
Abdul Raouf 
Mphil Scholar 
Email ; abdulraouf034213@gmail.com Contact ; 03158286228  

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

 

I. Introduction: The Crisis of Conventional Taxation 
and the Mandate for Islamic Fiscal Justice 
 

 

A. Context: Debt, Deficits, and the Failure of the Fiscal Social Contract 
 

The Policy Research Initiative for Zakat-Based, Interest-Free Economy (PRIZE) is 
fundamentally dedicated to establishing a society and economy rooted in Islamic principles of 
justice, equity, and compassion.1 This goal necessitates a radical re-examination of existing 
exploitative financial structures, moving towards a fairer, riba-free economic model that 
safeguards human dignity and establishes welfare for all.1 

The current conventional fiscal system in developing nations like Pakistan is trapped in a 
crippling debt-deficit vicious cycle. The national tax-to-GDP ratio remains critically low, 
estimated at approximately 9%.3 This paucity of revenue consistently leads to substantial 
budget deficits. A crucial structural defect is the high allocation to non-discretionary current 
expenditures, primarily dominated by debt servicing and security costs. For instance, the 
2025-2026 fiscal budget allocated nearly 50% of its resources to debt servicing alone.4 

The profound consequence of this fiscal neglect is the systemic crippling of human 
development. Developmental spending, including necessary investments in health and 
education, consistently remains below 5% of the GDP.3 This insufficient expenditure on human 
capital perpetuates a cycle where the impoverished remain uneducated and unhealthy, 
severely hindering their ability to escape the poverty trap.3 
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B. Defining Exploitative Taxation 
 

Exploitative taxation is defined not merely by high rates, but by its regressivity and its 
utilization for structurally subversive purposes. The primary act of fiscal exploitation today is 
the systemic reliance on regressive taxes—levies that disproportionately burden the 
economically vulnerable—to finance usury (Riba)-based government debt. This forces the 
poor to subsidize the interest payments that predominantly benefit international creditors and 
domestic financial interests. 

This structural coercion deepens the ethical critique of the conventional system, directly 
undermining PRIZE's foundational goal of establishing a riba-free economy.1 Furthermore, 
conventional public spending is largely discretionary and subject to political volatility.3 
Implementing a Zakat-based system mandates adherence to a morally superior, 
non-negotiable expenditure framework known as the Masarif e Zakat.5 This structure 
inherently shields essential welfare spending—such as poverty alleviation, direct aid, and 
necessary support for the indebted—from discretionary budget cuts, guaranteeing justice 
and protecting human dignity as a prerequisite for fiscal operation. 

The core thesis posits that the prevailing conventional tax system is structurally engineered 
for exploitation. Therefore, the path to justice, sustainable growth, and universal welfare 
demands a comprehensive transformation to a modernized, effective Zakat-Based Public 
Finance System, which is inherently progressive, economically efficient, and morally mandated 
for targeted redistribution. 

 

II. The Structural Defects of Conventional Taxation: 
Evidence of Regressivity and Leakages 
 

 

A. The Failure of Equity: Incidence Analysis 
 

1.​ Regressivity in Practice: Analysis of the prevailing tax structure in developing countries, 
particularly Pakistan, confirms it is "predominantly regressive".6 While direct taxes, which 
are progressive, tend to diminish income inequality, the state relies overwhelmingly on 
indirect taxes, such as sales and consumption levies.6 

2.​ Consumption Tax Burden: Although there are conflicting theories regarding the welfare 
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costs and equity concerns of consumption versus income taxes 8, practical 
implementation in developing economies proves challenging. Attempts to introduce 
graduated or specialized consumption taxes to address equity concerns are often 
ineffective and administratively impractical.8 In the Pakistani context, the broadening of 
the sales tax base has measurably increased the tax burden borne by the poor.7 

3.​ Capital vs. Labor: The incidence of taxation reveals a systemic bias toward capital. 
Historically, policies such as the decline in corporate income tax rates and tariff 
rationalization, implemented under Structural Adjustment Programs, benefited 
producers.7 This political economy choice shifts the overall tax burden onto the broader 
public base, demonstrating a clear policy preference favoring capital accumulation over 
labor equity and widespread fairness. 

