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INTRODUCTION

One of the major problems facing the developing
economies is that of mobilising adequate resources for
accelerating their development. With the advent of plan-
ned efforts for economic development in India, Government
has been explofing all possible areas for tapping addi-
tional resources. The problem of agricultural taxation
has assumed considerable importance in recent years for
various reasons, both political as economic, In this
context, the need as well as the scope for imposing addi-
tional taxation on the agricultural sector has frequently
been emphasised for a variety of reasons, It is now a
widely held view that, if a rapid rate of development is
to be attained, the agricultural sector will have to play
a very crucial role in providing adequate amount of
resources for investment. Considering the huge industrial-
origin input requirements of the agricultural sector
itself, and the high opportunity cost of the resources,
available in the non-agricultural sector, it is often
argued that the agricultural sector should also be made
to shoulder a reasonable part of the burden of this
effort, However, recent developments in India appear
to be somewhat paradoxical, in the sense that while most

economists have been emphasising the inadequacy of



agriculture's contribution to development resources, and
the need for mobilising a larger amount from this sector,
several state governments have totally scrapped the land
revenue, thereby reducing even the little amount of
direct tax revenues that were being contributed by this

sector.

In order to5 evolve a rational policy of taxation, it
is necessary to have an ldea about the relative weights
of the burden of taxation on the various sectors of the

economy. Since the Taxation Enquiry Committee1

made the
first comprehensive efforts for measuring the burden of
taxacion, several studies have been madeg at the all
India 1e§e1 for measuring the burden of taxation on the
agricultural and non-agricultural sectors. Further, there
have also been studies on this subject at the states'

level, particularly pertaining to Andhra Pradesh and

Gujarat3. A study about the burden of taxation at the

1. Government of India, "Report of the Taxation Enguiry
Commission" 1953-54, Vol. 1, pp. E -8h.

2, Gandhi, Ved P. "Tax Burden on Indijan Agriculture',
Cambridge, 196€.
Mathew, E.T, "Agricultural Taxation & Economic Develop-
ment! Bombay, Asia Publishing House, (19€8).

3. Rao, C.H, Hanumantha, "Taxation of Agricultural Lord
in Andhra Pradesh", Bombay, Asia Publishing House, (196€).
Pathak, Manesh T., & Patel, Arun S., "Agricultural
?axgg%on in Gujarat" Bombay, Asia Publishing House,

19€8).




aggregate level is no doubt useful. However, wide varia-
tions in the levels of living as also in the tax efforts
made by various states call for a more specific eqquiry

at the State level.

Taxation of agriculture falls within the purview of
State Government; hovever, not many serious studies
appear to have been done in this 'sphere at the state
level, Our modest effort here is an attempt to étudy and
understand some problems of agricultural taxation in

Orissa.

In a State like Orissa, where agriculture is the
mainstay of more than 80 percent of the population of the
State and where, land revenue contributes no more than
2.7 percent of the total tax receipts of the State, it is
worthwhile to study the overall effects of agricultural
taxation on production and consumption in the agricultu-
ral sector vis-a-vis tge non-agricultural sector. We have

looked at some aspects of these problems in this disser-

tation.

The investigation seeks to study aspects of the
following problems: (1) Bstimation of the tax burden on

the agricultural sector of the total and per capita taxes;



and of the per capita tax as a proportion of per capita
income, (2) a comparison of the agricultural sector's
contribution to government revenues with that of the non-
agricultural sector, (3) the relative inéidence of the
tax system on the agricultural and non-agricultural sec-
tors, and (4) an appraisal of the existing system of
agricudtural taxation from the point of view of the prin-
‘ciple of Economy and 'Cost effectiveness'. We might also
venture to indicate feasible measures for a modification

of the nature and administration of the agricultural taxes.

The first chapter is a general inquiry into the
agricultural economy of Orissa, where we discuss the
pnysical features of the agricultural land, which to a
certain extent determine the productivity of the agricul-
ture, the land utilisation pattern, the income by the
farmer and the revenues by the government derived from

agriculture,.

v

The second chapter briefly discusses the general
features of the various taxes, on the agricultural sector
in Orissa?! We preface this discussion with a brief analy-
sis of agricultural taxes in India in a historical per-

spective,



An analysis of the principle of Economy in taxation
and a detailed examination of 'Efficiency' of agricultu-
ral taxation in the State are attempted in the third
chapter, Our analysis is based primarily on the principle

of cost-effectiveness of agricultural taxes.

Chapter four is devoted to an analysis of the bur-
den of land revenue between the different districts of
the State, Our main thrust in this analysis is to under-
stand whether the present distribution of the burden of
land revenue is equitable as between tﬁe different

districts of the State.

1

In chapter Five, the criterion of inter-sectoral
equity has been used for finding out the scope for rai-
sing additional resources through a process of rationa-
lisation of the present tax structure, It is, of course,
recognised that the criterion of inter-sectoral equity
by itself may not be sufficient for formulating a reasona-
bly adequate tax policy. The equity criterion may be
satisfied at different levels of taxation in association
with different levels of expenditure. Hence, when one
determines an 'optimum level' of taxation, one necessari-
ly have to.take‘into account the appropriate level and

pattern of the allocation of resources consistent with



the requirements of rapid growth, However our study has
not gone into these aspects of fiscal policy as its

primary aim is specific to the agricultural sector.

