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CHAPTER I 

IliTRQDUC'I'IO. 

The present study ls an att .. pt to reYlew the litera· 

ture on the tax burden on lDdiaD agriculture. It alao 

reYiewa the proposals made ia order to reform the exiatiD& 

tax structure oa the agricultural sector. The aeecl £or 

eatiatiag the tax b'ardea oa the agr1 cultural aector ia 

India waa first emphasised by the Taxation BDquiry Coaadssioa 

(19S)-54). 1 _With the beg1maiD& of the plauiD& era of the 

Indian economJ, the States of the lDdiaa UDi• realised the 

dire need of re•ources for the l•plementatioa of plaa targets. 

Since taxation of agriculture is under the Jurisdiction of 

the States, it was essential to fiad out whether there existed 

any scope for mobilising additional resourcea troa the agri• 

cultural sector through taxation. For this it was aeceaaary 

to ex•ine the burden of the exiatiD& taxes oa the agricul• 

tural sector. The Taxation Enquiry Commission pointed out: 

•xa these circumstances aDd particularly in the view 

of the financial need of the State Goveruaenta ia the context 

of the 1mplementatioa of their development scheaea, a 

majorit y of which are for the benefit of rural areas, it ia 

difficult to envisage any real substitute £or land revenue. 

The States realize about 70 crores from thia source, and 

no alternative method which baa ao tar been suggested ia 

1 
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likely to yield a revenue which even appro21aatea to tbA~ 
figure. This as we have indicated makes it all the .ore 

iaportaat to exa-ine whether by and large the present levels 

of assessment of land reveaue repreaeata an undue burden oa 

the agriculturista.•2 

Apart from the need of raising additioaal reaourcea 

tor plan purposes, several other ar~aeata have beea .. de 

for special tax treatment of the a¢cultural sector Just 

because it ia agriculture. Tbua, the classical ecoaoldats 

considered taxatioD of agricultural reDt for thr .. reasons. 

Firstly, a tax on rent ia Dot ahiftable. The underlyiD& 

idea was that an overcharged tenant would llOVe away net • 

the laDdlord will have to bear the full burden of tax. Aa 

Ursula Hiekal has pointed out, thia aigbt have beea quite 

true in the English conditions, but ia wbollJ inapplicable 

to the Indian condi tiona. Ia a country like India, where 

the prevalence of acute laDd hunger results 1n severe 

~ompetition for crop-shariag contracts inspite of the insecu­

rity involved in it, it is difficult to envisage that a taz 

on landlord would not be shiftable. SecondlJ, rat is coaai• 

dered to be an 'unearned income'. To quote J.S. M111, 4 

ftthey (the landlords) grow richer, as it were, ia their 

sleep, without workiag, risking or eoonomia1na•.5 But, aa 

H. P. Wald6 baa pointed out, this is likely to be the case 

with l andlords who own land in urban or suburban areas rather 

than agricultural land. Thirdly, land ea~d rent owla& to 



ita 'indestructible qualities'. ModerD technolo&J baa 

shown that the original indestructible qualities of land. 

have little part to pla7 in increasia& productivitJ of laad. 

Therefore, much of tae reat oa land ia actually ·return oa 

capital iavested ia order to briag about iaproYU\ellta oa the 

lancl and aaiataia them. "Pure rent•, wherever it eotlats, is 

iaextricably mixed with iaterest oa capital investaeat. 

This fact has refuted the arguaeat ot J.S. Kill that the 

landlords "grow richer 1a sleep, wi bout workia&, riakiD& or 
. 

econoiDiaiag". 

The leo•clasaical ecoao.tsts considered it desirable 

to clistinguiah between incoae •earned' and incoae 'une&rDed 1 , 

a distinction approxiaati ag the econoai call7 aeaaingtul 

distinction between labour income and propertJ inco•. Oil the 

basis of this diatinction, given tvo equal 1acoaes, the one 

w1 th larger property incollle coaponat will have to be taxed 

•r• than the one with larger labour b1co• coapoaent. Oa the 

basis of this principle, agricultural sector can be heavilY 

taxed only when it is proved that the property iacoM coapoDeat 

of the agricultural incoae is Aigher thaa that iD the DOD• 

agricultural income. Durin& the period 1955·58, the ratio of 

wage-bill to value- added in the agricultural sector ia India 

vae estimated to be 42 to 53 per cent and ia the industry alld 

mining it was 40· 42 per cent.? This data shows th4t the 

property income component in agricult ure i e aot higher as 

compared to the one in non~agrlcultural s ector. Therefore, 
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on the basis ot discrlmlnatloD betweea labour lacome aDd 

property income, heavier tazatioa of agriculture as such 

does not ae .. te be Justifiable. 

The Marxists bfive a &eneral anti •a&ric.ultural bias. 

Aceerdlna to th .. , the iaveetible surplus aceuaulated by the 

landlords in the form of rent, interest and out pat ot the 

~paid serf-labour should be seised by a revolut1onar.r govern­

ment and further, resources should be extracted froa the a&ri• 

cultural sector to be invested in the lndu•trlal sector. Tbia 

ideolo&r resulted in •collectivi zation' and 'exploitation' of 

t he agricultural~ector under the Rusaiaa and East Buropeaa 

plana. RaJ Kriabna8 baa remarked that on a purely logical 

level, the Marzista• view is tully rationalizable. 

•In the early stages of development the goveraaea~ in 

ftearch of investible funds, should tax eurplusea••ezceaeea ot 

income over aubsietence-~beavily and pro&reselvelJ vbereYer 

they happen to be in that stage. Since they happ.a to be 

w1 th tracll tlonal landlords and moneylenders aa a result ot 

previous accumulation they have to be taxed there. But it 

they happen to be with a pre-revolutionary non-agricultural 

bourgeoisie they have to be taxed equally. The· obJect of 

devel opmental taxation auat be Mll surpluses and aot agricul• 

tural surpluses alone .. " (RaJ lrishna, op. u1t~ , p. 1S9S) 

The non-Marxi st developaent economists aleo a•staned 

a special role to the agricultural sector 1D the context ot 
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economic development of a country and this role has beeza 

emphaalsed by the advocates of havier taxatioa of lndiaa 

agriculture. !he difference between the .Marxist and the 

non-Marxist is that the foraer belined ia contiscatioa aDd 

the latter in indirect methods like taxation aDd price 

policy. Historical experience of the preseat•da, developed 

countries show that agricultural sector has played a crucial 

role in the development of industrial aector · (wbich la con• 

aidered to be the enpne of deYelopMat) byl (1) provldlq 

food and raw ·material; (2) proYldiD& a market. for goocla 

produced in the industrial sector; and (3) provlcllq labour 

and capital.9 This baa also been the experieace of the 

present-day developed countries the developmeat. of which la 

the result of deliberate policy measures undertakea bJ their 

go v eruent s. 

Different methods were adopted by governments to 

transfer resources fro• the agricultural sector to the 

industrial sector depending upoa the political milieu which 

existed in the country. Countries like Russia and Cblaa 

adopted extreme meaiJUres of · extortion which are uasultable 

for a democratic country like India. The Japaaese econoar 

adopted a system of heavy land taxation, a ayatea similar to 

the one prevail ing in India and that is wby the exaaple ot 

Japan is often cited ln the context of India. It la pointed 

out that land taxes in Japan contributed about SO per oat of 

the total revenue in the 1S80a••the period of initial dave• 
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lopaut of the economy. OD the contrary, in India contribu­

tion of land revenue to the total revemae ot CeDtre and State 

governments in the tirat plo waa oaly 9 per cent aacl baa 

been on a declinlas trend since thea. 10 P.reaentlr it ia 

barely tw per cent. 11 Thia iapliea that the . Indlaa •t~i­
cultural sector haa not plared the special role it ia nppoeecl 

to plq in the eoatext of ecoaolde developaeat. Therefore, 

it ia suggested that Indian a¢culture abould be abject to 

heavier tuatton aa was done by the Japaaeae governaent. 

RaJ Krishna baa refuted the above arsw-ent. He baa 

stated that thla &r&Qment ia not applicable to the Indian 

economr due to historical reaaone. When the Britiah Govern­

ment in Inclia systematised land revenue in the rear 1793 

with the Permaaut Settlement, ita coatributioa to the total 

tax revenue waa 6S·70 per cent. The figure continued to be 

the same till the first half ot the nlneteotb century and 

came down to one•third by end ot the ce.Dttli'J. At the be&iDD• 

ing of the Second World war the ahare turtber reduced to one· 

sixth or 17 per ceat. By the rear 19Sl•S4, it waa only 9 

per cent . Correapondin& fi&urea for the Japueae eoonOIIJ 

are: in lSSoa the contribution of land tax to total revenue 

was around So per cent, on the eve of the Firat World war it 
vaa 40 per cent, and in 19l0a it waa 11 per ceat. 12 Thua it 

ia evident troa the above data that the trend in tbe ahara ot 

lancl tax in both India and Japan is aore or lese eillilar. The 

difference between the two couatrlea is that reaourcee 
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mobilized through land taxes in .Japan were utilised tor 

financin& .Japanese induatriea, whereas resources aobiliaed 

by land revenue_ in India were utilised to finance Britiab 

industries located ia Britaia. Heace at the ti .. o.t 

Indepeadence, India inherited a totally exploited agriculture 

which needed revitallain& before it could be taxed once again. 

Another difference that can be pointed out between India and 

Japan ia that in Japan, despite heav7 taxation ot agriculture, 

with feedback trom industrial deYelopaent, .Japaaese agricul­

ture made a reaarkable progress on technological front. -In 

the ease of Indian agriculture, there w~• no such feedback 

as development or Indian induatrJ wae almost inaicniflcallt. 

Indian agriculture therefore, reaained stapaat on techno• 

logical front, and was drained or ita resources. 

Tbia historical fact indicates that Iadiaa agriculture 

had finlehed plaJiD& ita 'special' role in the coaten of 

economic development, thougb not of India'•· After Independ• 

ence, the policy•makera were faced with aa exploited a;ri• 

culture aad under-developed industrial sector. Th•retore, 

the 'special' role could aot be expected fro• &&rlculture ia 

the immedi ate poat·Iadependence period. Clearly, tbe way to 

mobilize resources ia, aa auggeated by RaJ lr1abna, ia to tax 

aurpluaea wh!revtr theY happ'l to be. 

In general, the "leasora• - trom the historical experiences 

ot Japan, Russia, China t ••• including the 19th Century India 

(where an attempt was made to altar land taxea conrormin& to 



the principles of economic theory - is considered as one 

of the greatest attempts in history, which failed) ia that 

one cannot recommend policy guidelines which will be appli• 

cable to the developing countries in general or any one 

country in particular. Ae R.M. Bird1) baa stated, •each 

historical instance appears, on close examination, to be 

complex and unique in many important respects. This, perhaps, 

is the real lesson of historical experience ot present•day 

pol1cymakers.•14 

Lastly, a case for heavier taxation of Indian agr1• 

culture is made on the grounds of inter-sectoral equitJ. It 

is often asserted that Indian agriculture contributes lesser 

proportion of ita (sectoral) income in the fora of taxes (both 

direct and indirect) as compared to the contribution ot non· 

agricultural sector. In the year 1951·52, agricultural sector 

contributed only one per cent of income originating in the 

sector in the form of direct taxes and in the year 1974·75, 

0.6 per cent. The correspondiQg figures tor the non•agri• 

cultural sector are 4.1 per cent and 5.8 per cent reapec· 

tively. 15 Regarding contribution in the fora of indirect 

taxes, estimates of Ved Gandhi, E.T. Mathew and S.L. Shetty16 

show that the agricultural sector's contribution was auch leaa 

as compared to that of non-agricultural sector. 

Inter-sectoral equity in tax burden is said to exist 

when the proportionate tax burden, i.e. 1 ~stiaated tax pay• 

mente divided by estimated taxable capacity~l7 is equal tor 
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dif f erent sectors in the ·economy. Raj lrishua has deemed 

this concept to be superfluous as it is operationally un• 

yielding. A 'sector' is neither an income•earatng nor a 

tax paying entity for fiscal purposes as other tax•payiac 

entities like individuals, families and tiras. If the tax 

system is an equitous one which honours the principle of 

horizontal equity, i.e., all tax·paying entities with equal 

incomes are given equal treatment, irrespective of the sources 

of income, and vertical equity, i.e., higher incomes are 

taxed on a progressive scale, then the concept of inter­

sectoral equity for fiscal authorities to fUrther increase 

total equity in the system proves to be t.lselees. Clearl7, 

this implies that a case cannot be made for heavier taxation 

of agricultural sector or, for that matter, any sector, on 

the grounds of inter•sectoral equity. 

Thus, it is seen from the preceding discuesioD that 

none of the arguments put forward are able to make a soUDd 

case for heavy taxation of agricultural income just because 

it i s agricultural. Nevertheless, a case can be made for 

col lecting larger tax revenue ~magricultural sectiona 

only if it i s proYed that the varioua income groups in tbe 

agricultural sector are under•taxed as compared to the corr· 

esponding income groups in the non•agricultural sector. 'l'hia, 

in other words, is merely an effort to increase horisontal 

and vertical equity in t he t ax syst... Such a situation is 

likely to arise only when i ncomes from different sectors are 



10 

treated differently for fiacal purpoeee, aa ie done eo in 

our country. Taxatioa or a¢cultural iacoaea is the aole 

prerogative of State Govei"DDIttnta, whereae taxatioll of AOD· 

agricultural incoaee fall• UDder the juriad1ct1on of Central 

GoverDaeDt which baa resulted in difference• ln tax burdena 

on tu•payiug entities UDder the two aectora aad 8180 aa 

between different Statea. Ia tbe followiac chapter, a review 

will be aade or the atudlea which have aade at~upta to 

estimate the tu•burden on the aarlcultlll"al aecwr 1D llldia. 
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CBAPT!R II 

TAX BORDER 01 AGRICULTURAL SECTOR : 
A REVIEW OF STUDIES 

In the present chapter we shall look into the studies 

conducted to estimate the relative tax burden on the agri­

cultural sector via•a•via the non-agricultural sector in 

India. 

After the study by the Taxation Enquiry Committee(TBC)1 

2 such a study w~s first conducted by I.S. Gulati. He 

considered it to be essential to take account of agricul• 

tural taxation separately while analysing the tax burdens 

for two reasons. Firstly, vhi ch is more important, a dis· 

tinction is made between the tax bases as per their sectoral 

origin by the direct tax system in India. Secondly, the 

'special' role the agricultural sector has to play in the 

context of economic development of the country. 

