the zakat institution in order to increase the zakat performance. Then we came to 

the question of “how can reducing the transaction costs and securing the property 

rights of zakat be performed?” This is where the open innovation strategy is needed. 

Answering this question will be associated with answering the third research question 

in this thesis.  

 

To understand open innovation, one should refer to section 2.3 in Chapter 2 of this 

thesis. This has been explained in the research design (refer Figure 4.1). Figure 5.5 

explains the process of the institutional innovation of the zakat institution through the 

open innovation strategy. The innovation was made on the main structure of the zakat 

institution (property rights and transaction costs). 
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Figure 5.5: Institutional innovation of zakat  
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Based on Figure 5.5, the open innovation strategy of the zakat institution is regarded 

as a complex process because of the links with several other agencies and 

organisations. Thus, it should be noted again here that the zakat institution should 

perform as an institution instead of being embedded in the scope of an organisation. 

As asserted by North (1990), organisations have taken opportunities from the 

establishment of an institution, thus, in the context of this study, the zakat institution 

should have given an opportunity for other organisations to be a part of the zakat 

institution.  

 

According to Kahf (1999), a single zakat organisation may not be able to handle the 

various types of complex poverty problems. Thus, the concept of the zakat institution 

should be followed according to the interpretation of Qaradawi (2011), stating that 

zakat must be formed as a social security institution that is administered by the state 

and several organisations. Based on this context, managing the structure of the 

institution (property rights and transaction costs) could be the main point to enhance 

the performance of zakat as per Qaradawi's (2011) suggestion. Based on the previous 

results, it already shows that managing the transaction costs is the key driver to uplift 

the zakat performances – and this role should be managed by the various kinds of 

organisations within the zakat institution.  

 

In order to manage the process of transaction within the institution, a substance 

element such as open innovation strategy could be applied. Through open innovation, 

it could make the costs involved in the process of transaction reduce and at same time, 

increase the transaction values – where zakat could be able to perform as a social 

security system instead of only as a charity organisation. The concept of the 
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institutional innovation of the zakat institution in Figure 5.5 explains the concept of 

transaction costs, and the substance element of open innovation to reduce the cost of 

transaction. Through reducing the cost of transactions, it will able to secure the 

property rights of zakat not only for the eight categories of asnaf, but also for the mass 

public regarding their future social security (they may become asnaf in the future).  

 

Referring to Figure 5.5, the collection of zakat could be distributed in two ways, 

namely (1) direct distribution as a charity for the elderly who are unable to work or for 

the sick, and (2) indirect distribution as a social security system. For the first approach 

of distribution, it could be considered a simple approach of distribution and is currently 

applied in Malaysia. The interesting point is the second approach, in which this 

approach could be regarded as the innovative approach that is more complex and 

sophisticated, where the zakat institution in Malaysia should perform an institutional 

change to expand their social security function.  

 

In Figure 5.5, this study suggested six elements to be part of the zakat institution –a 

healthcare system, educational system, waqf system, takaful system, development, and 

an investment system as well as public-private partnerships (PPPs). All of these 

elements should be integrated to perform a comprehensive zakat institutional system, 

where through this system, it could reduce transaction costs in the process of zakat 

distribution. The dimensions of transaction cost such as services measurability, 

localisation, and asset specificity will be integrated together within the system.  

 

For the healthcare system, the asnaf who are sick and unable to work could benefit by 

directly going to the hospital without the need to go to the zakat organisation. A person 
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who is considered asnaf would directly get free healthcare treatment paid for by zakat. 

Thus, through the system, the ansaf are secured in their rights to the property of zakat 

in the effortless process of transactions. On the other hand, for the people who are not 

considered asnaf, they may have benefited through the wings of zakat, which is 

takaful. However, in some cases, where the treatment cost is higher than their takaful 

coverage, this person may become an unpredictable asnaf. Thus, zakat may be used to 

cover the cost of treatment. From this process, it could be argued that by reducing the 

costs of transaction through the open innovation strategy, it will able to establish the 

best function of the social security system of zakat. 

 

In terms of the education system, a person who seeks education could be considered 

asnaf of fisabilillah, thus, they have the right to the property of zakat. Hence, through 

performing the institutional change, the educational system will be one of the parts of 

the zakat institution, and consequently it will reduce the cost of education as well as 

providing more educational opportunities. However, this study is also concerned with 

the fact that the educational process is very costly, thus, it only being supported by the 

income of zakat may not seem very feasible and applicable. Hence, for a 

comprehensive zakat system, it should also be supported by another wing of zakat 

which is endowment (waqf system). 

 

The system of waqf that is performed as one of the zakat wings will provide the 

baitulmal of zakat with more income and assets for Muslim communities. This income 

could be used to support the ansaf in terms of the fisabilillah categories, providing 

facilities for the educational system or healthcare system under the wings of zakat. 

Besides that, the income of waqf could be used for development projects and 



 

184 
 

investment to increase baitulmal income. Hence, through this system, it will be more 

promising if the institution of zakat could perform as a social security system, instead 

of only as a charity system.  

 

Next, the takaful system also should be under the wing of zakat. Nowadays, takaful 

could be considered as performing as a better social security system than zakat, where 

scholars suggested that zakat should pay takaful for the asnaf (Hasim, 2014; Rom & 

Rahman, 2012). However, through the open innovation strategy, the takaful system 

should be under the wing of zakat and not in a separate system. Asnaf should not pay 

takaful or be paid by the zakat fund. The income of takaful comes from the public who 

contribute and should be put under baitulmal (which is under the zakat system). 

Takaful is a social security system for the public (who may become tasnaf in the future) 

and not for current asnaf.  

