3.2.9 WELFARE EFFECTS OF ZAKAT
Conventional welfare economic is concerned with the evaluation of different economic situations form the point of view of societies wellbeing.
According to Vilfredo Parato- “Any change that makes at least one individual better off and no one worse off is an improvement in social welfare”. Generally, most government policies involve changes that benefit some and harm others. The pareto criterion cannot evaluate the solution. The kalder-Hiks compensation criterion states that “A change constitutes an improvement in social welfare if those who benefit from it could compensate those who are hurt and still be left with some net gains”. Here a question naturally arises as to how changes or better situation are brought about, before we attempt to evaluate the different situations. The above and other criteria in conventional economics are silent on this issue. Unfortunately, the trickledown effect did not work as expected by economists, and policy makers. Regarding social benefit schemes it causes heavy burden to the state exchequer and the conventional economists and policy makers are on the horns of dilemma as to whether to continue with it or to discontinue with it. The process of discontinuing with it is in progress now.
The net result was that the redistribution of income in Favor of the poor did not take place on the contrary the gulf between the rich and poor only widened with a high degree of concentration wealth. For instance, presently in India one percentage of the population possess 58% of the nation's wealth and more than 70% of the new income generated reaches in hands of the wealthy few. More over most of the socio-economic distortions enumerated above persist in the economy even with greater vigour.
The welfare effects of Zakat in the economy can be grouped into three.
a) Primary effects (short run effects)
b) Secondary effects (long run effects)
c) Tertiary effect (Very long run effects)
Primary effects (short run effect)
The primary or immediate effects are
a) Redistribution of income in favor of the poor and against the rich
b) Reduced inequality in the distribution of income and reduces the gap between the haves and have-nots.
c) Reduction in the concentration of wealth 
d) Enhances wealth as the marginal utility of money is higher for the poor and lesser to the rich
 In other words, the loss of the utility to the rich is more than compensated by the gain of utility by the poor and hence there is a net gain to the society.
Further the Zakat payers stand of enjoy a higher level of welfare in the hereafter (spiritual welfare), which is many times more than original payment.
The above argument can be demonstrated using the following figure.

Figure: Primary effect of welfare:
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The graph also demonstrates the redistributive impact of zakat on the social welfare of societies as reflected in the change in the utility functions of the poor and rich individuals in the society. Wealth is plotted along the x-axis, with the poorest individuals on the left and the richest individuals on the right, and utility (satisfaction or welfare) along the y-axis. The population is dichotomously dependent on economic social classes — the poor (left side of vertical middle), and the rich (right side). This transfer of wealth results in the rich having less utility and the poor having more utility, as depicted in the graph above. The area shaded in the left symbolizes how much gain in utility the poor get from receiving zakat while the shaded area on the right represents the loss in utility for the rich due to paying zakat.
It underlies the concept of the law of diminishing marginal utility of money — steep line at low levels of wealth means that people are willing to pay to get out of poverty, and when the wealth goes beyond a certain point, people care much less about marginal payoffs. For the poor, the utility curve is steep, meaning that even a marginal improvement in wealth brings about a huge improvement in welfare. In contrast, the utility curve for the rich is less steep, meaning that, at a certain point, wealth does not mean as much as it does to the poor. This shows that wealth distribution via zakat generates a disproportionately larger utility gain for the poor than a corresponding utility loss for the rich.
The processes in which wealth is transferred show the redistributive effect of zakat. Wealth that is collected from the poor is what leads to a small decrease in welfare. Additionally, giving the same amount of zakat to the middle class will also result in an increased value in welfare. This change illustrates that zakat increased societal welfare and reduced inequality by improving the conditions of the most at risk segments of society.
The diagram depicts a crucial aspect of social welfare maximization, showing how zakat guarantees societal welfare is optimally achieved. When the poor receive ‘zakat,’ their utility greatly increases which overcomes the decrease in utility of the rich. This leads to greater demand along with more evened out resources while simultaneously closing the gap between the wealthy and the impoverished. In the context of ‘zakat’ this is referred to as the equilibrium since the flow of zakat leads to the injection of economic justice and fairness whilst not grossly taxing the rich.
To sum up, this visual representation captures the purpose of zakat as a means of economic justice and welfare enhancement. Zakat functions not only as a means of alleviating poverty, but also helps foster harmony and economic development by addressing wealth imbalances. This further demonstrates the significant role that zakat plays in maintaining social order and shapes achieving with its structural deficit

