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employment opportunities. This helps build a
resilient economy, reduces poverty, and en-
courages productive participation in society.
Malaysia is an example which, stands out for
having developed one of the most comprehen-
sive Islamic financial systems in the world. Its
framework includes well-structured public ex-
penditure policies that support socio-
economic development. Malaysia’s approach
has positioned it as a global hub for Islamic
finance and a model for other countries seek-
ing to implement similar systems.

Pakistan has also taken significant steps to-
ward integrating Islamic finance into its econ-
omy. The government has made efforts to
Islamize the banking sector and align fiscal
policies with Shariah principles, including
promoting interest-free banking and develop-
ing policies for Zakat collection and distribu-

tion.

Finally, resource allocation decisions in an Is-
lamic fiscal system that must always be guided
by the principles of justice, equity, and the
common good. Public funds are considered a
trust (amanah), and their use must be trans-

parent, efficient, and aimed at achieving the

greatest benefit for the community.

Conclusion

Islamic fiscal policy is not merely a set of fi-
nancial measures but a comprehensive frame-
work that integrates economic governance
with ethical and spiritual values. By prohibit-
ing riba, institutionalizing wealth redistribu-
tion through Zakat and Ushr, and mandating
transparency and accountability, it ensures
that economic activity serves justice and social
welfare. Public resources are treated as a trust
(amanah) and are allocated to projects that
reduce inequality, foster development, and
strengthen social cohesion. This approach of-
fers a balanced and sustainable model of fiscal
management that promotes economic stability
while safeguarding human dignity and collec-
tive prosperity.

Name of Writer: Ahmad Zia Jamili

Position: Senior Economic Researcher

Monetary Policy Department
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almsgiving. Zakat serves as a mechanism for
wealth redistribution and spiritual purifica-
tion. It ensures that wealth circulates through-
out society, helping the poor, the needy, and
other eligible groups identified in the Qur’an.
Saudi Arabia is one of the most prominent ex-
amples, It has integrated Islamic fiscal princi-
ples into its governance through the institu-
tionalized Zakat system, which collects and
wealth

redistributes in accordance with

Shariah.

Another important tax in Islam is Kharaj, a
levy imposed on land and its agricultural pro-
duce. Kharaj applies to both Muslims and non
-Muslims and represents a key source of pub-
lic revenue in an Islamic state. It encourages
productive use of land while contributing to
state resources that benefit the entire commu-

nity.

In addition, Jizyah is a tax imposed on non-
Muslim citizens living under an Islamic state.
This payment is taken in lieu of compulsory
military service and guarantees the payer state
protection, freedom of religion, and exemp-
tion from other Islamic obligations such as Za-
kat.

Finally, Ushr is a tithe on agricultural produce,
and is intended as another form of wealth re-
distribution. Ushr not only supports the poor
but also incentivizes farmers to maintain pro-
ductivity and contribute to the welfare of soci-

ety.

Together, these forms of taxation create a just
and compassionate fiscal framework that sup-
ports both the state and its citizens, balancing
economic needs with moral and spiritual ob-
jectives.

Public Expenditure and Resource Allo-
cation

In an Islamic framework, public expenditure
plays a crucial role in promoting justice, eq-
uity, and social welfare. Government spending
is not simply a fiscal exercise but a moral obli-
gation to ensure that resources are used for

the benefit of society as a whole.

One of the key priorities of public expenditure
is the provision of public goods. This includes
investment in infrastructure, education, and
healthcare sectors that serve the collective in-
terest and improve the quality of life for all
citizens. By funding such projects, the state
ensures equitable access to essential services

and supports the overall development of soci-
ety.

Another important focus is social welfare pro-
grams, which provide assistance to vulnerable
groups such as the poor, orphans, and widows.
This reflects the Islamic emphasis on compas-
sion and solidarity, ensuring that no member
of society is left without support and that the

economic disparities are reduced.

Public expenditure also aims to foster eco-
nomic development by investing in projects

that promote sustainable growth and create




achieve broad socio-economic justice, equita-
ble distribution of wealth, and the overall wel-
fare of society in accordance with Islamic law
(Shariah). This system aims to foster balanced
and sustainable development by encouraging
the circulation of wealth, providing for basic
needs, and ensuring fairness for all citizens

especially those who are disadvantaged.

One of the primary objectives of Islamic fiscal
policy is economic justice, which seeks to
guarantee that wealth is distributed fairly
among all segments of society. This principle
works to prevent the concentration of wealth
in a few hands, thereby avoiding exploitation

and promoting economic balance.

Another significant objective is social welfare.
Islamic fiscal policy prioritizes the provision of
basic needs such as food, clothing, shelter, and
education for all members of society, with par-
ticular attention given to the underprivileged
and vulnerable groups. This is seen as a reli-
gious duty, as social solidarity is crucial for the

stability and prosperity of the community.

