Ending Exploitative

Taxation: A Zakat-Based

System for Justice, Economic Growth, &
Welfare for All

Taxation is one of the cornerstones of modern governance, and it gives
governments the means to fund infrastructure, provide public services and ensure
social stability. Across the world, taxes help to fund healthcare, education,
transportation, and defense, therefore taxes are indispensable for national
development. Yet, across many countries, particularly developing ones, taxation
systems tend to be faulty, exploitative or inequitable. When taxation falls
disproportionately on the poor while the rich get away with their duties, then it is a
blow to social justice and a setback for economic progress.

A rising debate among economists and policy-makers’ concerns looking at
alternative and more fair types of taxation that can guarantee equity and at the
same time, maintain economic growth. One of the most promising solutions, which
is based on Islamic economic principles, is the Zakat-based system. By
encouraging voluntary yet compulsory redistribution of wealth, Zakat not only
solves the poverty and inequality problems but also spurs local economies, fosters
social cohesion and produces a stronger society.

While the principles of Zakat apply to everyone, a look at how this principle is
applied in Pakistan is a great example of how such a system may be incorporated
into the modern nation state and connect the ideals of traditional moral values with
the needs of modern economies.




The Global Problem of Exploitative Taxation

Exploitative taxation is not the prerogative of any country, but is an international
phenomenon. In many parts of the world, poor households are the most burdened
by the regressive structure of taxation (high indirect taxation on necessities).
Meanwhile, the rich tend to exploit loopholes, overseas accounts and complex
legal arrangements to reduce their contributions. The result is a system that
perpetuates inequality, discourages economic participation and fosters resentment
between social classes.

For example, in a number of developing countries, indirect taxation (Value Added
Tax, VAT or sales tax) constitutes an excessive share of government revenue. Poor
households pay a higher percentage of their income for basic needs, which means
they have a greater relative tax burden placed on them in comparison to wealthy
citizens. This scenario is not only economically inefficient, it is morally
questionable as well since it is effectively penalising the poor for their economic
vulnerability.

Even in developed countries, tax avoidance and evasion by corporations and the
wealthy is still an important issue. The movement of capital around the world is
often free to move without constraint, destroying local economies and social
welfare programs. Reforming taxation in order to achieve fairness, accountability,
social justice has thus become a central issue of challenge around the world.

Zakat: A Universal Principle of Economic Justice

Zakat is one of the five pillars of Islam, which is an annual obligation whereby
eligible Muslims give 2.5% of their accumulated wealth toward the needy. While
Zakat is majorly a religious obligation, it has deep social and economic meaning.
As its most fundamental level, Zakat is the principle of wealth redistribution,
whereby those having wealth share their good fortune with those who are less
fortunate. Globally, the idea of Zakat shows that taxation can be ethical, voluntary
but compulsory and directly linked to social welfare. Unlike traditional forms of
taxes which can be diverted or mismanaged, Zakat is all about moral accountability




and social responsibility. By diverting money from the rich to impoverished areas
it establishes a framework of reducing inequality, easing poverty and establishing a
sense of solidarity.

Economists state that the incorporation of Zakat into the wider fiscal policy
framework would help resolve some of the most important issues in the
contemporary taxation:

1. Reducing Inequality: By focusing on wealth and not consumption, Zakat
makes sure that people who can afford it in the society contribute
accordingly.

2. Promoting Economic Involvement: Zakat money that is passed on to local
economies tends to support small businesses as well as education and
entrepreneurship.

3. Social Cohesion: Direct aid to the needy brings dignity, trust, and shared
responsibilty, which enhances bonds in the society.

Pakistan: A Case Study in Zakat-Based Fiscal Reform

The Zakat-based fiscal model is universal by definition, but, Pakistan makes a
strong argument as to why such a reform is long overdue. It is experiencing severe
economic pressure, a weak institution and poverty-all the circumstances that
illustrate the fundamental weakness of the traditional taxation system. The tax-to-
GDP ratio in Pakistan is one of the lowest in thw world, as it stands at 9 percent in
FY 2023-24 and 10.4-10.6 percent in FY 2024-5 under the pressure of IMF-based
reforms. This means that the state will never have the revenue to finance the basic
services: schools are always under-resourced, hospitals are overstretched,
infrastructure is neglected and welfare services are over-stretched.




