ENDING EXPLOITATIVE TAXATION
A ZAKAT-BASED SYSTEM FOR JUSTICE, ECONOMIC GROWTH, AND WELFARE FOR ALL
Every society has to answer a fundamental question. Who should carry the burden of running the state, and how should that burden be shared. The answer given by a society reveals its idea of justice. In Pakistan, this burden is largely placed on indirect taxation. Consider a simple example. A daily wage worker buys a bar of soap or a packet of sugar and pays 18 percent sales tax. A rich man buying the same items pays the same tax. For the poor worker, this tax cuts into his daily income. For the millionaire, it makes no difference at all. This is unfair taxation. It does not look at who can afford to pay. It taxes basic needs instead of real wealth. It collects revenue, but it does so by deepening inequality and economic distress.
This article argues that a Zakat based taxation framework offers a more just and growth oriented alternative to exploitative taxation. First, it explains where Zakat stands in economic history. Second, it explains how Zakat promotes economic growth and poverty reduction. Third, it analyses Zakat as a financial policy, a tax system, and a social security mechanism in Pakistan. Finally, it connects Zakat to global goals such as sustainable development. Through this structure, the article shows that Zakat is a full economic system. It is based on justice, circulation of wealth, and social dignity.
To begin with, the idea of taxation is not new. Ancient Greek thinkers like Aristotle believed that extreme inequality destroys social harmony. He distinguished between natural economics, which served human needs, and unnatural accumulation, which he called chrematistics. The state, in his view, had a moral duty to prevent extreme concentration of wealth. In medieval Europe, Christian thought emphasized charity but left redistribution largely voluntary. Mercantilist states later relied on heavy indirect taxes, which often burdened the poor. Classical economists like Adam Smith recognized the need for fairness in taxation, arguing that citizens should contribute according to their ability. However, modern capitalism gradually moved toward consumption taxes and complex income taxes, which are easy to collect but socially regressive.
In contrast, the Islamic economic tradition offered a different answer. Zakat was introduced as a compulsory obligation tied to wealth. Its linguistic meaning includes growth and purification. Its economic meaning is circulation. Wealth that remains idle is seen as socially harmful. Wealth that moves benefits everyone. This principle was revolutionary in its time and remains relevant today.
From the time of the Prophet Muhammad, Zakat was treated as a state responsibility. It was collected by public officials and distributed through defined categories. This made Zakat one of the earliest formal systems of social security in human history. Under Islamic governance, Zakat was collected from the rich by the state and distributed as a right of the poor. 
At this point, it is important to understand poverty itself. Poverty is a problem as old as human existence. It has troubled every society in history. In the modern era, it has become a global crisis. Millions of people live under extreme and inhuman conditions. According to the World Bank’s statistics for 2023, more than 37% of Pakistan's population lives under the poverty line and according to Jeffrey Sachs, around 20,000 people die every day due to extreme poverty (Sachs, 2005). Less than 10 percent of global gross national product comes from low income countries (World Bank, 2000). In many countries, including Tanzania, the average annual income is less than 300 dollars per person (Olanipekun, Brimah and Sanusi, 2015). This shows that poverty is not marginal. It is structural and widespread.
Global efforts like the Millennium Development Goals and later the Sustainable Development Goals aimed to reduce poverty through growth, aid, and welfare programs. Yet the results remain limited. One reason is that these models treat poverty as a shortage of income, not as a failure of distribution. Zakat addresses this gap directly. It defines poverty in terms of dignity and basic capability, not survival alone (Hassan, 2010).
Now, consider how Zakat promotes economic growth. Economic growth depends not only on how much money exists, but on how fast it moves. Economists call this the velocity of money. When money circulates quickly, it creates demand, production, and jobs. When it stops, growth slows. In the current system, wealth often gets stuck. Rich individuals park money in real estate, gold, or idle accounts. This is dead capital. It does not create factories or employment. It sits quietly while unemployment rises. Zakat directly challenges this behaviour. By imposing a 2.5 percent annual levy on idle wealth, Zakat makes hoarding costly. Wealth holders are pushed toward investment or productive use.
