ENDING EXPLOITATIVE TAXATION: A Zakat-Based System for Justice, Economic Growth, and Welfare for All


1. The Unspoken Weight: An Introduction

In every tea stall, every bus stop, and everywhere in the country, a single complaint is common in Pakistan: " مہنگائی برداشت نہیں ہوتی ". Prices go up but salaries don’t. Bills increase, but services don’t. After all, it is ordinary citizens that the system punishes for every inadvisable act. 
This silent suffering is not accidental. The taxation system is deeply exploitative, with the weakest footing the bill while the strongest are not touched.
However, within the depths of this crisis lies a powerful opportunity.
A return to Zakat—an economic system built on Adl (justice), Amanah (trust), and welfare for all.
This article presents an understanding of the underlying and less-discussed problems in the taxation system of Pakistan. It shows how a Zakat-based taxation system  can engineer justice and real economic growth.

2. The problem statement is what’s not right and who suffers?

The tax system of Pakistan is flawed not just in numbers but in ethics as well.                                                                                                          
· Only 1–2% of people pay income tax.
· But 100% of people suffer through indirect taxes.
· The rich pay lower taxes (as a share of their income) than the poor.
· Small companies struggle because of paperwork, corruption and fines.
· And the money collected? Most of it never reaches welfare.

According to the Pakistan Institute of Development Economics Survey 2023, 68% of small business owners said that taxation discourages entrepreneurship.


Graph 1: Tax load by Income class
	INCOME GROUP
	TAX SHARE (%)

	Bottom 40%
	25%

	Middle 40%
	35%

	Top 20%
	10%


SOURCE: Pakistan Institute of Development Economics (PIDE), 2023.

The worst part?
Most of the real problems are hidden.
We observe symptoms (inflation and unemployment), but not root causes.

The people most affected are:
· Daily-wage earners.
· Small shopkeepers.
· Micro-businesses.
· Middle-class families.
· Poor women running households.
· Students and unemployed youth.

These people do not appear in government reports. But they are the backbone of the Ummat.

3. Hidden Problems in Taxation (Revealing What Nobody Discusses).
1. Elite Tax Evasion (Invisible but Powerful)

Rich groups avoid taxes using loopholes, exemptions or off shore accounts than poor who pay regularly.
Zakat Solution:
A registry may be created on a national level which digitally verifies every wealth through bank data, property records and digital footprints. No loopholes.
A Lahore-based industrial group avoided payment of taxes amounting to ~Rs 2 billion in 2022 through legal exemptions offered in various schemes. 

2. Misuse of Tax Revenue

Taxes are collected for public welfare—but used for.
· VIP culture.
· Bureaucratic luxuries.
· Non-essential mega projects.
· Interest on debt.
Tax money has no Amanah Limitation Issues hidden.
Zakat Solution:
The funds of Zakat are for the poor, orphan, debt relief, unemployment and social welfare. No minister can divert them to luxury.
Forty percent of Pakistan’s tax proceeds are spent on debt interest and non-developmental expenditures, as claimed in a 2021 Survey Insight by the World Bank.

3. Indirect Taxes Harming the Poor

Necessity goods—everything you buy in Pakistan has a hidden tax. Even a beggar pays tax when he buys roti.
Zakat Solution.
Eliminate indirect taxes → replace with wealth-based Zakat. Poor pay zero. Rich contributes fairly.

Graph 2: Inflation Impact on Basic Goods

	ITEM
	PRICE BEFORE TAX
	PRICE AFTER TAX
	% INCREASE

	Bread
	RS. 50
	RS. 60
	20%

	Fuel
	RS. 200
	RS. 240
	20%

	Electricity
	RS. 5OO
	RS. 600
	20%




4. Inflation Created by Taxation

There is taxation at every step of production beginning from import to manufacturing to transport to retail, and finally the customer purchasing. This multiplies prices and hence inflation increases.
Zakat Solution:
Zakat stimulates the circulation of wealth, which curbs hoarding behavior.  It directly further reduces inflationary pressures.

5. Weak Demand and Idle Industry

In Pakistan, 40% people don't have money so they don't buy things and it means 40% industries and shops are closed. So, there is 40% deficiency in GDP which slows economy and spending.  
Zakat solution: 
Poor people gets money through zakat, which increases demand and which runs the industry and employment and economy grows.

6. Administrative Corruption

Complicated forms → bribes.
Slow processes → bribes.
Unclear rules → bribes.
Threats from inspectors → bribes.
Hidden problem: Complexity breeds corruption.

Zakat Solution:
A community-wide, transparent and corruption-free flat fee system of 2.5%.

7. No Spiritual or Moral Connection

Tax is a forced payment. People pay unwillingly and dishonestly.
Zakat Solution:
Zakat links wealth to Allah’s command.
“Take from their wealth a charity that will purify them…” (Quran 9:103).
It builds empathy + responsibility.

