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WH E N the Government of India recently suggested 
to the Provincial Governments the levy of a tax 
on agricultural incomes as an anti-inflationary 

measure, they were not breaking new ground. Such a 
progressive tax has long been recommended by econo
mists and even the Taxation Enquiry Committee had 
accepted the proposal. The Indian National Congress 
has demanded, since 1931, a steeply graded tax on agri
cultural incomes, and some of the provincial Govern
ments have already levied it or are thinking of doing so 
in the near future. But, with the directive from the 
Central Government, progress in this direction is l ikely 
to be accelerated. The Government of Bombay have also 
been considering fa l l ing in line wi th the other provinces. 
It is worthwhile, therefore, to examine the disinflation

a r y potentialities of the tax on agricultural incomes as 
well as the broader implications of the latter as part of 
a long term policy of agricultural development. 

There are two different angles from which we can 
view taxation of agricultural incomes. There is, firstly, 
the financial aspect, which the principal consideration 
is, how much revenue can it yield? There is, secondly, 
the reformative aspect, or the need to overhaul our 
entire system of land taxation. It is recognised on al l 
hands that our land taxation requires a 'sea change'. But 
many people believe that this is a long-term problem 
and that the more pressing need of the moment is to 
utilise the tax for fighting inflation by mopping up a 
part of the surplus agricultural incomes. It should, 
however, be realised that although the complete over
haul of the existing system of land taxation is a 
long-term problem, it is nevertheless, a very important 
problem, the more so because, if we are to develop our 
agriculture on a planned basis, we should first start with 
a thorough clean up of the present system of land taxa
tion measure should be discussed from the point of view 
of the amount that would accrue to the Provincial Gov
ernments from such a levy. The experience of provinces 
which have already levied such a tax can be taken as a 
guide. 

In spite of the high rate of taxation and a low ex
emption l imi t in Assam, the tax has not yielded much. 
The maximum amount realised has been Rs. 48.56 lakhs, 
which is about 47 per cent of the land-revenue collection 
for the province in 194445. In Bihar, the receipts from 
agricultural income-tax in 1947-48 amounted to only 8 
per cent of the income-tax and 20.5 per cent of the land 
revenue. Nevertheless, the yield cannot be regarded as 
negligible, since every rupee that comes in helps the anti-
inflation drive. It must, however, be recognised that the 
receipts f rom agricultural income-tax w i l l vary largely 
from province to province. 

Broadly speaking, other things the same, we can 
have a larger yield if there are large-scale plantations, 
like tea, coffee and rubber, in the province, or if the cash 
crops grown are large, It was found in Assam that of 
about 600 assessors 500 were tea planters, and that they 
paid about 90 per cent of the agricultural income-tax. 
(2) Similarly, if the crops grown are cash crops, the 
bigger land-holders are l ikely to have incomes which 
come within the taxable l imits. On the other hand, as 
food crops are raised mostly for consumption rather 
than for profit, agriculturists' incomes from such crops 
are not l ikely to exceed the minimum taxable l imi t . So 
far as Bombay Province is concerned, the absence of 
plantations and of cash crops on a large-scale may mean 
lower receipts from a tax on agricultural incomes' 

In the second place, receipts from agricultural in
come-tax are l ikely to be large if the size of holdings is 
very large. Prevalence of landlordism means the exist
ence of large-sized holdings, although in reality these 
holdings arc parcelled out among numerous tenants who 
are the actual cultivators, While each of the tenants falls 
below the taxable minimum, the landlord falls in the 
higher income bracket and is assessed at a high rate. If 
a policy of giving land to the t i l lers is pursued what 
may happen is that the number of small holdings w i l l 
increase, while the landlords, who are owners of big 
holdings, w i l l disappear. Many persons w i l l , thus, cease 
to be taxable and the receipts from the tax w i l l f a l l . This 
is an important point to bear in mind in view of the po
licies of some Provincial Governments. The recent move 
of the Bombay Government to restrict ownership of land 
to 50 acres means a gradual abolition of big estates and 
a narrowing of the scope for getting a large revenue by 
way of agricultural income-tax. This does not mean that 
the policy of breaking up Intestates in order to increase 
the size of the smallest holdings is bad. What is sought 
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to be pointed out here is, that, given such a policy, the 
yield from a tax on agriculturel incomes w i l l gradually 
f a l l . 

The th i rd condition for large receipts from agricul
tural income-tax is that if agricultural income is treated 
as a part of the total income of a person for purposes of 
income-tax, then some persons owning land w i l l come 
with in the taxable l imi t , although their non-agricultural 
and agricultural incomes separately f a l l below the l imi t . 
This means that the best policy would be to tax a per
son's income as a whole without dividing it into two 
parts and taxing each separately. We are, however, fac
ed with a constitutional difficulty, here, because while 
income-tax is a central subject, agriculture is a provin
cial subject. This difficulty can be overcome by arrang
ing to hand over to the provinces the proceeds of the tax 
on that part of the income which is shown as agricul
tural . 