Gulati came to the conclusion which is same as the TEC's, 

that agricultural households below the expenditure level 

Ha. 3,6oO per year cannot be said to be under-taxed as compared 

to t he corresponding group in the non-agricultural sector, but 

t he househol ds in t he agricultural sector above the expenditure 

level of Rs. 3,6oo per year can be definitely said to be under· 

taxed as compared to the corresponding households in the non· 

agricultural sector and "this advantage which the agricultural 

households enjoy increases with i ncrease in incomeft.l 

12 
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Although this study was not a detailed one, Gulati 

emphasized certain points and facts which it ia essential 

to take into account while conducting a study of thia nature. 

Firstly, he objected to K.N. Raj•s4 view that the agricul· 

tural sector should be made to bear the burden of additional 

taxation in the Third Plan because most of the additional 

burden of taxation in the period 1952·53 to 19S7·S8 waa 

borne by the non-agricultural sector. The first objection 

raised is that it is technically wrong to identify the rural 

sector as agricultural sector (aa Raj did) because 15.4 per 

cent 5 of the ~al population was non-agricultural. Such an 

identification would result in substantial under•stateaent of 

the tax burden the agricultural sector has actually to carry. 

Secondly, comparison in aggregative terms overlooks the 

important fact that two sectors having different coefficients 

of distribution ot income within the sector, which result in 

different tax collections given the same progressive rate 

structures. Thirdly, the two sectors in India are subject to 

different types of taxation··the agricultural sector is subject 

to a proportional tax system whereas the non·a~cultural sector 

is subject to progressive tax system. This implies that even 

if income distribution in the two sectors was same, it would 

have resulted in different tax collections. For the above 

reasons it is not appropriate to impose a heavi·er burden of 

taxation on the agricultural sector just because as a sector, 

the burden borne by it is less when compared to the non· 

agricultural sector and thereby attain inter-sectoral equity 
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which seemed to be the intention of 1.1. RaJ. It ia only on 

the grounds that certain sections of the agricultural sector 

are under~taxed (households above the expenditure level of 

as. ),6oo per year) when compared to the correspondiq 

sections in the non-agricultural sector. that there does 

exist a strong case for heavier taxation of certain agricul· 

tural sections. In short, Gulati showed that an intraclasa• 

intersectoral analysis of tax burden ia meaningful than a 

mere intersectoral analysis of tax burden. 

The study by B. Groves and M. Madhavaa6 also affirms the 

meaninglessness of a mere interaectoral analysis of tax 

burden in an odd way. Their estimates tor the year 196o·61 

revealed that the agricultural sector was over-taxed aa 

compared to the non•agricultural sector. But the point worth 

noting is, that if agricultural labourers and their incomes 

were excluded from the estimation. the •non-agricultural 

sector bears a much heavier burden than the landownin& class•? 

So the authors suggested that the tax structure for the agri• 

cultural sector should be formulated in such a way so as to 

place the burden mainly on the landowning class as the agri· 

cultural labourers paid a greater percentage of their income 

as taxes. 

The first detailed and comprehensive study in thia 

field was conducted by Ved P. GandhiS (1966) which is con• 

aidered to be a pioneering work. We shall try to look into 

his methodology in brief. 
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In order to find out the actual tax burden on a sector 

revenue from every major Central and State tax (direct plus 

indirect) ia allocated between agricultural and non•agricul• 

tural sectors. The per capita income of the sector is taken 

to be the index of taxable capacity. Given the actual tax 

burden and taxable capacity of the sectors, there are four 

different ways of finding out which sector ia relatively 

under• taxed. 

The first two measures are the ratios of taxes per 

capita to income per capita and taxes per capita to income 

minus subsistence per capita. In the year 196o·61, accord!~ 

to the former measure the average Indian farmer paid 5.6 

per cent of his income as taxes (direct plus indirect) while 

the average city dweller paid 1) per cent. According to the 

latter measure, in the same year the proportion for the 

farmer was 1).4 per cent whereas that for the city dweller 

waa 26.6 per cent.9 Gandhi has considered these measures to 

be quite crude, as sectoral income per capita, which is Just 

an arithaetic mean, does not give the true picture of the 

taxable capacity as it tends to hide the incomes at tbe 

extreme ends. In other words, it fails on vertical equity 

front, i.e., it fails to give ftunequal treatment · to persona 

in unlike circumstancesft. Gandhi has devised the following 

two measures so as to conform to the principle of equity in 

both horizontal and vertical aspects. 
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The !irst measure, known as the •tirat approxiaatioa• 

is as follows: 

t 
B • -------., 

(I - s)8o 
(1 < e0 < 2) 

where, B • burden OD the sector 

t • taxes per capita in the sector 

I • income per capita in the sector 

S • subsistence per capita 1D the sector 

e
0

• desired degree ot progression. 

Gandhi has cho~en the value ot e
0 

to . be 1.5, which he felt 

to be intuitively more reasonable.10 

Given this measure relative tax burden will be aa 

follows: 

B • -------t~'~-----a • 
(I • S ) 0 

a a 

subscripta 'a' and 'n' relate to agricultural aDd non•agri· 

cultural sectors respectively. It 8
8 

• B
8

, thea 

• (Y • S ) 0 
a a 

• 
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ta/t
11 

can be said to indicate 'relative tax burden' and 

• (I • s /Y - S ) 0 the relative taxable capacity. !eti• a a n n 
~tes10 for the year 1950·51 ebow t,/t8 to be 0.211 and 

(I a • S,/Yn • S
11

) eo to be 0. 511. 0. 211 < (0. 511)1• 5 • 0.)65. 

These figures show that the relative taxable capacity 10.)651 

was greater than the relativft t~x bur~en 10.211', implying 

that the agricultural sector was tmdertaxecl. U 

The second measure known as 'second approximation' 

is a comprehensive one which takes into consideration vari· 

ables that affect the taxable capacity of a sector. !he 

measure is as follows : 

t - g 
B • e • (1 < e0 < 2), 

f(f, i', i, w) o 

where g. government expenditure per capita, 

y. (I • S), 
-w • wealth per capita, 

i • index of income inequality in the sector, 

w• index of wealth inequalitJ 1n tbe sector..~·-

The denominator is given in a functional tora, i.e., the 

taxable capaci ty of a sector is a function of th~ weighted 

sum of t he variables included. 

Deploying the above two measures Gandhi haa come to a 

conclusion that despite the limitations of data there ia 

enough evidence t o indicate existence of inequitJ between the 

agricultural and non-agricultural sectors. The inequity ia 
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not only in favour of the agricultural sector, but it baa 

been increasing over the time period 1950•51 to 1961-62. The 

following are his main findings. 

1. In the year 1950·51, the agricultural sector in 

India paid Rs. 186 crorea in the form of taxes (direct and 

indirect) while the non-agricultural sector paid Rs. 391 

crores. For the year 1961·62 the respective figures were 

Rs. 381 crores and Ra. 1095 crorea. It means that in 1950·51 

non-agricultural sector's tax payments were twice the agri· 

cultural sector's and in 1961·62, they were thrice. Gandhi 

is· of the opinion that this gap must have increased in recent 

years. 

2. In 1950·51, 3.6 per cent of the income originating 

from the agricultural sector was paid as taxes while the 

corresponding proportion of the non-agricultural sector vas 

8.8 per cent. For the year 1961·62, the respective propor• 

tiona were 5.9 and 13.2 per cent. Thus in both the years the 

average tax rate in the non-agricultural sector was double 

that of the agricultural sector. Gandhi is of the opinion 

that a similar situation prevails even today. 

3. Agricultural sector paid 11.6 per cent of ita addi• 

tional income as taxes whereas the non-agricultural sector 

paid 20.6 per· cent during the period 1950·51 to 1961•62. 

4. As regards per capita tax burden in the two sectors, 

in 1950-51, per capita taxes in the agricultural sector were 
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Rs. 8.0 as against Rs. )6.0 in the non•agricultural sector - - . 

the difference being four and a halt times. !his inequality 

widened to five and a third times in 1961•62. In the light 

of increased taxable capacity of the agricultural sector owia& 

to Green Revolution, this difference between per capita tax 

burden is expected to widen further. Abolition of land revenue 

in certain States and reduction or land reveaue burden in 

some other States must have further added to the alread7 

existing inequity in the per capita tax burden. 

5. Regarding ineqity as between similar incoae 

groups under the two sectors, it was found ~at the rural 

households belooging to all brackets of the lower income group 

paid lesser proportion of their income as taxes, aa compared 

to their urban counterparts. In 1952·53 urban households in 

the income bracket Rs. 1200·1600 per 7ear pa.id 5 per cent of 

their income as taxes as against ).2 per cent paid by the 

rural households belongiQg to the same income bracket. Siailar 

situation prevailed in the case of higher income groupe also. 

For t he same year, urban population belongina to income 

bracket Rs. 1800•)600 per year paid 5 per cent of their income 

while t he corr esponding group in the rural sector paid ).6 

per cent. Gandhi i s of the belief that this inequity &moDI 

the lower income groups must have increased since the year 

1952·53 due to the i ncreasing role of indirect taxes which 

generally fal l on the monetized consumption of the urban 

sector. 
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6. The upper income group of the agricultural sector 

paid about 6.2 per cent of ita income in taxes whereas ita 

counterpart in the non-agricultural sector paid 20.5 per cent 

in the year 1952·5). For the year 1961·62, the respectiYe 

figures were 6.6 and 17.S per cent. Gandhi baa observed that 

the interclass inequity between upper income groups baa been 

much more serious than in the case of lower income groups. 

The conclusion Gandhi has come to is that the agri­

cultural sector has been undertaxed and continues to be 

undertaxed and •all income classes in the agricultural sector 

have enjoyed a tax advantage over their counterparts in the 

noa·agricultural sectorft. 12 Gandhi is basically of the Yiev 

that the agricultural sector should contribute a greater pro­

portion of ita (sectoral) income because of the 'special' 

role it assumes in the context of economic development. But 

for the fact that the Indian agriculture is relatively poor 

(the per capita income in the agricultural sector is lower 

than that of the non-agricultural sector), a case cannot be 

made on ~ priori grounds for im~sing heavier taxation. A 

case had to be made on empirical grounds which Gandhi seems 

to have made. 

Ved Gandhi's study has been severely criticised by two 

authors--Mi chael Lipton13 and Raj Krilhna. Lipton has totally 

disagreed with Gandhi 's argument that the agricultural sector 

in India has been undertaxed as compared to its taxable 

capacity. He has contended that in fact the agricultural sector 
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has been overtaxed both in absolute and relative terms. The 

r eaaon for Gandhi arriving at a conclusion, that the agrlcul• 

tural sector is undertaxed is, in Lipton's view, the fallacious 

procedure Gandhi followed. 

Lipton, like Gandhi, has made an estimate of the tax• 

able capacity bf taking into consideration factors auch aa 

income minus subsistence and wealth and income distribution 

within the sector. In order to take into consideration the 

income distribution within the sector, Lipton has taken tbe 

approximate di a'ri bution of income in · the rural aad urban 

India percentile-wise. Gandhi has adopted the alternative 

metbod••taking an indicator of 8D OYerall diatributiOD of 

income such as Lorena coef£1 cient ~ which ia taken into 

account separately from the sector's per capita income as 

an independent determinant of taxable capacity. Lipton con· 

sidered this method of Gaadhi as highly unsatisfactory for 

two reasons. Firstly, an overall indicator such as Lorena 

coefficient takes little account of really high (and really 

t axable) incomes on the income scale. The second, and the 

more fundamental, is the weighting problem. Lower per capita 

income and greater degree of equality in the sector should 

reduce taxable capacity of the sector. But in Gan~1i'a 

analy3is they tend to increase the taxable capacity. This 

is because , Lipton has pointed ou.t, Gandhi hae followed a 

natural bu.t fallacious procedure. Gandhi hae estimated rela· 

tive taxable capacity in the followiag way: 
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where, t • taxable capacity, 

1 • value of Lorena coefficient, 

i • sectoral per capita income, 

o(_ ct ~ • linear weights, and 

subscripts 'a' and 'n' relate to agricultural and non•agri• 

cultural sectors respectively. 

1/ln ia less than one due to existence or creater 

income equality in the agricultural sector as compared to 

the non-agricultural sector, tor greater the income equality, 

smaller ie the value of Lorena coefficient. ialln is aleo 

less than one due to lower sectoral per capita inco•• 1D the 

agricultural sector as coapared to the non-agricultural 

sector. Gandhi '• estimates show the ratio lJln to be greater 

than the ratio i/in. With a greater weight given to 1,/1
0 

and a smaller weight to l.fl
0

, it results in increasin& the 

taxable capaci ty of the agricultural sector, where in fact, 

with both la/ln and iafin being less than one, it should 

have reduced it. Li pton has stated that this odd result 

·•that rel at i vely lower per capita income and gre~ter equality 

of incomes resulting in increasing the taxable capacity or 

the sector••coul d have been avoided if non-linear weighte 

were used instead of linear weights. But, Lipton remarke 

that t hi s would have been quite arbitrary and also, the 

problem of a s ingle coeff icient concealing hi&h incomes would 

remain unsol ved. 
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Lipton, like Gandhi, assumed the value of the expo· 

nenti al as 1.5, taking it for granted that progressive 

taxation is the norm in a country like India aiaing at redUc· 

ing the income disparities. Findings of Lipton are given in 

Table 2.1. 

Lipton has concluded his exercise showing that there 

has been a small but persistent resource transfer out of the 

agricultural sector through the tax system (compare col Willa 

7 and 1 of the Table). Lipton claims that such a conclusion 

has been arrived at in spite of makiug assumptions at every 

stage of estimation which tend to overstate the relative 

t axable capacity of the agricultural sector. 

The other eCD nomist who severely criticized Yed Gandhi 

was .Raj Krishna14 who has taken objection to the very method 

of es timating the taxable capacity. Firstly, Raj lriahna 

has questioned the sanctity of the value of e
0 

which was 

chosen by Gandhi as 1.5. It is with this value that Gandhi · 

has proved the existence of intersectoral inequity in favour 

of the agricultural sector. Raj KriShna has shown that given 

the values of relative taxable capacity and relative tax 

burden, intersectoral equity can be shoWD to exist with diff• 

erent values of e • For example, relative taxable capacity 
0 

and tax burden estimated with the 'second approximation' for 

the year 1950·51 turned out to be 0.50 and 0.211 respectively. 