The final chapter is devoted to a summary of our
analysis and the conclusion following from it. We have
attempted an evaluation of the existing pattern of agri-
cultural taxation in the State and of its implications

for tax policy in the light of the findings of our study.
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AGRICULTURAL SECTOR IN_ORISSA

We discuss here some salient features of the agri-
cultural sec£or of Orissa's economy. Our discusgion covers
the physical features of agricultural land, which to a
certain extent determines the produétivity of agriculture,
land utilisation, the income of agriculturists and
government revenues derived from agriculture. The main
, purpose of this Chapter is to give an over-all view of the
background and the base of agricultural taxation in the

State.

Phxsigéi Features

The physical features of a State largely influence
the status and extent of its agriculture. They determine
the limit of cultivable area, dictate the type of the crop
which can economically be grown, provide the source of

irrigation and power etc.
’ ]

Orissa is situated in the eastern‘section of the
Indian Peninsula and extends over an area of 155,782 square
kilometres which is about 4.74 percent of the total area of
the Indian Union. In extent of area, Orissa occupiles the
tenth position among all the states of the country. Within
Orissa, the Koraput Distmict has the largest geographical ,
area (27 thousands square kilometres constituting 17 per-
cent of the State's area)  while Balasore District has the
smallest (6 thousands square kilometres, that is, 4 percent
of the area) of the total area of 155, 782 square kilometres.



The total rural area of the State accounts for 153,473.9
kilometres, while the urban areas are of the extent of 2, 308.1
square kilometres. The coast line of the State has a length

of over 482 kilometres.,

Orissa, has an extensive plateau gently sloping into
the coastal plain along the Bay of Bengal. The river
Mohanadi flowing west through the plateau divides the State
into two well defined parts. The northern part is an
extension of the Chhotanagpur Plateau and the southern 1is a
mass of hills of the Eastern Ghats. Towards the west and

south-west, there are erosional plains and river basin.

Thus, there are four well defined physical regions
in the State, namcly, the Northern Plateau, Eastern Ghats,
the Coastal Plateau and the Central Table Lands.

Out of the total surface area of 96,217.6 square
kilometres of the State, the alluvial soils which are
generally fertile accounts for only 6,200 square kilometres
while the Red (and laterite) and Black Cotton soils, which
are not very suitable for agricultural operation account for

86,913 and 3, 104 square kilometres respectiveiy1.

Population

/

According to the 1981 census, Orissa has a popula-

tion of 263,70,271 (2.6 crores), which constitutes about 4.5

T—-—— o

Government of Orissa, Asricultural Census of Orissa,
(1977), pp.11-12.




percent of the total population of the Indian Unionz. Of

the total population, as many as 208,32,514 (2.0 crores)
people, or nearly 79 percent of them depend on agriculture
for their livelihood, as compared to the corresponding
figure of about 70 percent for the country as a whole3. Out
of the 2.6 crores of total population of the State only 1.2
crores constitute the working population, the rest being
non-workers. Owner cultivators and agricultural labourers

form 49,16 percent and 28.28 percent respectively of the

total working force.

Soils

The soils of Orissa are broadly classified into the
following eight groupsuz i) Red loamy, ii) Red sandy,
iii) Laterite, iv) Red and Yellow, v) Mixed Red and Black,
vi) Coastal Alluvium, vii) Coastal sand, viii) Deltaic

Alluvium.

i) The red sandy type of soils are found in the
districts of Sambalpur, Sundargarh, Bolangir, Kalahandi,

Koraput and Ganjam. The common form of red soil is a sandy

2 Government of India, Census of India (1981), Series 1
(Primary Census Abstract), Gen. Population, pp.14-15.

3 Government of Orissa, Handbook of Orissa -Statistics
(1981), pp.4-5. —

4 Government of Orissa, Agricultural Census of Orissa
(19770, pp.7-8.
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clay coloured by iron oxide. These solls can be profitably
managed for cultivation of fruits, vegetables and other cash

crops. The main crop grown in the soil is paddy.

i1i) The laterite type of soil can broadly be divided
into high level laterite which is of pale colour gritty and
shallow and it is poor in nutritive substances. The low
level laterite is of fine texture and darker in colour, which
is found in the districts of Koraput, Sambalpur, Ganjam,
Puri, Cuttack, Balasore and Mayurbhanj.

_ 11i) The red and yellow type of soils are seen in
some of the areas of the districts of Koraput, Kalahandi,
Bolangir, Sambalpur and Keonjhar. These soils are heteroge-.
neous in texture. The texture, colour and characteristics of

the solls varies according to topography.

iv) The mixed Red and black soils are found in the
districts of Sambalpur and Bolangir. Red soils occur in the
higher elevation whereas the black soils are generally found

in low-lying areas.

Q) Coastal alluvium and sand are found all along
the coast line starting from North Balasore aﬁd going upto
south of Chilika. In Puri District, a narrow belt of saline
soil with marshy patches exists. ;t consists of fine sand
and soft clay with a saline admixture. It can hardly grow
any crop other than coconut, because of its salinity.

Coastal sand is only found in the District of Cuttack.
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vi) The Deltaic alluvium soil with large content of
clay is found in the coastal districts of the State, namely
Balasore, Cuttack, Puri and Ganjam. The northern most
districts have sandy loam in the alluvium while the rest of
the zone have stiff clay. The zone has some of the richest

agricultural lands in the State.

Rainfall .

The average annual rainfall in the State during the
decade 1969-79 was 122.89 cms. The highést range of annual
rainfall (i.e. above 160.00 cms.) is found in the district of
Boudhkhondnala. The next range 140.00 cms. covers the
districts of Kalahandi, Bulangir, Ganjam and Puri. The lowes!
range of annual rainfall is oﬁserved in the district of

Sambalpur.

