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ABSTRACT 

This study aims to evaluate the importance of productive-based zakat on the welfare 
of zakat recipient (mustahiq) in the perspective of human development. The focus area 
of this study is to estimate the human development index (HDI) at the household 
level, particularly at the deserving household. The second focus area is to explore 
whether the human development index status of mustahiq is affected and improved by 
productive-based zakat. In doing so, two repeated questionnaires were distributed to 
productive-based zakat beneficiaries who received funding from zakat institutions in 
Jakarta, Indonesia. The samples were obtained through two-stage cluster sampling, 
while the methods were employed through a human development index 
disaggregation approach, t-test and panel data regression. By using two periods of 
observation, a proposed result of human development index disaggregation at 
household level has been demonstrated. It is found that the level of human 
development index of household who receives productive-based zakat is significantly 
higher than that of the first period. The underlying distribution of household human 
development index also improves in the second period. Furthermore, by evaluating the 
detailed results of the human development index components, the education index and 
income index are found statistically higher in the second period, while the life 
expectancy index is not that significant. Meanwhile, the results of panel data 
regression show that the variable of productive-based zakat is positively correlated 
with the level of human development index. The magnitude of the relation is 
0.00000706. This can be interpreted that the household of mustahiq needs about Rp 
10,000,000 ($909) of productive-based zakat fund to increase 0.07 point of human 
development index. Therefore it can be concluded that zakat, particularly productive-
based zakat, can play important role to improve the welfare of poor households. 
However, a significant amount of zakat is required to achieve such positive result. 
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خلاصة االبحث  
ABSTRACT IN ARABIC 

تھهدفف ھھھهذهه االدررااسة إإلى تقیيیيم أأھھھهمیية االزكاةة ذذااتت االاساسس االإنتاجي علي ررفاھھھهیية متلقي  
تركز ھھھهذهه االدررااسة على ووجھه  وواالزكاةة (االمستحقیين) من منظورر االتنمیية االبشریية. 

) على االمستوىى االأسرىى٬، HDIمؤشر االتنمیية االبشریية ( قیيمةاالتحدیيدعلى تقدیير 
اا كانن مؤشر االتنمیية االبشریية لأسر ووبالأخص أأسر االمستحقیين٬، ووللبحث عن ما إإذذ

االمستحقیين یيتأثر تأثراا إإجابیيا من تلقى االزكاةة ذذااتت االاساسس االإنتاجي. ووللحصولل على 
ھھھهذاا االتقیيیيم٬، تم توززیيع االإستبیيانن االمسحى مرتیين للمستفیيدیين من االزكاةة ذذااتت االاساسس 
 االإنتاجي من مؤسساتت االزكاةة في جاكرتا٬، ااندوونیيسیيا. تم االحصولل على عیيناتت من

خلالل نھهج االعیينة االعنقوددیية االتى أأجریيت على مرحلتیين٬، في حیين تم توظظیيف ططرقق 
 مطالةوواانحداارر tاالبحث من خلالل مقارربة تصنیيف مؤشر االتنمیية االبشریية ووااختبارر 

االبیياناتت. باستخداامم فترتیين من االرصد٬، تمكنا من االحصولل على نتیيجة تصنیيف مؤشر 
ووجد أأنن مستوىى مؤشر االتنمیية االبشریية االتنمیية االبشریية على االمستوىى االأسرىى. وو قد 

االأسرىى للذیين یيتلقونن االزكاةة ذذااتت االاساسس االإنتاجي فى االفترةة االثانیية أأعلى بكثیير من 
االفترةة االأوولى. وو قد تحسن االتوززیيع االأساسى لمؤشر االتنمیية االبشریية االمنزلیية أأیيضا في 

یيل لمكوناتت مؤشر االفترةة االثانیية. وو من ناحیية أأخرىى٬، فمن خلالل تقیيیيم االنتائج وواالتفاص
االتنمیية االبشریية٬، ووجد أأنن مؤشر االتعلیيم وومؤشر االدخل االعالي قد إإررتفعا إإحصائیيا في 

االعمر االمتوقع ناتج ذذوو أأھھھهمیية. ووفي االفترةة االثانیية٬، في حیين لم یيظھهر مؤشر متوسط 
االبیياناتت تبیين أأنن متغیيراالزكاةة ذذااتت االاساسس االإنتاجي مطالة االوقت نفسھه, نتیيجة اانحداارر

