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Abstract

Zakat collection determines zakat distribution. A huge zakat collection benefits zakat recipients.
Undeniably, some macroeconomic factors can post a challenge to the zakat collection. It was critical when
the gold price (utilized as a nisab benchmark in Malaysia) negatively influenced the collection of zakat.
This study looked into the effects of macroeconomic variables, particularly inflation, exchange rate, gross
domestic product per capita and gold price. By adopting the VAR/VEC model, this study relied on a
quarterly time series approach from 1993 until 2015. A long-term equilibrium relationship and the Granger
causality result highlighted that zakat collection responded effectively to the macroeconomic factors,
especially the gold price. The finding also stressed that the gold price had a unique feature in the zakat
collection that reduced poverty distribution. This study can benefit zakat institutions to implement
necessary measures in order to address the issues of zakat collection.
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1. Introduction

Muslims are obliged for paying zakat when their wealth surpasses the nisab provision during a
certain period of time (hawl) (Al Qaradhawi, 1999). Gold and silver are two commodities utilised as a
yardstick of nisab. They are floated as a commodity in the trade market. The nisab of zakat will be
influenced by the floating price of these two commodities (Kahf, 1999, 1989; Yusuf, Meera, & Mat Ghani,
2010). Nisab marks a significant belief in the Muslim world. Some researchers stressed that nisab could
respond to the cost of living, the asnaf benefit to the poor, and the zakat collection (Mahmud & Shah
Haneef, 2008). This situation aggravated the basket of needs tremendously (Sadeq, 2004).

According to Kahf (1989), a new nisab formulation that in line with the fugaha views could benefit
the society. This idea was extended by Manan (Mahmud & Shah Haneef, 2008; Sadeq, 2004) who suggested
the new benchmark with the real standard of living of household consumptions, leading to the national
standard manual in the zakat calculation.

On top of that, Raquibuzzaman suggested that the nisab varies from one country to another (Mahmud
& Shah Haneef, 2008; Sadeq, 2004). He adopted the hadith from the Prophet Muhammad (p.b.u.h) who
beheld the Arab condition before the rules and regulations were set. The Prophet allowed certain changes
in order to benefit a society that gave an opportunity to the zakat institutions to expand (Mahmud & Shah
Haneef, 2008). The scholars should have brought the idea of rendering the justice to the society.

In contrast, some scholars opt to uphold the principles and not to review the nisab (Sadeq, 2004).
They strongly hold the verse of the nisab that was obviously stated in the holy book: al-Quran and hadith,
where the fundamental was the original textual proof. Hence, any alterations to the text were forbidden.
The scholars justified that the enhancement could cause a dull condition until the changes satisfied the
authority. It was concluded on election that ruined the virtues of the Islamic principles (Mahmud & Shah
Haneef, 2008; Sadeq, 2004).

From an economics perspective, a rise in the gold price leads to a rise in nisab. This is because the
nisab amount is pegged to the gold price that will lower the contribution to the zakat instead of the growth
of zakat recipients (Kahf, 1989; Mahmud & Shah Haneef, 2008; Mat Isa, 2013; Sadeq, 2004; Senawi &
Mat Isa, 2016). In response to this, two scenarios are created. The demand surpasses the supply of zakat to
nurture a begging culture in the community, but it is not allowed according to the principles of al-Quran
and sunnah (Mahmud & Shah Haneef, 2008). On contrary, the change in the nisab is a replication of the
conventional tax. Al-Shatibi does not favour any changes and insists zakat is the act of worships (Sadeq,
2004). Although Saudi scholars allow the change in nisab, it must be consistent with the principles of al-
Quran and hadith (Mahmud & Shah Haneef, 2008; Sadeq, 2004).

Zakat plays a pivotal role in the economy development. It works as a monetary policy of the Muslim
society to overcome the economic obstacles. It can be manipulated by the macroeconomics difference
because of the productivity growth in economy sectors. For example, an income is connected to the
economic condition. Hence, the Gross Domestic Product (GDP), inflation and fluctuation of exchange rates
of'a country are likely to influence zakat collection (Faridi, 1980; Yusoff, 2006, 2011). In short, any changes
of these three macroeconomic factors will either increase or decrease zakat collection (Yusoff, 2006; Faridi,

1980).
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2. Problem Statement

The fluctuation in the value of silver and gold is known to directly influence the amount of nisab of
that particular year. This statement is supported by the declining in the value of silver as reported by the
London Bullion Market Association and the Bureau of Labor Statistics (2016). Thus, for the country that
hold silver as the determination of nisab, it is therefore, will suggest an increase in the amount of zakat
collection and will grow the allocation to the poor group. This condition is, however, argued to affect the
group of low-income to be in the category of the zakat contributor. Consequently, if this situation really
happens, it thus violated the maqasid shari’ah of zakat that has been outlined in the al Quran and Sunnah
(Kahf, 1989; Mat Isa, 2013).