THE SECONDARY EFFECTS (LONG RUN EFFECTS)
In the second stage the welfare effect of Zakat etc originated in the primary stage gathers momentum leading to two other effects, say the expansionary effect and the reallocation effects.
THE EXPANSIONARY EFFECTS (THE MULTIPLIER PROCESS)
It is n established fact (as J M Keynes had stated) that the marginal propensity to consume (mpc) of the poor is higher and that of the rich lower. Naturally as the poor receive more money through zakat non zakat payments they consume more. Again, according to JM Keynes there exist a positive relation between ‘mpc’ and income multiplier. (ie k=1/(1-mpc).  Higher the mpc, higher the multiplier (k) and vice versa. Depending up on the value of the multiplier (k) National income expands many times more than the original doze of investment caused by higher consumption, which in turn is caused by Zakat and Infaque- the expansionary effect.

TERTIARY EFFECTS (VERY LONG RUN EFFECTS, THE ACCELERATION PROCESSES
The expansionary effect of Zakat etc on the economy through multiplier process further gathers momentum as the acceleration processes come into operation.
In an Islamic economy we can conceive of twin accelerators. One the ordinary accelerator caused by income induced investment. The second type of accelerator can be considered as ‘Zakat induced accelerator’. As Zakat is related to income (Z=f(Y)), higher income generated more Zakat (The “Zakatable capacity” of the community increase) leading to higher consumption and higher investment and hence higher income via multiplier. As multipliers and accelerators are mutually complementary, the process is repeated and it becomes an endless process taking the economy closer and closer to full employment, i.e. the expansionary effect of Zakat. Eventually the vicious circle of poverty will be replaced by the circle of prosperity.
(C^ 》I^ 》N^ 》Pdn^ 》Y^ 》Z^ 》C^)
The expansionary effect, the multiplier and acceleration process are illustrated in the figure below.
Figure: Secondary and Tertiary effect of zakat











As per the above figure The original income is OY and employment is ON.
Zakat etc leads to higher consumption (changes in C) and national income increase to OY1 (changes in Y), (changes in Y> changes in C, the multiplier effect). Higher income further causes income induced investment changes in I (the ordinary accelerator) and the Zakat induced accelerator (changes Z) caused by higher income as (Z= f(Y)). The income expands to OY11 and to OY111 and employment ON11 and ON111 respectively. As the mpc is higher in an Islamic economy the multiplier and expansionary process are also stronger.
REALLOCATION EFFECTS
Before the transfer of funds from the rich to poor through Zakat etc the lion share of nations scarce resources were used for the production of luxuries and comforts mostly consumed by the rich and less of necessaries and basic requirements consumed by the common mass.ie the mal allocation of resources. After the transfer of funds from the richer to the poor the demand for necessaries increases and that of luxuries decreases leading to a change in the relative prices in favor of necessaries against luxuries. This leads to an increased production of necessaries and reduced production of luxuries. Resources are diverted from the production of luxuries to the increased production of necessaries- the reallocation effect of Zakat.


Figure


As per the above figure the initial production point is A representing more of luxuries and less of necessaries, the production point gradually shifts to ‘b’ representing more of necessaries and less of luxuries. Nation scarce resources are allocated in favor of commodities generally consumed by the weaker section and against commodities consumed by affluent sections -the re- allocation of Zakat.
One significant welfare effect of Zakat and Infaque is that the benefit of economic progress ‘without much effort’ reaches even the lower strata of the population. In other words the trickle down mechanism, which was ineffective under the conventional system, becomes very effective leading to proper redistribution of income in favor of the poor and against the rich. It eventually takes the economy and the society to a situation in which there would be none to take Zakat, as it is evident in history.
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