The following table represents the normal and actual

rainfall in the State of Orissa during 1970-1979.

The rainfall data for the period 1970-79 reveals that
during the year 1971, the actual rainfall in the State was
the highest, 179 cms., which was more than the normal rainfall

i.e. 148 cms. But, it was lowest during the year 1979.

In a State like Orissa where irrigation facilities
are very poor, the cropping pattern mostly depends on the
vagaries of monsoon. Moreover, agricuiture in the districts
of Sundargarh, Mayurbhanj and Koraput which are mostly hilly
regions of t@e state having hardly any irrigation facility

depends mostly on seasonal rainfall.
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TABLE - 1

NORMAL AND ACTURAL RAINFALL IN ORISSA

{>Normal Rain- iActual Rain- E Departure of i
Year g fall (cms.) § fall (cms.) §§2§EZ% {ggg.) gPercentage
1970 148, 22 166,01 (+) 17.79 (+) 12.00
1971 148, 22 179. 16 (+) 30.94 (+) 20.87
1972 148,22 118,43 (=) 29.79 (=) 20.00
1973 148,22 135434 (=) 12.88 (=) 8.69
1974 148. 22 95.12 (=) 53.10 (=) 35.83
1975 148,22 132. 34 (=) 15.88 (=) 10.71
1976 148,22 101,37 (-) 46.85 (=) 31.61
1977 148,22 132,75 (=) 15.47 (=) 10.44
1978 148, 22 133,32 (=) 14.90 (=) 10.05
1979 148, 22 95.12 (=) 53.10 (=) 35.82

Source: Bureau of Statistics and Economics, Bhubaneswar;
Economic Survey of Orissa (1980-81), p.S8.

Irrigation

Assured and'timely water supply to the crops is an
essential factorAfbr sustained agricultural operations and
increasing production. But Orissa is poor in irrigation.
During the year 1978-79, 15.7 lakhs hectares of cropped
areas have been irrigated as against 14.3 lakh hectares in

the previous years from all sourcess. This constitutes about

Lot

SGovernment of Orissa, Statistical Abstract of Orissa (1979),
pp.18'190 )
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twentyone percent of thel{otal cropped area in the State.
During the year 1978-79, out of the 15.7 lakh hectares, 10.4
-lakh hectares were irrigated through major and medium irriga-
tion projects. The largest cropped area irrigated (both
during Khariff and Rabi Seasons) 1978-79, 1is found in the
Cuttack district, with 2.2 lakh hectares irrigated during the
Khariff season and 1.1 lakh hectares irrigated during Rabi
season., Next in importance of irrigation are Puri, Ganjam and
Sambalpur districts. The irrigated cropped areas of these four
districts constitute about 70 percent of the total irrigated
cropped area in the State. Largest cropped area (one lakh
hectare) irrigated by the minor irrigation projects ( flow)
during the year 1978-79 1s in Ganjam district.

The irrigation potential created in Orissa by the end
of 1979-80 is presented in the following table.

TABLE -~ 2

IRRIGATED POTENTIAL CREATED IN ORISSA BY THE END OF 1979-80
(Area in Lakh Hectares)

Al ] i
Source i Khariff | Rabi | Total
| 1 i -
1. Major and Medium 7.35 3.43 10.78
irrigation '
2. Minor irrigation
a) Flow 3,33 - 3.33
b) Lift 0.88 0.52 1.40
[5. Dugwells hd - 1.76
Total ‘ 17. 27

Source: Bureau of Statistics and Economics, Bhubaneswar,
Economic Survey of Orissa (1980-81), Chapt. V, p.28.
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Land Utilisation

The total geographical area of the State according to
the village papers is 1,55,40 thousand hectares, out of which,
the net area sown is 36.8 percent, forest area is 42.8 percent
~and the rest of 2.4 percent is shared by area not available
for cultivation, permanent pgstures, cultivable wastes, fallow
land and land under miscellaneous tree crops during the year
1978-796. The area sown more than once in a year is 35.7
percent of thé net area sown. Koraput district is in the. top
position in respect of area sown more than once followed by
Ganjam and Puri districts. Double and multiple cropping is in
practice to a greater extent than elsewhere in the State in
Cuttack, Ganjam and Puri Districts. The cropping intensity
in Cuttack disériot is highest being 17.3 percent followed by
the districts of Puri (165.2 percent) and Ganjam ( 161.7 percent)
as against the State averag% of 135.7 percent. The land
utilisation pattern of the State for the period 1972-73 Fo
1979-80 1is given in Table 3.

The data represented in the table reveals that the
total area under forest has increased from 39,18 percent to
42ﬂ72 percent to the total geographical area during the last
decade, whereas cultivable waste land has ®een decreased from
2.93 percent to 1.69 percent of the total geographical area
in the year 1979-80 as against 1972-73. However, land under

net area sown has increased from 36.18 percent to 38.41 percent

5 szeinment of Orissa, Statistical Abstract of Orissa (1979)
pp.41=42. ‘ )
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TABLE - 3
LAND UTILIZATION PATTERN IN ORISSA DURING 1970-71 TO 1979-80

