Ending Exploitative Taxation:
(A Zakat-Based System for Justice, Economic Growth, and Welfare for All)

Abstract :

This article examines whether and how a modern, state-supported zakat system can replace
or substantially reduce exploitative forms of taxation while promoting distributive justice,
economic growth, and social welfare. Drawing on empirical studies, policy reports, and case
studies from Muslim-majority countries, | propose a practical framework for integrating zakat
into contemporary public finance.

(1) standardized zakat assessment and collection,

(2) transparent institutional governance,

(3) integration with social protection and Islamic finance, and

(4) digital platforms for efficiency and accountability.

The proposed model does not naively eliminate all taxes; rather it aims to substitute or
reform regressive and exploitative taxes (e.g., cascading indirect taxes, burdensome levies
on low incomes) with a faith-based, redistributive mechanism that is voluntary-mandated by
religious obligation but administered with public accountability. Empirical evidence suggests
properly managed zakat can reduce poverty and inequality while supporting inclusive growth
when combined with modern fiscal institutions.

1. Introduction :

Problem and Opportunity:

Many modern tax systems rely heavily on regressive indirect taxes and complex
bureaucratic enforcement that can become exploitive disproportionately burdening
low-income households, distorting incentives, and eroding trust in the state. Meanwhile,
zakat—the obligatory alms (typically 2.5% of qualifying wealth annually for many asset
classes) is a well-established Islamic redistributive instrument with a long historical role in
social welfare. The central question: Can zakat, restructured and institutionalized for the 21st
century, replace or substantially reduce exploitative taxes and deliver justice, growth, and
welfare at scale? Evidence from academic studies and development organizations indicates
zakat has strong poverty-alleviation potential when collection and disbursement are
systematic and integrated with financial inclusion and social programs.

2. literature review

Empirical studies (country case studies, time-series analyses) conclude that zakat, when
pooled and targeted, can measurably reduce poverty and income inequality. Several
econometric studies find positive correlations between zakat spending and improved
livelihoods, employment outcomes, and reduced Gini coefficients in localized contexts.

The effectiveness of zakat depends critically on collection rates, governance, and
outreach. Countries with institutionalized zakat agencies (Malaysia, parts of Indonesia, and
institutions like BAZNAS in Indonesia) provide stronger evidence of impact because of scale,
data systems, and program integration.

World Bank and related analyses highlight that zakat, waqf, and Islamic microfinance
tools can complement formal social safety nets and bridge financing gaps for public goods,
especially when regulated and linked to financial inclusion initiatives.



(3) Methodology

Below are pragmatic design principles to guide replacing exploitative taxes with zakat and
related reforms.

Target the replacement, not all taxes. Focus on substituting regressive/exploitative taxes
e.g., high indirect taxes on essential goods, multiple overlapping levies. while keeping
progressive, capacity-based public finance tools for infrastructure and macro needs.

Legal codification plus religious legitimacy. Enact clear regulations that recognize zakat’s
religious obligation while defining its public administration, exemptions, and enforcement in
line with Shariah scholarship and constitutional norms. This avoids the twin pitfalls of
voluntary under-collection and coercive imposition.

Centralized collection, decentralized delivery. Use a national zakat authority for collection,
auditing, and redistribution standards; allow certified local zakat agencies/NGOs to
implement context-sensitive programs (cash transfers, skills training, microcredit). Evidence
shows centralized pooling raises impact while local delivery preserves relevance.
Means-tested distribution and productive investments. Prioritize both immediate relief (cash
grants, food aid) and long-term inclusion (micro-finance, education, healthcare, small
enterprise financing) to convert transfers into sustainable income increases.

Transparency, digitalization, and reporting. Publish collection/disbursement dashboards,
use digital wallets and ID verification for beneficiaries, and adopt third-party audits to build
trust and increase compliance. Recent literature stresses digital transformation as a
multiplier for zakat effectiveness.
journals.