With the value e
0 

• 1.5, t he inequity is of the following 

order: 0.211 < (0.5)1•5 • 0.354. But Raj Krishna has shown 



Table 2.1 : Tax, 'Equity Tax and Implicit Resource Transfer 

- . . - - . . . . . . . . - . - . . - - - . - - . . - . - . 
Year ~!cultural 

-------·······----·· Tax lquity Ratio 
per adjusted (per 
bead taxable cent) 
( Ra. ) capacity 

per bead 

1 2 3 

lon•agricultural 
--------------------Tax lquity Ratio 
per ad.juated (per 
bead taxable cent) 

(Rs.) capacity 
per head 

4 5 6 

Tax per 
head ill 
ayiculture 
i both 
sector a 
paid at the 
same ratio 
to 'equity' 
capacity 
(Ra.~ 

- . - - . - . - . - - - - - - . - - - - . - - - - . --- - --
1950·51 6.3 

1951·52 8.6 

1952·53 s.s 
1953·54 9.3 

1954·55 9.6 

1955·56 10.2 

1956·57 11.4 

1957·56 13.3 

1958· 59 15.6 

1959 ·6o 14. 2 

196o·61 14.4 

1961·62 14.7 

3)7.1 
. 
330.1 

308.6 

34lt.7 

263.7 

272.2 

333.7 

307.6 

361.8 

339.1 

379.1 

349.9 

2.46 

2.61 

2.85 

2.70 

3.64 

3.75 

3.42 

4.32 

4.31 

4.19 

3.80 

4.20 

39.4 1641.8 

45.5 1411.5 

41.1 17)8.1 

40.8 17112.8 

42.3 1816.4 

41.9 1875.7 

48.6 1349.3 

58.0 2082.8 

6o. 7 2373.3 

68.3 2144.) 

75.1 2)65.3 

82.0 2582.5 

2.40 

2. 51 

2.37 

2.29 

2.34 

2. 23 

2.6) 

2.78 

2. 56 

3.19 

3.18 

3.16 

8.2 

8.4 

7.7 

8.3 

7.0 

7.1 

9.5 

9.6 

10.8 

11.5 

12.7 

12.0 

- - - . - . -- -- - - . - . . - - - - - . - - . - - --
Source : Michael Lipton. Transfer of Re!) urcts fro• 

Agrioultyre t o Non·A&ritulturat Activitits: 
The case of I ndia, ~· 2 4. . 
lppearing in Toye J J, op.cit. 



that if the value of e
0 

were chosen to be 2. 24, there would 

be intersectoral equity. Siailarly, it e0 • 2.05 for 1960·61, 

and 2.)2 and 1.72 respectively for 1950·51 and 1960·61 with 

the hfirst approximation•, there would be intersectoral 

equity. Raj Krishna has remarked that Gandhi has succeeded 

in showing that tax authorities in India have been more 

progressive than Gandhi would like them to be. Thua, RaJ 

Krishna has further remarked that the existence of inter· 

sectoral inequitJ remains to be proved unless one agrees 

w1 th Gandhi' a su"bj ecti ve preference for the value of e
0 

• 1. 5. 

The second cri ti ci saa is with respect to 'secold 

approximation' where taxabla capacity t • f(C( r. p.w, "'I •• 8 i). 

o( • f3, ?f, S being the respective linear weights. Since the 

value of concentration ratios (i 1 w) are taken to be leas 

than one, while the range of income per capita and wea.ltb per 

capita is Rs. 70 to Ra. 1650, the effect of concentration 

ratios on the computed index of taxable capacity is negligible, 

whatever the weights may be. Thus the formula does not 

r eflect the effect of inequality which it was designed to 

reflect. Again, regarding this •second approximation' 
1 

the 

point raised by Raj Krishna ia how far is it justifiable to 

sum up two different economic concepts of income and wealth 

with arbitrary weights to arrive at taxable capacitr. Incoae 

and wealth are two distinct economic concepta··the foraer ia 

a flow, the latter, a stock . Because of their different 

t ime dimension there is little justification to sum thea up 
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to estimate taxable capacity. What should have been doae ia 

estimate the taxable capacity of the two sectors taking one 

indicator at a time. Sim1larlJ1 takin& into consideration 

direct and indirect taxes together to estimate the total 

burden, ia incorrect because the objectives behind the two 

types of taxation are different. The agricultural sector can 

be made to pay more in the form of indirect taxes olll.J w1 th a 

change in their consumption pattern and by making industrial 

goods easily accessible in the rural areas. Also, the 

unique relation that exista in the case of direct taxes and 

the taxable capacity need be necessarily exist in the case of 

indirect taxes. 

In another atteJDpt to estimate the tax burden on Inclian 

agriculture, Ved Gandhi15 followed an altogether different 

method. This time Gandhi tried to find out the •aet fiscal 

burden•·-taxes net of subsidies, both open and concealed--on 

the agricultural sector. The open taxes taken into conaider· 

ation were Land Revenue, Agricultural Income tax and Better· 

ment levy. Other direct taxes levied on the agricultural 

sector were not considered as their effect on the farmers 

was negligible. Concealed taxation implies that the taraer 

is taxed in a concealed manner due to the policY measures 

such as: (a) compulsory procurement of foodgrains by the 

Government at controlled prices, and (b) throu&b profit 

oriented pricing as ferti lizers distributed by the Govern• 

ment. Open subsidies mentioned by Gandhi are: {a) subsidies 



on agricultural inputs, and (b) scheme of minillWB support 

prices. The concealed subsidies mentioned were: (l) supply 

of low interest governaent loans to the a&rfculturists; 

(2) supply of cheaper cooperative credit; (3) low irriga· 

tion rates; aad (4) subsidised electricity rates for agri• 

culture. Gandhi has concluded that the burden of opea taxes 

in aggregate terma has declined since 1963·64 and concealed 

taxea have remained more or leas constant. Both concealed 

and open subsidies have increased in aggregate t~s, altho~b 

the latter are an insignificant proportion of total subsidies 

given to the agricultural sector. The main reasons tor 

significant increase in concealed subsidies since 1960·61 

are: (l) large losses incurred on irrigation works and 

(2) trading losses incurred by Government on fertiliser sales 

following 1966 devaluation. 16 

RaJ Krishna seems to be critical of thia exercise also. 

Firstly, nowhere in the literature does Gandhi explain the 

reason for his concept•al change nor doea he make aAJ attempt 

to compare the burdens under the two di!ferent concepts. 

The second criticiam made by Raj Krishna on thia exercise 

is about the excluaion or indirect taxes from the computation 

of tax burden. This has strengthened the argumen~ that 

Indian agriculture is undertaxed because, according to 

Gandhi's own estimates for the period 1950·51 to 1964·65, the 

proportion of indirect taxes to total taxes paid was much 

higher (63·77 per cent) in the agricultural sector to that 
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in the non-agricultural sector (50·65 per cent). 

Moreover, as Raj Krishna baa pointed out the whole 

exercise would have been much aore yielding if a similar 

exercise waa carried out for the non-agricultural sector 

also. Raj Kr·ishDa seems to have a strong presumption that 

the industrial policy measures have enabled the industries 

in the non-agricultural sector to create and maintain an 

oligopolistic position and therefore, realise abno~al prices 

and profits ~ich is the result of heavy protection given to 

them from foreign competition. The concealed benefit of such 

government policy is likely to be very large in magnitude. 

Gandhi in his paper has admitted the limitations of 

his exercise and has indicated further research on the 

subject. It his paper is taken in the spirit of 'search for 

a direction' (which is the title), in isolation from his 

previous study, then the criticism••that the conceptual 

change remained unexplained and comparison of burden under 

the two concepts unattempted··levelled against him do DOt 

seem to be appropriate, althou&h the f ruitfulness ot the 

directi on suggested by Gandhi remains to be seen. 

After Gandhi, S.L. Shetty17 seems to be the only 

author who has made a similar detailed and a systematic study. 

Shetty (we will refer to this study ae Shetty•I) has challen• 

ged the hypothesis that t he agricultural sector is undertaxed, 

which bad come to be accepted as a f act. He has shown that 



the agricultural sector has been overtaxed for the first 

three five·year plana, except for the actual plans. We shall 

look into his methodology in brief. 

Shetty·I finds it essential to place the concept ot 

taxable capacity in a dynamic setting. In order to do so, 

allowance has to be made for • 

(i) 'a permitted rate of increase in the miniaua con• 

sumption requir .. ents (for any or&aniaed society aims at 

certain improvements in ita existing consumption standard); 

(ii) a mi~imal investment rate required for (a) 

protecting the existing production apparatus, lest. it abould 

get depreciated and give reduced iacoae, and (b) facilitatin& 

the increase in the minimum consumption requirementa.•18 

Keeping the above elements in mind, the taxable capa• 

city in per capita terma baa been defined aa • 

t • (I • C ) • 1 • (a • i) • 
where, t • taxable capacity, 

I • per capita income, 

c. • minimum consumption requirement• 

i • allowance for minimal investment, and 

s • potential surplus, which ie (I • C ). • • 

Shetty has estimated the minimum consumption require• 

menta by taking the nutritional requirements ot food. He 

has noted the £act t hat there exists an amount of population 

which is below the sectoral (Y - Cm)• which has to be taken 
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into account separately. So, the modified version of taxable 

capaci ty will be as follows : 

where, T • taxable capacity of the sector, 

I • income of the sector, 

c • actual per capita consumption of bouseholde 
below the sectoral (I - c.), 

P1 • population below the sectoral (I • C•), 

c • estimated per capita ainimua conaumptioa • requirements of the surplus households with 
pop\llation P2, 

I • allowance for investment. 

After estimating taxable capacity in this manner, 

Shetty has shown that evea by making an allow•nce for various 

degrees or progression to take account of the differences 

in per capita capacity and ita distribution; the agricultural 

sector has been overtaxed tor all the first three plana except 

the Annual Plana. The results are presented in Table 2. 2. 

The reason for Shetty arriving at a concluaioa oppo• 

site to that or Gandhi's lies in the methodological differ• 

ences. Firstly, Shetty baa estimated taxable capacity takins 

one indicator, i.e., income, whereas Gandhi baa estimated 

taking t wo indicators--income and wealth alon& with indices 

of income and weal t h inequalities. Gandhi's method ia con• 

sidered19 as a marked i mprovement over Taxation Enquiry Commi• 



Table 2,2 Relative Tax Burden Compared with 
for Progression 

Relative Taxable Capacity••Allowanee 

• . . . . • • • • . . • . • • . . . . • • • • • • • d . • • . . . • • • • . . . . . . . . -Relative Relative taxable capacity (per capita) with varyiq 
Period tax degrees of progression 

burden• ···········-···········-········---------·-·········-····-··· 
(per • • 1 e. 1.5 •• 1.6 • - 1.7 •• 1.8 e • 1.9 e. 2.0 
capita) . . . . - . • . - . . • • • • . . . . • • • . . • . . • • . . • • . . • • . • . . • . • • • 

Firat Plan ).68 5.1) 11.62 1).69 16.12 18.98 22.)5 26.)1 

Second Plaa ).70 4. 55 9.71 11.~ 1).14 15.29 17.79 20.70 

Third Plan 4.09 4.42 9.29 10.76 12.51 14.51 16.S5 19.54 

Annual Plaaa 4.15 2.10 ).04 ).28 ). 53 ).80 4.10 4.41 

• . • ·-· . • • • . . . . • • • • • • • • • • • • • • . • • • • • • • • • • • . • • • . • • 

• Relative tax burden • talta; wber• a • non-agricultural sector; a • agricultural sector. 

• Relative taxable capacity • catca. 

Source : S.L. Shetty. "Intersectora1 ADalyaia of Taxable Capacity ot Tax Burden,• 
IJAB, 1971, P• 240. 

w .... 
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ssion's me thod, in ~ich tax burden is seen as a proportion 

o£ the income o£ a certain section of population, when viewed 

£rom a conceptual angle. Because, money income alone is DOt 

considered to be the sole indicator of taxable capacity. 

Provision has to be made for factors such ae wealth, income 

and wealth inequalities and the miaimum consumption needs. 

All these factors have been taken into acCX)Uilt in Gandhi 'a 

analysis. Yet his estimates have not made a headway because 

(a) unexplained choice ot e • 1.5 and (b) lack o£ appropriate 

data regarding indices of income and wealth inequalities, 

which have led b.la to make 'heroic' assumptions. 

Viewed from the conceptual angle, Shetty's estimate 

can be said to be inferior to Gandhi's, as his estimate does 

not t ake into account the wealth factor while estimatiQS 

taxable capacity. Anyway, inclusion of the wealth factor 

would hardly have aade any difference to hie conclusion, it 

would rather have reinforced it. Shetty baa taken into conai• 

deration the wealth tax, which is one of the aajor direct 

t axes l evied by the Centre with ita in~idence falling wholly 

on the non-agricultural sector, and bas Shown that the non• 

agricultural sector is undertaxed. Inclusion ot the wealth 

£actor would have increased the taxable capacity of the non• 

agricultural sector thus resulting in an increase in the 

extent of undertaxation of the sector. 

Secondly, Shetty himself seems to be critical about 

Gandhi's method of esttmatins subsistence requirements. 
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Gandhi bas taken the income of the lowest 30th percentile 

of population in both the sectors as subsistence. On the 

contrary, according to Shetty, approximatelJ 6o per cent ~r ,. 

the households in both the sectors were below the subsistence 

requirements. Secondly, Gandhi estimated the aubsiatence 

requirements. only tor the year 1950·51. Although Gandhi baa 

stated that •the price factor will be considered later ia the 

analyaia•~O tor the entire part or his euhatantiYe aaalyaia 

Gandhi has kept the subsistence requirement• constant. ~o 

quote Shetty, •sis study does not seem to have withdrawn this 

assumption of constancy in miaiaum consumption requirements 

at any stage in the study. Thia ia surely iaadmiaaible.•21 

Shetty fares better in this respect. Be baa estimated subei• 

atence requirements by taking the nutritional requirements 

making provision tor· price changes from year to year. More· 

over, he has made an allowance for permit tiD& increaae in 

consumption. Alao, his method of taking into consideration 

the population with below the aubaiatence retauireaenta along· 

with its actual consumption separately while estimating 

t axable capacity is surely an improvement oYer Gandhi's 

method of altogether excluding the population below the aub• 

sistence from the picture. 

As regards allowance for progression, Gandhi has abo,. 

the existence Of intersectoral inequity in faYour of agri• 

cultural sector with his arbitrary choice of e
0 

• 1.5, althou&b 

he has stat ed that the value of '•' could range between 1 and 2. 
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On the other hand, Shetty has abowa. the -existence of-later• 

sectoral inequity in favour of non-agricultural sector by 

application of different values or e ranging between 1 aad 

2. This implies that with different metbodolog:l.ea and sae 

. degre~ of progression, different conclusions can be derived. 

Also, same method but different degrees or progression can 

lead to different conclusions. This baa been amply proved 

by Raj Krishna. In Shetty'• exercise too, application of 

e
0 

• 2 to relative taxable capacity in the Annual Plana shows 

' intersectoral inequ.ity in favour of non-agricultural sector, 

and the opposi t- for values less than 2. This shows the 

arbitrariness of the use of different degrees of progr~saion. 

