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

1. Introduction:
Ending exploitative taxation through a zakat-based system in Pakistan offers a promising avenue for justice, economic growth, and welfare for all. Zakat, an obligatory Islamic form of wealth redistribution, is a potent mechanism that if properly harnessed, could address poverty and economic inequality in Pakistan while fostering sustained economic development. Despite its large potential, Pakistan’s current zakat system remains underutilized and faces challenges related to collection efficiency, transparency, and distribution management. This article explores these challenges, reviews relevant research, and proposes a zakat-centric taxation framework aligned with Islamic principles to ensure justice, promote growth, and welfare.
2. Overview of Zakat in Pakistan’s Economic Context:
Zakat is one of Islam’s five pillars, mandating Muslims to contribute 2.5% of their wealth annually once it exceeds a specified threshold to designated categories of needy recipients, including the poor, the indebted, and travelers among others. Pakistan, with 96% of its population Muslim, holds vast unrealized potential for zakat collection and redistribution. Estimates suggest that zakat potential in Pakistan could be as high as 4% of GDP (about Rs. 2,743 billion annually), a sum that reportedly surpasses 28.6% of Pakistan’s government budget for 2022-23. Such resources could substantially alleviate poverty, which affected more than 37% of Pakistan’s population in 2023 according to World Bank data.
Formally, zakat is collected mainly through deductions from bank accounts at the start of Ramadan each year, governed by the Zakat and Ushr Ordinance of 1980 and subsequent provincial administration since the 2010 18th Amendment to the Constitution. The system operates through layers of committees at central, provincial, district, and local levels under the Ministry of Religious Affairs. Informally, NGOs and charitable organizations also collect zakat, often favored by the public for their Sharia-compliant distribution channels.                                                   
3. Challenges in the Current Zakat System:
Despite the vast potential, Pakistan’s official zakat collection remains marginal compared to its possibilities. In fiscal year 2021-22, government-collected zakat amounted only to about Rs2.379 billion. Several factors underlie this inefficiency:
· Administrative and structural issues: The decentralization to provinces and fragmented management has led to opaque procedures, lack of professional management, and political interference undermining public trust.
· Reluctance to use formal channels: Many individuals withdraw money before zakat deduction dates or prefer giving zakat directly or through NGOs, avoiding the formal government system, which reduces central collections.
·  Limited scope on wealth types: The current system excludes many modern forms of wealth such as industrial and service-sector assets, limiting tax base and zakat collection efficiency.
· Transparency and Sharia compliance concerns: Many NGOs managing zakat funds have faced criticism over non-compliance with Sharia investment principles and lack of transparent reporting, eroding donor confidence.
These limitations prevent zakat from fully playing its intended role as a redistributive justice mechanism, while the existing taxation framework remains exploitative for many poor citizens, lacking fairness and inclusivity.
Insights from Previous Research and Models:
Research articles and expert insights emphasize the importance of revamping the zakat system for better economic and social outcomes. Zakat is shown to have a strong potential to reduce poverty sustainably if distributed through mechanisms that encourage long-term welfare rather than short-term relief. For example, Dr. Hussain Qadri model for zakat distribution aims to balance immediate poverty alleviation with sustainable development by establishing institutional support for education, healthcare, and interest-free loans fostering entrepreneurship.
One of Pakistan’s successful welfare models, the Fauji Foundation, demonstrates the feasibility of integrating zakat funds into institutional frameworks that generate employment, investment, and economic stability for beneficiaries. Integrating such models with the zakat system can create a sustainable cycle of wealth redistribution aligned with Islamic finance principles and economic growth.
Another significant study emphasizes that raising public trust through digitalization, transparency, professional audit systems, and strict Sharia compliance is essential to maximize zakat’s impact. Increased regulation and oversight, especially for NGOs and welfare organizations, are crucial to ensure funds' ethical and effective use.
4. Proposed Zakat-Based Taxation System for Justice and Growth:
To align Pakistan's taxation system with zakat principles and address current exploitation, a holistic zakat-based taxation reform can be envisaged:
· Centralized National Welfare Foundation (NWF): All zakat collections from formal and informal channels should be pooled into an NWF, administered transparently and professionally, reinvesting funds in profitable yet Sharia-compliant sectors to generate sustainable revenues.
· Dual fund structure: The revenue generated can be divided into non-refundable funds for critical social infrastructure (education, healthcare, shelter) and refundable funds providing interest-free loans to small businesses, expanding economic opportunities.
· Digitalization and Transparency: A fully digitized platform for collection, investment, and disbursement overseen by government and moderate Islamic scholars through ijtihad will build confidence among contributors and stakeholders.