 

The income from takaful could also be used for development projects and investment 

to increase the income in baitulmal. The integration of takaful and zakat may not be 

misused by the asnaf and should pay for takaful, because the categories of asnaf are 

considered protected and have rights in relation to the property of zakat. The income 

of takaful must be used for the public who contribute to takaful, and in some cases, the 

income of takaful could support zakat. 

 

When the zakat system has its own baitulmal, which has separate accounts such as the 

accounts of zakat, waqf, and takaful, it will have more funds to support the categories 

of asnaf. Income from waqf and takaful could be used for development projects and 

investment such as research and development (R&D) to create products and to gain 
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profit from said products. This profit will increase the funds in the baitulmal of zakat. 

The investment could be made as a collaboration with the PPPs and with the 

educational system under the zakat institution. Collaboration with PPPs will be able to 

create jobs opportunities for the asnaf. Besides that, collaboration with PPPs could 

support on micro-credit for businesses and the asnaf will be monitored by the PPPs.  

 

Another aspect is that the zakat institution should have formal agents and public zakat 

agents to find the asnaf in their locality. Besides that, the agents should also be able to 

collect zakat in their community and should encourage the public to contribute to 

takaful or waqf. The agents should be able to identify the categories of asnaf, their 

problems and then send the asnaf directly to the specific place under the zakat 

institutional system. 

 

By looking at the overall process of the institutional innovation of the zakat institution 

through the open innovation strategy, it seems like it could be able to reduce 

transaction costs for ansaf, and at the same time, increase the social security system of 

zakat. The main point of the process of institutional innovation is that zakat should 

perform as the institution instead of being embedded only as the zakat organisation. 

Thus, a structure change in terms of the property rights of zakat and the management 

of transaction costs should be made.  

 

5.6 Conclusion  

Overall, this chapter has discussed the process of the data analysis and interpreted the 

results. The data that was collected underwent the process of data screening before the 

main analysis (PLS-SEM) was conducted. The data was homogenous, and through 
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MICOM-PLS analysis, the data is considered to be pooled. Thus, the results from the 

data could be generalised.  

 

From the analysis, property rights and transaction costs were found to have produced 

a moderate impact on zakat performance. Both property rights of zakat and transaction 

costs produce moderate predictive power on zakat performance. For socio-economic 

performance, it produced 66.6 percent of the variance explained through the property 

rights and transaction costs, and for psychological performance, it was slightly higher 

with 71.0 percent of the variances explained. This result consequently answers the first 

research question of this thesis.  

 

The next analysis was on the mediation effect. The results of the analysis found that 

transaction costs performed as an important mediator connecting the property rights 

and zakat performance. Transaction costs performed as the complementary partial 

mediation for socio-economic performance with a VAF value of 75.5 percent and 

performed as full-mediation on psychological performance with a VAF value of 80.9 

percent. This mediation analysis could be regarded as answering the second research 

question.  

 

The last objective of this thesis was to develop an institutional innovation of the zakat 

institution through the open innovation strategy. Based on the previous results of the 

analysis and the concept of open innovation, the institutional innovation of zakat 

institution has been proposed. The institution of zakat is suggested to have seven 

critical elements under the zakat institution. Figure 5.5 illustrates the proposed 

institutional innovation of the zakat system. 
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CHAPTER SIX 

CONCLUSION AND RECOMMENDATIONS 

6.1 Introduction 

In this concluding chapter, the researcher will briefly review the research findings 

through concluding all of the three main research objectives of this study. After having 

concluded the research objectives, the implications of the research in terms of the 

theoretical contribution and its practicality were highlighted. Some limitations of the 

research were also discussed, and at the end of this thesis, recommendations were 

made in relation to the aspects that could contribute as additional values in the subject 

of zakat, and in the general field of public administration. These recommendations 

may be of interest for those who are in the same field to further or expand the research 

in the future.  

 

6.2 Review of the Findings 

In this study, the research objectives were developed directly based on the research 

questions, hence, answering the research questions could be regarded as going the 

same way in order to achieve the research objectives. There were three main research 

objectives in this study, which were: 

1. To examine to what extent securing the property rights of zakat and 

transaction costs could produce an impact on zakat performance.
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2. To investigate whether transaction costs perform as important mediators 

connecting the relationship between securing the property rights of zakat 

and zakat performance. 

3. To develop the institutional innovation of the zakat institution through 

the open innovation strategy.  

In the sub-sections below, all of the research objectives were concluded based on the 

findings of the research. 

 

6.2.1 First Research Objective 

The first research objective was to examine to what extent securing the property rights 

of zakat and transaction costs could produce an impact on zakat performance. In this 

study, property rights were treated as a single independent construct that was measured 

based on the seven reflective indicators, while transaction costs, on the other hand, 

were divided into three dimensions; asset specificity, services measurability and 

localisation, and these three dimensions were treated as mediator constructs. Zakat 

performance was divided into two dimensions; socio-economic performance and 

psychological performance (Figure 3.6).  

 

In examining the property rights and transaction costs of the zakat performance, this 

study employed PLS-SEM path analysis to understand the strength of the predictor 

constructs on zakat performance. Through the results of the PLS algorithm and 

bootstrapping procedures, this study found that in all eleven paths in the research 

model, eight relationships of the constructs were significant (Figure 5.4). In terms of 

property rights on the two types of zakat performance, property rights were found to 

significantly produce a positive impact on socio-economic performance with a path 



189 
 

coefficient value of 0.166 (p < 0.05) but was insignificant on psychological 

performance (β = 0.132, p > 0.05). Even though the relationship of securing property 

rights was significant with socio-economic performance, this relationship seems only 

to produce a small coefficient with a value of 0.166. So, even though it was significant, 

it was less promising in terms of the relevance impact on zakat performance.  

