ENDING EXPLOITATIVE TAXATION

AZAKAT-BASED APPROACH TO JUSTICE, ECONOMIC GROWTH, AND SOCIAL WELFARE

Introduction
Taxation is the main source of revenue for modern governments and plays an important

role in financing public services and social welfare programs. However, despite its

How do we pay for the gosds and serdices that govermment provides?
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importance, many existing taxation systems have been criticized for being unfair and
—What Are Taxes?

burdensome, especially for low- and middle-income groups. In many countries, e

inequality continues to grow even as tax revenues increase, raising questions about the

effectiveness of current fiscal policies.

As a result, scholars and policymakers have begun to explore alternative economic

frameworks that promote fairness, social justice, and equitable distribution of wealth.

One such alternative is Zakat, a mandatory wealth-based contribution rooted in Islamic

economic principles. This article examines the weaknesses of modern taxation systems

and discusses how Zakat can function as a fiscal instrument that supports economic

justice, growth, and social welfare.

Problems with Modern Taxation

One of the major problems with modern taxation systems is their unequal impact on different income groups.
Indirect taxes, such as sales tax and value-added tax, tend to place a heavier burden on poorer households, as these
groups spend a larger share of their income on basic consumption.

Another challenge is the unequal distribution of tax responsibility. While tax systems are often designed to be
progressive, wealthy individuals and large corporations frequently use legal loopholes and tax planning strategies
to reduce their tax obligations. This weakens the redistributive purpose of taxation and contributes to growing
income and wealth inequality.

In addition, modern tax systems are often complex and costly to administer. High compliance costs, tax evasion,
and weak enforcement—especially in developing countries—limit the ability of governments to collect sufficient
revenue efficiently. These issues reduce public trust in taxation and highlight the need for alternative or

complementary fiscal mechanisms.

Zakat as a Fiscal Instrument

Zakat is a mandatory levy on accumulated wealth rather than income or consumption. It is
applied only when wealth exceeds a minimum threshold and remains unused for a specific
period. Unlike voluntary charity, Zakat is a structured obligation with clearly defined rules
regarding who pays and who benefits.

As a fiscal tool, Zakat focuses on idle and surplus wealth, encouraging its circulation within the
economy. Assets subject to Zakat generally include cash holdings, savings, trade goods, and

certain financial assets. By targeting wealth rather than productive income, Zakat avoids

discouraging work and entrepreneurship.

Another important feature of Zakat is that its funds are allocated for specific social purposes,
such as supporting the poor, the indebted, and other vulnerable groups. This targeted approach
increases the effectiveness of redistribution and ensures that resources are directed toward

social welfare.
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Ethical & Economic Framework

The ethical foundation of Zakat is based on principles such as fairness, social i ai muslims
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From an economic perspective, Zakat aligns with the principle of ability to pay, as it is i

imposed only on surplus wealth. This helps protect basic living standards while ensuring
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that wealthier individuals contribute more to society. i
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Zakat also discourages hoarding and promotes productive investment. Individuals who
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hold idle wealth are incentivized to invest their assets, which can contribute to ting determing &
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economic activity and employment. In this way, Zakat combines ethical considerations insTrument

with practical economic objectives.

Zakat vs Taxation (Comparative Analysis)

There are significant differences between Zakat and conventional taxation systems. Modern taxes generally focus
on income, production, and consumption, while Zakat is based on accumulated wealth. This difference has
important implications for equity and efficiency.

In terms of burden distribution, Zakat places responsibility on those with surplus assets, reducing pressure on low-
income groups. Conventional taxes, particularly indirect taxes, often affect individuals regardless of their financial
capacity.

Administrative complexity also differs. Zakat has relatively simple rates and clearly defined rules, which can reduce
compliance costs when properly managed. In contrast, modern tax systems often involve complicated regulations
and enforcement mechanisms.

While taxation remains necessary for funding large-scale public services, Zakat offers a complementary approach
that strengthens redistribution and social protection.

Economic & Social Impacts

Zakat can have positive economic effects by increasing the circulation of wealth in society. Funds distributed to
lower-income groups are more likely to be spent on essential goods and services, which can stimulate local
economic activity.

Socially, Zakat plays a significant role in poverty reduction and social inclusion. By directly supporting vulnerable
groups, it reduces dependence on debt-based welfare systems and promotes social stability.

Although Zakat alone cannot address all economic challenges, it can contribute meaningfully to inclusive growth
when integrated with other fiscal policies.

Empirical Evidence

Several countries have implemented institutionalized Zakat systems that provide useful empirical insights. In
countries such as Malaysia and Indonesia, Zakat institutions have adopted modern administrative practices,
including digital collection and transparent distribution mechanisms. Research suggests that these reforms have
improved efficiency and welfare outcomes.

In other regions, including parts of South Asia and the Gulf, Zakat-based initiatives have contributed to poverty
alleviation, particularly when coordinated with broader social welfare programs. These experiences demonstrate

that effective governance is essential for achieving positive results.
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Despite its potential benefits, the implementation of

valuation of modern financial assets, which can be
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finance major public infrastructure projects, indicating
that conventional taxation remains necessary. These
challenges suggest that Zakat should be viewed as a

complementary, rather than exclusive, fiscal instrument.

Policy Integration Pathways

A practical approach to fiscal reform involves integrating Zakat gradually into existing taxation systems.
Governments may consider offering tax credits or reductions for individuals who pay Zakat, thereby avoiding
double financial burdens.

Zakat can serve as a central component of social welfare policy, while conventional taxes continue to fund public
goods and infrastructure. Such hybrid models allow policymakers to benefit from the strengths of both systems.

Careful policy design and ongoing evaluation are essential to ensure effective implementation.

Conclusion
The limitations of modern taxation systems, particularly in addressing

inequality and social justice, have encouraged interest in alternative
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fiscal approaches. Zakat offers a wealth-based, ethically grounded
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integration, Zakat has the potential to contribute to a more just and
inclusive economic order.
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