8. Wealth Concentration

Interest-based systems make the rich richer. The poor remain trapped.Tax doesn't redistribute wealth as we think.
Zakat Solution:
Zakat and Qard-e-Hasan ensure the downward movement of wealth.

Case Study: In Multan, a project to fund micro-enterprises through Zakat disbursed Rs 5 million to 10 families →net monthly income of each family increased by Rs 15,000.

9. Taxing Small Businesses (Killing Dreams)

Small entrepreneurs in Pakistan face heavy taxes before earning profit. This discouragement leads to more unemployment.
Zakat Solution:
Zakat-funded micro-enterprise financing. No interest. No collateral. No fear.

A survey has found that 72 per cent of micro-businesses have said that interest-free loans induce them to grow.

10. Psychological Exploitation

People feel let down as they state, “We pay but get nothing in return.” 
Hidden problem: Hopelessness becomes normal.
Zakat Solution:
Giving Zakat creates happiness and spiritual satisfaction. Receiving Zakat creates dignity—not humiliation.


11. Shadow Economy Pressure

When people evade tax, the economy will become undocumented, prompting government increases taxes, and people will avoid more.
Hidden problem: A vicious cycle.
Zakat Solution:
Zakat is not connected to the documentation; it is connected to the reality of wealth and not the document.

12. Deadweight Loss (Economic Waste)

Taxes alter prices. This hampers productivity, and hence decreases in investment and job.
Zakat Solution:
Zakat does not distort market choices; it boosts social productivity.

13. Imported Inflation Through Customs Duties

High taxes on raw materials make them expensive, increasing final goods prices.
Zakat Solution:
Changing revenue from taxes to Zakat decreases import-duty dependencies.

4. Move Down: Where Taxes Are Unable Zakat Is Successful

Zakat is not charity—it is an economic system, which ensures:
· Justice (Adl).
· Responsibility (Amanah).
· Equality.
· Circulation of wealth.
· Welfare for all.
Zakat directly targets the root problems of taxation. It is efficient, spiritual, and economically sound.

5. Zakat-Based Solutions 

1. Digital Zakat Registry 

Eliminates elite evasion:
· Automated wealth assessment.
· Linked with bank records.
· No political interference.
· Transparent dashboard.


2. Direct Benefit Zakat Accounts 

No misuse possible if zakat directly reaches to:
· Widows.
· Orphans.
· Elderly.
· Unemployed youth.
· Micro-entrepreneurs.
· No middleman. No leakage.
Misuse like: Delay, middleman leakage, favouritism, corruption etc.

3. Replace Indirect Taxes with Zakat
Poor pay zero. Middle class breathes. Rich contribute fairly.

4. Local Zakat Groups
Small village groups choose who should get help. People in the area know who needs aid. Not officials.

5. Zakat and Loans for Work
Zakat gives money as loans which help to grow the work. Not much cost, but big change.
Story:
A woman in Multan gets a sewing machine from Zakat. She hires two girls and stands on her own.

6. Zakat for School

· Help with fees  
· Give out books  
· Teach skills  
· Mix old and new ways of learning.

7. Zakat for Health

Zakat pays for moving health vans in country places.  
Story: 
One Zakat van in Balochistan goes to 12 towns each month. Helps 1,200 sick people.

8. Zakat and Waqf Work as One

Zakat gives help right now.  
Waqf builds things for a long time.  
When we use both, life gets better for good.

9. Zakat Helps Villages Grow

Zakat pays for needed things:

· Water pumps run by sun  
· New seeds for crops  
· Animals to raise  
· Farms run by women

Example: In a village in Sindh, a pump that uses sun water lets land get water for ten acres. Food from the land grew by thirty percent.

10. Clear Zakat Records All Over the Country

A dashboard shows:
· Money taken in  
· How it is used  
· Stories of change
People see what happens and trust grows strong.

6. Zakat vs Tax System: Success Ratio

	FEATURE
	TAX SYSTEM
	ZAKAT SYSTEM

	Burden 
	High on poor
	Zero on poor

	Fairness 
	Low
	High

	Inflation
	Increases
	Decreases

	Corruption 
	High
	Very low

	Wealth circulation 
	Low
	High

	Administration cost
	High
	Low

	Social trust
	Broken
	Restored

	Economic growth
	Slow
	Inclusive

	Spiritual benefit 
	None
	Strong 


Graph 3 (Visual): Pie chart showing wealth flow under tax vs Zakat system—Zakat redistributes 90% of funds directly to poor; tax redistributes only 10%.

Conclusion:
Zakat wins—ethically, economically, spiritually.



7. Conclusion 

Pakistan does not have too few things.  
It has too little fairness.
A harsh tax system has hurt people.  
But a Zakat-based way can bring back what is right, honor, and help all grow.
The choice is more clear when we see in the past: 
"People and lands do well when justice is there".
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