Due to the element of subJectivity enteriDg in the choice of 

the value of e
0

, the existence of intersectoral inequity 

remains to be proved. On the basia of the above studies, 

one c&Dnot say which sector is undertaxed When compared to 

the other. 

P.l. Bhargava22 and A.C. Angrtah2) also have made an 

attempt to compare the burden of direct and indirect taxes 

separately on the two sectors. They have come to the conclu• 

sion that the agricultural sector is grossly undertaxed as 

compared to the non-agricultural sector. Findings of 

Bhargava (regarding dir ect taxes) are given in Table 2.). 

Looking at the t ax system relating to Indian agriculture 

from different nngles ··direct t axes as percentage of income 

originating from the sector, per capita direct taxes aa 



Table 2,3 

)5 

: Tax Burden .. on Agricultural and lon•agricultural 
Sectors 

- - . . - . . - . . - - -- - - - - . - . . - . . . . . - . - . 
Year Agricultural sector 

---·------····-----------Direct Per 
taxes capita 
from A direct 
as" or taxes 
total troa A 

lon·a~icultural sector 

·--------------·--····--· Direct 
taxea 
from 'I' 
as • of 
income 

Direct Per 
taxea capita 
b-oa 'I ' clire ct 
as ~of taxes 
total •• ~ or 

Direct 
taxes 
froa 'A' 
as ~ ot 
income 
froa 'A' tax as • ot ot 'I' tax per 

revenue capita 
of Union incou / 

1 2 

revenue per 
ot UD.ion capita 
IUld inCOM 
State ot 'A' 
Oovera• 
meats 

3 It 

and ot 'I' 
State 
Go vera• 
aenta 

s 6 7 - . - . - . . . . . - . - . -- . -- -- - - - --. -- -
1951·52 1.0 s.o 1.0 4.1 )2.5 4.1 

1956·57 l.S 10.8 1.8 ).It 21.9 ).It 

1961·62 1.5 7.0 1.5 4.8 25.5 4.4 

1966-67 o.a ).1 o.a 6.1 2). 2 6.1 

1971·72 0.7 1.9 0.7 6.) 21.0 6.) 

- - - . . -.. . . . . . . . . -. ---- . --. --- -
'A' • Agricultural sector. 'I' • loa-agricultural sector. 

S9urce: P. N. Bhargava and O.S. Srivastava, Bulletin tor 
International Fiscal Documentation, 1974, p. 6S. 
'Tax Burden on Indian Agriculture•. 

per centage of per capita income in a sector, direct taxes on 

a sector as percentage of total revenue froa Central and State 

taxes··we seem to find that the agricultural sector contributes 

much less of its income to the Bxchequer as compared to the 

non-agricultural sector. Similar are the findings of An&r1ah 

also. But, the method of estimating tax burden adopted by 
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Angrish and Bhargava are extremely crude, ~ithout any allow· 

ances for subsistence requirements, distribution of incoae 

within the sector, etc.. They are a mere comparison of 

sectoral burdens. 

In another paper, Shett124·II has estimated the burden 

of taxes on various income groups in the agricultural and 

non-agricultural sector. !he follovin& are his findiD&s 

regarding direct taxes burden. (Refer Table 2.4): 

1. The lowest income group (below Ra. 3000 per year) 

in the agricultural sector paid a greater percentage ot 

their income as taxes as compared to the correspondin& clasa 

in the non-agricultural sector. This group consisted of more 

than 90 per cent of the rural households and S5·90 per cent 

of the urban households in the period uader study (1952·53 

to 1962·63). 

2. The middle !nco• group (Ra. 3000•25000 per year) 

of the non-agricultural sector in the first period (1952•5) 

to 1953·54) paid 7.5 per cent of ita income as taxea whereas 

the corresponding group in the agricultural sector paid 5.5 

per cent. For the rest of the period the difference in the 

incidence level does not appear to be much significant. 

3. A glaring disparity was observed in the ·case ot 

the high income group (above Ra. 25,000 per year). Thia 

income group, in the non-agricultural sector paid 25 per cent 

of its income as taxes whereas in the agricultural sector 



Table 2,4 : Incidence of Direct Ta~es by Grades of Income, Farm and Ron·farm Sector• 

. . . - - . - . - - .. - . - - ...... - .. - -... -........... --
Grades of 
income 
(Rs.) 

1952·5) to 1953·54 
··--···---··--·-····--
Income 
( Crs.) 

1 

'l'ax Tax 
burden burdea 
(Ra. aa ~ ot 
crs.) income 

2 ) 

- . - - . - - - . . . . • - - • . - - • • 

)000 and lese )676 49.oS 1 • .3 

)001 - 25000 14.96 20.49 1.4 

25000 and above 106 4.6? 4.4 
. • • - • • . - • • • • - . • • • • • . • 
Total • • 5278 74.24 1.4 - . • • • - . • - • • • • -- • - • • .. -

1957•58 to 19S8·59 
···········-··········· 
Income Tu tax 
(era •. ) burden burden 

(b. aa :.\ ot 
era.) income 

4 5 6 - . - • • . • . • . • • 

FARM SECTQR 

"""' 72.74 1.6 

1424 24.42 1.7 

120 8.92 7.4-

- • • • - • --• • • • 
6008 106.08 1.7 

• • • • • • - • • • • . 
!!QI•F6BJI ~EQ:J:{!l 

.3000 and lese 2S90 • • 3785 .. 
3001 - 25000 1461 '1:/.52 1.9 1753 3).65 1.9 

25000 ud above 506 94.38 lS.7 467 12).01 26.3 

. . . . . - - • • • . • . • • • • . - • . • - • • ... • - • • • • 
Total • ,.,,., 121.90 2.5 6oos 156.66 2.6 • . - • • - . • • • • • • • • • • - • • - • • . - • - • • - • • • . 

1961·62 to 1962·7.3 
···················-·· 
Izacoae 
(era •. ) 

7 

Tax Tax 
burden burdeza 
(Ra. aa " of 
era.) incoM 

8 9 ........... - --

5.32S 87.42 1.6 

1785 )0.74 1.7 

145 10.52 7.3 

• • • • · • • .. • . • • -7256 128.68 1.8 
• • • • • • • - • • . • 

4476 • • 

2311 46.40 2.0 

839 152.73 18.2 

- • • -- • - • • • • • 
7626 199.13 2.6 

• • • • • . • • • • . -
Source : S.L. Sbetty, B00nom1c aDd Political Jeeklx, Dec • . l97l, . Rev1ew ot Agriculture, 

Vol. 6.2 

~ 
~ 
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paid only 10 per cent. Percentage of households under this 

income group in the agricultural sector was 0.08 per cent 

and the non-agricultural sector 0.9 per cent approxlaately 

and their share in the sectoral income . . was 2.0 par cent aad 

10 per cent respectivelJ. 

As noted by Shetty, this disparity is of limited 

significance from the point of view of revenue potential 

because of negligible proportion of households and the negli· 

gible proportion of income accruing to these households (2.0 

per cent approximately) in this income group in the tara 

sector. Therefore, if this income group is eliminated t.roa 

the picture because of ita insignificant sise, it cannot be 

said that the intersectoral inequity is in favour of the agri• 

cultural sector. Sbetty is of the view that •since the top 

income group is almost non•existent in the farm sector and 

misleading to include the top•income group in working out the 

average incidence in the two sectors. If this eli~nation 

process is adopted, empirical evidence casts serious doubt 

on the thesis of undertaxation of the farm sector•. 25 

From the studies considered above, it is difficult 

to say with conviction that the agricultural sector is over• 

taxeQ/undertaxed because of two reasons. Firstly, moat of 

these are mere 1nteraectoral analysis and the dubious nature 

of the concept of 'intersectoral equity' has alreadJ been 

examined in Chapter 1. Secondly, the estimation of taxable 

'capacity' and tax 'burden' of sectors present substantial 
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dif!icultiea aDd tbeae .are •aucb more thaD statiattcal•, 26 

althousb statistical difficulties are quite serious. !bia 

results ia the seepiQI ot the el .. eat of aubjectiYitT into 

the aaalyaia. But the studies of Gulati and Shettr·II are 

e~ceptioaa. As they haYe conducted aD iatraclaaa inter• 

sectoral analysis, one can say with a degree of certainty 

that a particular section of the agriculturists ia overt~•~ 

undertaxed. Studies of these types should be conducted with 

much more detail ao that it can be known, with ao.e precision, 

the degree of overtaxatioQ/undertaxatioa. 
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CHAPTER III 

ALTERNATIVE REFORM PROFQSALS 

From the atudiea ot Gulati and Shetty·II it ia observed 

that within the agricultural sector, the lower 1Dcome &rQupa 

are relatively overta~ed ae compared to the upper incoae 

groups. The rea soD behind this lies in the type of direct 

tex system imposed on the sector, which mainly consists of 

land revenue. Few States also levy agricultural incoae tax. 

Land revenue ie basically a land tax levied per unit of land 

which means that it ia a tax proportional to acreage. BeiD& 

a proportional to acrea~e tax, it tends to be reatessive 

to income in nature. £part from this defect which arises 

from the structure of the tax, it is inequitoua on similar 

income groups w1 thi.n the sector for the reason ths.t di !ferent 

States have adopted different b&Bea for assessment of land 

revenue. As these assessments have been rarely revised ae 

scheduled, and if revised, have been done haphazardly, it haa 

further increased the inequity. Apart from this intra• 

sectoral intGrcla3s and intra-sectoral 1ntraclass inequity, 

the land revenue system is inequitous 1ntcr•so1lw1ae. Studies 

conducted by C.H·H. Rao, 1 P.C. Jain2 and D.N. Dwivadl) have 

shown that thG burden of land r evenue is 6reater on lese 
on 

f ertile lands than£fertile lands and on unirrigated lsnda thaD 

on irri gated lands. Lastly, it is alleged that the land 

r evenue system has not been able to tap increased taxable 
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capacity which has resulted from higher prices and Green 

Revolution. In order to remove these defects and to make 

the tax system 110re equitable, various recolllllendat1one have 

come forth, which are dealt below. Recommend~tions made by 

different authors in or~er to improve the present direct tax 

system relating to Indian agriculture can be classified into 

three group~ according to their nature. They are aa tollowa: 

1. Proposals tor cbansea<in the rates of 
present direct tax system; 

2. Proposals for wholly substanutin& land 
revenue by agricultural income tax or 
vice·versa; and 

). Proposals for ·imposing an altogether 
n~ type of direct tax in pl~ce of the 
existing ones. 

We shall deal with each ol: theBe one by oae. 

Changes in the nates of fresent Direct T~x Sretea 

Among the direct taxes levied on Indian agriculture, 

th~ most s1gn1f1eant tax ia the land reyenue, followed by 

agricc.ltural income tax. The significance of land revenue 

is proved by its proportion in the total direct taxes 

imposed on the farmers .:. land revenue f'or11s approximately 75 

per cent of the _burden in the States levying both land 

r evenue and agricultural income•tax, and in the States which 

levy only land revenue, it is almost 100 per cent. Surcbargea 

and other levies account for a negligible proportion. SiDce 
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lc a C/r. eag~ 

the land revenue is a proportionalLtax, it falls heaYily on 

the low income groups, implying that it ia regressive in 

nature. Also, being fixed in amount, it is unable to tax 

increases in taxable capacity, in other words, it ia rigid 

in nature. 

Keeping in view these structural limitations Groves 

and Madhavan4 made the following s~ggest1ona in order to tap 

more re~ources from the agricultural sector for the sake of 

financing the Third Plan: 

1. The existing land revenue rates should be increaaed 

by lO·JO per cent depending upon the last revenue settleaent 

in order to standardiae land revenue rates and to tax the 

increased taxable capacity which, accordin& to the authors, 

is the res~t of increased prices of agricultural · prociuce. 

2. Land revenu~ rates should be doubled for land 

under commercial crops so aa to maintain a firm relationship 

between agricultural income and land revenue rates. Tbe 

authors seem to point out that land revenue abould be related 

to productivity of land with reference to crops. It should 

not be a tax !a tma as the land revenue pr~sently ie. 

J. Surcharge at the rate of half rupee per acre 

should be imposed on landholding exceeding 10 acr,s. While 

recommending this, the authors seem to hava ia mind the 

illegal leases to tenants without sec~ity of tenure by the 

large landholders. But how will this problem be solved by 
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imposing halt rupee surcbar"e i~ nowhere explained. 

4. The authors did not think it worthwhile to •UIIeat 

changes in the rates ot agricultural incoae tax because ot 

its limited usefulness in the situation in wbicb the authors 

put forth their ausgeotione. But, they suggested that tbe 

agricultural income tax abould be merged vi tb the central 

income tax. 

The authors felt that the arguments of equity are not 

applicable to all places at all times. In fact, the principle 

of equity should be sidetracked for this will make ~y.~ilable 

the much-needed ~avinga for development. Despite thia 

feeling, it can be observed from the suggestions put forth 

that the authors very much had in mind tha principle of 

equity, especially when they suggest doubling of land revenue 

for land und~r commercial crops. The authors seem to adhere 

to intc,ra•sf.:ctora.l equity but they do not mind sidetracking the 

principle of intersectora1 equity. This is clear when they 

suggest that it is quite appropriate to tax the agriculturists 

heavily and divert a part of their income to the Government 

for ~ff<!ctive and reproductive use as it was observed that 

tha agriculturists generally went in for conspicuous conaump• 

tion. According to the author•' esti~ates implementation of 

t he above suggestions will bring in additional revenue 

amounting to Ra. 200 crorea. 

In the following year, i.e., in 196), A.M. Khuero5 

put fOrth his proposal so as to accomplish two equall7 



important objectives··m.obilis1n& additional resources and 

bringing about an improvement in the ex1at1og land revenue 

syat... Be seemed to be convinced that the taxable capacity 

of the agricultural sector baa increased 6Dd therefore 

suggest•d an increase in tax burden oa the sector on the 

ground of revenue mobilisation, iatraaectoral and inter· 

sectoral equity. 

Before gi vtng the augg•et ions, lbusro baa made an 

attempt to clarify certain miacOnceptiona. It ie firmly 

believed that land revenue is r•gress1ve ill nature because 

it ie a proport~onal tax••tax per unit of land. In a study 

conducted by Kbusro himself, it was found that farm bua1neaa 

income per acre to be a decreasing function of acreage, vbere 

farm business income is Det profits plus all accruals to 

farmers as a return to family labour, bullocks, other e~uip• 

ment o'Wfled and rental values of land owned. ADcl since rara 
business income is a decraasing funetioa of acreage, land 

revenue becomes a mildly progressive tax. Khusro hae selected 

farm business income to calculate the burden of tax because 

neither gross v~lue of output nor net profits ean be easily 

and more or less accurately calculated in the Indian condltioaa 

which makes these concepts not very illuminatiq. Land 

revenue as percentag4 of farm business income will no doubt 

rise with rise in farm business income, precisely because 

farm busines5 income does not exclude the imputed cost or 
family labour, which forma a hi~ proportion on emall farms 
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and almost negligible Qn big farms. Accepting a concept 

such as farms business income as tax base seeaa to be 

improper as it does not exclude imputed coat of family labour. 

