Ending Exploitative Taxation: A Zakat-Based System for Justice, Economic Growth, and Welfare for All
By: Zamna Batool
Introduction
Economic systems stand on their ability to ensure justice, dignity, and welfare for society. However, the modern economy is grappling with the crisis of inequality that traditional fiscal policies have failed to resolve. These contemporary taxation regimes are increasingly facing criticism for being regressive, extractive, and exploitative, particularly in developing nations. The high indirect taxes, unequal enforcement, elite exemptions, and debt-driven fiscal policies have widened the gap of inequality and undermined social cohesion. In contrast, zakat is a foundational institution of Islamic economics that has re-emerged in academic discourse as an alternative to this exploitative taxation.
Zakat is not merely a religious charitable obligation; it is a systematic and sophisticated fiscal tool designed to circulate wealth, prevent hoarding, guarantee social security and stimulate macro-economic growth. (Isnaini, Is' adi, & Ahmadiono, 2025) Zakat can serve as a justice-oriented economic system that can lessen inequality, foster growth, and improve welfare outcomes when it is properly institutionalized, according to a growing body of contemporary literature.(Jahan, 2021) In order to show how a zakat-based system might promote justice, economic growth, and welfare for all, this article critically analyzes exploitative taxation, conceptualizes zakat as a fiscal alternative, and synthesizes empirical and theoretical research.
Exploitative Taxation: Concept and Implications 
Fiscal policies that disproportionately affect the poor and middle classes while preserving wealth concentration are known as exploitative taxes. Heavy reliance on indirect taxes, poor progressivity, elite tax evasion, and little redistribution are characteristics of such regimes. According to empirical research, regressive tax policies inhibit long-term economic growth by increasing income inequality, decreasing disposable income, and suppressing aggregate demand.
The fundamental tenets of fiscal justice—equity, ability to pay, and social responsibility—are violated by exploitative taxes from a normative standpoint. In her groundbreaking book, Fatima AlMatar examines the "Issue of Social Justice and Redistribution of Wealth," contrasting Zakat with Adam Smith's four taxation pillars: economy, equity, certainty, and convenience. According to AlMatar, Zakat targets accumulated idle wealth, but modern income tax "punishes" production by collecting a bigger percentage of what an individual earns via effort. Zakat guarantees that a person's essential requirements are satisfied before the state or community makes a claim because it is only imposed on assets that have been held for a full year (Haul) and surpass a minimal threshold (Nisab). As a result, there is a "justice of opportunity" as opposed to only a "justice of outcome."(AlMatar, 2015)
Zakat as a Fiscal Institution: Conceptual Foundations
Zakat is a compulsory levy on accumulated wealth above a minimum threshold (nisab), typically at a fixed rate (commonly 2.5% on certain assets). Unlike modern taxes, zakat targets idle wealth rather than income or consumption, thereby discouraging hoarding and encouraging productive investment.
Scholars argues that zakat represents a distinct fiscal paradigm, not a substitute charity. Its defining characteristics include:
1. Wealth-based assessment, not income extraction
2. Fixed and predictable rates, minimizing arbitrariness
3. Explicit beneficiaries, including the poor, indebted, and marginalized
4. Moral accountability, linking economic behavior with ethical responsibility
The Qur’an institutionalizes zakat as a right of the poor over the wealth of the rich, transforming redistribution from benevolence into obligation. This normative clarity distinguishes zakat from discretionary welfare taxation.
Zakat versus Taxation: A Comparative Perspective
Modern scholarship increasingly compares zakat with taxation to assess their relative effectiveness in achieving equity and welfare. Gueydi (2022) demonstrates that zakat satisfies classical principles of taxation—equity, certainty, convenience, and economy—more consistently than many contemporary tax systems. Since zakat applies only to surplus wealth, it inherently respects the ability-to-pay principle, a cornerstone of fiscal justice.
Pratama, Mukhlisin, and Azid (2025), using a Maqasid al-Shariah framework, argue that zakat outperforms conventional taxation in achieving higher objectives such as poverty alleviation, social harmony, and economic circulation. Unlike taxes that often disappear into bureaucratic inefficiencies, zakat has earmarked social objectives, ensuring direct welfare impact.
Furthermore, unlike exploitative taxes that can suppress incentives, zakat encourages asset mobilization. Wealth holders are incentivized to invest productively rather than allow assets to stagnate and erode through annual zakat payments.
Zakat and Economic Growth: Empirical Evidence