 

B. Efficiency Failures and Global Structural Exploitation 
 

1.​ Offshore Tax Abuse: The conventional tax architecture contains inherent weaknesses 
that sophisticated actors exploit. Multinational companies actively use tax havens and 
loopholes, legally exploiting gaps in the current system to shift profits offshore.9 
Estimates suggest multinational companies dodge approximately $147 billion annually in 
federal and state taxes through these practices in the US alone, shifting that substantial 
burden onto small businesses and individual taxpayers.10 

2.​ Competitive Disadvantage: This practice creates a severe competitive disadvantage 
for domestic enterprises. Small businesses, which lack the "armies of tax lawyers and 
accountants" necessary to exploit complex loopholes, are forced to compete with 
multinational corporations based on tax gimmicks rather than product quality or 
innovation.10 Consequently, small businesses collectively owe thousands more annually to 
compensate for the lost corporate tax revenue.10 The credibility of the legal-fiscal system 
is severely eroded when high-net-worth entities exploit loopholes while simultaneously 
benefiting from the public infrastructure and services—such as roads, educated labor, 
and police protection—funded by the middle class and small, compliant businesses.10 
This deep-seated cynicism makes universal tax collection challenging, contributing 
directly to the low tax-to-GDP ratio and perpetual deficits.3 

3.​ Ethical Complicity: The failure to reform international tax standards carries ethical 
implications, as affluent nations participate in the "illegitimate sharing of ill-gotten gains" 
derived from exploitative labor practices in low-income countries.11 This practice 
underscores the ethical bankruptcy of the global conventional tax architecture, which 
prioritizes national revenue acquisition over global economic justice. 
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C. The Need for Asset-Based Taxation 
 

Conventional income and profit taxation is notoriously complex and prone to evasion, 
particularly via accounting gimmicks and offshore shifting.10 The volatility and complexity of 
taxing income flows and consumption in developing contexts 8 demand a structural 
counter-narrative. A predictable, asset-backed mechanism that captures idle wealth and 
minimizes evasion is required. Zakat, levied on verifiable, accumulated net wealth or the 
underlying stock of assets (e.g., gold, cash, business commodities) 12, is inherently suited to 
this role. By focusing on the stock of wealth rather than the flow of income, Zakat inherently 
mitigates many of the sophisticated tax avoidance strategies that rely on profit shifting. 

The following table summarizes the comparative fiscal mechanics: 

Table I: Comparative Fiscal Mechanics 

 

Parameter Conventional Tax System 
(Pakistan) 

Zakat-Based Fiscal 
System 

Primary Motivation Legal duty, general state 
financing 

Religious duty, wealth 
purification, and 
redistribution 14 

Incidence Predominantly Regressive 
(indirect taxes); High Gini 
impact 6 

Inherently Progressive (levy 
on surplus net 
wealth/assets above Nisab) 
12 

Economic Incentives High deadweight loss; 
encourages evasion; 
penalizes income/effort 15 

Low deadweight loss; 
encourages productive 
investment and spending 
(anti-hoarding) 16 

Expenditure Control Discretionary, subject to 
political negotiation and 
debt servicing 4 

Fixed Masarif (8 
categories), 
non-discretionary, 
poverty-centric 5 

 

III. Zakat as the Cornerstone of Equitable Public 
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Finance: Efficiency and Justice 
 

 

A. Theological and Design Principles 
 

1.​ Distinction from Tax: Zakat occupies a unique position in Islamic public finance. It is 
viewed by Muslims primarily as an act of worship (Ibadah), aimed at spiritual purification 
and achieving social justice, which differentiates it fundamentally from tax, a mandatory 
levy required by the government for general state finance.14 

