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In the first lecture under this series Professor I.M.D.Little
had observed that no permanent civil servant since John Stuart Mill
had made such a contribution to theoretical economics as V.K.Ramaswami,
Remarkable as was this contribution it reflected but one side of his
personality and achievement. The oth;r side, no less impressive,
was his deep intellectual and emotional involvement in practical
problems as an economic administrator. He was in fact part of a small,
distinguished group in government service who moulded and gave direc-
tion to economic policy in India not only through their individual
talent but by a rare capacity to work together to a common purpose,
Ramaswemi, the &oungest of this team, was tragically the first to be
removed from the scene; now, with the passing away of Pitambar Pant
in circumstances almost as painful, we are left only with the memory
of a warm, lovable and unpretentious group of friends who could
remain dédiéated to a larger cause without being untrue to themselves
or ungenerous to others,

One of the problems in,whicr Ramaswami took considerable
interest was the taxation of agriculture, He was actually among the
architects of the yfalth tax intrcduced early in 1969. When this
proposal met with strong political Oppositionlhe was also one of

those who worked actively behind ~he scene to salvage whatever was

# This version of the Ramaswami M:morial Lecture, delivered on
March 12, 1973 under the auspic:3 of the Delhi School of Economics
and the Indian Statistical Inst:tute, is subject to revision
before publication in the Indiasi_Economic_ Review. Footnotes and
the Appendix have been added su3sequently.




possible. To his efforts must go at least part of the credit for
thé subsequent decision of the government to retain the wealth tax
on agriculture, even if in a somewhat curtailed form, The congti-
tutionality of this measure was later challenged, but the decision
of the Supreme Court went in its favour and the wealth tax remains
therefore one of the potent instruments available to the Central
Government for direct taxation of agriculture.

Extension of the wealth tax to agriculture, it will be
‘recalled, was opposed on the ground that if would hurt even the
small and medium-sized farmers., This argument wslg advanced in spite
of agricultural holdings below the value of Rs.1 lakh:being exempted
from theé tax, The opposition to the tax came from even :political
" parties and groups generally aasociated with radical policies, some
of whom cautiously refrained from defining who precisely constituted
the small and medium-sized farmers.

Ramaswami had no pretensions to radicalism, and in fact taok.
great delight in projecting an image of being a "reactionary". That
one like him should have had to defepd the taxation of agricultural
wealth against heavy odds is not only a tribute to his own integrity.
and sense of professional commitment but a comment on the sociology
of radical politics in this coﬁntry.- The renewed interest today
in the taxation of agriculture makes it therefore an appropfiate
subject for remembering Ramaswami's own work and for examining some
of the issues and problems such taxation now raises.,

Though the need for taxation of agriculture is self-evident

in a country that is mainly agricultural in character, the form and



jncidence of such taxation can vary widely depending on the political
structure and the objectives of economic policy, The extent of

dependance on land revenue during British rule in India, and its
regressiveness, are of course explained mainly by the syst?ms of
taxation inherited from earlier regimes, However, Britain was also -
interested in commercializing the Indian economy as rapidly as
possible, and the requirement to pay land revenue in cash served

the purpose of compelling farmers to préduce more for the market,

Since the tendency to subsistence farming was more prevalent among
small farmers, the element of regression had the effect of. applying
on them adequate pressure in this direction.

Such a regressive system of agricultural taxation was feasible
also within the social and political power structure of Japan in fhe
early decades of this century. 4s ih Indjia, it was superimposed
on a pattern of land holdings and agrarian relations which promoted
extreme inequalities of wealth and inco;e. In fact the one comple-
mented the other, and the surpluses s§ extracted from agriculture
provided a large part of the resources required for the industria-
lization of Japan during this period.

