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[bookmark: _Toc214699841]Introduction
The current economies are characterized by excessive interest-based borrowing, debt spending, and retrogressive systems of taxation that bring about inflation, inequality, and unending public indebtedness. Such fiscal instruments impose the strongest load on poor and middle-income citizens but allow financial elites to accumulate their wealth. Conversely, economic principles of Islam encourage fairness, wealth circulation and non exploitative financial machinery. Zakat as the key redistributive institution in Islam has been demonstrated to boost economic growth, social welfare, and macroeconomic resilience in a variety of settings (El Ashfahany et al., 2023). This paper suggests a updated Zakat-Based Fiscal Framework to step by step substitute interest-based crowd funding and establish a fair, fair and predictable economy.
[bookmark: _Toc214699842]The Case for Reform: Failures of Interest-Based Public Finance
Modern fiscal management has become a characteristic of the interest-bearing sovereign debt and many developing countries have been languishing in the tether of cyclic borrowing. The impact of monetary tightening policies is disproportionate to Islamic financial institutions owing to the lack of liquidity (Zulkhibri, 2018), which proves that interest-based macroeconomic instruments cause distortions even in the systems aimed at staying Shariah-compliant. Furthermore, the conventional monetary tools, open market operations and interest rate changes, introduce volatility which ends up being a liability to the consumers and small businesses. According to Islamic finance thinkers, the instruments of the monetary policy must not be based on the interest-based standards, as these are contrary to the stabilizing and ethical objectives of the economy operated in Shariah (Pitchay, 2022).
In addition to the debt, public finance based on tax tends to strengthen the inequality. The high dependency on the indirect taxes makes the prices of the basic commodities high and allows the rich population to evade taxes. Conversely, Zakat is an obligatory charity based on wealth that is aimed at redistributing the amount of surplus creators to the needy and ensuring that resources are not concentrated among the affluent to increase circulation within the economy.
[bookmark: _Toc214699843]Zakat as a Foundation for Fiscal Justice and Economic Stability
The contemporary empirical studies have always shown the economic importance of Zakat as a redistributive and stabilizing process. Research results in the majority of Muslim-majority countries indicate that Zakat leads to sustainable development by increasing consumption among low-income earners, local production and decreasing inequality (El Ashfahany et al., 2023). Zakat is also important during the economic shocks. As an example, recent research shows that Zakat can serve as a strong fiscal stabilizer during the global crisis, which would provide liquidity to the most vulnerable populations and alleviate the economic burden on governments (Mustamin et al., 2025).
Further, efficient Zakat giving has been revolutionary in alleviating the poverty. According to a study conducted in Indonesia, Zakat invested in income-generating initiatives greatly alleviates urban poverty by providing groups of micro-entrepreneurs with empowerment and building resilience among communities (Kholis & Mugiyati, 2021). This proves the unutilized Zakat potential as an official fiscally binding tool, and not a charitable supplement.
Moreover, that Zakat is utilized to meet more global socio-development objectives is in line with global agendas. There is evidence of Malaysia that Zakat distribution focused on education, health, and skills development has a direct effect on Sustainable Development Goal (Othman et al., 2021). Therefore, Zakat is capable of being an ethical and developmental dynamo in an overall economic system.
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[bookmark: _Toc214699845]An updated Zakat fiscal system should entail incorporation of Islamic financial institutions to ultimately have a good administrative, financial investment and allocation of money. According to consumer behavior research, people become more inclined to work with Shariah-based financial structures when Islamic banks increase the Shariah adherence and trust in the company (Roni, 2024). This is a behavioral observation that is critical since the success of institutionalization of Zakat-led public finance relies on the collaboration of the populace.
With respect to this, research on strategic management has shown that religiosity, service satisfaction, and trust are important factors that affect customer decisions in the Islamic banking (Junaedi et al., 2024). This implies that an efficient fiscal transformation must comprise of sound Islamic institutions that are trusted by the citizens like having clear, effective as well as accountable management of Zakat.
Designing the Modern Zakat-Based Fiscal Framework
A contemporary Zakat fiscal system should be technologically entrenched, institutionally sound and financially exhaustive. The framework proposed contains some important elements:
1. Ernhart Digital Zakat Authority
It ought to have a national Zakat body that has every legal and administrative mandate. It would manage:
· Online collection of Zakat using banking facilities;
· annual wealth declarations;
· calculations of Zakat that are automated and linked up to the financial institutions;
· open sharing via identifiable digital mediums.
This point of centralization guarantees efficiency, lessens the leakages, and generates the confidence of the population.
2. Productive and Needs-Based Distribution
The dissemination of Zakat should be based on productive results. In Indonesia, it has been demonstrated that that productive Zakat can help to decrease poverty by boosting employment and entrepreneurship (Kholis & Mugiyati, 2021). Thus, it should be allocated towards:
· microenterprise financing;
· interest-free loans; (Qard Hasan);
· skills training programs;
· Such basic services as education and healthcare.
3. Integration with Public Finance
It is aimed at decreasing the use of interest-bearing borrowing and predatory taxation. Zakat revenues can finance:
· social protection programs
· forgiveness of low-income household debt
· subsidized medical and housing
· SME financing
· unemployment support.
Zakat is also a counter-cyclical response during economic crisis to enhance resilience of nations (Mustamin et al., 2025).
4. Alignment with Islamic Financial Infrastructure
Islamic banks should operate on:
· full-reserve principles
· asset-backed financing
· equity-based risk-sharing procedures
It coincides with the general trend in abandoning interest-based monetary instruments, which scholars propose (Pitchay, 2022; Zulkhibri, 2018). Zakat funds work in conjunction with the Islamic banks to make sure that material is distributed in a morally and constructively productive manner.
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A well-governed Zakat fiscal framework can generate broad economic benefits, including:
· Reduced public debt: getting rid of dependence on interest bearing sovereign borrowing.
· Reduced disparity: the distribution of wealth is made to prone communities.
· Constant demand: The purchasing power of the low-income households is raised through purchasing Zakat transfers.
· Increased economic growth: consumption-based growth is consistent with cross-country research (El Ashfahany et al., 2023).
· Crisis resilience: Zakat is used as a safety net in case of recession (Mustamin et al., 2025).
· Financial inclusion: by Qard Hasan and productive Zakat.
· Greater social trust: more open Islamic institutions enhance compliance and enhance the overall economic stability (Roni, 2024; Junaedi et al., 2024).

[bookmark: _Toc214699847]Conclusion
An interest-free public finance may be substituted with a modern Zakat-Based Fiscal Framework. The vast body of research indicates that Zakat is beneficial to achieve economic growth, lower poverty, enhance resilience in times of crisis, and objectives of long-term development. With the introduction of Zakat to the Islamic financial institutions, digital government, and the strategic changes in public finance, it is possible to slowly destroy the exploitative systems with the creation of the fair, ethical, and stable system of economy. Having effective institutions, open administration, and co-operation of the people, Zakat based fiscal reform can become a model that will transform the modern economies to pursue justice and prosperity.
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