ررتباططا إإیيجابیيا مع مستوىى مؤشر االتنمیية االبشریية. وو حجم االعلاقة ھھھهو یيرتبط اا
٬، وواالتي یيمكن أأنن تفسر بأنن أأسرةة  االمستحق تحتاجج إإلى حواالى ٠۰٠۰٠۰٠۰٠۰٧۷٠۰٦.٠۰
$) من االزكاةة ذذااتت االاساسس االإنتاجي  إإذذاا كانواا یيریيدوونن ٩۹٠۰٩۹ررووبیية ( ٠۰٠۰٠۰,٠۰٠۰٠۰,١۱٠۰

ااستنتاجج أأنن االزكاةة٬،  نقطة. ووبالتالي فإنھه یيمكن ٠۰.٠۰٧۷ززیياددةة مؤشر االتنمیية االبشریية 
ووخاصة  االزكاةة ذذااتت االاساسس االإنتاجي٬، یيمكن أأنن تلعب ددوورراا ھھھهاما في تحسیين ررفاھھھهیية 
  االأسر االفقیيرةة. وومع ذذلك٬، یيتتطلب كمیية كبیيرةة من االزكاةة لتحقیيق ھھھهذهه االنتیيجة االإیيجابیية.
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CHAPTER ONE 

INTRODUCTION 

1.1       BACKGROUND OF THE STUDY 

The United Nations Development Program (UNDP), through its first annual 

publication of Human Development Report (HDR) in 1990, introduced the human 

development index (HDI) as a new way to measure  development. The HDI was 

inspired by Sen (1990) who questions concepts of development that have focused 

exclusively on economic measures such as GDP, and GDP per capita. He proposes a 

measure which focuses on “human capability” where it is defined as an aggregation of 

choices that an individual enjoys. Influenced by Sen, Mahbubul Haq (1995) explains 

further that while economic measures focus exclusively on the expansion of only one 

choice,  i.e.  income,  human  development  comprises  the  expansion  of  all  human 

choices, i.e. including economic, social, cultural and political. These characteristics 

become the essential difference between the economic measures and the human 

development schools. 

The HDI as indicator of human development comprises 3 basic components 

that can generate a measure for reflecting the efforts of human development in a 

region, namely: 

i.    Longevity which is measured by average life expectancy; 

ii.  Access to knowledge as measured by the percentage of literacy for 

adults and school participation rates obtained from the ratio of combined 

enrollment  in  school  from  primary  school  to  the  school  level  

continued upward; and 
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iii.   A  decent  standard of  living  as  measured  by revenue per  capita in 

purchasing power parity in U.S. dollars or local currency1. 

Achievements reflected through the HDI are correlated with different 

dimensions  of  welfare.  HDI  illustrates  the  level  of  quality  of  life  and  human 

capability.  Indicators  of  life  expectancy  represent  the  dimensions  of  a  long  and 

healthy life; indicators of literacy rate and average length in school portray the output 

of the dimensions of knowledge; and purchasing power indicator reflects the ability to 

buy basic needs. 

Currently Muslim countries are ranked lowly in terms of HDI, although most 

of the countries have abundant natural resources. In the perspective of human 

development, Muslim countries are categorized as low and less developed. A report 

analysis from Organization of Islamic Countries' Standing Committee on Scientific 

and Technological Cooperation (COMSTECH) shows that Organization of Islamic 

Cooperation (OIC) members possess 72 % of the world‘s energy resources, 62% 

of crude oil and 76% of gas reserves2. However, the economic condition and 

human development attainment of Muslim countries do not reflect the resources 

they are having. Human Development Report (HDR) 2011 indicates that only about 

4 out of 57 OIC members are categorized as very high in terms of human 

development3. In this category,  the highest ranking of OIC  members  stood at 

30th  out of 38 countries categorized very high. On the other hand, 28 members 

and 10 members of OIC are categorized at medium and low level human 

development. The worst of it is that the three lowest positions of 182 countries 

included in this report are members of OIC. 
                                                
1  US Dollar is used as international standard, while for local-level comparison some countries use their 
local currency 
2 http://www.comstech.org/docs/SWOT%20ANALYSIS%20%202013.pdf 
3 Countries are categorized as very high, high, medium and low level human development 



 
 
 

3 

1.1.1 Indonesia’s HDI 

Indonesia, the most populous Muslim country, is also experiencing problem in human 

development achievement. UNDP reported that Indonesia‘s position in Human 

Development Index in 2013 was at 108th position from 182 countries, which is slightly 

higher than that of 2012, that is at 121th. With an HDI value of 0.6844, Indonesia is a 

Country that stands in the middle of the HDI ranking. However, compared to ASEAN 

countries, Indonesia's position is not very encouraging. Indonesia is only better than 

Vietnam and some poor countries in ASEAN such as Laos, Cambodia and Myanmar. 