Agriculture has had to provide resourceé for develqpment on a
significant-scale in the Soviet Union and China as well, but the
social and political premises were entirely different.’ Not only was
the incidence therefore mainly on the higher strata of rural society
but the wviability of the strategy required complete reorganization
of the agrarian economy., Though we still know all too 1i£t1e of

the Chinese experience it seems probable that such re-organization



linked with the development of agro—industrial Eomplexes in rural
areas has éontributed more to the mobilization af resourcés from

: '
agriculture fhan purely fiscal measures such as the grains ta}.

All this has however only limited practical relevance within
the existing social and political framework in India. With land
revenue remaining more ér'less fixed in terms of money, and prices
ard incomes rising over time, the yield from this form of taxation
of agriculture has shrunk in real terms to almost insignificant pro-
portions. The receipts from this source annually amounted to five
per cent of the total value of agricultural output at the turn of
the century, but they account for no more than.3/4 per'cent of it now.
Nor does any radical re-organization of.agriculture appear to be
within the range of achievement in the near future even though some
changes in the tenurial system and in land'holdings have been taking
place, In the circumstances the most that can perhaps be realistically
attempted at this stage for moﬁilizing regources. from' Ahis sector:
is to make available the inputs required for éccelerating the grbwth
of agricultural output and at the same time devise a system of taxa~-
tion of agriculture that is consistent Qith the assumptions and
objectives of the development process,

One of these assumptions is'that the public sector has the
primary responsibility for providing the sociai and economié‘overheads
of development. The externai economies asgsociated with invegtment
in irrigation, soil conservation, education, scientific research, etc.
are so large that this responsibility.is paiticularly great in rele~

tion to agriculture, One has therefore to keep in mind that against



the revenue that might be collected from taxation of agriculture
has to be set the reverse flow of public expenditure in this sphere
and that the net balance could be still in favour of agriculture.

Another relevant consideration is that, when the distribution
of land is very unequal, the external'ecénomies created by public
expenditprg on development are likely to widen rather than narrow
the disparities in income and wealth. Shift in terms of trade in
favour of agriculture of the kind witnesscd in the last decade has
similar effects, since the proportion of the produce marketed tends
to be higher for the larger holdings. The forces actually in opera-
tion are therefore likely to run counter to one of the major social
goals of deveiopment unless a significant degree of progression
can be introduced in the taxation of agriculture.

It has sometimes been suggested that the fequired additions
to tax revenﬁe from agriculture and the element of progression needed
can both be secured through indirect taxation on a selective basis,
As the level of income rises the pattern of consumption changes in
favour of goods that are amenable to higher rates of excise duty and
the like, and larger proportions of the higher incomes can theéefore
be tapped fhrough indirect taxation of such goods. That there is
scope for additional taxation along fhege lines is beyond doubt, but
the question one has to ask is whether it would be adequate relatively

to the requirement.

The answer is reflected in part in the degree to which
reliance is still placed, when additional revenue has to be raised,
on taxation of some of the most essential commodities entering into

the consumption of low-income'groups and, still more significantly



in the case of the agricultural sector, on inputs of critical
importance to production such as chemical fertilizers. One has only
to look at the estimates of the additicnal tax revenue that has to
be raised during the Fiith ﬁlan period, and thec extent to which |
wages ahd other costs have tended to rise in response to indirect
taxes on essential commodities in the past, to recognize the need
for exploring to the full tﬁe scope for more direct taxation.

The simplest way of raising more revenue through direct taxa-
tion rf agriculture would be to levy surcharges on land revenue
making its incidence a multiple of what it is now. Land revenue
has the advantage that it 1s a traditional method of taxation familiar
to the farmers and has generally been upheld by the judiciary as a
system in which the amount of the levy is related to the potential
productivity of the land in each holding. If this latter condition
is really satisfied, and the land reverue now payable reflects
reasonably well the inter se relationship in productivity as between
different plotc cf land, it would not be difficult to devise a
formula for using it to introduce any degree of progression one
desires into the taxation of agriculture. In egsence all that oﬂe
would need to do is to link the rate of tax applicable in the future
with the total amount of land revenue now payable by a holder,