It is not necessary, here, to go into the details about 
the rate of tax, the exemption l imi t , items of cost to be 
deducted from gross returns and such other problems. 
But it is necessary to emphasise that the existing arrange
ments for taxation of agricultural incomes are very un
satisfactory. Each province being left to work out its 
own policy, we have already a bewildering variety of 
rates of assessment and of exemption limits. While the 
exemption l imi t is Rs. 5,000 in Bihar, in Travancore and 
in the Madras B i l l it is only Re. 2,500 in the U P . B i l l . 
The rates of taxation, also, are higher in Assam and in 
the U.P. b i l l than in other provinces. There are, also.  
differences in the deductions allowed from the gross in
come for arr iving at the net taxable income, Such differ-
ences from province to province in an important mea
sure like taxation of incomes can hardly be conducive 
to equality and fairness. What is required is a central, 
or at least, a co-ordinated taxation policy. This can best 
be achieved by including agricultural income in the total 
income of a person and by taxing this total income at a 
progressive rate. There is no point in treating agricul
tural incomes differently from other incomes for purpos
es of taxation. If agricultural income is to be taxed, it 
should be taxed as part of the total income and at the 
same rate as other types of income. A distinction should 
be made, however, between earned and unearned income 
in the case of agricultural incomes as in the case of 
other incomes. Rent should be regarded as unearned in
come and should be taxed at a higher rate. 

The second aspect of agricultural income-tax, viz., 
as a corrective to our present system of land taxation, is 
more important than its first aspect as a financial expe
dient, The existing land revenue system in India has 
Ion", been a target of attack. It has been criticised as un
scientific and regressive. It treats a l l owners of land as 
equals, irrespective of their abil i ty to bear the tax. The 
tax is, besides, very r ig id , even in the temporarily settled 
areas. It cannot be easily varied to suit the changing 
economic situation and naturally bears down heavily 
upon the cultivators during a depression while it robs 
the govemment of additional revenue during a period 
of increased incomes and prosperity. A steeply graded 
tax on agricultural incomes has long been suggested as 
a corrective to such a land system. There are two forms 
in which such a correction can be demanded. Firstly, 
progression can be introduced in the system merely by 
levying the agricultural income-tax without any change 
in the existing land revenue arrangements. Secondly, side 

by side wi th the levying of arch a tax( the land revenue 
demand itself can be substantially reduced, thereby giv
ing relief to the smallest cultivators, t inder the first form 
the achievement of agricultural income-tax would be ne
gative and in the nature of a consolation and would not 
benefit the cultivators as a class. It is a poor consolation 
to be to ld that you need not grumble about your tax bur
den because some one richer than you is being made to 
pay more. The second suggestion, on the other hand, is 
more constructive and can bring direct relief to the hard, 
pressed cultivators of the lower income groups. This is 
the system followed in many Western countries. There is 
a low flat-rate tax on al l land and there is a tax on in
come from agriculture when the latter exceeds a certain 
minimum. The flat-rate is supposed to be a crude and 
inefficient device to tax the 'rent' part of agricultural 
income. But in most cases it is so low that it is not felt 
as a burden by the lower income cultivators. In the U.K. 
it worked out at 4d per acre of arable and grass land 
in 1046-47. When compared wi th the incidence of land 
revenue in -India—Rs. 1-9-5 per acre of cultivated land 
in 1939-40—the burden of land tax in the U.K. appears 
to be negligible. It may be argued that the rupee has 
fallen to at least one-third of its pre-war value so that 
the incidence of land revenue per acre is really only 
about eight annas. But it should be remembered that the 
pound also has depreciated and that although prices have 
increased, the cost of cultivation has also increased and 
prices of some of non-agricultural necessaries have in
creased much more than those of agricultural products. 
The abil i ty of the small cultivator to bear the burden of 
even eight annas in terms of the pre-war rupee is, there
fore, doubtful. What is required, under the circumstances 
is a substantial reduction in the land revenue demand 
and a steeply graded tax on agricultural incomes. The 
implications of such of policy, however, should be clearly 
recognised. If the flat rate land tax is fixed at about 8 
annas per acre of cultivated area, considering the high 
prices that are prevailing at present, then the loss to the 
provincial Governments w i l l be about two-thirds or 66 
per cent of their present land revenue. Can this loss be 
made up by the tax on agricultural incomes? In the 
near future it seems hardly l ikely that the gap can be 
filled up. In Bihar the tax realised about 20 per cent, 
of the land revenue in 1946-47. This s t i l l leaves a gap 
of about 45 per cent. As agriculture is developed, how-
ever, the tax receipts w i l l gradually increase as cultiva
tion ceases to be 'a way of l i fe ' and becomes a business 
proposition. How much time w i l l elapse before this stage 
is reached, depends upon the rate of agricultural deve
lopment. But, even then, it is doubtful whether the entire 
gap can be filled up. Loss or gain of revenue, howrever, 
should not be the sole criterion of government policy. 
The present land revenue system is unjust according to 
all canons of taxation. Even if its reform means loss of 
revenue, there is no reason why it should not be carried 
out. If the salt tax could be removed at a time when re
venue was sorely needed, if the prohibit ion policy can 
be pursued although it involves loss of revenue while 
the country is in the gr ip of inflation, there is no reason 
at a l l why the land revenue system should not be reform-
ed. The reform is a l l the more urgent if we want to de
velop our agriculture. 

In conclusion it may be emphasised that agricultural 
income-tax is more important as a corrective to the exist
ing land revenue system, than as a temporary financial 
expedient to fight inflation. 
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