Redistributive systems are frequently criticized for impeding economic growth. In the context of zakat, however, empirical research increasingly challenges this presumption. Studies using panel data on nations with a majority of Muslims show that zakat collection and economic growth are positively correlated, especially when zakat payments are directed toward profitable industries.(Yusuf, 2025)
Research on Zakat, Infaq, and Sadaqah (ZIS) shows that redistribution increases lower-income groups' purchasing power, boosting local markets and aggregate demand. This demand-side stimulus promotes capital development, jobs, and small businesses. 
Zakat-based funding greatly enhances microenterprise sustainability and regional economic resilience, according to another study looking at zakat funds and company capital. Zakat-driven redistribution reduces systemic financial risk by injecting non-interest-bearing capital, in contrast to debt-based taxation approaches.
Additionally, according to the MPRA (2019) study "The Influence of Zakat on Economic Growth," Zakat serves as a "penalty" on idle capital. Holding cash or non-productive assets causes a 2.5% yearly erosion of wealth in a Zakat-based system. This gives the wealthy a strong incentive to invest their money in the actual economy, which boosts industrial expansion and creates jobs. (Khasandy & Badrudin, 2019) Thus, zakat shows that justice-centered redistribution may be growth-enhancing, challenging the false contradiction between equality and growth.
Zakat as a Welfare System: Evidence from the Ground
The intricate tax-transfer systems used by modern welfare states are frequently expensive, ineffective, and exclusive. Zakat targets eight distinct recipient groups (asnaf) and provides a more straightforward yet all-encompassing welfare design. Administrative uncertainty and leakage are decreased by this clarity. Zakat institutions have a major impact on school outcomes, food security, healthcare access, and poverty reduction, according to research. Research examined in The Role of Zakat and Waqf in Sustainable Economic Growth demonstrates how zakat fills in the gaps left by state initiatives to enhance public welfare.
The three-decade study by Akram & Afzal (2014), which examined Pakistan's economy using the ARDL cointegration approach. Zakat disbursement and poverty levels consistently showed an inverse association, according to their findings.9 They proved that Zakat serves as a long-term safety net that keeps the economy stable during recessions rather than merely offering short-term respite. (M Akram & Afzal, 2014)Additionally, by institutionalizing cooperation between wealthy and vulnerable groups, zakat fosters social cohesiveness. In contrast to impersonal taxation, zakat increases faith in economic systems by fostering a feeling of moral interdependence.(Riyadi, Abdukad, Saif, Takow, & Sharofiddin, 2021)
Legal and Policy Dimensions: Transitioning from Exploitation to Justice and Ethical Governance and Social Solidarity
A critical policy question is whether zakat can coexist with modern state taxation. Legal scholarship suggests that zakat is not inherently antagonistic to state fiscal authority. Studies such as Zakat: A Religious Duty Not in Confrontation with State Fiscal Laws argue that zakat can be integrated into national fiscal frameworks, particularly in Muslim-majority societies. (Shaikh, 2015)
Several models are proposed in the literature:
· Tax rebates or credits for zakat payments
· Dual systems, where zakat replaces certain regressive taxes
· State-administered zakat authorities aligned with public finance objectives
Finally, the "Sharia-Based Approach to Economic Justice" (2024) and the "Role of Zakah in the Family System" (2010) emphasize that Zakat is a decentralized welfare system. Unlike the bureaucratic "leakage" often found in government tax spending, Zakat is traditionally localized. It builds social solidarity by ensuring that the wealthy in a specific community are directly responsible for the poor in that same community. (Shaikh; Yusuf, 2025)
	Feature
	Conventional Taxation
	Zakat-Based System

	Primary Base
	Income, Sales, and Consumption
	Accumulated Idle Wealth

	Impact on Poor
	Regressive 
	Purely Redistributive (Poor are recipients)

	Economic Incentive
	May discourage higher earnings
	Discourages hoarding of idle cash

	Rate Stability
	Fluctuates with political cycles
	Fixed at 2.5% (predictable)


Conclusion
In many societies, exploitative taxation has not produced welfare, growth, or justice. Zakat, on the other hand, provides a financially sound, socially revolutionary, and ethically sound alternative. Zakat encourages fair redistribution, boosts growth, and improves welfare outcomes, according to research from a variety of fields, including law, economics, and public policy. 
Current research presents zakat as a future-focused fiscal institution that may address inequality, instability, and social fragmentation rather than as a holdover from the past. A paradigm shift toward justice-centered economics is necessary to end exploitative taxation, not just technical reform. Such a paradigm is provided by a zakat-based system that is founded on actual data and contemporary governance.
"Wealth must circulate justly, not just."  
This idea underpins zakat's continued applicability as a basis for a society that benefits everyone, not just a select few.
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