Y?he difficulty however is that the land revenue now levied
does not adequately reflect differences in the productivity of land.
There are several reasons for this. In many areas of the country,
more particularly in the ex-Zamindari tracts, the amount now payable

as land revenue is simply the rent that the tenant or sub-tenant was



required to pay under the Zamindari sysfem and, in cases where the
intermediaries chose to retain some land for themselves, an arbitra-
rily fixed amount defermined by the State at the time of abolition
of the system. Since there.was a wide range of differentiatjon
among tenants the rent that was being paid by them had naturally
little relafion to the productivity of the land they held. In States
that were formed by merger of territories belonging to feudatories,
the land revenue payable in some regioﬁs is several times as high

as the amount payable on land of similar kind in other regions within
the same State.*

Even in the ex=ryotwari regions revenue settlement has not
been undertaken for some decades except in some areas and, in several
of them, there have been since then sufficiept developments such as
extension of irrigation to upset the inter se relationships in _
productivity established by previous settlements.- Further, under
the system of settlement that has beﬁn practiseé in these regions,
the productivity of land has been assessed in terms of the basic
cereal that is grown in eaci area and not in térms of the crops that
were éctuaily grown, With the growing demand for and the consequent
popularity of non=food crops that are more remunerafive, some of
which can be even grown in soil that would be regarded as inferior
for cereals, this method of assessment has obﬁious limitations., To
correc; this deficiency, several States have taken recourse to addi-
tional cesses on the area under selected crops. But the crops
covered by such cesses are seldom comprehensive enough, and the rate

of the levy is not itself determinecd in any systematic way with

* :
In one State the land revenue payable on land of comparable quality
is about ten times as high in some areas as in others in the same
.State.
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reference to the productivity of the land under such crops; the

correction achieved is therefore not only ad hoc in character but

,generglly very prartial., In any ecase it is evident that, even where

crop cesses are levied, land revenue by itself does.not prnvide

an adequate basis for introducing progression into the taxation of
agriculture., In sevefal parts of thé country, doubling or trebling
of the land revenue will only make this form of taxation mere
regressive in its incidence than it already is.

This is among the reasons why the replaczsent of land revenue
by extension of income-tax to agriculture has had considerable
appeal to many. If the income actually acc%uing from agriculture
is assessed exactly as income from any other source, all the factors
that are relevant to the productivity of lénd will have been
indirectly taken into account and the rates of tax applicable at

different levels of income wili introduce the necessary deéree of

fprogression. In principle there is perhaps no better way of making

the entire system of direet toxation more'equitable and logical,
-rIn practice, hewever, the assessment of agricultural income
presents formidable difficulties, They arise from the nature of
agricultural Qperations and thg conceptual problems involved in
diétinguishing current from capital costs. Wherever taxation of
agricultural income has been attempted the result has been either
extensive evasion (as when the assessees could afford to secure
necessary accounting and legal assistance) or harrassment (as when
the assessees could not secure such assistance). This has been the

experience not only in countries like the United States but in India



itself wherever it has been in operation. In fact, apart from the
tax collected from the larger plantations'in States where they form
a significant segment of the agricultural sector, the revenue from
agricultural income-tax has been negligible hithertn. There 1is
adequate reason to believe that this is not because incomes above
the sfipulated exemption limit have been themselves negligible bdut
mainly due to the problems posed in the actual administration of
the tax, Even in the case of plantations one finds several instances
of their audited accounts showing continuous'lésses alongside growth
in acreage and output; of course, the internal inconsistency of these
phenomena cénnot by itself be an adequate ground for questioning
the correctness of the accounts, ,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 expanding their
operations! |

Far all these reasons, despite the obvious attractions of
extending income-tax to agriculture, there has been growing recogni-
tion the world over to find an altefnative method of direct taxation

N e . g an o i = eIV 4k e <

of agriculture, This has been in evidence paiticularly.in the
\-_,._.,______,,._..r., )
context of countries in which ggricultural output forms a high
proportion of the total national income and the distribution of land
holdingg is sufficiently.skewed“for'progression being made an essen-
tial element of such direct taxation, .

