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Abstract 
 This paper will discuss how the existing tax system in Pakistan will lead to inequitable results through overdependence on the indirect taxes that are exorbitant on the low-income families. The paper presents an argument based on evidence about the Islamic economic literature and contemporary fiscal research, which holds that a zakat-based framework is a more fair and welfare-focused option of wealth redistribution, promoting social justice, and alleviating poverty. It points out the reduction of exploitative taxation that can take place when zakat and progressive taxes collaborate towards a hybrid fiscal model. Another issue covered in the article is governance problems in the zakat administration of Pakistan and how reforms and changes can enhance the Pakistani zakat system to a better position in terms of transparency, uniformity, and efficiency. The example of Selangor Zakat Authority (LZS-MAIS) shows that a professionalized zakat management can greatly decrease the inequality and ease the fiscal burden on the government.
Introduction
The recent empirical results show that the fiscal structure in Pakistan generates unequal results this is because it puts the low-income households at a greater burden. As several studies indicate, direct taxes will lead to decreased inequality, whereas indirect taxes will strengthen the burden on the poor and middle classes, making the financially poor seem even more poor (Khan & Padda, 2021). The major source of revenue is still the indirect taxation, mainly GST, which overburdens consumption-driven households, whose income is already too low to afford basic needs (Arif, 2022). It is shown by evidence in national and international institutions that most of Pakistani households contribute neatly to the state, i.e. they pay more taxes to the state than they can get in benefits, which exacerbates not only inequality, but also poverty (Amjad, Carrasco, & Meyer, 2025). Previous studies also reveal that the country adopted a colonial system of tax design, which is based on indirect taxes which will automatically Favor the lower-income segments. A combination of these results points to a structural crisis: the current system of taxation is not only ineffective, but inherently retrogressive, causing sustained inequality and the need to reconsider the Pakistani fiscal system
 The Exploitative Taxation of the Modern Economies
Exploitative taxation is the situation when fiscal systems take a greater part of income of those who cannot afford it. The current studies of Pakistan identify how the large dependency on indirect taxes, which are imposed without considering the household income, creates a downward-sloping burden of taxes (Khan & Padda, 2021). Relativists in the Islamic scholarly work as well indicate that traditional capitalist monetary frameworks, which often involve interest-based instruments and consumption duties, are more likely to increase wealth concentration and low social mobility in the long term (Kato, 2022). The inequality in these structural features is not due to administrative failure but rather due to the design nature of the system that results in favouring capital holding classes at expense of the wage dependent households. These dynamics are compounded in the developing nation such as Pakistan where there has been poor governance, lack of progressivity in taxation and corruption within the revenue institutions. Exploitatively taxation, therefore, is not a symptom, but a structural element of contemporary fiscal regimes.
Values of a Fiscal System Based on Zakat
According to Islamic economic literature, zakat is a holistic redistributive process which is based on justice, social welfare and the concept of ability-to-pay. Studies show that zakat is consistent with the fundamental principles of taxation, including equity, fairness and horizontal justice, but it does not create the type of distortions inherent in traditional tax regimes (Gueydi, 2022). Modern literature emphasizes the fact that zakat is not a charity device but a systematic fiscal policy that is required to distribute wealth and avoid excessive inequality. Research indicates that zakat and other tools like waqf can greatly alleviate poverty and enhance better welfare results in Pakistan when well executed (Bukhari, 2025). Additional data proves that zakat leads to social cohesion and economic balancing by boosting consumption and raising the sum of money spent on the needy population.
 The predatory taxation downplayed by a Zakat System
This based system can be used to counter or eliminate the worst aspects of the Pakistani financial system. Since zakat is calculated on wealth accumulation and not on consumption, it does not put a disproportionate burden on households with low income. It has been proven that the obligation based on wealth naturally transfers the fiscal responsibility to the people who possess excessive (Gueydi, 2022). According to Shariah based fiscal scholarship, zakat ought to play the central redistributive role in an Islamic fiscal framework, whereas progressive taxation can still finance national public goods (Masrom, Saroni, Mohd Azhar, Mohd Azri, & Abd Rahim, 2025). Empirical evidence also shows that zakat boosts macroeconomic activity by making wealth available to the households where the marginal propensity to consume is higher. Also, economic modelling indicates that, in systems with zakat, waqf, and mutual aid, the long-run concentration of wealth is greatly reduced compared to systems based on interest-driven structures or systems based on heavy reliance on taxes (Kato, 2022). In the case of Pakistan, a country where inequality is mainly driven by indirect taxes, a zakat-based model reintroduction would help eliminate fiscal exploitation and promote economic justice.