(Area in '000 Hectares)
E 1972-73 ‘L 1973~ 14 *? 9 76=175
Item { Area in ,Percen- ; Area 1n | FPercen- Area in;l?ercen-
S 11000 !tage to! '000 ! tage to OO0  , tage to
; Hectares! Geogra- | Hectared Geogra- Hectared Geogra-
i !phical ! ! phical ! ! phical
' ! Area ! ! Area ! ! Area
Geogra- 155, 4O 100.00 155, 40 100.00 155,40 100.00
phical
Area
Forest €0, 88 39.18 €0, 88 39.18 €0,83 39.18
Misc.:
trees, 6, 19 3.98 6, 19 3.98 6, 19 3.98
crops &
groves
not
included *
in the
net area
sown
Permanent 5,43 3.49 5,43 3,49 53 3.49
Pasture &
other
grazing
lands -
Cultivable 4,55 2.93 4, 26 2. 74 4, 26 2. 74
waste
NOt availa- 8,80 5.66 8,80 5,66 8,80 5.66
ble for
cultivation
Fallow:
Current 10, 91 7.02 8, 26 5.32 10,40 6. 69
Other 2,42 1.56 1,85 1. 19 2,25 1.45
Total 13, 33 8.58 10, 11 6.51 12, 65 8.14
Net Area
Irrigated 9,17 5.90 12, 67 8.16 9,27 5.96
Unirrigated 47,05 30.28 47,06 30.28 47,92 30 .84
Total 56,22 36.18 59, 73 38.44 57,19 36.80
Cultivated 67,13 43.20 67,99 43,75 67,59 43.49
Area ]

Table continued...
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TABLE 3 continued

1

1975-76 L 1976-77 ! 1979-80

]
1
t
Items " Area in | Percen- | Area in | Percen Area in, Percen-
; '000 ! tage to ! '000 | tage td '000 ! tage to
y Hectares] Geogra- | Hectared Geogra~ Hectares Geogra-
! ! phical ! ! phical |} ! phical
N | Area ! ! Area ! | Area
Geogra- 155,40 100.00 155,40 100.00 155,40 100.00
phical
Area
Forest 63, 59 40.92 66, 55 42,82 66, 40 42,72
Mise.: 4,91 3.16 4,89 3. 15 4,20 2.70,
trees,
crops &
groves
not
included
in the
net area
sown .
P ermanent 5, 37 3.46 5, 37 3.46 5, €0 3. 60
Pasture &
other
grazing
lands
Cultivable 3,56 3.29 2,80 1.80 2, 64 1. 09
Waste
Not availa- 8,80 5.66 8, 27 5:32 6, 22 4,00
ble for
cultivation
"Fallow: g
Current 5,55 3.57 7, 18 4.62 2, 68 1.72
Other 2,25 1.45 1,57 1.01 5,89 3.79
Total 7,80 5.02 8,75 5.63 2,07 1.33
Net Area:
Irrigated 10,15 6.53 10, 49 6.75 1, 181 7.59
Unirrigated 51,22 32.96 48, 28 31.07 4,789 30.81
Total 61, 37 39.49 58, 77 37.82 5,970 38.41

Cultivated 66,92 43.06 65, 95 Lo, 44 64,43  41.46
Area

s

Source: Government of Orissa, Economic Survey of Orissa
(1979-80), Annexure 4.1(4), p. 105.

Note: Area not available for cultivation includes barren and
uncul turable land and land put to non-agricultural
uses.
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in the year 1979-80. On the otherhand, it is seen that the
total cultivated area has decreased from 43,2 percent in the
year 1972-73 to 41.46 percent of the total geographical area

of the State in the year 1979-80.

Cropping Pattern

The main food crop of the State is rice cultivated
over an area of 43,72 lakhs hectare in the year 1978-79,
which constitutes about 65 percent of the total area under
food crops and 58 percent of the total area under food and
non-food crops. The other\major food crops are ragi, small
millets, maize and wheat. The area under wheat has increased
from 14 thousand hectares in 1969-70 to 61.5 thousand hectares
in 197€-79. This shows the increasing interest of the

cultivators in wheat cultivation.

The percentages of area under each crop to the total

cropped area are given in Table 4.

Among all the crops, rice was dominant in 41.2 lakh
hectares or 55.5 percent of the cropped area in the State in
1979-80, as against 43.7 lakh hectares or 57.6 percent in
1978-79. The percentage of area was as high as 69.5 percent
in 1973-74.

It is interesting to note that though rice is the most
staple food grain in Orissa, the area under rice cultivation,

has declined considerably during the last two decades, i.e.
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from 1960-61 to 1979-80, because of the following reasons:

The open market price prevailing for all other crops
has been more attractive than the market price of rice.
Further,.the procurement price of paddy has been low in compa-
rison to other crops, which discouraged the farmers in invest-
ing more to produce rice. While the production of all other
commercial crops fetches a substantial profit to the farmers
the production of rgce does not sometimes even cover their
cost of production. For these reasons, there has been a

tendency fo; farmers to shift their cultivation from rice to

other food and commercial crops.

The decline of the percentage in area under rice during
1979-80 was dﬁe to severe drought in the State. It reduced the
area under rice from 43,7 lakh hectares to 41.2 lakh hectares.
Area und?r cereals was 48 lakhs hectares or 46.8 percent in
1979-80 as against §1L1 lakh hectares or 67.3 percent in 1978~
79; 52.€ lakh hectares or 77 percent in 1973-74 and even 83
percent in 1960-61.  The area under pulses occupied the
second position after rice with 16.5 lakhs hectares or 22.3
bercent of the cropped area of the State in 1979-80 as against
15.7 lakh hectares or 20.6 percent in 1978-79. Owing to the
severe drought in 1979-80, the rice production suffered |

seriously and more area was put under Rabi cultivation.