In such a case, value of family labour ia considered to be 

zero (because it is not a paid•out coat) whic:b ia an injustice 

done to the small land owners. 

A three·tier land revenue system was suggested by 

Khuaro keeping in view that land should be the aain basta 

of tax in order to prevent evasion; there ehould be a 

noticeable degree of progression; the tax system should be 

aa simple aa pos~ible; and the tax system should make avoid· 

ance impossible or at least difficult tbrougb aub·diviaion of 

landholdings. Land revenue has been favoured to &&ricultural 

income t&x because, firstly, land revenue is difficult to 

evade as it is obviously visible and secondly, since the 

m~rginal rate of taxation is zero, it encourages increases in 

productivity. The three·t1er land revenue system au&~eated 

is &ti follows: 

1. O·S acres size group will continue to paJ the 

then exietiQg land revenue which ia Re. )/acre on aa average. 

Enhancentent of rates in this land bracket is not desirable, 

as some r~ cent s tudies have revealed that l~ndholdings below 

f iva acr es do not. fulfil the norms of sffi cioncy and surplus 

gAneration. 

2. On the size group 5·10 acres land r evenue at tbe 

rate of Rs. 5 an acre should bo imposed. It is proved to be 



an eeonomic holding and it ie observed that some marketed 

surplus also emerges from this land bracket. Also, Khusro 

has pointed out that the new land revenue rates are aot ao 

high as compared to tb~ old ones to encourag.tt subdi visi'oD of 

holdings, and if at all this phenomenoa occurs, transfer 

duties and registration fees, etc., can be imposed in order 

to discourage subdivision. 

J. On holdings above 10 acres, land revenue at the 

rate of Rs. 10 an acre · should be imposed. 

implementation o£ this tbree·tier system was expected 

to r aise reeourqes amountill,t; to as. 300 crores instead of the 

present Rs. 100 erores. 

Khusro seema to be aware of the obJection which can 

be taken to levyin& land revenue on the s-.11 income farmers 

whose counterparts in the non-agricultural sector &re exempted 

f rom direct taxation. But lbuaro is of the view that theae 

object ions can be met \'chen the followin& are taken into 

account: (a) the diffe rences in tha burden of inciirect taxes 

on t he agricultural ana non·a~ricultural sectors; (b) d1£f· 

erences 1n the cos t of. living on the two sectors; ana (c) 

pos sibility of enh&nced taxation of non•a&ricultural 1ncoaea, 

both t hrough higher rates and lower exemption limits. 

But objection can be taken to these pointe also. The 

objection t o poi.nt (a ) i s that the unique rela~ion•hip which 

exiets between direct t axP. s and taxable capacity need not 

exist in the case of indir ect taxes and taxable capacity. On 

this ground , it does not se~m to be fair to burden the low· 



49 

income groupe of the a~icultural sector vi th direct taxes. 

Secondly, the generally accepted proposition that cost of 

living is low in the rural areas is not always correct. Food 

items are no doubt cheaper, but all the manufactured items, 

education, health facilities, etc., are expensive because of 

the transport, costa involved. 

Later, in 1967, lhusro6 again P"t forth hia suggestion 

for bringing about progression in the land revenue. This 

suggestion is an improvement over tbe previous one just dia• 

cussed in which, apart from auggeating land revenue ratea 

different from the . previous one, for dift·erent land brackets 

the inc~eases in resources raised if these suggestions are 

implemented are osti~ated tor States of PunJab, Bomba7 (Maha• 

rashtra), Andhra Pradesh and Uttar Pradesh. These estimates 

are then compared with the existing collections. 

The suggestion mad• is that the state governments should 

adopt the following land revenue rates with suitable adJust· 

ments for special circumstances: 

1. The existing land revenue rates should be halved 

on the landholding size below c~rtain limite, say five unirri• 

gated (st andardized) acres tb.ereby benefiting a substantial 

proportion of' landholders. 

2. Landholdings aoove the minimum lanill1olding size 

should be divided into not more than three to four land slabs 

so that. there is 3tmpl:tfity in administration and is easier 

to understand. The rates are as follows : 



(a) Holdings bet~een 5 • 7.5 acr•a··existing plus 
2S per cent or the existilll land revenue 
per acre. 

(b) Boldin&• between 7.S • 10 acrea••existlng 
plus )) • ) per cent or exiatiq laad revenue 
per acre. 

(c) Holdings betweeu 10 and above••existlDS 
plus 50 per cent ot existing land reYenue 
per acre. 

Khuaro has cls!m~d the economic and political reaai­

M.lity or these percentages shown in Table ).1. 

Prior to Khuuro, I.~. D. Little7 had suggested a pro· 
. 

gressive structure or land revenue with 'rl land bracketa. The · 

lowest bracket or land size 0·5 acres was exempted from the 

tax and the highe3t bracket of 30 acres and above w£• to pay 

about Rs. 450 pet• year instead of the then current of' Ra. 90 

per year. Kbuaro has ~x~refJBed the feu- that such a sharp 

lncree!lr. in tax amount for holdin.ga above 30 acres _,uld 

encourage bogus sub•d1vis1on of holdings in order to avoid 

the tax. But such a tear can be removed, if ae Little baa 

suggested, a law could be enacted to prevent such malafide 

transactions by risking the ownership r1ghte thereby preventin& 

tax eveeion. Little has further ~~inted out that the highest 

marginal rate of tax s hould be such that, on the one hand. it 

should be unatt :.Mactive to hold much large holdin&a an<i, on 

the other hand, it should be difficult !or the landholder to 

wor k without loee. 
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I•bl! lal S~1 5t1 ng and Pro posed Land Revenue Collections in Selected Statee 
. . . - . . . . . - . . - - - . . - - . . . . . . . -- . . . . . . . . - . . . . . - . . . . . . . . . - . . -
State a Size group llet eow ~ ot ~ ot Exietin& Proposed Total colle c• Total ~ cban£e in 

area in area la.nd· l and l and tion by l and l and r evenue over 
'000 ovoiD& revenue revenue revenue at r evenue Pdstin& 
acree bouse· rates per r at es per exiati n& r ate• proposed r ceipta 

bold a acre acre 
(Ra.) (He. ) (ds. l akha) (Ra. lakha) . - - . . . . . . . . . . . - . . . . . . . . . . - . - - - - . - - . . . . . . . . . - . . -

Andhra 0 - 5 3, 272 11.64 53.7 11. 4.5 5. 72 375 187 
Pr adeah 5 • 7. 5 2,090 7.1+4 18.3 9.35 11.69 195 21.4 

7. 5 - 10 2,021 7.19 8.95 12.07 181 244 
10 and above 20,722 73.73 28.0 9.19 1) .66 1,904 2,831 . . . . . . . . - - . . . . - . . . - - . - . . . . - . . . . - . . . - -

U,l05 100. 00 100.0 2, 65 5 3, 506 32. 05 - . . - . . . . - . . - . . . . . - . . . . . . . . . . . 
Bombay 0 - 5 1,169 1.74. ~-7 1.72 0.86 a> 10 
(Mahar ashtra ) 5 - 7.5 1,312 1. 95 1.13 1.4.1 15 18 and Gujar at 1:1.7 

7.5 • 10 2,797 4.16 1.04 1.4.2 29 40 
10 and above 61,945 92.15 33 . 6 0.65 1.17 403 725 

. - . . . - - . . . - . . . . . . . - . - . . . . . . . . - . . . . . . 
67,223 100.00 100.0 4.67 793 6Y . dl . - . . . . . - . . . . . . . . 

f unJab 0 - 5 24.7 1.37 2. 10 1.05 5 ) 

5 - 7.5 830 4. 58 83.9 2.09 2. 61 17 22 

7.5- 10 1,087 6.01 l. 94. 2.64 21 29 
10 and above 15,94.3 88.04. 16.1 1.29 2.26 206 36o 

- - - - - - - - - . . - - . -- - - . - - - . - - . . . . . 
18,107 100.00 100.0 294 414 66. 'l7 

- . - . - . - . . . . . - . . . . . - . . . - . . . . - . . . . . . . . 
Uttar 0 - 5 3,262 7.80 85. 4. 8.92 4.46 291 145 
Pradesh 5 • 7. 5 4,453 10.65 8. 21 10.26 366 457 

7.5 - 10 7,151 17.10 9.7 S. 52 11. 26 6o9 805 

10 and above 26,94.9 64.45 4.9 7. 92 12. 18 2,134 3 , 282 

- . . - - - . . - . . . . . - - . . - . . . - . - . . . . . - . . . 
41,815 100.00 100.0 3, 400 4, 689 J 1). 1 . . . . . . . . . . - . . . . . . . - . . . - . . - . . . . 

~urce ~. M. Khusro, "Should Land Revenue Be Aboliahed? 7easible Al t ernat i ve ~itb Pro&resaion in Levy" , 
i conoai c 1'111e1, 17 June 1967 
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Also Khuero'e allegation that thie scheme ia unreal aa 

the tax bad llttle.relation with the income derived fro• land 

is not quite appropriate because the baale of the tax aa 

suggested by L1 ttle is •standard acre•. L1 ttl a has definecl 

the value of standard acre aa the total value of all holdings 

divided by total number of aQtual acrea. Pattin& it in quanti· 

tative teraa, 

Value of S. A. • 

where, V • valu• of the acre; 

A • acre; 

S. A. • st&ndard acre. 

The value of a standard acre is to be deriYecl takiag into 

consideration the total number of acres aDd their respective 

values in a given district/state/economy. after deriving the 

value of a standard acre, the &ctual acres have to be con· 

verted into standard acres, which is done by dividing the 

market value of an actual acre by the value of the stmdard 

acre. Thua, one actual acre can be equiv~lent to five 

standard acree and vice versa. It all depends on the v•l~e of 

actual holdings which iu itself depends upon the income­

generating capacity of t~e land. But the problem here is of 

ascertaining land valuee, which depend upon multifarious 

factors . and then .finding out a •standard acre' in a vast 

co untry such as India. Such a method ia bes~t with nuaerous 
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practical difficulties . which makes the sch•• uareal. At 

least in principle, it ia not a pure acreage tax as Khuaro 

thinks it to be. 

K. N. RajS also had suggested a • cbeae ia orcler to 

enhance the burden of direct taxes on Indian agriculture. 

The fol.W,wiq wez:e hie propoaala: 

1. On holdioge above f'1 ve acre• the present land 

revenue· ebould be doubled. 

2. 18poaition of tax on agricultural rent ~icb is 

to be deducted at source so that the incidence would fall 

on rent. 

3. Imposition or surcharge on holdings above five 

acreB under co~ereial crops. 

According to Khuaro, the first proposal of doubliD& 

the land revenue for holdings above five acres is good froa 

the point of v.iew ot· re50urce mobilization but lacke progress• 

ivity. The second proposal is administratively leas faaeible 

aa there is lot of camouflaging of agricultural rente. Regard• 

ina the third proposal of aurchar&e on coiiDlercial crope, 

Khuaro has coamented that it will require a great deal ot 

administrative aJachinery. 

In short, the land revenue ayatam aa suggested by 

Kbuero is, as he seems to claim, better than the onea 

suggested by I.M.D. Little and K.B. Raj in the followina: 

(1) it is administratively simple to implement iD ooatraat 



with Little's 27·brack~t scheae; (2) it la progressive in 

contrast to K.N.Raj'a scheme; ()) the degree or pro&reaa• 

ivity is not so high as to induce sub•division of holdings; 

and (4) being ~ tax !a £!a it cannot be avoided which is 

likely to happen in the case of' a tax on agricultural rent 

as suggested by I.H.Raj. 

The land revenue system as suggested by lhuaro will 

no doubt mobilize greater (than current) a.a:ount ot resources 

and introduce 1ntersectoral and in~rasectoral equity, vhicb 

were put forth as reasons for enhanced land taxetion by the 

author himself. There is little to comment on the rosource 

mobilization and intrasectoral interclass nquity in the tax 

burden as this system has sorne degree ot progr~ms1on. Aa 

regards intersectorsl intraclass equity in tax burden, nothing 

can be said as Khusro has not tried to compare the relative 

tax burden in the differ•nt sectors. If the &ssumption that 

the agr·icultur&l sector is wuiertaxed ~s comparnd to the non• 

agricultural sector is proved to be correct, implementation 

of this lan~ revenuP- fiystem will surely be a step towsrda 

e~uelization of tax burdens on the two eectora. 

I.S. Gulati9 too had sug&ested a progressive rt:Ate 

s chedule of land revenuG which would have brought an uddi· 

t i onal r evenue of Rs.6l cror~s. He emphasized that it is 

essent ial to bring the similar income groups under the two 

sectors on par wi th each other au regards tax burden, but oDe 

should 1:1leo r emember t hat the high rates were 1\0t imposed OD 
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the non·agricultural sector all of a sudden, but have evolved 

gradually. In such a case, Gulati baa pointed out, that •it 

won't be prudent to think in terms of immediate equality. 

(Therefore), for the Third Plan period, a much more modest 

target will have to be adopted, thou&h the direction in which 

the things ought to move ia clearly 1ndicated.•10 

All the above proposals, from the viewpoint of mobil• 

ising additional resources automatically aa a reault of 

increase in taxable capacity of the tarmera over a period of 

time, do not seem to be appropriate. Taxable capacity can 

change due to technological azuJ/or eeonolllic reason• over a 

period of time. Any changes in the rates of the present land 

revenue system made in order to observe both the principles 

of intrasectoral and intersectoral equity in tax burdens will 

be workable only for a certain period of time. Over a period 

of time, with changes taking place in the taxable capacity, 

the proposals made above are bound to become outdated as the 

existing laud revenue system baa become presently • 11 .All the 

saae, change in the rates of land revenue as a short term 

measure is very appropriate while, in tbe meantime, a new 

t~ system which will suit the circumstances for a consider• 

able period of time, is under construction. 

Land Revenue vs, Agricultural Insome Tax 

The present direct tax system on Indian agriculture 

mainly consists o£ land revenue and agricultural income tax. 