) A common feature of *most-of the alternatives suggested is

that the proposed tax is not linked to the actual income derived from

N

agriculture but to the potential.productivity of lang‘given the so0il

* "Potential productivity" is usually taken to mean in this context
the productivity that one can reasonably expect to be achieved
with the use of the existing practices and techniques prevalent
in the area, not what can be attained by adopting improved
practices and techniques. ' )
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and olimatic conditions, the choices open in respect of the crops
that can be grown, and the prcvailing practices and techniques of
agricultural production in the area, In so far as the tax base
proposed is potential productivity it is essentially a return to the
'principle underlying the system of land revenue in ryotwari areas,
The differences from this system, and between the various proposals
themselves, are mainly in regard to the method of assessment of the
potential productivity »~f a holding.

Some link potential productivity mainly with properties of
the soil, availability of water, and climatic conditions, and would
assess it for a holding with reference to the actual productivity of
land in tracts that are reasonably homogcnenus  in respect of these
objective factors without going into the actual crgp-mix in the
holding or even the average productivity of land under each of these
crops in the tract concerned. The presumption is that once the land
in each holding is classified according tc the characteristics of
soil, water supply and climate, the choices open to it'can be objecti-
vely determined and it is upto each holding to arrive at the optimal
crop-mix without the choice being affected by the amount of tax payable.

Others would not attempt detailed classification of soil in
each holding — on the ground that the properties of the soil can now
be modified to - considerable extent by the applicqtion of chemical
nutrients — but blace more importance'%n going into the observed
crop-mix in cach holding and the average pfoductivity of land under
‘each crop in tracts that are more or less hOmogeneoug in respect of

soil, water supply and climate. The implicit reasoning here is that,
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‘while soil need not be regarded as imposing any absolute constraints
on the choice of crops or on the productivity that can be realized,
there could be other constraints on the choices actually open and
that it is therefore essential to take into account the crops grown
in each holding and how much can be secured thereby.

\//'The Agricﬁltural Holdings Tax proposed recently by the Committee
on Taxation of Agricultural Wealth and Ircome approximates more
closely to the second of these‘two variants. In so far as it is
based on the actual crop-mix, and takes into account the productivity
of each crop or crop group, it is in effect a systematic way of
méking crop cesses the basis of direct taxation of agriculture and
introducing progression into it in a ﬁay that cannot be done now on
the bésié of the existing land revenue system. The details of the
methods and procedures proposed, and the possible differences of
opinion on them, are not so important as the fact that_basicglly the
objective is to avoid determinafion of éctual income or prqductivity
for each holding but to find a.ieasonéble basis for assessing poten-
tial productivity with minimal scope for arbiprariness in administra-
tion. This approach_has the addifionél aévantage that by relating
thé tax to certain norms of productivity it offers some built-in
incentives to achieve highef levels of productivity, since the gains
so secured by the producer will not be subjected to additional tax
at the margin as in the case of the prevailing systems of taxation
of income.

It is obvious that the objective conditions that have to be

taken into account in assessing potential productivity may differ
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to such an extent that the methods suggested in onc set of circums-
tances may not seem apprepriate or reasonable in another situation.
Any scheme of taxation of this kind has to have therefére within

it sufficient flexibility to be adapted to the requirements of

each case, But what is beyond doubt is that classification of
assessees on some objective criteria, and determining the tax
payable on the basis of norms considered appropriate to each such
group, is an accepted method of direct taxationy all that is essen-
tial is that there is a procedure laid down for appeal by any
assessee who fecls that injuetice has been done,