Size of Land Holdings

According to the 1976-77 Agricultural Census, the

total number of operationa. holdings in that year in the State
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was 35.8 lakhs as against the total holding of 34.1 lakhs in
1970-71. Thus, the operational holdings have increased by 5
percent during a period of six years, whereas the area of the
operational® holdings have decreased from 6425 lakhs hectares
to 57.3 lakh hectares during the same period. The average
size of an operational holding is 1.6 hectares. The number of
holdings in the size class of below 1.00 hectare is 16.7

lakh which is 46.59 percent of the total holdings. The next
size class, 1.00 to 1.99 hectares, covers 29.11 percent and

the next three size classes, ie.e. 2.00 - 3.99 hectares,
4.00 -~ 9.00 hectares and 10.00 hectares and above, cover

24,20 percent of the total holdings. This shows that 75.70
percent of the total holdings come under the size class of

below 1.99 hectares.

' The number of operational holdings in different size

class, for some selected districts of the State is given in

Table 5.

Yield Per Acre

The yield rate of almost all the crops has increased
due to adoptation of improved agricultural practices, use of
chemical fertilizers and increase in irrigation facilities.
The yield rate of wheat in 1978-79 had shown an increase of
32.4 percent over the yield rate of 1969-70, which was the
second highest increase of all crops. But, its yield rate
during the year 1978-79 was less than that of the previous
year. The credit for highest increase in yield rate in
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1978-79 over 1969-70 has gone to jute as it recorded an

increase of 72.8 percent7.

Table 6 shows the average yield in kilograms per
hectare of rice, wheat, millets and pulses in the districts

of Orissa during 1971,

The average yield per hectare of rice for the State
was 861 kgs. Bight districts had recorded yield above State
average. The yield of rice per hectare of Cuttack district
(1,075 kgs.) was the highest in the State, whereas, Keonjhar
district (564 kgs.) had recorded the lowest &ield per hectare.
The yield per hectare in the coastal districts was comparas
tively higher than that of the districts belonging to hilly

tracts.

The average yield per hectare of wheat in Orissa was
1,056 kgs. The highest yield was recordded in the district of
Sambalpur (1,822 kgs.) followed by Mayurbhanj (1, 266 kgs. per
hectare), swhile the lowest yield (3%8 kgs.) was noticed in

Bolangir district in 1971.

The average yield of pulses of the State was 517 kgs.
per hectare. fﬁe District of Keonjhar and Boudhkhonda™alas
had respectively recorded the highest (711 kgs.) and the
lowest (307 kgs.) yield during the period under review.

7 Government of Orissa, Statistical Abstract of Orissa, 1979,
pp . 61-62.
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YIELD PER HiZCTARE OF RICE, WHEAT, MILLETS AND PULSES 1971

e e 0 =2 0 e

s o <0 o > o

o v mcemy

o o > @ o

State/District Rice Wheat Millets Pulses
Orissa 861 1,056 713 517
Sambalpur 981 1,822 630 660
Sundargarh 743 1, 134 393 322
Keonjhar 564 996 799 711
Mayurbhanj 898 1, 226 788 560
Baladore 875 1, 117 1, 158 i 526
Cuttack 1,075 1,034 804 610
Dhenkanal 897 1, 194 540 510
Boudh~Khondarmalas 730 868 508 307
Bolangir 918 870 378 534\
Kalahandi 726 876 473 567
Koraput 809 617 663 528
Ganjam 968 3980 1, 385 488
Puri 1,037 994 762 403

Source: Government of India: Census Atlas, Series 16, Orissa
Part IX, p.120.

Cost of Selected Items of Farm Cultivation

During the period 1970-1978, the cost of all items of
The

farm cultivation had increased'by about 50 percent.

percentage of increase in the price of bullocks, plough,

plough-share, spade were 41.6 percent, 54.3 percent; 140.6
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percent and 136.1 percent respectively. The prices of inputs
including bran had also increased more than 50 percent during
these years. The increase in price of paddy, mung, biri and

bran had varied between 75 pereéent and 140 percenta.

State Income

The State income at current prices was Rs. 2,156.39
crores in the year 1979-80. This works out to be 2.73 percent
of the national income’'of India in the same year. The per
capita income in the State was Rs. 435.2 in the year 1979-80 as
against the corresponding per capita figure of Rs., 667.8 for
India, showing a gap of Rs. 242.6 (36.32 percent lower than the

national per capita income)g.

In 1979-80, the share of agriculture in the total
income of the State amounted to Rs. 1,203.22 crores or 0.4
ﬁement of the total which was significantly higher than the
corresponding ratio of 44.1 percent for the country as a whole.
The relative contribution of agriculture to the total income of
the State seemed to have increased somewhat since 1970-71. Out
of the total income of Rs. 2,156.39 crores in the year 1979-80,

agriculture accounted for Rs. 1, 303.22 crores or 0.4 percentqo.

8 Government of Orissa, Statistical Abstract of Orissa,
1978-79, pp. 4O7-4O8.

9 Government of Orissa, Economic Survey of Orissa (1980-81)
PeS.

OIpig.. pp.81-82.
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From Table 7 it is seen that the value of agricultural
and allied sectors' output has increased from Rs. 702.1 crores
in 1970-71 to Rs. 1, 368.5 crores in 1978-79 at current prices,
a rise of about 95 percent over the years. The annual growth
rate of the State income was 2.5 percent in the Fourth Plan
(1969-74) and 2.8 percent in the Fifth Plan (1974-78). At the
per capita level, the increase was 0.2 percent in the Fourth
Plan and 0.3 percent in the Fifth Plan period. But, what is
disturbing is that during the same period, the population
increased at an annual rate‘of 2.5 percent. Therefore, the per
capital income could only marginally increase from Rs. 482 in
1970-71 to Rs. 514 in 1978-79. The State income in 1979-80
declined by Rs. 179.3 crores or 13.9 percent, and at the per
capita level, the decline was Rs. 79.3 or 15.4 percent due to
severe drought which reduced the food grains production by
almost one-third of the previous year's level. As a result,
the gap between the per capita State and National Incomes which
was Rs. 150.4 in 1970-71 had further widened to Rs. 213.1 in
1978-79. Tablé 8 shows the disparity in per capita income of

Orissa and India for the last one decade.

