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In the Islamic economic system, zakat is not only seen as an obligation of worship, but also as an effective instrument to achieve social and economic goals. Zakat functions as a tool for redistributing wealth that can reduce social inequality and improve community welfare.

In Pakistan, the system of compulsory collection and distribution of Zakat and Ushr began in 1980, with an ordinance decreed by General Muhammad Zia-ul-Haq calling for a 2.5% annual deduction from personal bank accounts on the first day of Ramadan, with the revenue to be used for poverty relief.

Zakat is the cornerstone of Islam's equitable wealth transfer system and the most effective means of reducing poverty and other economic and social problems in an Islamic society. The Qur'an refers to this duty in about thirty places; in twenty-eight of those, Zakat is associated with prayer.

Zakat is an Islamic obligation aimed at purifying wealth and supporting the poor, while taxes are a legal obligation imposed by the state to finance public services.

The types of zakat that have been widely recognized by Muslims are zakat fitrah and zakat mal only. In fact, there are other types of zakat, namely income zakat or professional zakat. Therefore, today zakat is divided into three types, namely zakat fitrah, zakat mal, and zakat income.

The Qur'an identifies eight categories of disbursement, each of which carries clear supply and a consequent increase in the demand for goods and services. Zakat also provides debt relief and enhances price stability.

The four main conditions for paying Zakat are that a person must be a Muslim, adult, sane, and free (not a slave). Additionally, to be obligated to pay, a person must also possess wealth above the minimum amount (Nisab) for one full lunar year. 
· Muslim: Zakat is a religious obligation for Muslims only. 
· Adult: The obligation generally applies to adults who have reached puberty, though some scholars state a guardian should pay Zakat on behalf of a minor if their wealth reaches the Nisab. 
· Sane: The person must be of sound mind to be eligible to pay. 
· Free: Slaves are not required to pay Zakat. 
· Ownership of Nisab: The wealth must be owned and fully controlled by the individual. It should also exceed the Nisab, the minimum threshold of wealth, which is defined differently for different types of assets. 
· One lunar year: The wealth must have been in the individual's possession for a full lunar year (hawl) before Zakat becomes due, with exceptions for certain types of wealth like agricultural produce. 

Zakat, the third pillar of Islam, is a donation that Muslims regard as a mandatory act within their faith. Followers of Islam who have at least a minimum amount of wealth are required to give 2.5% of their liquid assets away to charity each year.
The eight categories eligible to receive Zakat are the poor, the needy, Zakat administrators, those whose hearts are to be reconciled, those in bondage, the debt-ridden, those striving in the cause of God, and the wayfarer. These categories are defined in the Quran and include a wide range of people who may be struggling or in need of assistance.  
· The poor (al-Fuqara): Those who are unable to meet their basic needs. 
· The needy (al-Masakeen): Those who are experiencing difficulty and are in need. 
Zakat administrators: People who are responsible for collecting and distributing Zakat. 
· Those whose hearts are to be reconciled (al-Mu'allafati Quloobuhum): New Muslims or those whose hearts are being inclined towards Islam. 
· Those in bondage (ar-Riqab): Captives and slaves who need to be freed. 
· The debt-ridden (al-Gharimeen): Individuals who are unable to pay off their debts. 
· In the cause of Allah (Fi-Sabilillah): Those working for the sake of God, often translated as those striving to spread or defend Islam. 
· The wayfarer (Ibn as-Sabeel): Stranded travelers who are far from home and are in need of assistance. 

Zakat is liable to be deducted only from Sahib-e-Nisab Muslims. According to the above-mentioned judicial decisions, all those institutions that are owned by the government or in which majority shares are held by the provincial or federal government are exempted from the definition of Sahib-e-Nisab.

Zakat reduces poverty by redistributing wealth from the rich to the poor, providing direct financial aid, and promoting self-sufficiency. This mandatory charity helps meet basic needs like food and shelter, bridges the economic gap, and can be used to fund education, start-up capital, and other tools for empowerment, fostering economic balance and stronger communities.
Redistribution of wealth
· Bridges the gap: 
Zakat helps narrow the wealth gap between the rich and the poor by transferring a portion of wealth from those who have enough to those who do not. 
· Discourages hoarding: 
It discourages the accumulation and hoarding of wealth, encouraging its circulation within the community. 
Direct aid and empowerment
· Meets basic needs: 
It provides direct assistance to the poor, including the needy, widows, and orphans, to help them meet immediate needs like food, shelter, and healthcare. 
· Funds self-sufficiency: 
When distributed effectively, zakat can provide recipients with capital to start businesses, scholarships for education, or other assets to help them become self-reliant. 
Economic and social impact
· Promotes economic balance: 
By ensuring wealth is shared, zakat creates more economic stability and balance within society. 
· Strengthens community bonds: 
The practice of giving and receiving zakat fosters a sense of mutual responsibility and unity, strengthening community ties. 
· Encourages social justice: 
It serves as an instrument for social justice, promoting a more equitable distribution of resources and opportunity. 

· It fulfills a religious duty, aids the less fortunate, promotes social justice, and purifies wealth. Additionally, Zakat fosters gratitude, community unity, and accountability to Allah.

· It purifies wealth and promotes social justice by redistributing wealth in society, ensuring eligible recipients, such as the poor or needy, are cared for. Giving Zakat allows the Islamic community to stand with their Muslim brothers and sisters and aids in the eradication of poverty.

The standard zakat rate is 2.5%, calculated on the total net wealth that meets or exceeds the minimum threshold known as the Nisab. To calculate, you subtract eligible debts from your total zakatable assets and then take 2.5% of the remaining net worth, provided it meets the Nisab for gold (approximately 87.48 grams) or silver (approximately 612.36 grams).  

Islamic taxes are taxes sanctioned by Islamic law. They are based on both "the legal status of taxable land" and on "the communal or religious status of the taxpayer". Zakat - one of the five pillars of Islam. Only imposed on Muslims, it is generally described as a 2.5% tax on savings for charity.

For example, Sarah needs to pay income tax of RM1, 000 for the 2022 assessment year, but Sarah paid zakat of RM750 in December 2022 for her ASB investments. Therefore, Sarah only needs to pay income tax of RM250. Sarah is eligible for a tax rebate of RM750 due to the zakat she paid for her ASB investment.
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