L?;rious administrative problemé have been mentioned as reasons
why it might be difficult in practice to organize and operate effect-
ively the Agricultural Holdings Tax.> Among them are the non-~
availability of records relating to operational holdings, the diffi-
culties in demarcating tracts and areas that are broadly homogeneous
in respecct of soil and climate, the burden that would be imposed on
the administrative machipery if the assessments have to be made
annually, the difficulties posed by fhe existenée of 'benami' holdings
etc. These are indeed genuine problems, but noﬂe of a'nature that
precludes its adoption,

The nmost crucial step involved in the implementationlof the
tdx is the dclineation of tracts and arcas, which are markedly diffe~
rent from each other in regard to soil and climate, but sufficiently
homogeneous within to provide a reasonable basis for providing norms
of gross output per acre for different crops in each such tract or

area, This is by no means an impossible task, nor is it the case
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that such attempts at classification have not been made in the past,
In fact similar demarcation was carried out in the Mysore State as .
part of land revenue resettlement operations initiated in 1958, In
States snch as Kerala, where land of heterogeneous kind can often be
found in close proximity, there could be difficulty in demarcating
homogeneous tracts on the basis of contiguous areas; but in sueh
;egions there are usually other ways of classifying land. Prob}ems
of this nature are in fact continually faced by administrators in
different States when policies and programmes formulated at the
national or State level have to be carried out; reasonably workable
solutions are in practice found, and there is no reason to think
that su¢h administrative ingenuity will not be forthcoming in this
case,

There are some features of the proposed tax which, if found
admlnlstratlvelJ burdensome, could be modified to some extent without
violating the spirit of the proposals or defeating the purpose, For
instance, if annual assessments are found difficult, triennial or
quinguennial assessments might do. Similarly if, for non-administrative
reasons, the 10-year period suggested for averaging to determine the
norms of productivity for different crops is thought to be too long,
there is no reason why a shorter period considered more appropriate
should not be adopted. These are essentially matters of detail in
which considerable adaptation may be necessary from even State to
State and crop to crop for taking into account differenees in

~

circumstance,
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There are still other problems of an administrative nature
that one has to live with and which are by no means peculiar to the
Agricultural Holdings qu. For instance, problems associated with
identification of 'benami' holdings, incorrect reporting of aggregate
holdings of families, or those arising out of deliverate misreporting
of +the cropping pattern are of a category that is common to any form
of direct taxatipn. They have to be faced as best as one can unless
the attehptvto rely more on direct taxes is itself given up.

Even the lack of records relating to occupational holdings
is the kind of problem that most forms of direct taxation have to
coﬁtend with in the initial stages. Neither the wealth tax nor the
income-tax could have got off the ground if a full listing of the
potential assessees was insisted upon as a prior condition., For
initiating the Agricultural Holdings Tax if is necessary to cover
only théAtop decile of family holdings in each area arranged according
to the size of these holdingsj; it is difficult to believe that the
revenue authorities do not know clready the potential candidates
in each village and taluk and cannot secure from them fairly quickly
the more.detailed information requipgd in respect of their holdings.,

Two important points have however been made in criticism of
the proposed Agricultural Holdings Tax which deserve more serious
consideration. The first is that, even if cére is taken to demarcate
as trazcts only areas that are hroadly homogeneous in respect of soil
and climate, the use of the estimates of average productivity of
land under each crop (or crop~group) in z tract as norms for assessing

the potential productivity of land under the different crops in all
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holdings within the tract night be inequitous and therefore cujected
to on legal grounds. The answer to this, as already indi‘ated, is
that the law as interpreted hitherto recognises the need for and
the legitimacy of this kind ‘of classification and use of norms; one
has only to ensure that they seem reasonable in the light of the
objectives that are sought to be attained.