State's Expenditure on Economic Development

The entire expenditure of the State Government under
Revenue Account has been divided into development and non-deve-
lopment, expenditure. The development expenditures are made

under two heads: 1) Expenditure on Economic Development,
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TABLE ~ 8

DISPARITY IN PER CAPITA INCOME OF ORISSA AND INDIA
(Base 1970-71)

Year India Orissa GAP

1970-71 632.8 482,4 150, 4
1971=-72 626.6 L4341 192,5
1972-73 6041 456, 6 147.5
1973=T7k 621.2 480.7 140.5
1974-75 617.6 426.8 190.8
1975=-76 663.6 489.8 173.8
1976=77 659.2 420.,9 238.3
1977-78 701.0 500, 4 200.6'
1978-79 727.6 514.5 213.1
1979=80 667.8 435, 2 242, 6

Source: Government of Orissa, Economic Survey of Orissa
(1980-81), p.5, Table No. IV,
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i1) Expenditure on Social Services. Development expenditure
refers to the expenditure incurred whereby the State utilises
the resources available to bring about a sustained increase in
per capita production of goods and services. The details of
development expenditure for the years 1970~71 to 1979-80 are
given in Table 9. The table indicates a rising trend in the

expendi ture under economic development for all the years.

The data reveals that in 1979-80, 37.31 percent of the
total expenditure on economic devz2lopment has gone to agricul-
ture, animal husbandry and rural development; 9 .41 percent to
ierigation and multipurpose river scheme; 0.33 percent to
electricity scheme; 15.95 percent to publi~ works; 20.20
percent to G.D.P., N.E.3. and local development works; 6.62
percent tolforest; 0.29 percent to transport, 3.59 percent to
cooperation and 6.30 percent to other miscellaneous works. The
data shows that State's expenditure on agriculture and allied
sectors has increased over three times during the last
decade. The total expenditure on agricultural sector was
Rs. 59.7 crores in the year 1979~-80, as against Rs. 11.03

crores in the year 1970-71.

Public Revenues

The revenues of the State aré derived from two sources,
viz. tax and non-tax sources. Tax revenues contributed 52,39
percent of the total revenues and the balance of 47.61 percent

was contributed by the non-tax sources in 1979-80. During the
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decade, 1970-71 to 1979-80, the total revenue of the State had
increased from Rs. 135.83% crores in 1970-71 to Rs. 482,40
crores in 1979~80; and increase of about 255 percent. This
increase has been mainly due to various additional taxation
measures lmplemented by the State Government to finance
successive Five Year Plans, better collection of existing taxes
and implementation of recommendations of the Finance Commis-
slons resulting in a large devolution of resources from the

. centre to the State by way of higher share in the central taxes

mostly from Union Excise Duty.

Out of the State's total own tax revenues of Rs.128.7
crores in 1980-81, land revenue accounted for only Rs. 8.6

crores.

Thus, from the above discussion, it is seen that
Orissa is primarily an agricultural State where about 79 per-
cent of the population is engaged in agricultural pursuits.
However, Orissa's agriculture is characterised by low level of
productivity, low level of farm technology, low farm income
and wide fluctuation in agricultural output due to vagaries of

monsoon.

As a consequence, Orissa still remains as one of the
poorest States of India. Though significant development has
taken place in some spheres since Independence, access to
opportuni ties for minimum standards of living in Orissa is one

of the lowest in the country. And, it has been estimated that
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more thén two-thirds of Orissa's population live below the
poverty line. During the period 1970-71 and 1977-78, per
capita income in Orissa did increase from Rs. 482 to Rs. 799
at current prices, but it was far below the all-India average

of Rs, 632 and Rs. 1210 respectively; and it was one of the
11

lowest in the country

That Orissa is esseﬁtially a rural economy with 88.18
percent of the total population remaining backward, is indica-
ted by the production figures. The contribution of the
agriculture and animal husbandry to the State income of
Orissa has remained constant at about 65 percent from 1971 to

1981.

The condition of the'agricultural sector is something
dismal. Only 16 percent o< the area under cultivation is
irrigated as against 75 percent in the country as a whole. The
per hectare consumption of fertilizers is as low as 9 kgs. in
Orissa as against 95 kgs. in Punjab. Agricultural output
increased significantly during the first two plans but the:e-
after, it has fluctuated. In foodgrains, productivity declined
from 935 kgs. per hectare in 1962-63 to 487 kgs. in 1970-71.
For about a decade now, rice production has remained stagnant
at about 45 million tonnes. Production of other food grains
has increased modestly, but rice is still the major produce of

Orissa.