 

Table 1.1 HDI of ASEAN Countries (2010 – 2013) 
 

Countries Value of HDI 

 
 

Rank (2013) 
 
 

 2010 2011 2012 2013  
Brunei Darussalam 0.844 0.846 0.852 0.852 30 

Singapore 0.894 0.896 0.899 0.901 9 
Malaysia 0.766 0.768 0.770 0.773 62 
Thailand 0.715 0.716 0.720 0.722 89 

Philippines 0.651 0.652 0.656 0.660 117 
Indonesia 0.671 0.678 0.681 0.684 108 
Vietnam 0.629 0.632 0.635 0.638 121 

Laos 0.549 0.560 0.565 0.569 139 
Myanmar 0.514 0.517 0.520 0.524 150 
Cambodia 0.571 0.575 0.579 0.584 136 

      
Source: UNDP : Human Development Report 2014 

 

 

                                                
4 This HDI value is estimated at national level by using standard method for international comparison, 
thus would not be comparable to the household HDI in this study. It is used for the illustration at 
national level achievement. 
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The relatively low HDI of Indonesia shows that the quality of human welfare 

in Indonesia is still at an alarming level. In fact, because the HDI indicators refer to 

the concept of basic human capabilities, it can be said that Indonesians are still having 

difficulty in meeting basic needs. In other words, instead of having sufficient quality 

of life, many Indonesians are in the poverty cycle (Suharto 2002). 

The dimensions of development issues in Muslim countries, particularly 

Indonesia, require a comprehensive evaluation. Efforts to overcome the problem of 

human development are not only on how to accelerate the reduction in the number of 

the poor, but more importantly how to improve the welfare of the poor. While social 

security systems have been well established in many developed countries to reduce 

poverty to a minimum level, in developing countries such comprehensive social 

security  systems  are  still  lacking.  In  many  Muslim  countries,  there  exist  the 

institutions of zakat, as part of the socio-economic framework that could play a role in 

minimizing poverty, supplementing the social security system as established in 

developed countries. 

 
 
1.1.2 Utilization of Zakat in Indonesia 

The utilization of zakat funds in Indonesia, based on the Zakat Act No. 38/1999, 

which was then amended by Zakat Act No. 29/2011, can play a role in reducing 

poverty in Indonesia, thereby helping to improve the level of human development in 

Indonesia. The uses of zakat can be grouped into two major activities, namely 

consumptive  and  productive  activities.  Consumptive  activities  aim  to  resolve 

problems that are related to daily needs and immediately used or consumed. Included 

in this group are zakat for food consumption, educational activities, health, and social 

aspects (religious, humanitarian, etc.). Meanwhile, productive activities are intended 
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for productive enterprises. Thus, by receiving productive zakat, the recipients are 

required to have microenterprise and use the fund to expand their business, or at least 

to start a business instead of spending it for daily consumption. The impact of 

productive activities is expected to be felt in the long term, even though the zakat 

provided has been used. 

As collection of funds grows significantly, the utilization of zakat funds has 

now  been  transformed  from  the  charity  purpose  into  social  empowerment  and 

economic  development 5 .  Nationally,  the  amount  of  zakat  funds  that  have  been 

collected in Indonesia by all Organisasi Pengelola Zakat (OPZ), or Zakat Institution, 

has significantly increased. zakat funds collected increased from approximately 80 

billion rupiah in 2002 to 414 billion rupiah in 2006, or an average annual growth of 

51.65% during the period of 2002-2006. 

BAZNAS6  (2013)  recorded  that  national  zakat  collection  in  2012  reached 

Rp2.2 trillion (US$207 million). The data combine total collected zakat from both the 

government board of zakat and private zakat institutions. This figure depicts a 27.24% 

increase  compared  to  the  previous  year,  or  31  times  greater  compared  to  2002. 

Though there is a big gap between the realization and the potential of zakat7, the data 

indicate substantial increases in zakat collection within a decade, which is 48% per 

year. Table 1.2 depicts the data of for the collection of zakat in Indonesia. 