 

This result of the property rights of zakat on the institutional zakat performance seems 

had extending the findings of other previous study which are more on the 

organisational performance (Aragón, 2015; Kato & Sato, 2013; Lai et al., 2014; Lloyd 

& Lee, 2018; Locke, 2013; Zhou, 2014). On this study on the other hand, had been 

provided with two more specific types of performance which are the socio-economic 

and the psychological performance. This study result seems was parallel with the other 

study who showed the significant impact of property rights of zakat on the socio-

economic performance (Mohammed & Densumite, 2012; Nor Idayu & Warokka, 

2013), but the interesting part of this study is on the psychological performance, where 

the result show that the direct distribution of property rights of zakat will not determine 

the psychological performance.  

 

For the relationship of transaction cost on zakat performance, the concept of 

transaction cost was divided into three dimensions, which were asset specificity, 

services measurability and localisation. For asset specificity, the result was found to 

be similar to the results of the property rights on zakat performance, that only 

producing a significant impact on socio-economic performance (β = 0.148, p < 0.05), 

but not significant impact on psychological performance (β = 0.124, p > 0.05). The 

significant result of asset specificity on socio-economic performance, however, was 
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not very promising as the path coefficient between the two constructs is considered to 

be small with a value of 0.124. Thus, the other dimensions of transaction costs should 

also be evaluated in order to understand the overall impact of transaction costs on zakat 

performance.  

 

For localisation, the analysis was found to contrast with asset specificity, when the 

construct produced a significant positive impact on psychological performance with a 

path coefficient value of 0.364 (p < 0.05), but it was not significant in relation to socio-

economic performance (β = 0.110, p > 0.05). The significant result on psychological 

performance seems to be due to people feeling more comfortable when the institution 

of zakat is near to them. However, they still believe that although the zakat institution 

is near, the institution being able to increase their socio-economic performance is not 

very promising.  

 

For services measurability, this construct could be considered as the most crucial 

construct of transaction costs, as it produces a significant impact for both types of zakat 

performance. The relationship of services measurability on socio-economic 

performance seems to produce a high coefficient value of 0.477, and this value is 

significant at a level of p < 0.05. For psychological performance, the path coefficient 

value is slightly lower than socio-economic performance with a value of 0.322 (p < 

0.05). Hence, with a high path coefficients value and significance in both types of zakat 

performance, it could be considered that the construct of services measurability 

performs as the key driving construct to increase the institutional zakat performance.  
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The result of all the transaction costs construct showed that it have produced impact 

on institutional zakat performance and these result parallel with most of the transaction 

costs study on organisational performance (Brown & Potoski, 2003b; Hairunnizam et 

al., 2011; North, 1990; Williamson, 1981). However, this study provided with more 

specific result regarding the dimensions of transaction costs based on the asset 

specificity, localisation and services measurability. So, the extension on the specific 

dimensions and the specific aspects of performance could be regarded as the 

contribution of this thesis for the knowledge.  

 

Taking only the significant relationship of the constructs and the relevance of the path 

coefficient values, however could be regarded as partially achieving the first research 

objective. To gain a complete view of the objective ‘to what extent do the property 

rights of zakat and transaction costs affect zakat performance’, the strength of all of 

the combinations of predictor constructs (property rights and transaction costs) on 

zakat performance should be calculated.  

 

The strength predictor construct on zakat performance could be analysed using the 

coefficient of determination (R²), also called the model’s predictive power. Based on 

the research findings, the R² value of socio-economic performance is 0.666, and for 

psychological performance it is 0.710. This result could mean that the 66.6 variance 

explained in socio-economic performance comes from the property rights of zakat and 

transaction costs, and the 71.0 percent variance explained in psychological 

performance also comes from the similar predictor constructs (property rights and 

transaction costs). Hence, if come back to the research objective, which is to examine 

to what extent do the property rights of zakat and transaction costs impact on zakat 
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performances, then the result could be concluded as the predictor constructs having 

produced a moderate impact on both zakat performance types, when the R² value of 

0.666 was for socio-economic performance, and 0.710 was for psychological 

performance.  

 

Furthermore, if we want to understand the details on which predictor construct has 

contributed to the model’s predictive power, this could be calculated using the f² effect 

size (see Table 5.12). From all of the constructs, services measurability seems to have 

produced a medium effect size with an f² value of 0.186 on socio-economic 

performance, while localisation has produced a medium effect size (f² = 0.175) on 

psychological performance. This study also analysed Stone-Geisser’s Q² value to 

analyse the model’s predictive relevance. The Q² values were found to be all positive 

which does not include zero, thus providing support that the proposed research model 

has established the model’s predictive relevance.  

 

6.2.2 Second Research Objective 

The second objective of this study was to investigate whether transaction costs perform 

as important mediators in connecting the relationship between securing property rights 

of zakat and zakat performance. In order to investigate transaction costs and whether 

it can perform as an important mediator, mediation analysis was performed. In 

performing the mediation analysis, this study used the process of mediation analysis 

suggested by the current scholars (Hair et al, 2017; Nitzl et al, 2016; Zhao et al, 2010) 

instead of using classical mediation analysis (Baron & Kenny, 1986). 

 

In the process of determining the mediator construct, the indirect effect of two paths 

in the model must be significant – the path from the independent construct toward the 
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mediator (path a), and the mediator on the dependent construct (path b) and the indirect 

effect (a x b) should be both significant. It should also be noted that in the research 

model of this study, there were multiple-mediator constructs with a single independent 

construct and two dependent constructs (Figure 5.4), hence, multiple-mediation 

analysis was performed.  

 

For socio-economic performance, the two dimensions of transaction cost seem to 

perform as the mediators in the model when the values of indirect effect are significant 

(p < 0.05), namely asset specificity and services measurability with an indirect effect 

of 0.085 and 0.354 respectively. Localisation could not perform as mediator via 

property rights and socio-economic performance with a weak indirect effect value of 

0.076 (p > 0.05). The direct effect relationship between the property rights of zakat 

and socio-economic performance was found to be significant with a path coefficient 

value of 0.166 (p < 0.05).  