L Government,of Orissa, Statistical Outline of Orissa (1979),
PPe m-310‘ )
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On the otherhand, industry accounts for 15 percent of
the State income of Orissa. The State has a share of 6.6 per-
cent of the total value of the mineral resources of India, and
43 percent of the'area of the State is under forests. But,
Orissa's share of industrial production in India was only 1.6
percent as against 10.7 percent of West Bengal and 5.8 percent
of Bihar, in 1977~78. The gross per capita output of industry
in Orissa in 1977-78, was only Rs. 241.18 compared to Rs.612.8
for the whole country. Only about 7 percent of the working

people are engaged in manufacturing of which,less than three

percent are employed in non-household sector,

All this shows widespread petty production which does
not generate much surplus. The co-existence of the high magni-

tude of self-employment with poverty indicates the uneconomic

character of the own-account enterprise.
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AGRICULTURAL TAXES IN ORISSA

In this chapter we discuss the main agricultural
taxes in Orissa and their individual features. These taxes
are the land tax and the agricultural income tax. To these
we may also add the cess on land and the water rates. Before
we discuss these texes in Orissa, it was thought desirable to
have a look at some aspects of the land revenue system in
India - we do this inﬁPart I of the chapter, Agricultural

tax system of Orissa is discussed in Part II.

Part - 1
LAND REVENUE SYSTEM IN INDIA

Since World War 7T, the land revenue system of India
has been subject to powerful forces of change and has been in
a process of transition. Land Reform Legislation, especially
the abolition of Zaminda.i tenures, has resulted in making
all land-revenue systems to d¢onform to one common Raiyatwari
system. The 'Pricé Revolution' of the last two decades has
rendered the assessment in most regions out of alignment with
the price-cost-income structure and Yas enormously reduced
the relative significance of land taxes in the fiscal
structures of the states. Adjustmenf to these forces has
been of a transitional or adhoc nature; no long range plan of
re-orientating the levy to the fiscal objectives of planning

has emerged.

The Report of Bengal Land-Revenue Commission (1940)

set in motion, the great movement towards the abolition of



3L

permanent zamindari systems. After a thorough examination of
the social, economic, fiscal and administrative results of the
Permanent Settlement, the Report concluded that, "no other
solution than the State acquisition of the interests of all
classes of rent-receivers would be adequate to remedy the
defeCts"1. The principle and policy of abolition of Zamindari
Feceived strong support from several other committees after
Independence. The various legislative measures, which
accomplished this great Land-Reform are too well known to need
speclfic mention. With the abolition of Zamindari tenure, the
relation between the occupants cultivators and the State all
over the country have confrrmed to the Raiyatwari pattern. The
tenanct's old rent to the =zamindars simply came to be conver-
ted into Land-Revenue without being properly re-assessed or --

placed on a national basis on well-thought-out fiscal

principles.

In the newly created Raiyatwari areas as well as in
the 0ld ones, the operative techniques of the system develoOped
during the last century and a half have almost ceased to
function. In most regions revision settlements have been
postposed or abandoned so that the assessment rate structure
of the pre-war period has remained unaltered inspite of the
virtual price revolution which has occurred since then.

Whether under the altered price-cost-income structure the

! Government of Bengal, Reports of the Land Revenue
Commission, Bengal, 1940, vol. I, p. 38.
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taxable capacity of the occupants at different levels has
increased, and if so, to what extent, whether these élasses
are relatively under-taxed as compared to similarly situated
income groups in the non-agricultural sectors, are some of
the debatable questions which need to be enquired into, and
forms part of our subsequent analysis. The statistical and
analytical arguments for and against the upward revision of
land revenue assessments are very slippery, but we believe
that there are sufficiently reliable indicators on which a
particularly valid case for a revision can be supported. &So
far only transitional readjustment in the form of surcharges
have been made in some gtntes: they have met with opposition
in others. However, surcharges are merely adhoC or transi-
tional devices and are no §ubstitutes for the overdue long-

range programme of reconstruction.

The pricé revolution has also significantly altered
the relative importance of land-revenue in the fiscal struc-
ture of the states and of the country as a whole. While there
has been practically very little absolute real increase in
land-revenue receipts, the levels at which the states are
operating their other fiscal instruments are much higher than
at the beginning of the war. It is thus clear that today
land revenue as a fiscal levey is wholly out of alignment wit:
the prices and costs and with the other elements which make
up the financial structures of the states. Under the increa-
sing pressure of fiscal needs\for planning and defence, it

may not be advisable to altogether under-play this levy which
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despite its reduced fiscal significance constitutes a sizeable

amount of public revenue.

Again, the direct taxes on agriculture, i.e. land
revenue and agricultural income tax have almost remained static
since 1950-51, below 2 percent of the income from agriculture.
Agriculture has, thus not contributed much'towards economic
development, even though the crude index of economic welfare
of the agricultural sector has been rising. Further there is a
high concentration of land in the hands of a few ang the trend
is increasing in recent years. For instance, about half of the
land holders own only 6 percent of the land and, on the other
hand less than half percen. of land owners own more than 11
percent of the land. The richer sections of the agriculturists
are bearing a low burden because a) they pay land tax which is
a proportional tax and b) chey may or may not pay agricultural

income tax.

Realising the above problems, the Perspective Planning
Division of the Planning Commission suggested that additional
agricultural taxation should be introduced to serve three
objectives, viz. i) to secure larger investible and marketable
surpluses from agriculture, ii) to provide an incentive to
raise agricultural output and iii) to introduce an element of

progressive taxation so as to make it more equitable®.

2 Government of Indla, Reports of the Planning Commission,
1973, pp.74-75.
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For achlieving these objectives, the Division suggested
the introduction of a progressive surcharge on land revenue,
surcharge on area under commercial crops, a purchase tax on

commercial crops and a tax on livestock.

