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WHEN taxes are the subject of discussion, the most vociferously argued is farm tax or, more accurately, tax on agricultural income. Academicians, economists and the media are surprisingly ill-informed about this issue.

The general misconception is that income from agriculture has been exempted from tax by law. Hence the demand popularly voiced from time to time for a tax to be imposed on agricultural income.

But this perception is incorrect, as agricultural income has never been an exempt head. Indeed, the confusion can be attributed to the Government of India Act 1935 that remained the law of the land in Pakistan, as provided by the Indian Independence Act 1947, until the first constitution was adopted in 1956. Under the Government of India Act 1935, agricultural income was designated as a provincial subject and it remains so to date. In the Constitution of 1973, item 47 of the federal legislative list in the fourth schedule speaks of “taxes on income other than agricultural income”.

Hence the National Assembly cannot legislate to tax agricultural income unless it amends the Constitution. If a subject is not listed in the federal and concurrent legislative lists, it falls in the provincial domain. If parliament cannot tax agricultural income, it cannot declare it exempt either.

Hence it was the responsibility of the provinces to legislate on this subject and implement the law. This was not done and as the constitutional implications of the matter were not understood the debates were confused and produced no results. Nonetheless, public debate on the issue led to the constitution of many bodies including three famous ones — the National Taxation Reform Commission (1986), National Commission of Agriculture (1988) and Committee of Experts on Taxation of Agricultural Incomes (1989) — to address the issue. None of them could formulate a clear position on this vital issue in our national economy. Ultimately, however, and probably in the wake of pressure from the IMF, our main aid-giver at the time, provincial laws to tax agricultural income were enacted in 2000.

Specific rules to implement the law were formulated by relevant agencies but the law is still to be implemented. This is proving to be a formidable and uphill task. The law provides a broad framework but to implement it more specific information is needed. For instance, the law provides a clear definition of agricultural income and the procedure to calculate taxable income, tax liability and claim of credits for ushr, water rates and mark-up on loans. But without proper statistics and a digitised cadastral survey of the land in question, it is virtually impossible for the tax collector to determine the number and size of farms in a potential taxpayer’s possession and calculate the amount of produce to be taxed.

What actually comprises agricultural income? Agricultural production as per the Economic Survey of Pakistan has two aspects. One is crop agriculture and the other relates to livestock. But income from crop agriculture is conventionally perceived to constitute agricultural income although this is only one component.

In 2006-07, total farm commodity production stood at 20.9 per cent of GDP. Crop agriculture’s share in the mix was only ten per cent whereas livestock contributed 10.4 per cent and the remaining negligible share came from fishing and forestry (0.3 per cent and 0.2 per cent respectively).

The 2006-07 Economic Survey defines livestock as follows: “Livestock is an important component of Pakistan’s population since 30-35 million rural population is involved in livestock raising. Average household holdings are 2-3 cattle/buffalo, 3-4 sheep/goats and 10-12 poultry per family which contribute 35 to 40 per cent to their income”.

Since the Economic Survey is silent about dairy and related farm production, one can well imagine from the above information how scant will be the taxes yielded by the livestock sector. Much of the milk produced is being consumed by households themselves as part of their regular diet. With most households living at subsistence level and their incomes from the sale of milk barely exceeding the minimum exemption level for tax purposes, there can hardly be an improvement in total tax collection under this head.

As regards crop agriculture, total available farm area is around 50.4 million acres and the total number of private farms stands at 6.6 million, of which 95 per are under 25 acres. Sixty-three per cent of the farm area comprises farms less than 25 acres in size. Obviously, the individual owners of these farms would not be able to contribute much in terms of tax revenue.

The break-up of the remaining farms and areas is as follows: 16 per cent of the area and four per cent of the number of farms have sizes ranging between 25 to 50 acres; ten per cent of the area and one per cent of the farms have sizes between 50 to 100 acres; three per cent of the area and less than 0.5 per cent of the number of farms have sizes between 100 to 150 acres; and eight per cent of the area and less than 0.5 per cent of the number of farms have a size above 150 acres (www.statpak.gov.pk).

Only agriculturists with landholdings above 50 acres have the practical potential to contribute to income tax if the law is implemented scientifically and properly. However, the majority of the big landlords derive their assets and power from their links with the poor and disempowered people living on their lands. The economic and non-economic dependence of the poor on the landlords confers social, political and even spiritual clout on the landholders. They make money from ‘other’ sources as well. However, these ‘other’ methods are not the exclusive domain of landlords. Some senior bureaucrats and members of the business community outdo them on this count.

Although the provincial contribution of revenue from agricultural tax has stagnated for the last three years at around Rs0.9bn, it can be enhanced phenomenally by implementing the existing law. But that calls for clearing up the ambiguities that characterise our policies on land reforms and empowerment of people. Rationalisation of farming methods is also of the utmost importance.
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