The low collection is not simply the issue but who is going to pay. Pakistan also
depends much on indirect taxes like sales tax, custom duties, and withholding taxes
which are equally borne by the rich and the poor. This implies that low-income
households are forced to pay a much larger portion of their income, and those who
are richer and corporations tend to avoid or evade their payments. This can be seen
through the numbers: the World Bank (2024-2025) indicates that 40.5 percent of
the Pakistani population live below the poverty line of one dollar per day, and 44.7
percent below the new poverty line of four dollars two pennies per day. The
Multidimensional Poverty Index of the UN also suggests that only 38.3 percent of
the citizens lack health, education, and living standards.

Such figures are depressing: the existing fiscal scheme of Pakistan, premised on
retrogressive taxation and irregular welfare provision, exposes a wide range of
Pakistani society to almost half of its population.

The Unrealized Power of Zakat in Pakistan

Pakistan already has government backed Zakat system which is gathered on annual
basis and then distributed to people who meet the criteria required by the Islamic
law. However, its potential is grossly under exploited since it works in parallels but
not in synergy to the fiscal policy.

When restructured, increased and technologically enhanced Zakat system would
eliminate most of the economic injustices that have plagued Pakistan over a long
time and would show the world that a model of ethical distribution of wealth can
indeed work on a national level.

Zakat is a social requirement that is entrenched in the social fabric unlike
traditional taxation. It focuses on the wealth that is accumulated by people who are
in a position to afford it (savings, investments, gold, business inventory, etc.). By
definition, the poor are exempt. This renders Zakat a singularly egalitarian tool.




Zakat would accomplish what indirect taxation has failed to accomplish
innumerably:

offload the poor, relieve the burdens on the poor, and establish a reliable funding
of welfare.

Economic Tranformation through Zakat

The economic model based on national Zakat can change Pakistan by improving
the circulation of the wealth, boosting the human capital, restoring the sense of
dignity, and providing a clear fiscal management. In Pakistan, where wealth is still
concentrated in the hands of an elite minority, Zakat requires capital to be
redistributed on an annual basis which brings micro-enterprises into development,
families invest in education and small producers grow and this in turn spurs more
consumption and production cycles. Research and computers have shown that the
systematic redistribution of Zakat can give billions of dollars into the grassroots
economy that will directly focus on the most pressing developmental gaps in
Pakistan. Invested in education, healthcare, and vocational training, Zakat
empowers human capital by producing a healthier, better skilled labor force, which
will catalyze sustained productivity and innovation. Zakat does not need to fight
stigma by making the poor feel grateful to the wealthy, but rather, it empowers the
poor to participate in the economic life like the rich without making them feel
indebted and thus treated as a right-based charity instead of an imposition by the
rich. Having already deployed digital tools in such countries as Malaysia and
Indonesia, Pakistan can introduce transparent models of Zakat that would enable
contributors to monitor funds, remove middlemen, automated eligibility testing,
and publicly available reports, creating a degree of trust the traditional tax system
was never able to provide.




Zakat as a Current Welfare System and Road Map to Implementation

An empowered welfare system that is funded by Zakat is a culturally acceptable
and economically viable way through which Pakistan can develop socially. Zakat
can enhance maternal health, increase vaccination coverage, provide scholarships
and technical education, affordable housing, develop microfinance opportunities
and sustainable local jobs, and direct the yearly gathered wealth to the neediest
areas. Such investments create human capital, enhance small scale enterprise and
foster upward mobility in a dignified, rights based approach as opposed to a charity
dependant approach.

Nevertheless, implementing Zakat as an important fiscal instrument cannot be done
at once in a sudden movement. To bring about transparency in Pakistan, clear laws
have to be instituted, administrators should be trained professionally, and effective
systems of auditing be put in place. Further improvement of trust can be achieved
through public awareness campaigns and digital tools, as the effective systems in
Malaysia and Indonesia do, and create the opportunity to monitor funds in real-
time, check eligibility, and report openly. By implementing a gradual process in
which Zakat will subsidize and eventually fully substitute certain taxes, Pakistan
will be able to build the welfare architecture and retain economic stability and
institutional stability.

Due to the increasing global inequality and decreasing trust in the institutions,
Zakat provides a transparent, ethical and sustainable model of wealth
redistribution. In the particularly strong case of Pakistan, where the economy meets
the religion and digital capacity, the opportunity is particularly strong.

In case Zakat is re-conceptualized as not an analogue charity system but a part of
fiscal policy, Pakistan can be the global example of how ethical principles can
empower modern economies. Zakat-based system is not some idealism of theory
but a handbook on how to become a fairer society one in which the poor are not




exploited, the rich made responsible and the prosperity of the nations distributed
among all.