 

When both the direct and indirect effect is significant, then the total effect value can 

be calculated. After calculation, the results found that the total effect of socio-

economic performance was 0.682, which is a value higher than the total indirect effect 

with a value of 0.516. Hence, this provides support that the concept of transaction costs 

was performed as complementary partial mediation between property rights and socio-

economic performance (see Figure 4.8). The calculation of the total VAF for 

transaction costs on socio-economic performance was 0.755 or equal to 75.5 percent 

of the variance account for socio-economic performance. The VAF value between this 

range was supported as the transaction costs performed as the complementary partial 

mediation between property rights and socio-economic performance.  



194 
 

For psychological performance, localisation and services measurability’s indirect 

effect values were found to be significant at p < 0.05 with an indirect effect value of 

0.252 and 0.239 respectively. This result provided support that both constructs 

performed as mediators for property rights and psychological performance. However, 

for asset specificity, the result was not significant, when the indirect effect value was 

small; 0.071 and p > 0.05.  

 

Furthermore, the direct effect of property rights on psychological performance was 

also found to not be significant, hence, this result could mean that the transaction costs 

can perform as the full mediator between property rights and psychological 

performance (see Figure 4.8). To confirm whether transaction costs could perform as 

the full mediator, the total VAF value was calculated. The result of the total VAF value 

was found to be above 0.80, thus providing support that transaction costs performed 

full mediation between property rights and psychological performance.  

 

Relating back to the second objective of this study, it could be safe to argue that the 

transaction costs are performing as important mediators via the property rights and 

both types of zakat performance. Higher VAF values result in both dependent 

constructs, which were 75.5 percent and 80.9 percent, supporting the argument that 

transaction costs are considered to be the important mediators for uplifting the 

institutional zakat performance. This result seems to be parallel with the other previous 

research such as the study of De Alessi (1991), Dellermann and Reck (2017), Foss and 

Foss (2005), Foss et al. (2017), Grandori (2001) and Kim and Mahoney (2005) who 

showed that transaction cost mediated on the performance. This thesis, however had 
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extended the previous study by providing with the specific dimensions of transaction 

costs and two types of performance especially in regarded to the zakat institution.  

 

6.2.3 Third Research Objective 

The last research objective in this study was to develop the institutional innovation of 

zakat institution through open innovation strategy. For this last objective, the idea to 

develop the institutional innovation of the zakat institution should be based on the 

empirical findings from the previous objectives. Besides that, to achieve this objective, 

it should be based on the previous discussion on open innovation strategy as in Chapter 

two. This process has been explained in the research design (see Figure 4.1). From 

these two main sources of information, a comprehensive institutional innovation of 

zakat institution using open innovation strategy can be established.  

 

Referring to Figure 5.5 in the previous chapter, the institutional innovation of the zakat 

institution was developed based on the evidence of the statistical findings – where 

reducing the transaction costs would enhance zakat performance, and the transaction 

costs performed as important mediators between the security of the property rights of 

zakat and the zakat performance types. Hence, owing to that matter, it could be 

understood that to strengthen the social security system of zakat toward increasing its 

performance, it must be connected by the concept of transaction costs. The transaction 

costs should play an important role in the process of the institutional innovation of the 

zakat institution.  

 

To manage and reduce the transaction costs, open innovation strategy is needed. This 

is where the substance element of open innovation should be penetrated in transaction 

cost management. Open innovation is about how the knowledge inside and outside is 
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managed in order to create the innovative system. Thus, collaboration with several 

partners, other organisations and expertise should be performed in order to apply the 

open innovation strategy.  

 

Relating to this matter, the zakat institution should not be embedded only under the 

zakat organisation. However, it should perform as the institution, as it should be. When 

zakat performs as the zakat institution, it should open up opportunities for other 

organisations to be a part of the institutional zakat system. In developing this 

institutional innovation system of zakat, this study proposed seven elements that 

should take part under the zakat institution – thus, zakat could perform as a charity 

organisation as well as a social security institution. The seven elements are the direct 

zakat collection and distribution system, the educational system, the healthcare system, 

the waqf system, takaful system, development projects and investment and public-

private partnerships (PPPs).  

 

Through all of these elements under the zakat institution, it could create a 

comprehensive zakat social security system, through which zakat will not only be 

regarded as the singular charity organisation for the current asnaf, but it will expand 

its function as the social security institution for the whole community (who are 

vulnerable to becoming asnaf in the future). Therefore, based on the institutional 

innovation of the zakat institution through the open innovation strategy as in Figure 

5.5, the third objective of this thesis is considered to have been achieved. This findings 

had extended the open innovation concept of Chesbrough (2003) with the institutional 

study as highlighted by North (1990) and contributed toward the institutional 

innovation of zakat. 
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6.3 Implications of the Research 

There are several implications that are considered to have been contributed by the 

findings of this research. To be more specific, this research is regarded as having 

produced implications in terms of the theoretical contributions, the challenge of the 

practicality of translating the concept into reality and the policy suggestions. These 

implications are seeming to be in line with the significance of the research, which has 

been highlighted earlier in this thesis (see Chapter one). The sub-sections below 

discuss the details of the implications of the research.  

 

6.3.1 Theoretical Contributions 

As is known, this research employed institutional theory (North, 1990) as the main 

theory of this thesis. This theory explains that the structure of the institution is the key 

to determining institutional performance. Two concepts of institutional structure are 

the property rights and the transaction costs that have been applied as the predictors 

used in determining institutional zakat performance. This thesis, however, remodelled 

the theory where it put the property rights as the antecedent of the transaction costs, 

thus the transaction costs consequently became the mediators in this thesis.  