At the same time, Zakat transfers wealth to the poor. The poor spend on necessities like food, soap, medicine, and school fees. This spending sends a signal to markets. Producers increase supply. Factories hire more workers. Jobs are created. In this way, Zakat turns stagnant wealth into an active engine of growth. It increases the velocity of money naturally, without debt or inflationary pressure.
Next, consider poverty reduction. Zakat is unique because it sets a clear threshold. Those below the nisab receive support. Those above it contribute. This creates a moral clarity missing in modern systems. Unlike welfare programs that offer temporary relief, Zakat can be structured for rehabilitation. It supports debt relief, skills development, and livelihood restoration. It also discourages professional begging by restoring dignity through entitlement. 
Turning now to Pakistan, Zakat already exists within the legal framework. Article 31(c) of the 1973 Constitution directs the state to enable Islamic principles, including Zakat. The Zakat and Ushr Ordinance of 1980 established a formal collection system. The Central Zakat Fund was created at the State Bank of Pakistan. On paper, this is a comprehensive structure.
Yet, there is a clear gap between potential and reality. One major problem is leakage. The current system fails to capture modern forms of wealth. Industrial profits, service sector income, and financial assets often escape Zakat. Many people withdraw funds before Ramadan to avoid deduction. Others exploit exemptions and self-assessment loopholes.
A striking example is National Savings Certificates. These are government issued instruments where citizens lend money to the state in exchange for interest. Around 7 million investors hold investments worth approximately 3.4 trillion rupees. This is substantial wealth. If a 2.5 percent Zakat levy were applied annually, it could generate around 85 billion rupees from this source alone (Dawar, 2020). However, Zakat on these instruments is often delayed until maturity or avoided entirely. This represents a massive missed opportunity.
At the same time, most government revenue is consumed by debt servicing. A large share of the budget goes toward paying interest on domestic and foreign loans. This leaves little for development, health, or education. A Zakat based system reduces dependence on debt by mobilizing internal resources.
Beyond Zakat, Islamic fiscal thought also offers simplification. Ushr represents a simple levy on productive output. Historically applied to agriculture, its logic can extend to modern industry and services. Pakistan’s current tax system is complex, with overlapping corporate and import taxes. Complexity encourages evasion and discourages investment.
An Islamic alternative proposes simplified single rate taxes. Khums represents a 20 per cent levy on surplus wealth and on the net proceeds from natural resources such as petroleum and minerals (The Zahra Trust, 2025). Importantly, this levy operates on the production and surplus side of the economy, not on daily consumption. The money a person spends on petrol for work, transport, or basic living is treated as a necessary expense and is not taxed. Khums only applies at the end of the year, after all essential expenses have been deducted, and only on the remaining surplus or savings. In the case of natural resources, the levy is taken directly from profits earned through extraction, ensuring that national wealth benefits the public rather than burdening consumers. 
Finally, Zakat aligns naturally with sustainable development goals, SDG 1 (No Poverty) and SDG 10 (Reduced Inequalities). A study using data from Khyber Pakhtunkhwa and national surveys found that Zakat spending lowers education deprivation among poor households (Aziz et al., 2025). Families that receive Zakat are more able to send children to school and face fewer financial barriers. The study also found that female headed and educated households benefit more, showing that Zakat strengthens social empowerment. Sustainable development requires justice today and security for future generations. Zakat discourages waste, hoarding, and inequality. It supports basic needs, education, and social stability. It reflects the Islamic concept of trusteeship, where wealth is a trust, not an absolute right.
In conclusion, exploitative taxation weakens societies by burdening the poor and rewarding the rich. Zakat offers a principled alternative. It promotes circulation of wealth, reduces poverty, and strengthens growth. Pakistan already has the legal and institutional foundation. What is needed is reform, expansion, and political will. When wealth moves, society lives. When it stagnates, injustice grows. Therefore, Zakat can be used as a directive instrument on designing and structuring a tax system for economic development in Pakistan. 
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