As for the case of Malaysia , the gold is projected to continuously losing its value from the year
2017 to 2025. This condition causes a doubt on its stability status, even though the gold was known as the
most stable item compared to other commaodity items (Meera, 2002; Yaacob, 2009). According to Browne,
Abbriano, and Lockwood (2015), as long as the items are categorized as a commodity item, it could not be
averted from any rigorous market activity. This indicates that any activities that might cause the silver price
to fall, it is also likely to happen to the gold price too.

Majlis Tahqiq Masail Hadirah Muslim, a Muslim Council of Pakistan has highlighted that the price
fluctuation has a significant impact on the nisab benchmark and the zakat collection. It was also highlighted
that the increment in the gold price will result in a low collection of zakat. This imbalance will create a
begging culture in the society, in which it is not permissible in Islam (Mahmud & Shah Haneef, 2008;
Sadeq, 2004; Senawi & Mat Isa, 2016). This is in line with the claim that the nisab has a significant
influence on the zakat collection.

It is believed that the unrestrained of macroeconomic external factors have affected the imbalance
in the zakat collection. Therefore, an in-depth analysis should be made to achieve the relevance of the
hypothesis as follows;

a. There is a negative relationship between zakat collection and gold price (GLD).

b. There is a positive relationship between zakat collection and gross domestic product of per capita
(GDPC) variable.

c. There is a negative relationship between zakat collection and inflation (CPI).

d. There is a negative relationship between zakat collection and the Malaysian exchange rate (MYR).

This study investigates zakat collection to address uncertain gold price of nisab yardstick and a
typical macroeconomic uncertainty, which is likely to influence the poor Muslim community and the

Islamic principles..

3. Research Questions
Based on the analysis of past studies above, the present study intends to answer the following questions.
1. Does zakat collection has a relationship with the macroeconomic variables?

2. How does gold price affect zakat collection in Malaysia?
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4. Purpose of the Study
This study provides an information regarding the short-term and the long-term relationship effect
between the gold price and the macroeconomic variables on the zakat collection. With this finding, the
determinants of the zakat collection in Malaysia could be identified and enriched further so that the

collection of zakat could be optimized. This study also renders the effect of the dynamic change of the gold

price whether it is a threat or a benefit to the zakat collection.

5. Research Methods
This study utilised a quantitative method of VAR/VECM approach to analyse the effect of zakat

collection on the macroeconomic factors in Malaysia perspective. The flows of estimation is as follows;

5.1. Model
In order to test this hypothesis, a model is developed. It is stated as:

ZKTC,: ay + a,GLD, + a,GDPC, + asCPl, + ay,MYR+ (1)

Where, ZKTC denotes zakat collection of income, GLD denotes gold price that refers to the the
multiplication of the gold price and nisab rate of zakat on gold: 85 grams. GDPC denotes Per Capita of
Gross Dometic Product, CPI denotes an inflation, and MYR denotes Ringgit Malaysia. ai (i = 0,1,2,3,4)
serves as a criterion to be measured, pt denotes a shock that is expected to be a purely random walk, and t
denotes the time span, al >0, a2 > 0, a3 > 0 and a4 > 0. According to the Engle & Granger (1987) model,

equation (1) will be noted in the error correction model (ECM) as:

n n n n
AZKTCt = al + Z ﬁliAZKTCt—l + Z yll AGLDt_l + Z 611 AGDPCt_l + z Ell ACPIt_l
i=1 (= = | —

4 i=1 =1 =1

n
+ Z @ AMYR, 1 + & ECT¢_4
i=1

+ v, (2)

Where, ZKTC denotes the combination of ZKTC, GLD, GDPC, CPI, MYR, A denotes the first
alteration operator, n denotes the unit of lags duration, ECT denotes the Johansen’s term of error that need
to be corrected, and v denotes the shock term. ECT indicates a short change in the long-run equilibrium
that contributes to the Granger causality test. ECT should be incorporated to avoid any misspecification
and problems. In fact, VECM approach is expected to provide the analysis of the short and long-term

Granger causality of the variables.