Difficulties and Hurdles to the Application of a Zakat-Based Model
Although zakat has a high redistributive potential, there are several issues that make its implementation on a large scale complicated. Recent research points out that the financial system is undergoing changes, and more asset classes, including digital currencies and sophisticated investment vehicles, need new jurisprudential understandings (Khan, 2025). There are also institutional weaknesses that are a hindrance. According to empirical literature, in Pakistan, the problem of governance, low transparency, and unproductive distribution mechanisms of zakat organizations is common (Bukhari, 2025). These administrative loopholes restrain the capacity of zakat to be an integrated fiscal instrument. Also, as much as zakat could reduce inequality, it might not be able to raise sufficient revenue to fund key state activities like infrastructure, national security and administrative framework. Thus, researchers are suggesting a composite fiscal scheme: zakat to redistribute and progressive tax to build the state (Masrom, Saroni, Mohd Azhar, Mohd Azri, & Abd Rahim, 2025). It will not abolish every tax but will remove exploitative and retrogressive taxes and will reinforce social justice using Islamic financial standards.
 Merging Zakat with Taxation
Zakat and Tax can be complementary to each other and using them together is what makes hybrid fiscal model into reality. It can be a great shield which can protect us against poverty, inequality and exploitation of taxes. This research explains to us that these two (Zakat & Tax) can co-exist if they are coordinated well. By aligning these two would mean that the system where people were taxed twice will come to an end. The system will be fairer, and wealth is more evenly distributed, rather than just levying taxes on the amount that people consume. This will ultimately enhance the trust of our people where system seems more trustworthy and righteous. This research will not only highlight the importance in terms of finance but also in terms of governance. Good combination requires the Zakat authorities and the tax departments to collaborate and eliminate all the redundancies (Suherli et al., 2025).
Institutional reforms in the effective administration of Zakat
The process of changing the zakat management in Pakistan needs some structural and operational flaws that are limiting its effectiveness in the present scenario. As seen in many studies on Zakat institutions, most departments use old legal frameworks which have weak monitoring systems and transparency. These shortcomings naturally destroy trust and deter voluntary compliance and make the effect of zakat on social welfare less powerful in general.
The issue of lack of consistency in the measures to assess and allocate Zakat funds is one of the biggest challenges. The methods used to determine zakat or disbursement are also different in different parts or administrative units thus leading to unequal results. Practically this may imply that communities end up being more supported compared to others not being done at all and especially those regions that have insubstantial or no auditing and oversight systems (Sawmar & Mohammed, 2019).
Reforming Zakat
New types of wealth e.g. cryptocurrencies, need new zakat determinations and electronic administration software. Digital assets, cryptocurrencies such as Bitcoin have an economic value and are liquid, which means they can be classified as zakat according to the classical principles. This emphasizes the fact that unless proper valuation systems are in place, Zakat officials can find it difficult to implement a uniform judgment. Another observation raised in the article is the necessity of the installation of technological systems that facilitate proper tracking of the assets, safeguard the transactions, and assist in the calculation of the zakat collected in an efficient and translucent manner. This type of modernization enhances institutions and makes the management of zakat conform to modern financial nature (Jalal & Abdullah, 2024).
Case Study of the Selangor Zakat Authority
In Malaysia the change of Selangor Zakat Authority gives a clear example of how zakat can make an economic impact. LZS-MAIS enhanced efficiency by just moving from the traditional system to a well-managed professional approach. This approach increased the collection of zakat in Malaysia from 61.4 million to i59.9 million which directly helped Malaysian government in reducing poverty and inequality. Not only that LZS-MAIS reduced the need for state welfare programs just by funding different educational and economic programs. This is the best example that shows how a well-managed zakat system can lower the government burden and help fight inequality (Kaslam.S, 2009).
Conclusion:
This article shows that Pakistan has unfair and biased tax system which is only helping the rich and hurting the poor. Pakistan needs a system that is based in zakat which helps distribute the wealth effectively but for this zakat-based system to work well we need to improve our institutions and enhance the transparency.  The example of Malaysia shows that if zakat is managed in a proper way it can lead to reduction in poverty and inequality. If Pakistan wants to improve and make its financial system more fairer it needs to combine the zakat with progressive taxes in a balance way.
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