Moreover, as explained earlier, the Agricultural Holdings
Tax 18 in effect a way of mtng_ orop cesses, hitherto levied in an
ad hoc fashion fqr_selected crops, the basis pf direct taxation of
agriculture in a more logical and systematig manﬁer. The existing
crop cesses which are presumably related to the higher produstivity
of land under certain crops — and which, as for the area under
sugarcane in Maharashtra,‘éan be as high as Rs.100 per acre —~ are
leviedvon a State-wide bésis without taking into account the oonsi-
derable differences iﬁ prdductivity thqt are evident within a State,
Nevertheless the crop cesses have come to stay. The reasonableness
or the legal acceptability of the Agricultural Holdings Tax cannot
therefore be seriously disputed on the ground that it goes by norms
of output for a tract instead of by individual assessment of eaoh
holding, particularly since in this casc an attempt is made to
ensure that each tract demarcated for the purpose has broadl& similar
80ll and climatic chargcteristipé.

ixi second impor#ant objection raised is that, since the proposed

tax isb;; 6pera£iona1 holdings, it leaves out rental income from
agriculture;rthat such rental income is not covered by any cther

of the actual or proposed taxes; and that it therefore allows the
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perpetuation of an anomaly and an element of regression in the
taxation of agriculture. As the proposals now stand this is a valid
criticism;

Some solutions have been éuggested to correct this deficiency.
One is that the ownership holding may be made the basis of the tax;
another is that the tax liability on the operational holding may be
apportioned as between owners and tenants on the leased-in component.
It is necessary ‘however fo ensure that the solution adopted does not
either conflict with the concept of potential productivity which is
crucial to the proposed tax or make the administration of the tax
much more complicated. One nmust therefore examine also the possibi=

lity of meeting the problem in' other ways.

amgnd the Indian Income-

_— B S P —

For instance, it might be possible to

Tax Act such that rental income derived from agriculture is treated
in future as non-agricultural income. The essential issue here is

 whether the categorization of income for the purposes of income-tax

should be on the basis of the sector from which the income originates

\Vv;f' assessees concerned. If the former is the criterion adopted, rental
L, L \‘4“
;F VW _income derived from land leased out for agricultural purposes will

JJJ

p{¢,::Pﬂnaturally have to be treated as agriculturdl income; but, in that
NS
)

XY o~

.}é,“& case, interest earned from lending money for agricultural purposes
o

AN and dividends from shares held in companies engaged in agriculture

will also have to be regarded as agricultural incomé. Adoption of

this criterion would be however not consistent with the accepted legal

interpretation of what constitutes agriculture fg; the_pprposes(of incon

tax and what therefore is income from agriculture.
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For, according to a judgment of the Supreme Court, some basic
operation involving expenditure of human skill and labour on the
land itself is essential to constitute agriculture for the purposes

of income-tax, (C.I.T. versus Raja Benoy Kumar Sabas Roy, S.C.1957).

,In accordance with thls v1ew, d1v1dends recelved by shareholders

from companies carrying on agrlcultural operatlons have been declared

by the courts to be not\agrlcultural income. The shareholders, it

- e et

has been'held, receive dividend not by virtue of agricultural activity
carried on by them but on account of 1nvestment 1n the shares of the

. At LTI TN .
W(L\,

“‘“VL“ companies concerned and by reason of the contractual relat;pne
e Pl S : cuee . ctalL rIe=xd
o & €

ot ‘ entefeqﬂinpgwjhereby. The companies concerned might be carrying on
ﬂfq agricultural operations, but the acts of(ﬁhese companies are to be

}\ u;’ ?istinguished from the a0t5”9f_th9 s%g;epolders whe_g;ewgistinct

‘by juristic entities, 1In fact it has been explicitly declared that the

' character of agricultural income in the hands of sech a company
changes when it is received by the shefeholder. The criterion adopted
therefore is clearly the activity through which inoome accrues to the
assessee,

By this criterion, income deri&ed from only leasing out land
for agricuitural purposes would not qualify for treatmept as ggricul-
tu;g&ﬂ}geggg. Appardntly it does so now enly beceuse_the Income-Ta¥
Act itself defines agricultural income as."any_fent or revenue
derived from lend which is used for agricultural perpeees“. if this
is the case, it is also open to.the'Parliament te amend the Incpme-

Tax Act defining agricultural income merely as "income from agriculture".