5.2. Estimation Technique
To minimize regression issues, unit root test was performed by using Augmented Dickey—Fuller
(ADF) (Dickey & Fuller, 1979) and Philips—Perron (PP) (Philips & Perron, 1988). Subsequently, co-
integration test was adopted by following maximum likelihood procedure (Johansen & Juselius, 1990)

based on ECM given in equation (2).
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According to Engle and Granger (1987), when there is a unidirectional or bi-directional Granger
causality between the variables, the co-integration is likely to exist. Granger (1988) stressed that the co-
integration between the variables can justify the existence of causality in a direction, determined by VECM.
Akaike Information Criterion (AIC) confirmed the lag structure.

The VECM model was applied to conduct both Granger causality test and variance decomposition
analysis to ascertain the effect of GLD, GDPC, CPI and MYR on zakat collection. The variance
decomposition measured the percentage of forecast error of variation explicated by another variable within

a short-run dynamic..

6. Findings

In Table 01, the findings of unit root test revealed that all variables were non-stationary since the
estimated ADF and PP statistics were insignificant. Nevertheless, the first-difference results of unit root
tests showed that all the variables were stationary in both ADF and PP tests. This was known as integrated
of order one, I (1).

The findings of co-integration test were illustrated in Table 02. AIC reported that the lag length was
2. Both adjusted trace and maximum Eigen statistics were significant. In other words, there was a long-run
relationship between ZKTC, GLD, GDP, CPI, and MYR.

In Table 02, all variables (GLD, GDP, CPI, and MYR) were significant to ZKTC. This demonstrated
that one percent increase in GLD will decrease the zakat collections by 0.7 percent in the long run.
Furthermore, one per cent increase in GDPC will improve zakat collection by four percent in the long run.
One percent increase in CPI will reduce zakat collection by 8.3 percent, whereas one percent appreciation
in MYR will reduce the zakat collections by 1.5 percent. To summarize, the macroeconomic factors had a

significant relationship with zakat collection.

Table 01. Unit Root Test Result

ADF PP

var. Level 1%t Diff Level 1% Diff.

ZKTC -2.6895 -4.1599* -1.9638 -4.1854*
GLD -1.8910 -11.4481% -1.8321 -11.3299*

GDPC -1.5672 -5.4709* -0.5923 -5.5380*
CPI -2.2312 7.2271% -2.0171 -8.2135*
MYR -1.5390 -8.5342* -1.8112 -8.6193*

Notes: The values are t-statistics; * indicates the significance level of 1%; ** indicates the significance

level of 5%; The optimum lags lengths for ADF are determined by Akaike Info Criterion.
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Table 02. Co-integration Test of Johansen and Juselius Multiple Variables Model

Trace Statistic Max-Eigen Statistics
Null Hypothesis o 5% Critical o 5% Critical
Statistic Statistic
Value Value
=0 108.5053* 69.8188 50.6305* 33.8768
r<i 57.8747* 47.8561 30.1298** 27.5843
r<2 27.7449 29.7970 15.2800 21.1316
r<3 12.4648 15.4947 9.0542 14.2646
r<4 3.4106 3.8414 3.4106 3.84146

Co-integration Equation:
ZKTC = -0.1551 - 0.7368GLD + 4.1260GDPC - 8.3136CPI - 1.4503MYR
-2.5246* 3.5367* -3.3816*  3.0319*

Notes:* indicates the significant level of 1%.
** indicates the significant level of 5%.

Besides that, Granger causality could be delineated when the t-statistic of the lagged ECT of the
whole lags in each independent variable was significant. When both t-statistic and Wald statistic revealed
that VECM was insignificant, the dependent variable was likely to be exogenous. The Wald statistic
represented different independent variables for a short-run causality, while t-statistics of ECT indicated a
long-run causality. The lagged ECT coefficient referred to the short-run change of dependent variable
towards the long-run equilibrium.

Table 03 portrays the findings of the short-run Granger causality. Based on AlC, the lag length was
2. The results (first row) showed that GLD Granger-caused ZKTC was 11 percent in the short run. It showed
that both CPl and MYR Granger-caused ZKTC were 20 and 15 percent, respectively. The GLD was a factor
influencing (Granger-caused) both GDPC (24.6 percent) and CPI (14 percent) in the short run. GDPC was
the only variable influencing ZKTC (14 percent), GLD (24.6 percent), CPI (50.6 percent), and MYR (17.5
percent). MYR influenced GLD and GDPC roughly 11 percent and 17.5 percent, respectively.