 

Through remodelling the theory, a new conceptual framework based on the 

institutional theory emerged, hence, testing the concept of the theory as a process to 

explore the remodelling concept of the theory. Thus, the findings of the remodelling 

theory are considered to be one of the main contributions in this thesis – where this 

research found that the concept of transaction costs could perform as an important 

mediator connecting the property rights and institutional zakat performance.  
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Besides that, it should be noted that Chapra (2008, 2016) argued that the decline and 

underdevelopment of the Muslim world is regarded as institutional problems. Hence, 

from Chapra's (2008, 2016) argument, this thesis took on the initiatives to test the 

concepts within institutional theory on the subject of zakat (one of the Islamic 

economy instruments). At the end of the study, the research found that the structure of 

the institution could perform as the key driver in determining institutional zakat 

performance, providing support to the evidence for Chapra's (2008, 2016) argument 

and North's (1990) theory that the institution really matters for the process of 

development.  

 

Another aspect that is considered to be important regarding the theoretical contribution 

is the discussion of institutional theory in the context of zakat. In Muslim society today, 

especially in Malaysia, the zakat organisation is often confused with the concept of the 

zakat institution. Then the problem of the organisation is often regarded as the problem 

of the institution, hence it consequently produces an unsuitable solution for zakat 

problems. As had been mentioned by Kahf (1999), a single zakat organisation would 

not be able to handle the complexity of poverty problems.  

 

Qaradawi (2011) also highlighted that zakat should perform in the form of an 

institution, where several organisations play their roles under the institution of zakat. 

An increase in a single type of zakat organisational performance may not be able to 

produce a solution for the whole institutional problems. Hence, through the discussion 

regarding the institutional theory, the differences between the institution and 

organisation, as well as the development of the institutional innovation of the zakat 
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institution, could be considered as one of the main implications of this research in 

terms of the theoretical contributions.  

 

6.3.2 Practical Implications 

This study was also concerned with the practicality of this research and how it can be 

applied to reality. The process of institutional change is considered to be an 

incremental process; thus, it may operate at a slow pace. Henceforth, it may become a 

challenge for management in terms of practicality, to transform from the zakat 

organisation and to expand it to being broader than the zakat institution.  

 

However, this research has highlighted the main concept that researchers should be 

concerned with in the process of converting the idea into practice, such as the concept 

of securing the property rights of zakat and reducing the transaction costs. These two 

concepts could be applied to practicality with the substance elements of the open 

innovation strategy. The seven elements in the third objective of this study should be 

the main concern and become the starting point for the process to transform the 

institutional zakat system.  

 

Therefore, through the comprehensive institutional innovation of the zakat institution 

that has been proposed, it would be a trial for the management to proceed to reality. 

The process may take time, but it is possible to perform it step by step incrementally, 

whereas the zakat institutions in Malaysia nowadays seem to have started with the 

process of integrating the waqf system under the wings of the zakat institution. Hence, 

the next challenge may be in one of the other seven elements of innovation in the zakat 

system that have been proposed. Therefore, based on the findings of this research, it 
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could be considered that the proposed institutional innovation of the zakat system 

could be the starting point for the process to transform the institutional zakat system 

into reality. 

 

6.3.3 Policy Suggestion 

In order to develop the institutional innovation of the zakat system, this study 

suggested for an innovative policy to be applied to the zakat institution. The 

institutional innovation policy of zakat should be created as the agenda for change and 

to transform the current zakat system into the novel zakat institution. As mentioned 

earlier, the process of change is incremental and have a slow pace. Thus, this study 

proposed for the institutional innovation policy of zakat to be applied in three phases, 

with a five years period for each phase.  

 

For the first phase, this is the process to arrange the departments under the wing of 

zakat such as the waqf, takaful and developmental projects and the investment 

departments. These departments should be designed to be integrated with the zakat 

system to support the system of zakat. This institutional arrangement is developed to 

recognise the complex problem of poverty (as a social security system). For the first 

five-year period, the process of developing the supported wings through the 

institutional arrangement of zakat should be done before going on to the second phase.  

 

For the second phase, the five years period is the phase for creating collaborations with 

other agencies under the government and with the private sector. In this period, the 

collaborations should be systematically developed with the information and 

technology (ICT) or the internet of things (IoT) system. When all of the collaborative 

partners have a convergent system and have similar data as that from the institutions 
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of zakat, waqf and takaful, the partners could use the best solution to help the people 

who are in need (sick, poor or unemployed) under the branches of the zakat system. 

The process institutional arrangement in the zakat system should be done in this phase.  

 

The third phase is the phase of implementation and the improvement of the system. 

This stage is considered to be the last period of the institutional innovation policy of 

zakat. All of the institutional structure and arrangements should already have been 

done in this period. So, in the implementation period, the task is to detect whether there 

are any aspects needed for the improvements. If the model is successful, then the 

institutional innovation model could be applied to the national institution innovation 

system.  

 

Apart of that, through the open system of zakat it will be able to create the social 

change in the communities. The public will have more trust toward the institution of 

zakat and the social innovation process within the society will have a place. Zakat 

system will be honour as the comprehensive system that provide social security to the 

ummah and it could be expanded into the global level of management. So, in order to 

achieve this institutional innovation system of zakat, every stakeholders, expertise and 

communities should play their roles to support the system of zakat.   

  

6.4 Limitations and Recommendations for Future Research 

Although this research has successfully tested and evaluated the research model and 

then developed the institutional innovation of the zakat system that would 

comprehensively enable the zakat to perform as the social security system, the research 

model itself has only has been tested on zakat payers. Despite the data from the zakat 



202 
 

payers being considered homogenous and able to be generalised for the total 

population of zakat payers, it lacks the other parameters that could also contribute 

important roles to the zakat institutions such as zakat workers and the asnaf of zakat. 

Lacking these kinds of parameters is considered to be one of the limitations of this 

research.  

