Taxing farm income


THERE are so many exemptions in Pakistan’s tax regime that it has come to be regarded as a grossly inequitable system. The farm and the services sectors are under-taxed. These have kept the tax to GDP ratio perpetually under than 10 per cent mark despite the fact that in the last eight years tax collection has gone up from Rs346bn in 1999-2000 to Rs835bn in 2006-07. According to one rule of thumb estimate effective taxation of agriculture income and imposition of capital gains tax on short term stock trading and real estate investment can raise at least an estimated Rs200bn which, it is believed, would take care of much of the budget deficit.

Both the agriculture and the services sectors are under-taxed though they together account for nearly 80 per cent of the GDP. The provinces collect less than Rs1bn from tax on farm incomes while agriculture has a share of about 20-21 per cent in national income. The big landowners and the privileged in the capital market and the real estate business have made it impossible for any government, even the military-led ones, to bring them under the tax net. The arguments used to defend tax exemptions and incentives are many and some of them appear to be even weighty enough. But no one has so far contested the validity of the argument that if income of salaried persons (who stand to lose their job for any number of reasons) could be taxed then why a farm owner should be given exemption just because he may lose the next crop for want of rain or because of a pest attack.

The issue of taxing agricultural incomes has been debated for so long and reiterated so many times in this country that it has now started sounding like a seasonal cliché — a formality that has to be articulated from time to time but not acted upon. The same is being said again by the official economic managers and the IMF advisers. What is their purpose? If those managing the economy were all that sincere about the proposal why did they not do something about federalising this tax collection in the last eight years when they had the backing of a military regime. The IMF’s intent is even more suspect. So far it has not been able to persuade the rich countries to stop giving massive subsidies to their farm sector which is used as the clincher argument against levying tax on income from agriculture in developing countries. All said and done, the incoming government would be well advised to look into this issue and work out a tax regimen on agricultural incomes that is equitable, economically feasible and fair.