2.​ Progressivity by Design: Zakat is inherently progressive. It is mandatory only for those 
who possess wealth above the minimum threshold known as Nisab.12 By taxing 
accumulated net wealth above basic needs at a fixed rate (typically 2.5% annually), Zakat 
naturally serves to reduce income and wealth inequality.6 

3.​ The Anti-Hoarding Mechanism: The annual 2.5% levy on idle, accumulated net wealth 
acts as a disincentive to hoarding liquid assets (capital stagnation).16 This mandatory cost 
encourages the rapid deployment of capital into productive investment or consumption, 
functioning as an inherent economic stabilizer that promotes real sector activity and 
discourages speculative excesses often associated with interest-based financialization.1 

 

B. Comparative Economic Efficiency 
 

1.​ Lower Deadweight Loss: In comparative analysis, Zakat systems are projected to exhibit 
superior economic efficiency compared to conventional taxation. Studies suggest that 
Zakat's economic behavioral effect, substitution effect, and the resulting deadweight loss 
(or additional burden) are lower than those associated with taxes.15 

2.​ Psychological and Religious Compliance: Because Zakat signifies the fulfillment of a 
religious obligation, the substitution effect—the economic disincentive to work or 
earn—is substantially weaker than that caused by direct taxes.17 The income effect, 
conversely, tends to be positive as individuals strive to maintain or increase their wealth 
above the Nisab threshold. The net overall impact of Zakat on work effort is thus likely to 
be benign or even positive.17 

3.​ Impact on Growth and Saving: Zakat's mandatory circulation of capital promotes a 
dynamic economy. By penalizing idle wealth and ensuring resources are mobilized toward 
consumption or productive investment, Zakat has a more favorable impact on productive 
saving and sustainable economic growth than conventional taxes, which often distort 
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capital allocation.16 

 

C. The Masarif Framework: Ensuring Welfare and Dignity 
 

1.​ Mandatory Disbursement: A key feature distinguishing Zakat from general revenue is its 
mandatory distribution according to the eight Qur'anic categories (Masarif), primarily 
targeting the poor, the needy, and those working for the cause of God.13 

2.​ Targeted Productive Use: Zakat disbursement must transcend simple consumptive aid. 
It should be strategically deployed for productive purposes, such as providing capital, 
vocational training, and support for microfinance initiatives.22 The objective is to enable 
recipients (Asnafs) to improve their quality of life, achieve long-term self-reliance, and 
eventually transition from recipients to Zakat payers (Muzakki).20 This emphasis on 
empowerment ensures Zakat acts as a sustainable poverty eradication tool. 

3.​ Mathematical Proof: The robust potential of Zakat to systematically eliminate poverty is 
supported by mathematical models.23 These models reveal that by structurally 
transferring wealth and generating a positive multiplier effect in the economy, Zakat can 
achieve significant poverty reduction and growth.23 

The fundamental policy distinction lies in the integration strategy: Zakat should structurally 
replace regressive taxes used to fund social welfare and debt servicing, fulfilling the 
non-negotiable mandate of the Masarif. Necessary residual taxes for public goods (such as 
defense, justice, and infrastructure, which do not fall strictly under the Masarif) must be 
streamlined, highly progressive (e.g., specific land or wealth taxes), and minimized to avoid 
fiscal distortion.24 

 

IV. Quantifying the Potential: Zakat, The Poverty Gap, 
and National Imperatives (The Pakistan Context) 
 

 

A. The Scale of the Challenge 
 

Pakistan faces an overwhelming challenge in addressing poverty and debt simultaneously. To 
eliminate poverty using the conservative US $2 a day benchmark, the nation requires fiscal 
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mobilization equivalent to approximately 6.77% of its GDP.26 Given the current low 
tax-to-GDP ratio of around 9% and the fact that nearly half of the budget is consumed by 
non-discretionary debt servicing 3, the conventional fiscal system is demonstrably incapable 
of closing this poverty gap or funding essential development. The crude poverty gap estimate 
suggests that trillions of rupees (approaching 7% of GDP) are required to achieve zero 
poverty.3 

 

B. The Underutilized Potential of Zakat 
 

1.​ Existing Contribution: The potential for Zakat mobilization is substantial. Evidence 
suggests that voluntary Zakat payments by Pakistanis are already robust, sometimes 
exceeding state social protection expenditures by significant margins—estimated at over 
1.7 billion GBP annually.4 This demonstrates an immense willingness among Muzakki to 
contribute, provided there is a credible mechanism for disbursement. 