 

Besides that, the sample of the respondents in this study were randomly selected in 

three districts under the mixed category of three states in Malaysia. The selection was 

made only in three states due to the researcher’s constraints, thus, this constraint could 

be regarded as a limitation in this research. Even though the data from the sample of 

respondents was found to be homogenous and had full measurement invariances, for 

some readers, this may not be very convincing where it is only a statistical output. 

They may want the sampling frame areas to be expanded, as they would feel that the 

sample will be better illustrated as the real frame of the population. If looking at it 

from this point of view, it could be regarded as another limitation of the research. 

 

Due to the limitations of this research, this study has humbly suggested some 

recommendations for future research. The recommendations are focused on two 

aspects, which are (1) in terms of the limitations that have been highlighted as above, 

and (2) other aspects that are considered to be important that could expand the study 

areas. For the first aspect, this study suggested for future research to take into account 

the parameters of the respondents – future research could conduct research that could 

compare the three zakat types of respondents, namely zakat payers, zakat workers and 

the asnaf of zakat itself. Besides that, future research could also expand the research 
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sampling areas such as conducting a retest in more than three states areas and then 

consequently confirming the theory of the thesis. 

 

For the second recommendation, this study has suggested for future research to further 

this research into the aspects that could produce values in the institutional innovation 

of the zakat system. For example, to look at aspects such as (1) the distribution of equal 

opportunities instead of only focusing on the disparity of income through the system 

of zakat, (2) emphasis on the aspects of creating social trust (integrity) through the 

open zakat system – where people are willing to pay zakat to the zakat institution due 

to the trusted institutional system instead of directly pay to the asnaf, and (3) 

expanding the system of zakat as the quality fiscal instrument in comparison with the 

modern conventional fiscal system. All of these recommendations, however, seem 

only feasible if the zakat is in the form of an institution. 
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APPENDICES 

Appendix A: Pilot Test Instrument 

Property Rights of Zakat 
1. Only eight categories of asnaf are eligible to receive the zakat. 
2. Zakat is distributed comprehensively to eight categories of asnaf. 
3. No asnaf are denied their rights from receiving the zakat. 
4. Amount or assistant from zakat is sufficient for the asnaf. 
5. Assistant of zakat is suitable for the type of asnaf problems. 
6. The institution has high integrity in ensuring all asnaf received the zakat.  
7. There is no corruption in the institution of zakat. 

 

Transaction costs 
Localization 
1. The location of zakat institution is strategic (near the strategic location).  

2. There are zakat agencies that provided the services of zakat without the need 
to go directly to zakat organization. 

3. The mosque is one of the stations that also provided the zakat services. 
4. Village development committees help asnaf to receive the zakat. 
5. The zakat agents help asnaf to apply for zakat. 

Asset specificity 
6. Zakat institution has the expertise to evaluate for what kinds of assistant that 

asnaf needed.  
7. Zakat institution gave the professional (e.g., doctor or teacher) authority to 

evaluate the individual under their supervision to decide who is eligible for 
zakat.  

8. There are amil agents (zakat workers) who were appointed (assigned) by the 
zakat institution to identify who are entitle for zakat. 

9. Zakat institution provides experts who are able to identify potential asnaf who 
could work based on their educational level.   

10. Zakat institution provides experts who are able to trains asnaf group to venture 
into the field of entrepreneurship.  

11. Zakat institution provides experts who are able to give information to asnaf 
about the self-management (finance). 

12. Zakat institution provides experts (preachers / counselors) who are able to 
motivate or alter the attitude of asnaf.  

13. Zakat institution uses the latest technology of ICT to gain information about 
the asnaf in the community. 

14. Zakat institution provides the application in the smartphone to make more 
accessible for the community to report about asnaf in their area so that zakat 
institution could take immediate action.  
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15. Zakat institution provides reporting services through several social media 
(e.g., Facebook or WhatsApp) so that zakat institution could take immediate 
action. 

16. Zakat institution uses the online technology to disseminate information to 
others government agencies (e.g., school or hospital) to make easier for asnaf 
to deal for zakat services without going directly to zakat organization.  

17. Zakat institution uses technology to ensure the data of asnaf is stored 
systematically.  

Services Measurability 
18. Zakat institution open for the society to evaluate it service quality 
19. Zakat institution is open to hearing any critics 
20. Zakat institution monitored public perspectives for it services 
21. Zakat institution poverty measurement is in line with the living cost 
22. Zakat institution must have supported wings to expand their services 
23. Zakat institution regularly monitored asnaf to ensure there is no asnaf were 

left behind.  
24. The zakat institution continually monitors zakat aid services provided to 

ensure that zakat is channelled sufficient to meet the needs of asnaf. 
25 The zakat institution provides amil agents (zakat workers) who regularly 

monitor the asnaf to ensure that they have the potential to get out of poverty. 
26. Zakat institutions always monitor the assisted asnaf groups to ensure that the 

income earned from their job is sufficient to cover their living conditions. 
27. Assisted asnaf groups through business capital assistance are monitored 

continuously to ensure that their businesses are able to grow so that the income 
(from the business) is sufficient to meet their living needs. 

 

Zakat Performances 
Socio-economic Performance 
1. Zakat increase the asnaf living standard 
2. Zakat reduce poverty in the country 
3. Zakat reduce the gap between the rich and the poor 
4. The country could generate income from the productivity of asnaf 
5. Zakat stabilizing the economy 

Psychological Performance 
6. Zakat make me feel secure with my future conditions 
7. Zakat creating harmonize within the society  
8. Zakat produce solidarity among the ummah 
9. I feel responsible for paying zakat 
10 I feel confident to pay zakat to the zakat institution 
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Appendix B: Actual Test Questionnaire  

 

 

BORANG SOAL SELIDIK 

THE ROLES OF PROPERTY RIGHTS AND TRANSACTION COSTS ON THE 
INSTITUTIONAL ZAKAT PERFORMANCE 

 
Tuan/Puan yang dihormati, 
 
Saya dengan rendah hati ingin memohon jasa baik pihak tuan/puan untuk mengisi borang soal 
selidik yang disediakan ini. Soal selidik ini bertujuan untuk mendapatkan penilaian dari sudut 
perspektif tuan/puan tentang hak zakat yang sepatutnya diterima oleh asnaf, kaedah transaksi 
yang dilakukan oleh institusi zakat untuk membuat pengagihan zakat dan seterusnya menilai 
hasil daripada peranan institusi zakat kepada diri dan masyarakat. 
 