Rental income from agriculture can then be treated as hon~agricultural
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income, without violation of the present legal interpretation of
agriculture for the purposes of income-tax or without any amendment
of the Constitution; if this is possible, the rent on leased-in land
paid by operationai holdings can be allowed as 2 cost item (exactly
like the costs incurred on ifrigation) for the purposes of the
Agricultural Holdings Tax and the rent accruing to owners of land
clgssified as non-agricultural income and taxed as such,

Itlis therefore not impossible to devise reasonably adequate
solutions foflthe problems.posed by the Agricultural Héléings Tax,

At any rate, none of the objections raised so far are serious or
compelling enough to dismiss it in favour of surcharges on land

revenue or in favour of the convehtional agricultural income-tax,

both of which are ﬁighly inferior z2lternatives, The basic éhrust of
the tax could be directéd at the top decile of the operational holdings,
and the existing land revenue retained or modified in respect of the
other hol&ings according to the circumstances of each State; to drop
altogether the proﬁosal for a progressive tax on agricultural holdings
would be not only unjustified but wholly inconsistent with the

approach outlined for the Fifth Plan.

It has been assumed by some that since one of the other pPropo~
sals of the Committee on Taxation df Agricultural Wealth and Incone
has been accepted in the latest budget proposals = .that is, the
proposa} for partidl integration of agficﬁltural and non-agricultural
incomes for the purposes bf the'inéome-fax'levied by the Centre —
it is not necessary to do anything very much more. One view is that

through this measure agricultural incomes would in any case get
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covered to some extent, and that the rest is not worth bothéring

about. Another is that, since this proposal for partial integration

has lent credibility and acceptability to taxation of agriculture

based on the concept of income, the rest of the agricultural incomes

in the relevant range can be covered by the States imposing agricule

tural income~tax wherever they have not done so upto now.

Both these interpretations are mistaken, and are based on a

?:ﬁﬁ&gg;derstanding of the respective functions of the proposals for

partial integration of incomes and for a separate Agricultural Holdings

Tax. [E%?tial integration of incomes is primarily designed to check

the tendency to evade taxation of non—agr10u1tura1 income by y_reporting

T vty

\ part of it as agrlcultural income. This tendency to exaggerate
agricultural income has been there partly for the reason that such
income has not been'subject to tax in most States; but the more
important consideration has been that its non-inclusion by the Central
Government for determining even the rate of tax applicable to the
non-agricultural part of the total income of &n assessee helped to
reduce the tax liability on non-agricultural incomes, when_é larger

mroportion of the total income was reported as agricultural income,

By requiring the inclusion of agricultural income for determination
of the rate of tax applicable on non-agricultural incomes, the
Froposal for partial integration can be expected to check évasion
!of this kif%Z} However, the need to tax agricultural incomes on a
;progressive basis still remains; and, since the tendency here is to

unjer-report incomes, the case also remains for a tax that is based

on the concept of potential produoti#ity. The Agricultural Holdings
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Tax cannot in fact be dropped without violating the structure and
the objectives of the integrated system of taxation of agriculture
proposed by the Committee. (Incidentally, this integrated system
includes covering under the Capital Gains tax tﬁe gains éecﬁred
from sale of égriculturai land: the pfoposal has not found a place
in the recent budget proposals of the Cential Government, )