Authors are of the opinion that one of the either haa to be 



removed from the picture in order to make the tax systea 

consistent. Opinions dif.f«!r ae to which of the two taxes, 

land revenue and agricultural income tax, should be retained 

abolishing the other. We shall examine the arguments put in 

favour of both land revenue and a&ricultural income tax. 

The object ot taxa~ion under land revenue ia the land 

whieh makes it a fundamentally land tax. The rate of tax ls 

fixed by taking into consideration the potential productivity 

of land which is usually decided by takin& into consideration 

the &'terage produce per acre over the past few years. The 

tax rata is fixed tor & certain period o! time, say tor 15-4o 

years as was done with the Ryotwari md Mabalwarl land revenue 

ssttlements in India. The tax is levied at a flat rate per 

unit ot land '!.\hieh makee the t&x a proportional t.ax. Being 

a proportional (to aereage) tax it falls heavily on the low 

income groups violating the principle ot vertical equity. In 

other words, it can be eaid that the tax is regressive. Also, 

being ·levied at a flat rate it does not vary with the produce. 

1l;epecially in times or bed erops and low prices it is bareb 

on the farmers. ID other words. the tax system lacke 

elaaticit,J.2 or ia rigid in nature. 

In addition to these structural defects, the land 

revenue system in India lacks Wliformity due to historical 

reasons. Land revenue settlement• of the three typea•• 

zamindari, Mahalwari and liyotwarl, were done at differeat 

times in British India. Under Mahalwari and Ryotwari eyatem, 
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land revenue rates were fixed. only .after carrying out detailed 

field surveys and soil classification, so that land revenue 

rates bore somo relationship with the productivity of the 

soil. But such a detailed soil•classificatioD was not under• 

taken in the samindari system, the oldest of the three. 

Revision or tax rates after the settlement period wa• over, 

was done at difrerent tiaes. For the past decade or two, 

hardly any revisions have been made by the States. So, 

although in some areae land revenue waa origiuallJ fixed 

according to the productivity of the soil, it has lost IIUch 

of ita validity. In short, it ean be said that the syst­

haa become outdated. All this has resulted in inequitoua 

burden of land revenue in. the sector. 

Measures adopted in order to correct the deficiencies 

ot land revenue system, viz., outdatedness, regreseiv·t ty and 
' 

rigidity, have fUrther increased the inequity within tbe 

eector. Several states have i mposed progressive surcharge on 

land revenue and additional ceeses in areas under selected 

crops in order to update the system &nd introduce progress· 

ivity, but it is observed that these attempts have not ~erved 

the purpose. Crops covered by ceases are rarely comprehen• 

sive enough and secondly, productivity of land under such 

crops has not been taken into coneideration while-determininc 

the rate of levy. The most serioue objection taken agaiast 

using land revenue as the bae1s .for eurc:harge for introducing 

progression is the different principles and procedures 
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followed in different stataa and in different areas within 

the same state to fix the rate. This has resulted in Y&st 

inter•regional and inter•State d1£ferencos in land revenue aa 

a percentag& of income from agriculture, which is wholly 

inequitous. Surchar~e based on such land revenue (which ia 

already inequitoua) will only qgravate the alreac:l1 existing 

inequity. 

It is bacause of these dei~c:lenciaa, i.e., rigidity, 

regressivity and outd&tedneee, imposition of income tax on the 

produce from the agricultural sector has considerably appealed 

to many authors. As the income tax is levied on realized 

income and aot potential income, multifarious factors which 

affect productivity of' land and incoma··all of which cannot 

be taken into considerat~.on therefore posing a dif.fl cult)' in 

determining an equitable rate or land revenue throughout tbe 

eountry••will indirectly be taken into consideration whieh 

will int roduce equity as between differ~nt soil•climatie· 

conditions tracts and crops hav1~ different prices. Also 

the rates of income·tax apfJlicahle to different levels o! 

income will introduce the necee t>ary degree of I-•rogressioo and 

will take cc.re of the problem of vertical eQuity. Since the 

income-tax has flexibility, increases in taxable capacity 

over a period or time will be duly tapped. It can be said 

that there is no better way of making the entire direct tax 

system equitable. 
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If income-tax on. agriculture scores on equity front, 

it is believed to fail from the point of view of optimal use 

of land. As pointed out by Gulati and Kotbar1,13 land revenue 

is absolutely superior to agricultural income-tax from the 

point of view of ensuring efficient use ot land and that is 

lihat is required in a developing country like India. The 

reason tor this superiority lies in the fact that land 

revenue is based on potential productivity whereaa incoae 

tax is based on realised income. ~'inca land revenue ia based 

on potential production, any increase in production as a 

result o£ improved eff iciency on the part or the farmer, 

will oe retained by the farmer himself and will not be subject 

to tax. Also, since it is a fixed charge per unit of land, 

it will fall h•avily on relatively las~ ~ffi~ient farmers. 

Therl!fore, the land tax will indues (or compel) the farmers 

to improve their efficiency. Such an inducement vill not be 

provided by the agricultural income tax which taxes realised 

in~om~ thereby taxing th~ efforts or the farmer. 

The superiority of land revenua over agricultural 

incom.e tax proves to b6 correct only under certain conditions. 

;,s observed by the authors14 themselves, vben a tax on pot eo• 

t:i.a.l productivity suc.'l ae land revenue is advoc•ted, it ia 

i mplici t ly assum"'d that all farmers have equal access to the 

capital market. If there exists an imperfect capital market 

(¥,h1 ch is true in the case of India), even an otherwise aft'• 

icient cultivator may fail to realise full productivity ot 
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land. In such a case, the land revenue system will end up 

as highly oppressive system and "the Ricardian ze&t for 

taxing economic rent might actually lead us into taxing 

labour.•15 The authors also seem to realise that •there ia 

nothing in the mecha.nism to compel to d.o better or to turn 

over their lands to more efficient cultivators. They may 

simply accept reduction in incoae as a result of land tax.•16 

As the authors seemed to have realized the inability of land 

revenue to induce the farmer to increase efficiency and pro• 

duetion, they have expressed the view that 81t would be 

different were it possible to devise a tax that ia assessed 
. 

and perhaps progressively directly on non•uae or inefficient 

use of land" •17 

Ved Gandh!18 has oooerved that the argument, that a tax 

on agricultural incomft would act as diai.'Raentive to agri cul• 

tural production, is weak. He bae pointed o! that the effects 

of progressive incoae•tax on production cannot be sper.ifically 

identified, even in theory. To whet extent would a tax on 

agricultural income will have disincentive effects will depend 

upon the relative strengths or the 1 aubst1tut1o~' and 'income' 

effects or higher taxation. Gandhi has further pointed out 

that it is quite possible thet an 1neome•tax on agriculture 

mi ght motivate the farmers to adopt 'new technoloiY' and 

encourage the farmers to increase production 1 f there is a 

' al ack ' exi sting in agriculture. In what way will it motivate 

is nowhere expla ined by the author. 
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In a situation where otherwise efficient farmers are 

not able to increase their productivity because or imperfect 

capital market, or the land revenue ia incapable of inducing 

inefficient farmers to become more efficient, agricjltural 

income•tax proves to be superior to land revenue. For 

although the farmers with greater efficiency are taxed more, 

the inefficient farmers are not peaalized for circwastancea 

not under their control. It can be said that at least iD 

principle, agricultural incoae•tax fares better thaD land 

revenue with reference to taking aa account or diverse 

situations··in teras or human capacity and production condi· 
. 

tiona along with equity considerations. 

Presently • agricultural income ·tax is levied only in 

some States, those are Asaaa, Bihar, larnataka, lerala, Maha• 

rashtra, Ori•aa, Tamilnadu, Tripura and Weat Bengal and Bhopal. 

Each of the States have different exemption limits rangina 

from Rs. ),000 to Rs. )6,000 per year. This bas created 

inter-State inequity in tax burden. In order to eradicate 

this inter-State inequity it baa been suggested to extend the 

Central Income Tax to the agricultural sector. The benefits 

of bringing taxation of agricultural incomes within the 

purview of Central Income Tax, as enumerated by Ved Gandhi 

are as follows. Firstly, auch an extension would_ increase 

tax revenue of the Government by reducing the scope for tax· 

avoidance which is done by splitting the incomes as a&ri· 

cultural and non-agricultural. Such a splitting ia because 
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the present tax syatem. accords different treatment to the two 

types of income. Secondly, extension of Central IDcome•tu 

will introduce tmiformi ty in the ta;& ratea throughout the 

country as the States levying agricultural incoae ta;& have 

different exemption limits and rate schedules. Also, tbe 

States which do not levy agricultural income•tax wdll come 

under the purview, thereby increasing the tax yield and 

introducing equity in the syateJL Thirdly, in the interest 

of balanced economic development, a unified income-tax 

structure may regulate intersectoral flow of resources. 

Fourthly, it will help to arrest inflationary tendencies in 

the economy to soae extent as hich agricultural incomes, vbich 

presently gp untaxed, will be taxed. And lastly, there would 

be some sort of fiscal balance between Government'• expenditure 

on and revenues from agricultural sector. Against the above· 

mentioned benefits, the coats ot extension of Central Incoae­

tax to agricultural incomes, aa foreseen by Gandhi, seem to 

be mainly of administrative and legislative in character, which 

can be overcome. 

Apart from overcoming administrative and legislative 

hurdles, there are formidable difficulties whicb have to be 

encountered while as sessing agricultural income itaelt, which 

arise from the nature of agricultural operations. . Experience 

shows extensive evs.s ion or t ax wherever it baa been admlni• 

stered. This has been t he experience or an advanced country 

like U.S.A. with relatively higb degree of literacy and admini• 
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strative efficiency. In India, in the States where agricul· 

.tural income-tax is levied, the revenue from this tax 1a 

negligible not be cause of the incomes a~ove the exemptioa 
. 19 

li•its are aegligiole, but as pointed out by K.H. Raj, 

because of the difficulties encountered in actual administra• 

tion or the tax. In the case of plantations, continuous 

loeses are shown in the accounts along w1 th growth in acreage 

and output. But, as pointed out by K.N. Raj, •the internal 

inconsistency of the phenomena cannot by itself be a valid 

legal ground for questioniag the correctness of the aceoUDta, 

since there is no law in the country which lays down that only 

enterprises in the public sector can show continuous losses 

and still insist on expand1Dg their operatioaa•. 20 In India, 

lack of proper accounts maintained by the farmers pose a 

major problem in assessing agricultural income. With various 

systems ot landholding and tenancy locating the assessee 

further increases the problea. I.l. Alash21 has suggested the 

presumptive method tor estimating agricultural inooae, already 

in operation in this country tor assessing land revenue. But 

as Mahsah Bhatt 22 has pointed out that if agricultural income 

is assessed on a presumptive basta, much of the superiority 

of agricultural income tax with respect to equity consider• 

ations is lost. With respect to administrative ease, land 

revenue stands superior to agricultural income-tax. As land 

is the object of taxation und~r land revenue, locating the 

assessee is not difficult and since the tax rate is fixed for 



a certain period of time, it facilitates prompt and conveni~nt 

collection. 

To conclude, in principle, land revenue is superior 

to agricultural income·tax from the point of view of provicliug 

inducement to increase production and oa the other hand, 

agricultural income•tax is better than land revenue by equity 

considerations. Ia practice, due to the wa7 they are operated 

at present both the taxes are unable to fulfil their aims. The 

poll cy•mak:er in such a case faces a dilemma of choice. JeTer· 

theless, his choice is certainly going to be affected by other 

f actors such as existing level of taxation in the economy, 

political sanction, administrative costs, etc •• 

Alternative to the Existing Direcct tu Szstt• 

Despite the considerable appeal for extending incoae· 

tax to agriculture, most of the authors have recognized the 

need for an alternative method of direct taxation or agri• 

culture, especially in countries where agricultural output 

forms a high proportion of national income. The COIDIIlOD 

features of the alternatives auggeated are: (1) that tba tax 

should be based on potential productivity of land and (2) it 

should have a progressive rate structure. Such a tax aystea 

will tax non-use of laud, because it will basically be a 

l and tax linked to productivity and that too at a · progressive 

rat e··a tax system visualised by Gulati and Kothari. Such a 

tax is Agricultural Holdings Tax (•AHT) which has been 

devised by t he Raj Committee. 2l We shall examine AHT in the 
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following. 

AHT can be said to be a refined and a detailed version 

of tax fQrmulated by T.M. Joah124 and his collabor•ators. 

Alao • Raj ltri shna2S put forth a tax-reform propoaal which la 

quite akin to the Alft'. The deaigners of ABT have aade an 

attempt to introduce uniformitr, progreaaivity and flexibi• 

lity, which are absent in the eldatlrag land revenue system. 

The main features of AHT, in brief, ar• as follows: 

1. AHT is basically a tax on laad to be levied on 

aggregate rateable value (ARV) of each holding, although the 

name suggests it to be a 'holdings' tax. 

2. The basis of tax is an 'operational' holdin&, 

which is owned land plus leased in land minus leased out land 

and the tax paying entity is the •nuclear' family consisting 

of husband, wife and minor children. 

) • The ARV of the operational holding ia the BUll of 

rateable value per hectare of land eompriaed in the boldine. 

A schedule of ra~aable value per hectare of land would be 

made for the principal crops grown in different areas which 
' 

is to be derived from the norma of output, prices and costa 

fixed on the basis of average of past years. In order to take 

account of factors having significant influence on pricea, 

costs and output, the country would be divided into auffi• 

ciently large number of aoil·climatic homogeneous district~ 

tracts . Norma of output would be worked out tor everJ 



66 

district/tract on the basia of the yield for the previous 10 

years, valued at the harvest prices of preceding 3 years. 

In this •auner we get the arose value of output. from this 

gross value of output 40 per cent would be deducted as cultiv• 

ation costa, considering irrigation coats separately. Doin& 

so, we get the 'net value of output' or 'rateable value or 
t' 

land' per hectare, which would be revised every year tor 

crop.fcrop group. 

4. The rateable value of each hG)ldina would be 

assessed annually on the basis of the schedule of rateable 

value of land per hectare for different cropa grown in the 

area in which the lands of the holdiag in question are 

located, after taking into consideration the crops actually 

harvested on the land under the holdina. 

5. AHT would be levied on ARV of operational holding 

of a family. The rate of AHT is determined w1 tb t.be help 

of the formula • if rateable value of an operational holdiag 

is 'X' thousand rupees then the rate or AHT is l/2 per cent 

of this amount. 

6. The AHT would be levied on ARV after deduct~ng 

20 per cent as development allowance subJect to the maxi.a\lll 

of Rs. l, 000. 

7. Trusts having operational holdings would be liable 

to pay AHT, but whose beneficiaries are unknown, it would be 

required to pay AHT at the rate or 20 per cent or ARV of their 
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holdings. Companies also would have to pay ART at the 

minimum rate of 20 per cent. 