 
 

 
  

                                                
5 PEBS-FEUI 2009:12. 
6 Badan Amil Zakat National (National Board of Zakat), the authority that manages the zakat collection 
and distribution in Indonesia. 
7 Firdaus, M. et al. (2012) predict the potential of zakat in Indonesia reached Rp217 Trillion (US$19.7 
million) in 2012. 
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Table 1.2 Zakat Collection in Indonesia (Billion Rupiah) 
 

 
 

Year 

Total Amount 
 

of Zakat 
Annual 

 

Growth (%) 

2002 
 

2003 
 

2004 
 

2005 
 

2006 
 

2007 
 

2008 
 

2009 
 

2010 
 

2011 
 

2012 
 
 
 
 
 

68 
 

85 
 

150 
 

295 
 

373 
 

348 
 

920 
 

1200 
 
1500 
 
1729 
 
2200 

 
 

25.00 
 

76.47 
 

96.67 
 

26.44 
 

-6.70 
 

164.37 
 

30.43 
 
25.00 
 
15.27 
 
27.24 

 

Source : BAZNAS 2013, PEBS-FEUI 2010 
 

 

In order to strengthen the institutions of zakat and to further optimize the 

management of zakat in Indonesia, the Directorate of Zakat was established in 2001, 

under the purview of the Ministry of Religious Affairs, which issues Regional Level 

Regulation (Perda) of Zakat in local areas. The establishment of this directorate gives 

positive impact on the rapid growth of OPZ, both government and privately-owned 

institutions. In 2006, there were government-run institutions of zakat in all 33 

provinces, 277 numbered at district level institutions, and approximately reached 3160 

units at sub-district level. On the other side, Lembaga Amil Zakat (abreviated as 
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LAZ),  or  the  privately-owned  institution  of  zakat,  amounted  to  around  200 

organizations8. 

The  Indonesian  government  has  also  began  to  accommodate  the 

implementation of Zakat Act by establishing Badan Amil Zakat Nasional (BAZNAS), 

or National Board of Zakat, as an authority that manages the zakat collection and 

distribution in Indonesia. Positive political situation on zakat issues have resulted in 

Zakat    Act No. 38/1999, which was then amended by Zakat Act No. 23/2011. This 

new Act mandates a stronger integration of zakat management in the country.  

According  to  the  Act,  zakat  institutions  are  divided  into  two  categories:  

(i) government board of zakat or BAZNAS; and (ii) private zakat institutions or 

L A Z .  BAZNAS is given a mandate to lead the integration process and to 

coordinate all other  zakat  institutions  comprising  BAZNAS  at  the  Provincial  and  

City/Regency levels and LAZ. 

With all these characteristics, zakat is now one of the important instruments to 

improve the welfare of the poor in Indonesia. This study, therefore, aims to evaluate 

the importance of zakat, specifically productive-based zakat, to the welfare of zakat‘s 

recipient (mustahiq) in the perspective of human development measured based on the 

HDI. 

 
 
1.2       STATEMENT OF THE PROBLEM 

The importance of zakat in Islam is indicated by the number of times it is stated in the 

Holy Quran and how it is made clear that salat (prayer) is not accepted without zakat. 

The Prophet Mohammad (SAW) then further emphasizes the important of zakat, as 

one  of  the  five  pillars  of  Islam.  The  sayings  and  the  practice  of  the  prophet 

                                                
8 IZDR 2009: 9. 
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Mohammad (SAW) and the opinion of fuqaha have put a lot of emphasis in the poor 

and needy in terms of disbursing zakat. Although the eight recipient categories include 

some non-poor, it is overwhelmingly believed that giving to the poor and needy has 

first priority (Kahf  2006: 13). 

The impact of zakat on human welfare is significant and built-in in the Islamic 

system. Al-Qur'an mentions the needy and the poor as the first two groups from eight 

groups within the recipient list of zakat (mustahiq). They are given priority by al- 

Qur'an to receive zakat. This shows that addressing the problem of poverty is the main 

aim of zakat (Qardhawi 1997). Furthermore, with the distribution characteristics 

mentioned above, zakat becomes a very effective instrument to reduce poverty level, 

as it is inherently pro-poor and self-targeted. Consequently, it is well established that 

zakat is a mode of transfer payment to the poor for the purpose of redistribution of 

wealth in the society. 

From empirical perspective, zakat has a small impact on improving the welfare 

of the poor due to the weaknesses of the state in regulating and managing zakat 

particularly after the collapse of caliphate9. Still, since the growth of Islamic financial 

and  economic  institution  and  its  contribution  in  the  economy  in  most  Muslim 

countries, attention to zakat as a part of Islamic economic institutions has increased. 

Consequently, both at micro and macro levels, tremendous studies have been made to 

analyze the significant of zakat to increase the economic welfare of the poor. Such 

studies are very important since the claim of zakat‘s effectiveness on welfare needs to 

be evaluated. 