It hes been suggested by some that thé tendency to divide
and sub—d1v1de holdings has been so strong in recent years that there
are llkely to be few holdings left of sufflclent size to Jjustify |
a system of progressive taxation of the kind proposed. Though the
existence of'the tendency cannot be disputed it is not,altogether.
obvious that the inferences.dpawn necessarily follow. Data regarding
.1and-holdings collected in a recent Round of the Natioﬁai Sample
Survey, and which would reflect the position at the beginning of
the 'seventies, are not yet availablelfor the country as a wholej
however, the data collected for Maharasﬁtra are now ready for publi-
cation,'and they do not certainly supp&rt the kind of .conclusion |
that has been draﬁnf' Moreover, it must be borne in mind that if is
mainly the oﬁnership holdings tpat haveltéhded to get divided
between individual members of the families concerned and thaf ifs
impact on the size~distribution of operatiohal'holdings is likely
to.be less pronounced, In.fact;.one of the reasons for levying the
Agricultural Holdings Tax on opefational hoidings is that it would
help to check to some extent the tendeﬂcy to split the ownership
of land nominally while maintaining the holdings more or less intact

for operational purposes.

* ' ' g | ' y
The data are presented in summary form in the attached Appendix.

‘The decision to publish the data for Maharashtra was taken by the
Governing Council of the Natlonal Sample Survey Organlaatlon in
February 1973,
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It is not unlikely that resistance to the Agricultural
Holdings Tax will come as much from assessees covered by income=tax
in the non=-azgricultural sector as from those on whom the AHT itself
would fall. The Agricultural Holdings Tax can be mearingful and
effective only if the nuclear family is taken as the basic unit for
estimating the size and rateable wvalue of operationzl holdings, "
Once this is accepted it wquld be difficult not to accept its logical
implications for the levy of inc;me—tax on non=agricultural incomes,
Since the "clubbing" of the incomes of a husband and wife earning
non=agricultural incomes is.apparently not popular among the so-
called middle classes in thq urban sector, and they favour higher
rates of tax only on the agricultural population (even the richest
among whom are nct necessarily any more prosperous), the non-farm
lobby in our society may still come to the rescue of the much-
maligned farm lobby! To fhe extent that such joint opposition
succeeds in frustrating the attempts to widening the base of direct
taxation in the country the proposed strategy of development in the
Pifth Plan will be of course even more difficult to implement than

it is.

Women's associations in the bigger towns and cities have been
objecting to the income (and wealth) of a husband and wife being
added together, for the purpose of determining the rate of tax
payable, on the ground that it violates the freedom and right

of women to have independent means of livelihood. Few of them,

if any, had however raised this issue when the family was adopted
as the basic unit for the imposition of ceilings on land holdings.
Personally the members of these associations recognize peasant
women only when they are treated on an equal footing with them

by the Government for tax purposes! Nor does the proposal have
the kind of implication attrihbuted to it. It is simply a question
of social and economic policy that has to be judged and decided

in the light of the circumstarces facing the country and the
objectives in view,



Appendix

Distribution of Land Owned and Land Operated by Reporting
Households in Maharashtra
(in percentages)

Size class of : Land Owned Land Opérated
%% 174h Round 26th Round 174h Round 26th Round
e (1961-62) 1971=72 (1961-62) 1971=72
House~ Ares House~ Aresa House- Aresa House~ Area
holds holds . holds holds

Upto 2.49 36.1 1.9 42.0 341 15.5 1.6  23.9 3.1
2.50 to 7.49 23.7 11.9 27.9 14.1 31.2 11.9  35.8 17.7
7.50 t024,99 31.3 44.7 23.9 43.2 41.4 | 44.6  31.8 44.1
25 and above 8.9 41.5 6.2 39.6 11.9 41.9 8.5 .35.1|

All Reporting .
Households 100,0 100,0 100,0 _100.0 100,0 100,0 100,0 100.0

Average area

per reporting

household

(in _acres) - 9.5 - 9,3 - 12,6 - 9.5

Source: "A Preliminary Report on the Survey of Land Holdings in
‘Rural Areas of Maharashtra', Bureau of Economics and
Statistics, Government of Maharashtra (1973).

According to this report, 69 per cent of the total rural
households surveyed in the 26th Round were operating landj
the top 12 per cent of the reporting households operated
holdings with 20 acres or more, and together accounted
for nearly 43 pexr cent of the total operated area,
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