8. The Raj Committee suggested setting up of a 

standin& All-India Committee OD ABT CODsiating or experta 

and experienced adminiatratora in order to ensure unitora 

and objective application of ABT all over the country. 

9. !be taxpayers would be given an opportunity to 

challenge tbe correctness of the computation of the tax 

liability and the cropping pattern recorded for his holdiag. 

But the taxpayer cannot challenge the schedule of rateable 

value of land d~termined for his district/tract. Relief 

would be allowed in case of crop failw-ea in a district/ 

tract only after inquiry by appropriate authorities. 

In short, the Committee has attempted (1) standardis• 

ation of production conditione to attain horizontal equity 

by standardiaiag intersoil and intercrop differencea; (2) 

tapping increases in taxable capacity over a period of ti .. ; 

and (J) introduction of progressive rate structure ao as to 

attain vertical equity as it is in the other sectors of the 

economy. Apart from equity considerations, the Committee 

has stressed the need for direct taxation or agricultural 

incoze and wealth in order to reduce economic dis pari tiea aDd 

promote more efficient use of land. In the following we shall 

try to r eview the critical evaluation or AHT as done by dirt• 

erent authors. 
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Raj Commi tt·ee ha~ aade the nuclear family consisting 

of husband, wife and minor children aa the tax payiag entity. 

The justification given by the Collllllittee ia that income froa 

given production actiYity is not liable to tax but income 

from all sources, which accrues to the individual aa a reci· 

pient of income, is taxed. The Committee atatea that •family 

and not the 1nd1 vidual earner is the recip~ent ot incoae troa 

all sources. ••• The family is the unit ot income receipt, 

of consumption and all related decis1on·mak1Q&. This con• 

sideration applies both to the non•agri.c:ultural and agri· 

cultural s ectora. tt26 Gulati also in his proposal to aobiliae 

additional resources for the Third Plan, suggested 'household' 

as the taxable unit in order to prevent division of holdiQ&s 

within a family to reduce tax liability. But a precise 

definition of the 'household' was not given by the author. 

Objection baa been raised by !.T. Mathew27 on the 

Committee's recommendation of family aa a tax•paying unit. 

He has pointed out that adoption of family as a taxpayias 

unit cannot be justified on a~ grounds except tor the reaeon 

that the ceiling baa been applied to family holdin&a. Mathew 

has contended that Rtf on ~quity grounds family is adopted aa 

the taxpaying unit, on the same grounds, differences in familJ 

size should be given due considerationh. 2S Mathew baa tried 

to focue on the problem of equity aa between the families in 

the t wo sectors. But suppose this ia removed, still the 

problem of individual vereua family ao a unit of assessment 
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has to be faced. The Comaittee has made a note of the fact 

that tha idea of pooling hQaband and wife's income for the 

purposes of taxation baa been rejected for such a "pooling 

would cause hardship to lower and middle class families where 

women take up employaent out of sheer necessitJ•.29 But the 

Committee bas pointed out that if individual is aade the tax• 

paying unit in the agricultural sector, income would be aplit 

up as between husband and wife, and the 0 iDcomea of a large 

percentage ot eyen the better off farmers will, after the 

imposition of ceilin& on landholdings, correspond only to 

the eo-called middle classes in the urban areas and there 

would be no jus·tification tor inflictin& similar hardship on 

the~-. 30 From this it seems that the Committee has side• 

tracked the principle of equity for the sake of raiaiQ& 

more resources. 

If family is made the taxpaying unit, it baa been 

pointed out that it will encourage divorces in order to avoid 

the tax liability. According to Lall and Mlttal,3l •in India, 

people have developed a way of living wherein divorces and 

separation are not recognised aa healthy. Then why separate 

them fiscally?h Raj Committee hae made a note or this fear, 

but has remark&d th&t such feare are exaggerated to hi&h 

pr6portions. It is difficult to b~lieve that a f~ly••a 

sacred institution pr~served against all odds and at all 

costs·•will break up merely to avoid tax. 
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Secondly, Raj Co~ittae baa proposed "operational 

holding, not ownership holding as the basis of t~x. Operational 

is defined as owned land plus leased•in land minua leased•out 

land. The Committee haa justified operational holding on the 

ground that ceilin& on laud holdin&a are on the area owned by 

the family and not on the area on which a family may operate. 

Thus, income from agriculture, i.e., from operational holding 

will not necessarily be limited by the lower ceilinas on 

owned holdings. Furthermore, technolo.cical improvement ia­

cludi~ extension of irrigation shall incre~ae productivity 

of land and hence income, over a period of tiae. Adoption ot 

'operational' holding aa the basia of assessment has been 

severely criticized by C.H. Hanumantha Rao.32 Operational 

holding leaves out rental incomes of the landowner• froa tbe 

purview of agricultural taxation. Since there ia an evea 

stron&er case for taxina rental incomes than farm business 

i ncomes, acceptance of Committee'• recommendation in this 

respect would ft introduce fresh element of inequity and in fact• 

perversity")) in the direct tax system. This can be remedied 

by adding the (legal) rent on the leased out land to, and 

subtractiQ& the (legal) rent on leased in land from the 

rat eable value of the operational holding. But Rao'a auggea• 

tion is t o include rateable value of owned land l~aeed out 

as the par t of the operational holdin& for assessment of AHT. 

Because, if instead of rat eabl e val ue of owned land leased 

out, lesal rents on thin land w&re t aken into account, an 
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inducement ia provided to create fictitious tboulb le&ally 

registered leaees. Thia would happen because tenancy lepala· 

tion ia India stipulates manawa rents to be received and ut 

minimum rents which would enable the laodowera to report 

nominal rente received from their tenants, aa the actual rent 

(or the market rent) received is auch hiper than the le&allJ 

stipulated rente. 

Further, the Committee states that adoption of opera• 

tional boldine will discourage illegal or concealed leases. 

, This argument seeme to be quite true for one side's gain will 

be other side's loss. The owner leasing out land will be the 

gainer and obviously he would have no inc~ntive to get hia 

lease registered. But the tenant who leasea•in would be the 

loser ao he has to pay rent. According to B.Qo, it is diff­

icult to believe that adoption ot operational holdiDg will 

discourage concealed leases. In the face of acute land hunger, 

there prevails sev•r• competition among tenants to get land 

l eased in and in such a situation, the tenant migbt agree to 

t he condi tiona as laid dow by the landowners. Also, by get tin& 

the le8ses registered the landowner runa the riak o£ losi~ 

ownership rigbte. , All the same, the whole debate regardiac 

operational holding protecting the righta of the tenante, 

does not seem to be a meaningful one because £iecal polic.r 

does not aim at protecting rights. It calla for a strong 

tenancy l egislat ion, aa pointed out by I.M.D • . Little, fiscal 

policy can be Just considered aa supplementary. 
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With the accept~ce ot operational holdiDg, aa Rao has 

pointed out, 'small' landowner is likely to be exploited by 

the large operator, as the email landovaers would have to 

accept the l egally stipulated rent which is much lower than 

the free market rent. Such a thing cannot be aYoided due to 

imperfect market conditions. Even without legislation the 

•small' owner might have to accept lover rents because ot his 

'small' size, or, weaker position. This point is not or great 

importance, as pointed out by Sotthi1Ja,34 because the pro• 

portion of small landowners leasing out land to larce operators 

is almost negligible. 

All the criticisms regarding rental incomes not covered 

by the proposed AHT have been accepted as valid criticiaaa by 
35 K.l. Raj himself. Suggestions have been made in order to 

correct this deficiency, like making ownership holding as the 

basts for tax or apportioning the tax liability on operational 

holdi ng betw~en owners and tenants. K.N. Raj baa pointed out 

t hat t hese eolutions can be accepted with caution. The solu· 

t i ona have to be ensured that they do not either conflict vlth 

t he concept of potential productivity crucial to the proposed 

t ax or make the administration of the tax more complicated. 

For a soil•climat1cally homogeneous district/tract, 

norms of output f or di f ferent crops per hectare tor each year 

would be worked out on t he basis of the estimates of the 

yield for the pervious 10 years. A&ain, Rao has pointed out 

that the Committee is aware of the technological progress 

which has taken place in t he l ast 10 years reaultins in in• 
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creased incomes of the farmers, they have been increasing upto 

this date with constant application of new and moditiecl 

techniques and they are expected to rise in the future aleo. 

In such a case, Rao has pointed out that incomes ot the large 

farmers would be uaderstated because the normal perforaance 

in the current year will be much above the average of the past 

10 years. Such a procedure would violate the obJectives of 

equity and revenue as it vould largely bypass the gains troa 

increased productivity in a situation of rapid technological 

change. It is further pointed out that in any case the 

Committee proposes assessment to be made every year, instead, 
. 

if current yields are made the basis they will fUlly represent 

good as well as bad years. Therefore, there is hardly any 

Just11'icat1on for 10 year ~riod output nora. In teru of 
)6 . 

administration costa too, as DaDtwala baa pointed out, these 

'moviog' averages of productivity of each crop ana their 

prices will be too demand.iq. Thia, aa Ved Oandhi)7 baa 

commented, would have been aceaptable if AHT was a complete 

bre&k from the present land revenue system, which, it ia 

believed, is not the case. Gandhi seems to consider AHT to 

be placing the existing land revanue e7stem on a more system• 

atic, scientific and rational plane. It might prove costl7 

as it certainly requires more frequent •resettlements•. 

Gandhi remarks that the only consolation from the added costa 

of resettlements ~.o that given the Committee's revenue est1• 

mates, the bAnefit·cost ratio of AHT would be considerably 

favourable. 
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From the equity angle, several critici .. a have been 

directed towards the Committee. The Committee had made it 

clear that equity in tax burden on comparable income groupe 

as ita primary objective. According to D.l. Dwived1,38 aa 

the Co111111i ttee has not made any attempt to coapare the tax 

burdens on the comparable income groups in the tw sectors, 

it did not find this exercise worthwhile, therefore, •.Dat 

follows i~ the Report remains without any factual or empirical 

base (althou&h theoretically sound) and ie therefore nothiD& 

than beating around the buah in dart•.39 

Rao has taken objection to the Committee's proposal 

that rateable values below Rs. 6oo should pay Re. 1 as tax. 

This, according to Rao, is done because exemptiq low inco• 

groups in the agricultural sector would mean a sizable lose 

of revenue. Rao has pointed out that ~the Committee allowed 

itself to be guided by the fiscal expedient and apparently 

considered it wiser to sacrifice this aspect of equity for 

· the sake of revenue rather than vice versa•.40 The Committee 

is aware of the fact that some State Governments (on the 

grounds of equity), have either abolished land revenue or 

exempted small landowners from land revenue. Bven then, 

t he Committee finds it useful to levy Re. 1 tax on all 

hol dings having r at able value below Ra. 60o aa it. would 

help maint aining up•to•date r ecords which woulu help credit 

institutions associated with agricultural activity to provido 

financial help to such far mer s . Also, as pointed out by 
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I.M.D. Little in a different context, the resultant inequity 
.. 

is unimportant with a tax of Re. 1 a year. 

Aa regards the rate structure, there is absolutely 

no doubt about it being progressive. But the progression 

in the rate structure, as shown by J.F.J. Toya, 41 is mild 

to briag the comparable income groups in the agricultural and 

non·agricult~ral sector on an equal basis. Toye has made a 

comparison of AFlT and income tax payable by different taxable 

income groups/rateable value. Tpfe is aware that the taxable 

income of the non-agricultural sector and the rateable value 

of the agri cultural sector are not comparable. The former 
. 

is the realised income of the carrent year whereas the latter 

is t he 'normal nat output' estimated with the help of 

historic data. In a state o:f rising prices, tbe current 

output is likely to be much higher than the normal net output 

/ which will result in reduction in the burden of AHT thereby 

increasing the inequity as between comparable income groups. 

Also, the progression in the rate structure of ART is milder 

as compared to the progre8sion in the Income•tax rates. ~ye 

has pointed out that ~if equals are not being treated 

equally, the inequity involved is magnified the more pro· 

gressi ve the t ax is made~42 and the Committee is certainly 

aware of t his point. This awareness 1a revealed by the 

Commi ttee ' s objection to levying surcharges on the existiQg 

land revenue system. 



76 

Amareab Bagchi, 4~ while retaining ita basic character· 

istica, has tried to simplify ·the AH!. While formulatiD& 

the ART, the State Governaents were consulted, but it le 

observed that not a single State bas adopted the AH!. Bagcbi 

has pointed out the reasons for the States not adopting AH!, 

which arises from difficulties in respect of the follow~: 

1. Preparing schedules for rateable value of land 

for each homqgeneous tract separately for each ••Jor crop/ 

crop group grown in the tract in question; 

2. Yearly revision of schedules of rateable value; 

). Yearly assessment of each hold1Q& on the basta 

of crops groWD every year; &Del 

4. Determination of an operational boldln&. 

Bagchi has tried to mod.ify AH! from the viewpoint of 

overcoming the d1ffieult1ea mentioned above. Hie modified. 

version of ABT shall be discussed below. 

Inste&d of 'operational' holding, Bagchi bas opted 

for ownership holding. Bagchi has accepted that the ar~nt•· 

adoption of operational holdiQI would bring out concealed 

leases··has some force, but it would be administratively 

cumbersome to maintain correct recorda and cross•check them. 

Besides, the rental incomes ~ich were left out troa the 

purview of taxation under AH! would be taken care of. The 

assessment and the rateable value would be assessed everr 

5 years. Thit~ would leave with tbe farmer any yearly incr.asea 
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in production thereby providing an inducement to the farmere 

to increase production. Thia inducement can be further 

enhanced if rateable value of land in a parti~ular district 

is determined by taking into consideration the average value 

of output of one or two crops caamonly grown in the area, 

letting the farmer to go in for more remunerative crope 

without the fear of increased taxation~ Bagcbi baa realized 

that this might result in all farmers going for remunerative 

crops and thereby creating an imbalance in agricultural 

production. On this point BagclAi has remarked that althoucb 

the above argument has a grain of truth, at the same ti .. , 

"it baa to be borne in mind that not all social obJectives 

can be achieved with only one 1netrument~~ 44 The remedf 

suggested is to adopt differential pricing policy. 

The r~teable value of land in -~ given cUstrict/tract 

would be determined on the basis of average output of 

past five years of only oDe or two crops commonly grown in 

the area valu.ed at the average prices of past three to four 

years~ The assessment would be made on gross value of output 

instead of value of output !Sl or costs, because, aa Bagchi 

has pointed out, "determination ot costs in agriculture ia 

notoriously difficultft~ 4S This would simplify admiDistration 

but that it would provide inducement to the farmers to 

reduce costa ia leaa admissible. Under ART, the Committee 

baa proposed to deduct _40·50 per cent as paid out costa. If 

the farmer can reduce costa till further, by increaaiD& 
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efficiency, all the gain will be his; his tax liability 

will not increase. 

