A Note on Estimates of Agricultural
Income Tax in Pakistan
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In the last two years, changes in public policy affecting agriculture in
Pakistan have come in rapid succession. Of these, the announcement in
January 1977 of the introduction of tax on agricultural incomes came as
a major surprise to this author. For one thing, leading spokesmen for the
government in 1974 saw “little potential surplus which a tax on incomes in
agriculture could generate without adversely affecting the prospects of agricul-
tural growth. The agricultural lobby had quite obviously won the argument
then. More importantly, there existed no estimates to counter the much
publicized low magnitudes. I have found in only one published study a
systematic attempt to derive estimates of agricultural tax in Pakistan [2].!

This study is premised on three arguments for agricultural income tax.-
Firstly, the existing land tax system is patently regressive and yields embarras-
singly small amounts of revenue for public investment. Secondly, agricultural
incomes have been rising in recent years disproportionately for large and small
farms, and price subsidies have in no small measure contributed to these dis-
parities -[4, 5]. Finally, tax on agricultural incomes is progressive in that
it fulfils the desiderata of growth and equity, and it can generate impressive
amounts of revenue for investment in agriculture and other sectors of
the economy.

DATA AND ASSUMPTIONS

Two sets of data are used to estimate the potential tax revenue in the
new system. First, net farm incomes by farm size have been derived from
micro-data collected by the author from a randomly selected sample of 752
farmers in the districts of Jhelum, Gujranwala, Sahiwal, Lyallpur, Rahimyar
Khan, Jacobabad, Larkana, Nawabshah and Hyderabad [4]. These data
related to the 1972-1973 crop year. Farms were grouped into four categoriess’
(i) under 12.5 acres; (ii) 12.5 to under 25.0 acres; (iii) 25.0 to under 50.0 acres;
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(iv) 50.0 acres and over. The second set of data are from the 1972 agricultural
census. Since farm incomes data relate to the Punjab and Sind, which together
constitute the backbone of the country’s agriculture, the estimates of agricul-
tural income tax are calculated for these provinces only.

The estimates are based on alternative assumptions about net farm
incomes and tax rates by farm size, There are three alternative sets of
assumptions about the total net farm income estimates for the Punjab
and Sind :

(1) High Incomes: Assuming net farm income per acre from Lyallpur
for the Punjab and from Nawabshah for Sind.

(@) Medium Incomes: Assuming net farm income - per acre: from
Gujranwala for the Punjab and from Larkana for Sind.

(3) Low Incomes: Assuming net farm income ‘per acre from Rahimyar
Khan for the Punjab and from Hyderabad for Sind.

Three rates of taxation are being assumed, one for each farm category
with exemption from tax for Category (i). .

(1) Category (ii}—5 percent of total income in the Punjab and Sind.
(2) Category (iii)—8 percent of total income in the Punjab and Sind.

(3) Category (iv)—12 percent of total income in the Punjab and 15 per-
cent total income in Sind.

These rates clearly reflect progressivity, though the last category
of farms should be decomposed into two_groups with differentiated rates.
These marginal tax rates may on first glance look higher than they really are.
Abolition of land tax will provide equal relief to farmers in each category, thus
lowering the effective rate of taxation. The higher rate for Category (iv) farms
in Sind is justified by the fact that they have the lowest intensity of cultivation,
as can be seen in Table 1.  Also, it should be noted that the rates for Category
(iv) are the average for this class of farms, in which a lower than average rate
should be imposed on farm size 50.0 to less than 100.0 acres and a higher than
average rate for holdings of 100.0 acres and over, Non-irrigated farms of
less than 25.0 acres should be tax exempt, and for other sizes the tax
rates should somewhat lower. In this paper, we are dealing with irrigated
agriculture only. :

ESTIMATION METHOD AND RESULTS

Given the assumptions on income levels and tax rates by farm size, and
using the data on cultivated area from the 1972 agricultural census, total farm
incomes and tax revenues for each province are calculated. To these we now
turn.

In Table 1, the 1972 census data on distribution of various size farms,
their area (total and cultivated) and average size are given. Three points
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should be noted. First, tax exemption for farms under 12.5 acres will mean
that 65 (Punjab) to 71 (Sind). perceat of farms and 32 .(Punjab) to 44
(Sind) percent of cultivated area will not be affected by the new tax system.
Second, the proportion of cultivated acreage decreases quite significantly as
farm size increases, particularly in Sind. Third, we use cultivated and not
total farm area for each farm category in calculating total net farm incomes.

Net farm incomes per acre for each farm category for the author’s 1974
survey districts are reproduced in ‘Table. 2[4]. Using these figures and those
on average size of farm by cultivated: area for each farm sizp -from Table 1,
average net farm income for each province is given in Tablé - 3, Assuming
that net farm income per acre of each sample district from the:Punjab and Sind
represents alternatively its respective province, and using the data on provincial
cultivated acreage by farm size, total net farm incomies for the two provinces
are shown in Table 4,

From the inter-district variations in net farm incomes,. it is -obvious that
choice of income data in each province will greatly:affect the amounts
of expected tax revenue. For illustration purposes, we assume High, Medium
and Low income figures. The district selected from each province to represent
these alternative income levels is based on the district’s income per ‘acre
and other characteristics [4]. Turning to Table 5, which gives total tax
revenues for the Punjab and Sind by farm size, the tax rates being assumed are
quite conservative if compared with those used for non-agricultural incomes,
We assume these rates only to demonstrate the minimum estimates of potential
revenue and their comparison with the actual amounts of land revenue now
being collected by provincial governments.

The three estimates for income tax collections in Table 5 are Rs. 934
million, Rs. 1,282 million and Rs, 2,454 million. The important point to be
noted in this table is the loss of revenue in Sind in the low estimates. Given
a tax structure, this reflects the sensitivity of tax revenues to the assumed net
farm income per acre. A comparison of the lowest estimates (Rs. 934 million)
with the most generous figures in Table 6 on tax revenues collected from agri-
culture in recent years highlights the potential contribution of the income
tax structure proposed here. What is: even more important is that with
increased incomes in agriculture this potential will grow more than proportio-
nately. The new system, unlike the present land tax structure, is income
responsive and progressive.

CONCLUSIONS

The purpose of this paper has been partly to generate a set of data on
tax potential from agricultural incomes in Pakistan as a starting point
in discussing the very complex and sensitive issue of agricultural taxation.
More importantly, the intent has been to draw attention to the kinds of
data needed to improve guess work and ‘to show the sensitivity of compu-
tational results to assumptions on tax rates, etc. Since the object of this
exercise was not to provide ome set of estimates, for that would have been
erroneous, the point to be underscored is that more work is required in
this area which for so long has been neglected. Surely, farm income data
for selected districts are available in government files, e.g. in the Farm
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Management Section, Ministry of Agriculture. One puzzle remains. Why
does intellectual investment in studies on land tenure and agricultural taxation
in Pakistan remain so negligible. I wonder if the apparently persistent barriers
have been entirely intellectual in nature:
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