· Sharia compliance and consensus: Government facilitation of a consensus among Islamic jurists across different schools of thought will create religious legitimacy and public acceptance to integrate zakat into the national tax framework.
· Inclusion of modern wealth forms: The system should expand to include zakat on industrial assets and service sector wealth, reflecting economic modernization and broadening the tax base.
· Linkage with Social Welfare: Zakat funds can complement existing social programs like Ehsaas program and BISP, focusing on entrepreneurship development and poverty eradication.

5. AI’s Role in Eradicating Exploitative Taxation Via Zakat:
Artificial intelligence (AI) helps in Zakat collection and distribution by introducing efficiency, transparency, and accountability into the system, which directly addresses the mismanagement and information gaps that can lead to "exploitative taxation" or a lack of public trust in how funds are used. 
Enhancing Transparency and Accountability
· Real-time Tracking: AI-powered systems and associated technologies like blockchain create an immutable, decentralized digital ledger that allows donors to track their contributions from collection to disbursement to the intended recipients. This visibility builds confidence in the system and ensures funds are used ethically.
· Fraud Detection: Advanced AI algorithms can analyze large volumes of financial data to spot anomalies, discrepancies, and patterns indicative of fraud or mismanagement, which human auditors might miss. This mechanism strengthens governance and prevents the misuse of funds.
· Standardized Reporting: AI automates financial reporting, leading to more consistent, accurate, and publicly accessible information on Zakat fund management, which was often inconsistent in traditional systems. 
Improving Efficiency and Fairness:
· Automated Eligibility Assessment: AI-driven systems can verify the eligibility of both payers and recipients by cross-referencing information from various sources like government databases and tax records, ensuring the correct people are paying and receiving Zakat. This replaces time-consuming manual processes and reduces human error.
· Data Analytics for Optimal Allocation: Machine learning algorithms can analyze data on poverty trends, economic indicators (like unemployment or inflation rates), and demographic changes to determine where funds are needed most. This helps Zakat institutions allocate resources efficiently and promptly, avoiding underfunding in critical areas.
· Streamlined Processes: By automating routine tasks, AI makes the entire Zakat management lifecycle, from collection to distribution, faster and less prone to inefficiencies, reducing administrative overhead. 
By leveraging AI, Zakat institutions can build a more robust, equitable, and trusted system that ensures the funds effectively achieve their core Islamic objective of poverty alleviation and social welfare, minimizing the historical issues associated with opaque or mismanaged charitable systems. 
This article explores the taxation system in Pakistan by comparing Islamic tax principles with the prevailing modern economic tax framework. It highlights that Islamic taxation focuses on wealth rather than income, with Zakat—a mandatory almsgiving pillar in Islam—playing a crucial role in poverty alleviation and wealth redistribution. The article discusses the structure of Zakat administration in Pakistan and points out challenges such as irregular disbursement, accessibility issues, and social stigma faced by recipients.
It critiques Pakistan's current tax system as regressive and unjust, disproportionately burdening the poor while granting exemptions to the wealthy and influential political and military elites. Rising tax complexities, lack of taxpayer education, and an ineffective tax enforcement system have fueled widespread tax evasion and undermined revenue collection. The paper argues that the tax policy prioritizes foreign-imposed targets over social justice and equity, resulting in economic inequality and weakening the system’s role in poverty reduction. It calls for reforms to ensure a fairer tax system aligned with Islamic principles that emphasize social welfare and equitable wealth distribution.
6. Conclusion:
Ending exploitative taxation through a zakat-based system tailored to Pakistan’s socio-religious realities can pave the way for justice, economic growth, and welfare for all. Strengthening the zakat system’s collection, oversight, and distribution mechanisms will unlock enormous untapped resources capable of transforming Pakistan’s poverty and inequality landscape. Achieving this necessitates political will, digital innovation, professional management, and religious consensus. With these elements in place, Pakistan can embody the true essence of zakat — equitable wealth distribution, social justice, and sustained economic prosperity. The article on taxation in Pakistan in the light of Islam and modern economics emphasizes that the Islamic taxation system, which primarily taxes wealth through mechanisms like Zakat, is fundamentally different from the modern income-based tax systems. It underscores that Zakat, as a key Islamic pillar, serves not only as a fiscal tool but also as a moral and social obligation crucial for poverty alleviation and wealth redistribution. The article points out that Pakistan's current tax system is regressive, unjust, and overly complex, disproportionately burdening the poor while granting exemptions to the politically and economically privileged classes. It argues for reforming the tax system to align with Islamic principles of justice and equity so that taxation serves as an effective instrument for economic fairness, social welfare, and poverty reduction within the country. These reforms should include simplifying tax laws, enhancing tax compliance education, ensuring fair assessment and distribution, and reinforcing the role of Zakat as a social safety net independent of government budgets.
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