A further goal is economic stability, which in-
cludes maintaining steady growth, preventing
inflation, and minimizing unemployment. By
implementing equitable fiscal measures, the
government can reduce economic shocks and

ensure a more resilient economy.

Islamic fiscal policy also focuses on resource

optimization. This involves ensuring that re-

3
1
2
sources are allocated and utilized efficiently to q
i
support sustainable development. Wasteful-
ness is discouraged, and public spending must
be directed toward projects that bring real
benefits to society, such as infrastructure, edu-

cation, and healthcare.

Finally, the policy emphasizes ethical govern-
ance. Financial management in an Islamic
framework must be conducted with integrity,
transparency, and accountability. Leaders and
administrators are entrusted with public funds
and must manage them responsibly, avoiding
corruption and ensuring that wealth is used

for the collective good.

Together, these objectives establish a compre-
hensive framework for economic management
that aligns with Islamic values. They aim not
only to regulate financial systems but also to
build a just, compassionate, and stable society
where prosperity is shared and human dignity
is upheld.

Taxation in Islamic Fiscal Policy
Taxation in Islamic fiscal policy is fundamen-
tally distinct from conventional tax systems
because it is rooted in religious principles and
aims to achieve justice, social welfare, and eq-
uitable wealth distribution. Rather than being
solely a tool for raising government revenue,
Islamic taxation is designed to purify wealth,

support the needy, and foster social unity.

One of the most significant components of Is-

lamic taxation is Zakat, the obligatory annual

Y4
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policy is the prohibition of Riba (usury).
Charging interest on loans is strictly forbidden
in Islam because it is considered exploitative
and unjust, allowing one party to profit while
the other bears all the risk. In an Islamic eco-
nomic system, loans must be interest-free, and
profit should arise from real trade or partner-
ship rather than from guaranteed interest. For
example, rather than a bank charging interest
on a loan, it can enter into a partnership with
a business and share in both its profits and

losses.

Another foundational principle is wealth re-
distribution. The ultimate goal of this mecha-
nism is to narrow the gap between the rich
and the poor. Instruments such as Zakat
(obligatory almsgiving), Sadaqah (voluntary
charity), and Ushr (agricultural tax) are de-
signed to ensure that wealth circulates within
society instead of remaining concentrated in
the hands of a few. This redistribution helps
reduce economic disparities and promotes so-

cial cohesion.

Ethical investment is also a key pillar of Is-
lamic fiscal policy. Economic growth must not
harm society or encourage immoral behavior.
Investments, therefore, are directed toward
socially responsible activities that comply with
Islamic principles. This means that money
must be invested in halal (permissible) sec-
tors, while industries such as alcohol produc-

tion, gambling, the pork industry, harmful

weapons, and interest-based businesses are to

be avoided.

Risk sharing forms another essential compo-
nent of Islamic finance, encouraging fairness
and discouraging guaranteed returns without
participation in risk. All financial transactions
must involve a sharing of both profit and loss.
This principle is embodied in contracts such as
Mudarabah (profit-sharing), where one party
provides the capital and the other contributes
work, with profits shared accordingly, and
Musharakah (joint venture), where both part-
ners invest money and share the resulting

profits and losses.

Finally, transparency and accountability are
crucial in all financial dealings. Transactions
must be conducted with clear terms and con-
ditions to prevent fraud, cheating, and exploi-
tation. This commitment to clarity ensures
fairness and trust in economic relationships,
supporting the overall integrity of the financial

system.

Together, these principles form the foundation
of Islamic fiscal policy, ensuring that eco-
nomic activities promote justice, reduce ine-
quality, and contribute to the overall well-
being of society.

Objectives of Islamic Fiscal Policy

The objectives of Islamic fiscal policy are es-
sential to understanding why Islam regulates
taxation, public spending, and wealth distribu-

tion. At its core, Islamic fiscal policy seeks to




Islamie/Fiscal Pringciples;
and T

mplementation

Introduction

Fiscal policy, in its conventional sense, in-
volves government strategies to influence a
nation’s economic performance through taxa-
tion and public spending. However, Islamic
fiscal policy introduces a distinctive approach
by integrating religious principles into eco-
nomic governance. This integration seeks to
harmonize economic activities with spiritual
values, ensuring that financial dealings pro-

mote social justice and prevent exploitation.

The primary objective is to brief on Islamic
Fiscal Policy and ensure that economic activi-
ties contribute to the well-being of society
while adhering to the moral and ethical guide-
lines set forth in Islamic teachings.
Foundational Principles of Islamic Fis-
cal Policy

Islamic fiscal policy is grounded in a set of
core principles that guide economic behavior
in accordance with the values of justice, fair-

ness, and social welfare. At the heart of this

AR
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