2.​ The Institutional Failure: Despite this substantial private contribution potential, the 
official state-managed Zakat and Ushr fund facility lacks "economic utility" and has 
comprehensively failed to mitigate poverty effectively.27 This failure stems not from a lack 
of potential wealth, but from deep-seated institutional neglect, pervasive corruption, and 
mismanagement.27 

3.​ Case Study of Corruption: Recent inquiries have highlighted significant flaws, including 
the embezzlement of millions of rupees in Zakat funds and the formation of numerous 
illegal local Zakat committees.28 Such practices destroy public trust and accountability, 
leading to reports that the funds are often treated as the "wealth of the fiefdom" rather 
than assets dedicated to the poor.27 

The mobilization of Zakat is highly contingent upon institutional trustworthiness. When the 
state system is perceived as ineffective and corrupt, citizens divert their mandatory Zakat 
payments to trusted, private non-profit organizations.4 Therefore, the path to maximizing 
Zakat revenue must prioritize absolute transparency and integrity measures—shifting the 
emphasis from governmental enforcement to earning public confidence as the primary 
mechanism for resource mobilization. 

Furthermore, the existing legislative framework severely restricts Zakat’s fiscal base. The 
Zakat Act needs urgent revision, as it fails to cover modern financial assets, such as Sukuk, 
intangible assets held for trade, financial instruments, and mobile account wallet money.29 The 
current law, rooted in the 1980 Ordinance, is incapable of capturing wealth generated in the 
contemporary financial sector, limiting Zakat's fiscal relevance as a principal public finance 
mechanism. 
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Table II: Pakistan’s Fiscal Needs vs. Zakat Potential 

 

Metric Current 
Conventional 
System 

Mobilized Zakat 
Potential 
(Estimate) 

Targeted Need 

Tax-to-GDP Ratio $\approx 9$ 
percent 3 

Substantial, largely 
untapped. 

N/A 

Funding Required 
for Poverty 
Elimination 

Failed (High 
Deficits) 3 

Capable of filling 
the gap. 

$\approx 6.77$ 
percent of GDP 26 

Welfare Programs 
(BISP/PPAF) 

Provide refuge, but 
fail to eliminate 
poverty long-term 
27 

Focus on 
productive 
disbursement and 
self-reliance 22 

Sustainable, 
long-term 
economic 
empowerment. 

Governance 
Status 

Regressive, high 
debt burden, 
corruption in 
welfare funds 27 

Requires radical 
legislative and 
digital governance 
overhaul. 

Transparency, 
efficiency, and 
public trust.29 

 

V. The Policy Roadmap: Achieving Justice through 
Governance and Digitalization 
 

 

A. Legislative Overhaul and Modernization 
 

The foundation of the transformation must be an urgent legislative overhaul. The provincial 
Zakat and Ushr Acts must be revised to extend the list of Zakatable assets to align with 
contemporary financial realities.29 This must include, comprehensively, modern forms of 
wealth such as Sukuk, intangible assets, and digital account balances, ensuring the law 
equitably captures all forms of accumulated wealth.29 This legislative modernization is critical 
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to restoring Zakat's fiscal base and its capacity to address the magnitude of the poverty gap. 