In the case of Indonesia, some related researches have been done by Abdullah 

(1991), Susamto (2002), Susanto (2002), Khatimah (2004), Sina (2005), Arif (2006), 

                                                
9 See explanation at IZDR 2010 :52– 56. 
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Muhtada (2008), and Beik (2009). Nevertheless, except for Beik (2009) who uses a 

large sample, majority of these literatures are either limited in scope or methodology. 

Another shortcoming is  the evaluations  of zakat  are mainly based  on  income in 

determining the impact of Zakat on economic wellbeing. 

Several other related studies have also conducted in other Muslim countries 

with broader scope and better methods. For example, Shirazi (1994); Hussain and 

Shirazi (1994); Shirazi (1996); Patmawati (2006) focus on the relationship of zakat 

with  poverty  and  income  distribution  empirically  at  micro  level.  Some  other 

researches  try to  simulate at  macro level  the  effectiveness  of  zakat  to  economic 

indicator (see Billah (1996), Hossain (2005), Hassan and Khan (2007), and Ahmed 

(2008)). Yet most of these studies only use income as the object of analyzes, thus 

examination on the impact on overall human welfare is not possible. There are studies 

that also analyze the impact of zakat by using politico-socio-economic variables, but 

no standardized measures are used. 

Specifically,  one  can  identify  the  following  shortcomings  in  the  existing 

literatures to which this study will try to contribute: 

1.   Most studies on zakat contribution have not measured the impact on 

human welfare. Human welfare indicators are very important because 

positive change in income alone may not indicate improvement in the 

quality of life. Furthermore, better education and improvement in health 

condition should be considered as part of improvement in welfare. 

2.    Majority  of  studies,  specifically  those  with  micro  level  empirical 

analysis only investigate welfare indicators on mustahiq in utilizing the 

zakat fund at one point of time, i.e. in one year only. In other word, they 

do not take and analyze the indicators in the following periods. By 
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providing the indicators for at least two periods, one could provide a more 

consistent result on assessing the effectiveness of zakat in improving the 

welfare of the poor. 

3.   The method to calculate human development index (HDI) is generally 

done at national level by taking a sample of the population and estimate 

the value of the index in aggregate estimation. Previous studies using 

HDI have only used secondary data to perform the analysis and they are 

done at the aggregate level. This study contributes to the literature by 

providing some basis measurement for HDI estimation at the household 

level. 

 

1.3       RESEARCH OBJECTIVES 

Based on  the above mentioned shortcomings,  this study attempts to examine the 

productive-based  zakat,  conducted  by  zakat  institution  for  poverty  alleviation 

purposes, in the perspective of human development approach. Human development 

can be simply defined as a process of enlarging choices. In principle, human choices 

and their outcomes can be infinite and change over time. However, the three essential 

ones at all levels of development are for people to lead a long and healthy life, to 

acquire knowledge and to have access to resources needed for a decent standard of 

living. The Human Development Index reflects these three elements. 

Indicators of achievement of human development index (HDI) and all of its 

component will be expected to provide better success parameters of the zakat 

productive  scheme  that  organized  by  zakat  institutions.  Furthermore,  this  study 

collects and analyzes the data for two consecutive years for a majority of the 

mustahiqs. These goals are broken down as follows: 
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a)   To  estimate  Human  Development  Index  at  the  household  level  of 

productive-based zakat‘s recipients. 

b)  To compare the obtained household level HDI of the first year and 

the second year 

c)  To analyze whether productive-based zakat impacted the household 

level HDI of mustahiqs. 

 
 
1.4       RESEARCH QUESTION AND HYPOTHESIS 

To have a better understanding on the relationship between zakat, and human 

development, this research targets the following  general research question: 

Does productive-based zakat improve mustahiq‘s welfare? 
 

The hypothesis related to the above question is:  

By receiving productive-based zakat, the mustahiq is able to improve 

household welfare which is indicated  by the improvement  in  the household level 

of Human Development Index. 

 
 
1.5 LIMITATION AND SCOPE OF THE STUDY 

This study limits the scope of the study to analyzing the  productive-based zakat 

program in Jakarta, Indonesia only. Jakarta as capital city is selected because the zakat 

institutions in this region are well developed in terms of accountability report, level of 

received zakat fund, and particularly in managing productive-based zakat scheme10. 

Zakat Act No 38/1999, which was then amended by Zakat Act No 23/2011, allows 

zakat disbursement in the form of consumptive or productive scheme. Productive 

scheme is aimed as poverty alleviation program adopted by the zakat institution by 

                                                
10 PEBS - FEUI 2010 : 31 