Justeru itu, diharapkan pihak tuan/puan dapat memberikan ruang masa selama 5 minit untuk 
mengisi sepenuhnya setiap persoalan yang diajukan di dalam borang soal selidik ini. 
Maklumat diri tuan/puan tidak akan didedahkan dan akan menjadi kerahsiaan yang perlu 
dijaga oleh pihak saya. Hanya maklumat dari jawapan soal selidik ini sahaja yang akan 
digunakan untuk analisa hasil dapatan kajian dan penerbitan. Walau bagaimanapun keputusan 
kajian yang diperolehi tidak akan membawa kepada pengenalan diri pihak tuan/puan. 
 
Hasil jawapan daripada soal selidik ini adalah penting bagi memastikan keputusan kajian yang 
diperoleh adalah lebih tepat dalam menggambarkan realiti sebenar tahap kapasiti institusi 
zakat di Malaysia. Oleh itu dengan memberikan jawapan yang jujur dan ikhlas, diharapkan 
dapat membantu pihak saya mendapatkan gambaran sebenar tentang perlaksanaan institusi 
zakat di Malaysia dan seterusnya membolehkan kajian ini memberikan cadangan tentang 
penambahbaikan terhadap institusi zakat atau menyokong penerusan dasar yang baik yang 
perlu terus dilakukan di dalam institusi tersebut. Segala jasa baik dan kerjasama pihak 
tuan/puan dalam menjawab soal selidik ini saya dahului dengan ucapan ribuan terima kasih. 
 
“ILMU, BUDI, BAKTI” 
 
Mohd Amar Aziz 
Dr. Badariah Haji Din 
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Bahagian A: Profil 
Mohon tandakan (✓) pada satu pilihan jawapan yang sesuai. Maklumat jawapan yang 
diberikan adalah sulit dan kerjasama daripada pihak tuan/puan untuk menjawab keseluruhan 
persoalan yang diajukan amatlah dihargai. 
 

1. Umur saya berada dalam lingkungan:  
 

21 hingga 30 tahun  51 hingga 60 tahun 
 

31 hingga 40 tahun  61 tahun ke atas 
 

41 hingga 50 tahun  
  

 
2. Jantina saya ialah: 

 
Lelaki   Perempuan  
  
 

3. Tahap pendidikan saya:  

Sekolah rendah  Ijazah 
 

PMR/SRP  Sarjana  
 

SPM/MCE  PhD  
 
Sijil   Lain-lain: _________ 

 
STPM/Diploma 

 
 

4. Pendapatan bulanan saya secara kasar dalam lingkungan:  
 

Antara RM1,001 hingga RM2,000  
 

Antara RM2,001 hingga RM3,000  
 

Antara RM3,001 hingga RM4,000  
 

Antara RM4,001 hingga RM5,000 
 
RM5,001 ke atas  
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Bahagian B: Hak Penerima Hasil Zakat 
Mohon bulatkan pada pilihan skala nombor yang sesuai. Semakin tinggi nombor yang dipilih 
menunjukkan semakin tinggi tahap persetujuan terhadap kenyataan yang diberikan. 
 
Contoh:  
Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 
 

Hak Penerima Zakat 

1. Institusi zakat di kawasan saya sentiasa memastikan tiada golongan asnaf yang tercicir 
daripada mendapat hak zakat di kawasan seliaan mereka. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

2. Saya merasakan jumlah/bentuk bantuan zakat yang diberikan oleh institusi zakat kepada 
golongan asnaf mencukupi untuk menampung keperluan hidup mereka. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

3. Institusi zakat memastikan jenis/bentuk bantuan zakat yang diberikan kepada asnaf adalah 
sesuai dengan permasalahan yang dihadapi oleh setiap asnaf. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

4. Sebagai pembayar zakat kepada institusi zakat, saya merasakan institusi zakat di kawasan 
saya telus dalam memberikan hak zakat kepada asnaf yang layak untuk menerima zakat. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

5. Saya merasakan tiada ketirisan/penyelewengan hasil zakat yang berlaku di dalam institusi 
zakat (hasil zakat hanya digunakan untuk membantu lapan golongan asnaf yang berhak 
sahaja). 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

 
 
 

Bahagian C: Kos Transaksi 
Mohon bulatkan pada pilihan skala nombor yang sesuai. Semakin tinggi nombor yang dipilih 
menunjukkan semakin tinggi tahap persetujuan terhadap kenyataan yang diberikan. 
 
 

Lokaliti 

1. Lokasi institusi zakat di kawasan saya sangat strategik (berdekatan serta memudahkan 
golongan asnaf yang ingin memohon zakat mendapatkan perkhidmatan di institusi zakat 
dengan cepat). 

 
Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 
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2. Bantuan zakat di kawasan saya boleh diperolehi secara terus melalui agensi-agensi kerajaan 
yang lain bagi memudahkan proses bantuan agihan zakat tanpa perlu ke pusat zakat (contoh: 
hospital/sekolah). 

 
Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

3. Masjid atau surau di kawasan saya turut dijadikan sebagai tempat untuk mendapatkan 
perkhidmatan bantuan zakat. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

4. Saya mengetahui bahawa institusi zakat di kawasan saya mempunyai pakar yang mampu 
untuk menilai bentuk/jenis bantuan yang sesuai untuk diberikan kepada asnaf. 