This analysis suggested that GLD was related to ZKTC, GDPC, and CPI unidirectionally. MYR
brought a unidirectional effect to ZKTC, GLD, and GDPC. In fact, CPI was a unidirectional factor of both
ZKTC and GDPC. ZKTC was found to bring a unidirectionally effect to GDPC. None of the variables
caused bidirectional effect. Particularly, coefficient of ECT in the first equation (ZKTC as dependent
variable) showed a significant value of -0.4923. In other words, ZKTC was adjusted to the long-run
equilibrium by four per cent per period. Similar to GDPC, with a significant value as ECT coefficient, it

suggested that GDPC was adjusted to the long-run equilibrium by 0.7 percent per period.
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Table 03. Granger Causality Test

Dependent Wald Statistic* t statistic
Variable AZKTC AGLD AGDPC ACPI AMYR ECT

AZKTC ] 11.0918** 7.3234 19.9650* 15.3082* -0.4923*

(0.0496) (0.1977) (0.0013) (0.0091) [-4.7723]

AGLD 2.1470 ] 6.1575 6.4307 10.7122%** -0.1219

(0.8284) (0.2912) (0.2665) (0.0574) [-0.7064]

AGDpC | 140577% [ 24.6185* ] 50.6499* 17.4569* -0.0726*

(0.0152) (0.0002) (0.0000) (0.0037) [4.5632]

ACPI 1.7608 13.8863* 45217 ] 4.2758 -0.0261

(0.8811) (0.0163) (0.4770) (0.5104) [-1.1700]

AMYR 0.2630 1.9048 2.3477 2.7384 ] -0.1211

(0.9983) (0.8622) (0.7992) (0.7402) [-0.9240]

Notes: * denotes a significant level of 1%, ** denotes a significant level of 5%, *** denotes a

significant level of 10%.
3 y2-statistic; () denotes a probability; [ ] denotes t-statistics.

Table 04. Variance Decomposition of Zakat Collection (ZKTC)
Period ZKTC GLD GDPC CPI MYR
3 87.82894 1.430932 3.332132 4.924677 2.483320
6 68.44810 10.58075 6.576447 11.37951 3.015202
9 45.25647 21.69845 7.861634 11.25861 13.92484
12 44.00673 22.49567 9.019712 10.64804 13.82985
15 44.33015 22.69529 9.047395 10.81107 13.11610
18 42.37835 23.51411 9.246481 11.04420 13.81686
21 41.05007 24.47093 9.598236 11.05678 13.82399
24 40.91912 24.67576 9.716899 10.91816 13.77006
27 40.51396 24.94261 9.831248 11.01427 13.69791
30 39.90998 25.31247 9.939538 11.03435 13.80367

Table 04 shows that 88 per cent of the variation was explained ZKTC in the third quarter of the
period. GLD explained 11 percent whereas GDPC explained 6.6 percent of the forecast error variance of
ZKTC in the sixth quarter. In addition, CPI and MYR explained 11.4 percent and 3.02 percent of the
contributions, respectively. The result showed that the most significant factor was ZKTC in the first quarter
as compared to GLD, GDPC, CPI and MYR. Interestingly, GLD contributed to ZKTC by 25 percent in the
30th quarter. Other contributing factors were GDPC (10 percent), CPI (11 percent), and MYR (13 percent).
To conclude, all the factors played a crucial role in determining zakat collection, especially GLD. This

factor had a chain effect on nisab of zakat, and subsequently zakat collection.

7. Conclusion

The present study investigated the relationship between ZKTC, GLD, GDPC, CPI, and MYR. The
findings of the co-integration test ascertained that there was a consistent relationship between various
macroeconomic factors and ZKTC. In another analysis, Granger causality test revealed that GLD, CPI and

MYR improved the growth of ZKTC implicitly. The findings of the variance decomposition analysis
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postulated that ZKTC was affected by the gold price. To simply put, the gold price was likely to reduce
zakat collection when it grew. Even though the gold could accumulate wealth, it was inevitable for the
exploitation of the world trade bargain to take place. Hence, further analysis of the suggested item should

be carried out in the future..
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