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



Pakistan's total tax-to-GDP ratio has reached 15. 7% (Dawn, 2025). This is the highest ratio that the country has ever had in the last twenty years. Nevertheless, it is also worth mentioning that the major part of this increase in the ratio is due to indirect taxes rather than a broad tax base. Why, it appears, is it so crucial to consider this? There is an unnecessary burden placed on households with lower and middle incomes because of indirect taxes. Simultaneously, limited resources are left behind, as most of the tax revenue is absorbed in debt servicing under an interest-based financial system, for healthcare, education, and social welfare.  

This inequitable system has myriad consequences. Due to structural incapability, inequities and a perpetuating cycle of economic injustice, the rich are getting richer while the majority of the population struggles to make ends meet. Pakistan loses global competitiveness as vital public investments remain underfunded, inequality deepens, and economic growth. Moreover, the unjust distribution of the tax burden impairs the trust of the public in the government, thus making it difficult to implement the policies. Pakistan's improperly managed tax system has caused these problems to exist side by side, where poverty continues to exist, the gap between the rich and the poor gets wider, and the economy is weakened.

An interest-free Zakat substructure would not only redistribute wealth but also expand productivity and encourage economic activity. Approximately 7-9% of Pakistan's GDP can be raised through Zakat, which could mean a reduction in poverty and less strain on the government's finances, as well as easing poverty.

Beyond the Taxes:

Pakistan's tax problem is not only about low revenue collection. However, the question lies with how the revenue is raised and who pays the price. The increase in numbers of tax to GDP ratio does not miraculously solve the problem of Pakistan. Higher taxes coupled with a narrow tax base put all the burden on low or mid-income households, stifling purchasing power, and the demand plummets. The sellers will reduce their production and investment, and the momentum of economic growth will be lost. From higher food prices, costly transport to shrinking savings, all result when only a specific population is charged with heavy taxes on everything, while elites are exempted from it.

On the other hand, there will be no development in the country where more than half of its taxes go to debt servicing. Although the tax target of PKR 12.97 trillion is very ambitious, still the entire tax collection will be spent on debt servicing, PKR 9.8 trillion, which amounts to 75.4 per cent of the budgeted tax collection, followed by PKR 2.1 trillion (16.4 per cent), and pensions PKR 1.01 trillion (7.8 per cent of tax collection). The three expenditures will cumulatively account for about 99.5 per cent of total tax collection, indicating extreme fiscal stress (IBA, 2025). Rather than feeding the population, the economy feeds itself. Unless there are equitable and just distributions and collections, the rising tax figures will not ensure the growth of the economy. Instead, it will deepen the inequality.

A Fractured Fiscal System:

The misalignment is entrenched within the fiscal system of Pakistan. The economy heavily relies on the interest-based financial system. This system provides lenders an upper hand and penalises the borrowers. The interest rate dependence restricts small and medium enterprises from accessing credit, and they struggle to secure bank financing. This creates a vicious cycle as low credit leads to limited investments, causing low production, resulting in fewer job opportunities. And to fill this gap, our government leans towards indirect taxes, as according to FBR, the indirect tax dependence of Pakistan is more than 60%.

Wealth owned by elites got exempted from the tax system due to a flawed system. This engenders poverty and inequality because the redistributive policies are distorted. Decades of narrow tax bases, loopholes and evasion have pushed Pakistan far below its potential. Studies suggest that expanding the tax base is associated with stronger public investment (Muhammad Nouman Shafiq et al., 2022). However, administrative weakness and political resistance have halted the progress. The system is fractured not from one side but across taxation, finance and welfare. Unless these pieces are realigned, the small stitches won’t help.

The Illusion of Beneficial Taxes:

Policymakers suggest that increasing taxes increases the welfare of people. It sounds sensible, as most people would think that collective goods must be invested somewhere. However, in the case of Pakistan, increasing taxes doesn't ensure improved outcomes. Major funds goes in debt servicing, leaving the welfare of the public as stagnant as before. The promise of welfare fell flat when:

1. Major tax revenue comes from a mechanism which hits the poor hardest
2. A narrow tax-base alone bears compliance burden
3. Structural exemption lets the elites’ wealth out of the tax net.