 
Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

5. Institusi zakat di kawasan saya turut memberikan kepercayaan kepada golongan profesional 
(contoh: doktor/guru) untuk menilai individu di bawah seliaan mereka yang layak 
dikategorikan sebagai asnaf untuk mendapatkan bantuan zakat. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

 

 

Spesifikasi Aset 

1. Institusi zakat di kawasan saya menggunakan teknologi (peralatan ICT/Internet) untuk 
mendapatkan maklumat tentang golongan asnaf zakat daripada masyarakat. 

 
Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

2. Saya mengetahui institusi zakat di kawasan saya ada menyediakan perkhidmatan membuat 
laporan tentang asnaf melalui aplikasi media sosial (contoh: facebook/whatsapp) bagi 
membolehkan institusi zakat mengambil tindakan dengan segera. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

3. Saya mengetahui bahawa institusi zakat ada menggunakan teknologi atas talian bagi 
menyalurkan maklumat kepada agensi-agensi kerajaan yang lain (contoh: hospital/sekolah) 
bagi memudahkan asnaf untuk berurusan secara terus dengan agensi tersebut untuk 
mendapat bantuan tanpa perlu ke institusi zakat.  
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

4. Saya mengetahui bahawa institusi zakat di kawasan saya menggunakan teknologi terkini 
bagi memastikan data tentang asnaf disimpan secara sistematik,selamat serta mudah untuk 
dikemaskini. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 
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Pengukuran Perkhidmatan 

1. Saya mengetahui bahawa institusi zakat di kawasan saya ada menyediakan ruang kepada 
masyarakat untuk memberi pandangan tentang kualiti perkhidmatan institusi zakat samada 
secara atas talian (online) atau terus kepada institusi zakat. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

2. Institusi zakat di kawasan saya sentiasa bersedia untuk mendengar apa jua cadangan atau 
kritikan dari masyarakat bagi meningkatkan tahap perkhidmatan agihan zakat. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

3. Institusi zakat di kawasan saya membuat tinjauan terhadap masyarakat bagi mengetahui 
pandangan mereka tentang kualiti perkhidmatan agihan zakat yang diberikan. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

4. Institusi zakat di kawasan saya sentiasa memastikan tahap pengukuran kadar kemiskinan 
adalah yang terkini bagi memastikan kualiti bantuan agihan zakat yang diberikan adalah 
selaras dengan realiti kos hidup semasa. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

5. Institusi zakat di kawasan saya menghebahkan kepada masyarakat (poster (banner)/melalui 
khutbah jumaat) tentang prestasi agihan zakat dalam mengurangkan kadar kemiskinan di 
kawasan saya. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

6. Institusi zakat di kawasan saya sentiasa membuat pemantauan secara berkala bagi 
memastikan tiada golongan asnaf yang tercicir. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

7. Institusi zakat di kawasan saya sentiasa memantau terhadap perkhidmatan bantuan zakat 
yang diberikan bagi memastikan bantuan zakat disalurkan adalah mencukupi untuk 
memenuhi keperluan asnaf. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

8. Institusi zakat di kawasan saya sentiasa membuat pemantauan terhadap golongan asnaf 
yang dibantu mendapatkan pekerjaan bagi memastikan pendapatan hasil dari pekerjaan 
tersebut mencukupi untuk menampung keperluan hidup mereka. 

 
Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 
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Bahagian D: Prestasi Institusi Zakat 
Mohon bulatkan pada pilihan skala nombor yang sesuai. Semakin tinggi nombor yang dipilih 
menunjukkan semakin tinggi tahap persetujuan terhadap kenyataan yang diberikan. 
 

Prestasi Sosioekonomi 

1. Melalui peranan institusi zakat, saya merasakan taraf kehidupan masyarakat sekarang 
semakin meningkat. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

2. Saya merasakan institusi zakat sekarang telah berjaya menurunkan jumlah kadar kemiskinan 
dalam negara. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

3. Saya merasakan institusi zakat sekarang telah berjaya merapatkan perbezaan jurang 
ekonomi di antara golongan kaya dan golongan miskin dalam negara (tidak berlaku di mana 
golongan kaya menjadi semakin kaya dan golongan miskin semakin miskin).  
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

4. Saya merasakan peranan institusi zakat sekarang telah berjaya meningkatkan lagi hasil 
pendapatan dalam negara (menerusi produktiviti daripada golongan asnaf). 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

5. Saya merasakan ekonomi negara sekarang semakin stabil melalui peranan daripada institusi 
zakat.  
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

 
 

Prestasi Psikologi 

1. Menerusi perkhidmatan agihan zakat yang ada sekarang, saya merasakan kebajikan diri dan 
keluarga saya akan terbela sekiranya saya ditimpa apa-apa musibah (pada masa akan datang) 
sehingga menyebabkan saya tergolong dalam golongan asnaf. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

2. Saya merasakan institusi zakat yang ada sekarang mampu untuk menyemai perasaan kasih 
sayang di dalam diri masyarakat dengan bantuan zakat yang diberikan. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

3. Menerusi perlaksanaan institusi zakat yang ada sekarang, saya merasakan penyatuan umat 
Islam semakin kukuh dengan peningkatan sifat saling bantu-membantu antara satu sama 
lain. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 
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4. Saya merasa bertanggungjawab untuk membayar zakat kepada institusi zakat sebagai 
peranan untuk membangunkan masyarakat. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

5. Saya merasakan diri saya semakin yakin untuk membayar zakat melalui institusi zakat 
berbanding membayar terus kepada asnaf. 
 

Sangat tidak bersetuju 1 2 3 4 5 Sangat bersetuju 

 
 

SEKIAN, TERIMA KASIH 
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