 

B. Institutional Design: Centralization, Technology, and Accountability 
 

1.​ Learning from International Models: Effective Zakat management requires learning 
from successful international models. Malaysia, for example, employs a centralized and 
technologically integrated approach that ensures efficiency and transparency in both 
collection and distribution.30 Indonesia utilizes a hybrid model, balancing government 
oversight with private sector participation.30 

2.​ Recommendation for a Federally Regulated Hybrid: Pakistan must establish a robust, 
independent, and professional National Zakat Council, as recommended by previous 
inquiry committees.28 This central body must enforce unified standards, audit functions, 
and leverage technology for comprehensive oversight, while distribution can remain 
decentralized to local bodies adhering to strict centralized protocols. 

3.​ Digital Public Infrastructure (DPI) Adoption: Digitalization is paramount to restoring 
integrity. The state must mandate the use of secure digital payment platforms (such as 
Raast or mobile banking) for all Zakat transactions.29 This move directly eliminates the 
shoe leather and transaction costs associated with order cheques 29 and, crucially, 
establishes an immutable audit trail, directly addressing the corruption and 
embezzlement vulnerabilities identified within the current system.28 Digitalization is not 
merely an administrative convenience; it is a Sharia compliance tool, ensuring automated 
and accurate calculation of Nisab and Haul for complex modern assets and guaranteeing 
direct transfer to verified, eligible Mustahikeen (recipients), thereby restoring the 
religious legitimacy of the state-managed system. 

4.​ Transparency and Literacy: Robust public awareness campaigns and Zakat support 
systems are necessary to sensitize the populace and enhance Muzakki participation.29 
Transparency in management and verifiable impact are essential for building public trust, 
which is the cornerstone of high Zakat mobilization. 

 

C. The Productive Disbursement Framework 
 

1.​ Investment in Human Capital: The Masarif expenditure framework must be formalized 
to ensure funds are strategically invested to drive "Growth with Justice and Dignity".5 
This requires moving beyond temporary subsistence aid towards empowering the poor 
through long-term human development. 

2.​ Strategic Focus: Disbursement must focus on vocational training, the provision of 
medium and small enterprise loans, and microfinance facilities, enabling recipients to 
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achieve economic empowerment and sustainable self-reliance.3 Zakat funds must be 
spent transparently and purposefully, driving inclusive economic prosperity within a 
morally guided system.5 

The transition away from exploitative taxation requires policy sequencing based on 
performance and trust. The state must first demonstrably prove the institutional capability 
and integrity of the modernized Zakat system by measurably closing the poverty gap and 
delivering verifiable results.31 Only after Zakat revenues stabilize and effectively cover 
mandated welfare needs can the government credibly begin to dismantle the most regressive 
and exploitative conventional taxes. This staged approach ensures political viability and 
minimizes economic disruption during the transition. 

 

VI. Conclusion: Zakat as the Engine of Socioeconomic 
Transformation 
 

The crisis of conventional public finance in Pakistan—characterized by endemic debt, 
structural regressivity, and developmental neglect—demands an urgent paradigm shift. A 
Zakat-based fiscal system offers a complete structural remedy. It replaces the inherent 
regressivity of conventional taxation with mandatory progressivity (levy on surplus wealth 
above Nisab), addresses fiscal distortion through its anti-hoarding mechanism that 
encourages economic efficiency, and replaces politically discretionary spending with the 
morally mandated and poverty-centric framework of the Masarif. 

The financial potential of Zakat in Pakistan, estimated to be capable of meeting the country's 
poverty elimination gap of approximately 6.77% of GDP 26, is vast but currently unrealized due 
to profound institutional and legislative failures. Ending exploitative taxation is thus 
inseparable from establishing Zakat as a highly transparent, digitally integrated, and 
centralized foundation for public welfare. 

This transformation is not merely a fiscal policy adjustment; it is a moral imperative that fulfills 
the constitutional and religious mandate of the state.27 By mobilizing the immense capital 
potential of Zakat through rigorous governance and digitalization, the nation can establish the 
ethical, fair, and sustainable economic system envisioned by PRIZE 1, liberating the populace 
from the vicious cycle of debt, inequality, and poverty. 
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