4. Finding:

A practical implementation blueprint,
Step A:
Legal and fiscal alignment
Pass a Zakat Administration Act that
(a) defines nisab (thresholds) and zakat base per common figh positions,
(b) creates a National Zakat Authority (NZA) with audit powers, and
(c) specifies how zakat revenue can be used to offset specific categories of taxation (for
example, replacing certain consumption taxes or funding social protection programs). Use
clear sunset/rule mechanisms to avoid permanent tax gaps.
Step B: Collection mechanisms
Mandatory declaration for qualifying taxpayers (with religiously legitimate accommodations);
automatic deduction for salaried workers via payroll options; collection points at banks and
fintech platforms; incentives for timely payment (public recognition, compliance certificates).
Empirical work suggests higher collection comes from predictability and convenience.
Step C: Allocation rules:
Allocate zakat across classical categories (poor, needy, indebted, stranded travelers, etc.)
but operationalize them into modern programs: direct unconditional cash transfers,
interest-free microloans, vocational training, health vouchers, and capital for small
enterprises.
Step D :Integration with fiscal policy



Targeted use of zakat revenues to replace regressive taxes: for example, substitute a
portion of value-added tax on essential food items with zakat-funded food subsidies for
eligible households. This reduces effective tax regressivity while preserving revenue
neutrality if implemented carefully.

Step E : Monitoring and evaluation (M&E)

Mandate annual independent evaluation of outcomes (poverty rates, income mobility,
employment), publish open data, and adopt civil society participatory audits to ensure
accountability. Studies show that transparency raises compliance and impact.

5. Results :

Economic effects :

Properly targeted zakat programs can raise incomes of the poorest and finance
human capital investments (education, health), increasing long-term productivity. Empirical
studies in Malaysia, Indonesia, and other contexts document positive effects on poverty
indicators.

Replacing regressive taxes with zakat funding for social spending lowers after-tax
inequality and restores progressive .

Linking zakat to microfinance and wagqf projects can mobilize capital for SMEs and
public goods, producing employment and local economic multipliers.

World Bank Blogs
Key limitations and risks,

Revenue sufficiency: Total zakat potential depends on collection rates and the taxable
base (nisab). In many countries, voluntary collection limits revenue; realistic scenarios
should model partial substitution rather than full replacement. Historical and empirical work
shows zakat can make meaningful contributions but is unlikely to fully replace broad-based
state revenues without very high compliance or expanded taxable bases.

Administrative complexity & consensus on figh:

Differences among jurists on nisab, asset valuation, and eligible categories require
legal harmonization to avoid disputes that undermine compliance.

Moral hazard & crowding-out:

If zakat replaces progressive taxes poorly, or if the state reduces its social spending
because zakat exists, welfare could be undermined. Design must avoid fiscal displacement
of core public functions (health infrastructure, national defense, macro stabilization).

6. Discussion

Case studies & empirical examples:

Malaysia: State zakat bodies have professionalized collection and combined zakat
funds with tax reliefs, achieving measurable impacts on poverty at local scales. Multiple
academic reviews find zakat institutions there are among the most effective globally when
properly managed.

Indonesia:

National and regional zakat organizations (including BAZNAS and many LAZs) have pooled
zakat to fund both relief and development projects. Case studies show zakat-funded
community projects (like micro-hydro power) can have broader public good effects. The
World Bank notes Islamic social finance has potential to bridge financing gaps for
development projects.

Pakistan studies estimate significant potential for zakat to reduce poverty when
mobilized effectively; PIDE and other research centers emphasize institutional reform and
digitalization to scale impact.

7. Police recommendation:



Pilot first: Start with pilots in 1-3 provinces/cities replacing specific regressive levies
with zakat-financed targeted programs; evaluate rigorously.
Build digital collection & beneficiary platforms to increase reach, and reduce leakage.
Form multistakeholder zakat commissions including jurists, economists, civil society, and
anti-corruption bodies to set nisab rules, valuation methods, and distribution priorities.

Legally guarantee minimum public service funding so zakat does not become an excuse

for governments to abdicate responsibility for essential public goods.
Link zakat to financial inclusion (bank accounts, microcredit) so transfers are productive and
beneficiaries can graduate from assistance.
8. Conclusion:

A modern, well-governed zakat system can play a transformative role in reducing
exploitative taxation and improving social justice, but success requires careful institutional
design, legal clarity, digital systems, and a realistic approach to revenue replacement. Zakat
should be seen as a powerful complementary instrument that—if scaled and integrated with
social protection and Islamic financial tools—can advance both equity and economic growth.
Policymakers should pilot, measure, and iterate rather than seek immediate full replacement
of state revenues.
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