Bagcbi haa canceded that since the assessment will be 

on gross value of output, enforcement of a tax schedule ~tb 

high degree of progression vill .result in widespread evasion 

through aplitt1D& up of holci1qa, therefore, a schedule with 

a •ild degree of progression ia advisable. But Bagch1 1a 

fear seems to be irrational, because if nuclear family ia 

made the taxpaying unit, there 1a hardly any scope for 

splitting of holdings. 

In Bagchi '·• scheme, landholdings of the siae 0 • 2. S 

acres irrigated and 0 • S acres unirrigated are exempted fro• 

tax. Progressive rate schedule will apply to holdings of 

aggregate rateable value above Rs. S,OOO. For holdings 110re 

than 2.5 aerea irrigated and five acres unirri&ated baYiq 

ARV below Ra. 5,000, will pay tax at a i'lat rate of Ra. 7/ acre 

for unirrigated and Bs.lO/acre fer irrigated land. The rate 

of progression for J.RV a~ve as. 5,000 is as follova: 

ARV of holding! 

On the first Ra. 5,000 
On the next Ra. 5, 000 
On the next Rs. 5,000 
On the rest 

Rate of tax 

2. 5 ~· 

~.o J 
e.o ~ 

10.0 ~ 

Plantations are to be left out of the .purview of this tax, 

they would continue to be li8ble for income tax. 

Bagchi had contended that an intersectoral eomparieon 

of tax bur den is de~irable, but such a straightforward coapa· 
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rison has its own limitations because of differences in 

the basis of tax as well as the nature of tax. 

Except for division of the country into aoil·cl1mat· 

ically homogeneous tracts in order to maintain intraeectoral 

intraclase equity, the rest of the scheme has been draeticallJ 

simplified b7 Bagchi. The rate of progression in the tax 

schedule has been reduced to a sreat extent leaving the question 

of vertical equity unresolved at the expanse of simplicity in 

the rate structure. 

Toye seems to be doubtful whether the Co~ttee'a 

(also Bagchi'a) .procequre or derivi~ rate6bl9 value of divid· 

in& the country into soil•cl1mat1cally homogeneous tracts will 

achteve the aim of t.reating equals equally. It it~ no doubt 

an improvement over the existing land revenue systea. Accord• 

ing to Toye, this procedure "tries" to secure as much horizontal 

equity aa possible, without undertaking the individual assess• 

ment of gross agricultural revenue and costs••which if it were 

feasible, would dictate the replacement o:f an 'ideal land 

tax' by a normal 'agricultural income tax~. Toye · contonds that 

aa long aa it ia accepted that agricultural income•tax is not 

administratively _feasible, hardly any more can be done to 

improve horizontal equity of the ART. 

Another point of the Committee brought to notice by 

Toye is the incentive effect which this horizontal inequity 

stated above will have in order to raise the "etandard ot 

cultivatioc". In a paragraph, wbich ie curious accordia& 
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to Toye, the Committee states, •that as a matter of policy, 

we should expect the standards of cultiv•tion in larger a&ri• 

cultural holdings to be above the average; if they are not, 

it would be ri&ht and proper to introduce into the fiscal 

measures of tbie kind the bias necessary to improve the 

standards of cultivation in larger holdings and to brin& th .. 

at least on par with the average.•46 Toye bas pointed out 

that this 'incentive' effect a tax like ART is supposed to 

have··that those who produce less than normal output, will 

start producing normal output after the imposition of tax, 

which will bring them on par with the other producers thereby 

washing out the-horizontal inequity••ia surrounded by ambigu• 

it1es and contusions, which can be briefly stated as followa. 

Firstly, the term standard of cultivation ie never defined. 

~condly, in what manner the farmer will be motivated to 

produce more by levying a certain type of tax is also n•ver 

clearly stated. In the third, it is considered -that a tax on 

land provides an inducement to the farmer to produce more, eo 

that he can reduce the proportionate burden of tax. Granted 

that everyone produc8s more, this will result in an incr8ase 

in the rate~ble valu~s in the following year. The question 

then is, as passed by Toye, "how long ~ill the farmers continue 

to se~k the AHT tax advMnta1e, when it becomes clear that 'hey 

must redouble their efforts in each succe~sive y~ar to stay 

ahead of the game?~47 Obviously, eome kind of illusions have 

to be attribut~d to them. Again th9 question arisas, • what 

kind of illusio-"' Fourthly. when it ia considered that a 
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tax like AHT has incentive effect, it implies that it is a 

ponQlty on the far.mers who fail to produce the normal output. 

Toye bas pointed out (Gulatl also had pointed out earlier) that 

a farmer may fail to achieve the normal output due to eircwa• 

stances beyond his control, and not only due to laziness. 

Toye bas brought to notice that the Committee doea not aeea 

to be aware of the fact that in India, only a certain section 

of the farmer class dominate the access to essential inputs 

such as credit, irrigation, fertilizers, etc., •at the expense 

of the mass of farmers•. 48 In such a case, how far is it fair 

to levy a tax on presumptive basis vhich is supposed to have 
. 

an inducement effect? Such a tax vill be oppressive on the 

farmers who do not have access t~ credit, irrigation, and 

other essential factors. 

The Comcittee has suggested partial integration of 

incomes from agricultural and non-agricultural activities in 

order to deal with the problem of camouflaging non-agricultural 

incomes as agricultural income. The partial integration 

would be done by placing the income from non-agricultural 

sector on top of income from agricultural sector. E.T. Mathew 

hus criticized this integration by making a basic point that 

if income from agriculture can be computed for the purposea 

of partial integration, it can also be computed for the 

purposes of agricultural income tax. Granted that thia 

scheme of partial i ntegration is accepted, Ahmad nas8 49 baa 

shown that this sch~me , though well conceived, does DOt 
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suppress the temptation to camouflage non-agricultural incoaea 

as gains from agriculture~ To curb thia t~ptation, an 

amendment in the scheme is necessary, ao that the amount 

gained by the way of reduc·.tton in the income•tax liability 

is lost by way of AHT liability. 

According to Ved Gandhi, 50 since the Committee ia ail•t 

about the imposition of agricultural income·tax, it haa the 

intention to impose agricultural income-tax along with AHT. 

In th&t case, it is not clear as to how agricultural income• 

tax will be integrated with AHT i.n order to yield ti aaooth 

progression in the direct tax system on Indian agriculture 

and how it would be compared with the burden of direct taxes 

on the non-agricultural sector. Firstly, Gandhi is wronc in 

presuming that the Committee is silent about the impoaitioA 

of a&ricultural. income·tax along with AHT; this ia clear froa 

the Committee's statement: ''AHT ahould not be allowed as 

decuctible expsnditure while computing agricultural income."5l 

But as to how the combination of two vill yield a amooth pro• 

gression comparable to that in th.e non·agr1cultural aector 

is a question which remains unresolved. 

In order to tax a.gricultural weAlth and capital geia• 

which are not at all accounted for under AliT or agricultural 

income•tax, the Committee propoaea a wealth tax and a capital 

gains t ax. Wealth·tax should be levied on a family baaia 

with the basic exemption limit of Ra. 1.5 lakha. The Committee 

is of tee vi ew t hat all other exemptions should be abolished 
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as far aa possible; with such a high exemption limit only 

few agricultural families will be required to paJ wealth tax 

thus reducing a good deal of administrative work. Value of 

shares, w1 th their market worth ri goroualy determined should 

be considered aa taxable wealth. Farm lands, for the purpose 

of wealth tax should be valued by tbe method of income capital• 

ization. The Committee baa suggested a simple method of 

valuation, i.e., "to take fow· to six times of the rateable 

value of a holdin& averaged over a period of yearah. The 

Committee haa proposed to widen the definition of capital 

asset so that taxation of capital gains is possible froa 

transfer of all ·agricultural lands irrespective of their 

location. Since the capital -gains cannot be taxed until the 

asset ia eold, the Committee has suggested that other alteroa• 

ti ves have to be searched in order to regain a part of expendi­

ture on dev~lopwental projects within a reasonable period. 

With the enactment ot Finance Act, 1969, wealth•tax 

was introduc@d on agricultural property for the first time, 

w1 th the hope that it would be a patent instrument for 

mobilizing additional resources from the wealthy section of 

the agriculturists. 52 But the tax bas been cUscontinuecl since 

the assessment year 1981·62 because of belied expectations. 

Complaints of ha~assmant have been received in the valuation 

of agricultural land. But the tax continues to be levied on 

lands under tea, coffee, rubber and cardamoa plantations. 
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Apart from all the criticiama levied against the 

Committee, Gandhi has expressed a basic fear whether this 

tax will be politically accepted because AHT would raise the 

average effective burden on the farmers excepting the very 

small ones with its progressive tax schedule. Gandhi baa 

pointed OUt that politicians may not/do DOt attach much 

importance to the principles of ability-to-pay and equity ia 

taxation aa economists do. On the other hand, 'Dye is of the 

view that the reason for mild progression in the AHT, aa 

compared to the income-tax, ia to make the scheme acceptable 

to the politicians. 

The AHT scheme, nevertheless is workable despite tbe 

criticisms which can be fruitfully utiliaed to modify the 

scheme. The scheme without any doubt ia superior to the 

existing land revenue system for the reasons that (a) it 

introduces equity amon& landholders in the country; (b) it 

has a progressive rate structgre; and (c) it ia capable or 
mobilizing additional resources with increases in taxable 

capacity. 
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CHAPTER IV 

COICLUDING RIM4BIS 

The entire debate about whether the agricultural sector 

in India is overtaxed or undertaxed as compared to the non• 

agricultural sector arose from the fact that the Indian Economy 

was, and still is, in need of resources for iapl ... ntin& ita 

development plana. Since it was believed ~hat the aon•agri· 

cultural sector vas already overloaded with taxes and that a 

similar amount of taxation did not exist in the agricultural 

sector, it was thought that there was a good scope for findiq 
. 

the much required resources in this sector. It vae proposed 

that not only should the agricultural sector be taxed more 

heavily than heretofore, but that it should be made to con· 

tribute a higher proportion of ita (sectoral) income, relative 

to other sectors, to the tax revenues of the Exchequer. It 

was believed that the agricultural sector is aupposed to play 

a special role in the context of economic development. The 

special role, for a demo.~ratic set up like that of India's, . 
was that it should contribute a sizable portion of ita 

(sectoral) income to the Exchequer in the fora of taxation. 

This belief was doubted for the reason that India, at the time 

of independence, inherited an exhausted agriculture, althoulb 

exhausted in what sense i.e not precisely know. 

Studies were conducted to find out whether there 
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existed any taxable c~pacity in the agricultural sector. 

Unfortunately, the only two detailed and comprehensive studiee 

have come to opposite conclusions making it difficult to say 

something firmly. The other studies, though not detailed and · 

comprehensive, show that certain income groupe in the agri• 

cultural sector are undertaxed as compared to the corresponding 

income groups in the non-agricultural sector. Generally, the 

studies reveal that the tax ayat• ie regresaive in nature, 

and if the eft'ective burden on the income groups in the agri• 

cultural sector which are undertaxed is to be raised, it can 

be done only by modifying the entire tax ayst... Witb the 
. 

realization of this fact a heat of reform proposals were put 

forth by different authors. But as i& observed, hardly aDY 

reform proposals have been implemented by the Governaent. !be 

same old system, with alight modifications here aad there, 

continues to en st. In addition, some State goveroaenta have 

abolished land revenue, and in some States exemption limite 

have been fixed. Why this cold shoulder treatment on the 

part of the Oovernment7 

If the reaeon(a) behind the indifference or the Govern· 

ment baa to be discovered, one has to examine whether aaythiq 

is wrong with the proposals themselves. The proposals could 

be unsound in three respects: 

and political acceptability. 

equity, administrative ease 

All the proposals examined here 

would not have passed the equity teat with flying colours, 
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but surely they wuld have introduced a hi&ber degree of 

equity than in the existing tax syst•. Any step taken to 

increase equity is bound to complicate the tax syatea, for, 

equity and administrative case are two conflicting objectives. 

The more complicated the tax syatea, greater the requirement 

not only of administrative effort, but also of advanced a~ai• 

strative skills. This aight have been one of the reaeoaa tor 

not implementiDg the reform-proposals. Aa a.M. Bird1 baa 

pointed out, the developing countries can neither afford extra 

administrative effort, nor do they possess advanced adaini• 

strative skills, and this particular tact has been overlooked 
. 

by moat of the tax-professionals. 

The contention that India, being categorised aa a 

developing country, doea not possess advanced administrative 

skills can be suspect, but surely, all the tax•propoaala did 

not require so much administrative effort ao aa to hinder 
.~to. 

t heir i~~ementation. There were aoae which required legis• 
• 

lati ve amendment anq/or heavy administrative coats. But aost 

of them could have been implemented within the prevailiD& 

adminis trative and institutional framework. 

Political unacceptability also could have been the 

r eason for not implementing the refora•proposala. !be 

proposal s , if _implemented, would have resulted in· increasiq 

the t ax-burden on t he upper income section of the agricul• 

turi st s , which is politically domi nant in mos t of the States. 

Agricultural taxation being a St ate prerogative, these sections 
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might have restrained. the proposals from implementation in 

order to avoid an increase in tax burden upon themselves. 
I 

Whether 1t 1s poLiticaLLY acceptao~e or no~, some are of 

the view that the ability-to-pay (and equity) considerations 

should not be made the cornerstone of the tax structure in a 

developing economy. dThe desirability of higher taxation of agri­

culture, or of particular groups within the agricultural sector, 

must be assessed in light of its effects on the relevant objec­

tives of national policy, not merely in ter.ms of static indexes 

of tax capacity and tax effort.d2 The burden-approach lays 

too much empha~is on relative burdens. The absolute burden of 

tax which affects saving, investment, etc., Which are more 

relevant considerations of a developmental tax policy, receives 

inadequate attention under the burden approach. 

If the above point of view is accepted, then not only 

the agricultural tax structure, but also the tax structure on 

the non-agricultural sector will require examination of its 

eff ects on savings and investment. If the above viewpoint is 

accepted only for the agricultural sector it will imply that 

the agricultural sector is given greater importance than the 

non-agricultural sector. This is not so. Study of our Plans 

reveals that both agricultural and non-agricultural sectors 

have been given equal importance. 

The hard fact is that we are in need of resources and 

they have to be raised, from anywhere. To find out where 

they can be rais ed, i t is essential to examine which income­

groups are undertaxed, irrespective of the sectors. 
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