Research has also highlighted that higher taxes when paired with weak governance negatively affect the growth, investment and employment(Muhammad Nouman Shafiq et al, 2022). The idea of taxation alone can not solve problems while ignoring structural realities. When taxes are raised with weak enforcement, compliant groups pay more and powerful people escape. This erodes trust in the state, and private consumption weakens, poles apart from what public finance is trying to achieve.

A Time to Reset:

What if there exists a system that built equity into its core? The system that equitably puts responsibility on the whole society. The Islamic system of Zakat offers such a pathway. Zakat resonates exactly with the Pakistani society as it is embedded in the moral and cultural values of Muslims. It is an obligation rather than an abstract financial instrument. Zakat targets wealth above a certain threshold (nisab), ensuring that only those people who have significant assets pay. This alleviates the unnecessary burden on the lower and middle-income public. The government's official collection of Zakat is dismally low, a mere fraction of this potential, around Rs. 10 billion annually, which is less than 2% of zakat givers going through the state fund(ICDT, 2025)

The concept of Zakat is very wide as it focuses on directing funds towards people who live in abstract poverty. Furthermore, it promotes development by funding education, health and micro-enterprises, stimulating active economic participation and promoting social welfare. What is really necessary is transparency and accountability, as it is crucial for increasing compliance. Implementing zakat without transparency will not solve problems. This could help shrink the informal sector and widen the contributors' base. By integrating Zakat into the formal fiscal framework, ethical obligations and economic policy can be more closely aligned. Providing fairness and inclusion while enhancing revenue generation is a possible goal.

Zakat as a Catalyst:

If collected and mobilised across all eligible assets, annual collection could reach 7-9 per cent of GDP, with the potential to cover the poverty gap and eliminate extreme poverty if distributed efficiently (Salman Ahmed Shaikh, 2017).
Economic growth is stimulated by incorporating Zakat into our fiscal policy, while depressions are stabilized through Zakat integration (Najeeb Khreis et al., 2024).
Zakat functions as a unique financing tool that supports every sector of the economy, including education, health, food, housing for vulnerable groups, and the reduction of inequality caused by exploitative economic behaviour (Akhmad Hafandi et al., 2021).
A district-level study in KPK suggested that fair zakat disbursement is significantly associated with lower MPI, especially when funds are targeted toward the extremely deprived households (Hamid Hasan et al., 2019).

A Practical Path Forward:

Zakat must be formally included in the welfare system for the public instead of remaining symbolic. A transparent route can be taken to route zakat funds toward education, healthcare, and poverty reduction. As a result, wealth redistribution will be accountable, not discretionary.

There is a need to reduce Pakistan's heavy dependence on consumption taxes. It's time to reduce sales taxes on basic goods gradually. By ensuring top-level income enforcement and wealth-based contributions, the revenue gap can be closed.

It's time for serious reform, not cosmetic fixes. In order to reduce leakages and evasion, revenue collection bodies must be modernized. Collections and spending should be reported in real-time. Fiscal policy cannot be rebuilt without transparency.

Economic exclusion must be replaced by participation. Zakat funds support interest-free microfinance and skills training for small entrepreneurs. This allows people to earn, not depend. Access to capital and opportunity leads to inclusive growth.



Final Thoughts

Pakistan has a long tradition of facing challenges with its taxation system, such as a stagnant revenue base and deepening inequality. Realizing this, the status quo cannot be maintained. In Pakistan, the inefficiencies of tax and debt architecture have become a source of propelling inequality, stunting economic growth, and suppressing long-term development. There is a need for a justice-oriented fiscal system, one that uplifts ordinary citizens, targets the vulnerable, and encourages broad economic participation. Zakat is not a utopian dream for Pakistan. 

To achieve its goals, comprehensive institutional reforms, transparent policy integration, and an emphasis on accountability will be required for the successful implementation of this model. It is imperative that policymakers prioritise these reforms so that Zakat-based approaches are effective and sustainable, and that they reap the socioeconomic benefits associated with this alternative fiscal framework. The Zakat policy pathway is an equitable, practical, culturally grounded, and effective means of addressing deep-rooted inequities while counteracting modern budgetary imperatives. When thoughtfully implemented, it can promote higher welfare outcomes, sustainable growth, and social cohesion.
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