There had also been suggestions that the land revenue
rates should be ralsed from the then existing levels and that
progression should be introduced. Others had argued that the
regress%ve land tax should be abolished totally and it should

be replaced by progressive agricultural income tax.

In view of the controversy over the issue, the Chief
Ministers' Conference on 'Resource Mobilisation', held in
1971, recommended the appointment of an Expert Committee to
examine the Centre's proposal to link or merge income tax
with agricultural income fax, Accordingly, ,the Committee on
Taxation of Agricultural Wealth and Income was appointed
under the Chairmanship of 5r. K.N. Raj in February 1972, to
examine the question of taxation of agricultural wealth and
income from all aspects. It submitted its report in October

1972.

The Committee pointed out that the present land
revenue system suffers from two basic defects,5 i.e. i) the

incidence of land revenue in relation to the productivity of

3Government of India, Report of the Committee on Taxation
of Agricultural Wealth and Income, 1972, p.108.
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land was not uniform over different parts of the country as
the land revenue settlement was done under different systems
and at different times in different parts of the country,
i1) the land revenue has been assessed at a flat rate per

hectare and therefore. was not progressive.

To remove these defects, the committee recommended
that Agricultural Holdings Tax (A.H.T.), should be imposed on
agriculturists who have no other asgessable income. It is a
tax on net farm Business income, i.e. on the nef rateable
value of agricultural land holding. The A.H.T. was to be
imposed, according to the committee, on operational holdings,
i.e. land owned by the farmers minus only part of his land
leased out or mortgaged tn others plus any land leaseq in or
mortgaged by h%m from others. The basis of assessment was to
be the family, and not the individual, consisting of husband,

wife and minor children.

The implementation of A.H.T. was recommended to be in
two phases, i) the replacement of the present’ land revenue by
the A.H.T., on all operational holdings with rateable value of
. 5,000 or more and ii) extension of the A.H.T. to all other
operational holdings with rateable value below &, 5,000, The
additional resources likely to be raised from the A.H.T. have

been estimated to range between f. 150 - 200 crores per year,

The other major recommendations of the Committee were

as follows:
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i) In the case 0. asscssees having non-agricultural
taxable income, income from agricul.ture should be included in
the total income for the purpose of calculating income tax.

ii) Income from livestock, flsheries, poultry, dairy
farming, etc. should be subject to taix.
iii) An integrated taxation of agricultural property
through wealth tax should be introduced.
"iv) Capital gains tax on transfer of agricultursl lands

should be imposed.

It was felt that while ceonsidering the issue of a
progressive agricultural income tax, it was necessary to take
into account various éoonémic and administrative difficulties in
imposing such a tax. It is difficult to determine the farm income
for the purpose of levying tax on it. Wide fluctuations in the
prices of different crops and their output lead to fluctuations
in the farm income, leading to indefinite basis for taxation.
Different systems of land holdings »nd different kinds of tenan-~
cies maké the location of the assessee very difficult. Finally,
the cost of collection of agricultural income tax may be very
heavy since, the farmer Assesseas aire scattered all over the
country. Inspite of these practical difficulties, the progressive
income tax on agriculture is justifiable on the ground that while
there 1s progression in taxation of non~agricultural income, there
is‘no such progression in the taxation of agricultural income,
There 1is, thus, a need for tapping ~dditional revenue from

agriculture for purposes of economic development of the country.
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Part - Il

AGRICULTURAL TAXATION IN ORISSA : A SHORT
INTRODUCTION

In this Section, we consider briefly the differont
taxes borne by the agriculturists in Orissa. The term
agricultural tax as used here includes not only taxes paid by
the agriculturists in their capacity as agricul tural producers
but also those borne by them in other capacities, for example

as consumers, owners of wealth, etc.

Direct tax on agriculture consists of the land tax,
and agricultural income tax. These may be called "agricultu-
ral tax proper“.4 Other direct taxes include estate duty,
wealth tax, expenditure tax, gift tax and stamps and registra-
tion., Under indirect taxes, we may mention, excise duties,
the general sales tax, import duties, entertainment tax,
electricity duty, motor vehicle tax, sale tax on mot er
spirit, etc.. Of the various taxes affecting the agricultural
sector, land tax and agricultural income tax, which are the

main sources of revenue from agriculture, are levied,

collected and the proceeds retained by the State Government.

For the purpose of this study, we include under

agricultural taxation, only the land tax,agrieultural income

Mathew, E.T., Agrictultural Taxation and Economic
Development in India, 1968, p.7.
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tax and other relevant taxes which have a direct bearing on
agriculture and the agriculturist, such as the cess on land

and the water rates.

1

Land Revenue

Land revenue has been traditionally the most impor-
tant tax on agricultural land in the State. Though its
relative importance has greatly declined in recent times as a
result of inflation and also due to the introduction and
extension of many new levies it is still the most important
tax on agriculture. The land revenue is levied and collected
by the State Government. In 1973-74, land revenue accounted
for 5.48 percent of the State's own tax revenue.5 The rapid
decline’in the relative importance of land revenue as a source
of revenue is brought ou“: by the fact that in 1936-37, land

revenue had contributed 48.71 percent‘of the State's own tax

revenue.

Land revenue is the oldest tax in the State. The
foundations of the modern land-revenue system were laid by
Akbar (1556-1605), the great Moghul emperor of India, with
the help of his famous revenue minister, Raja Todar Mal.
Land revenue was fixed as a percentage of tye gross produce.
In calculating the gross produce, differences in soil and

ER
f re

5Government of Orissa, Conspectus of Orissa Budget 1936-37 -
1973=74, Finance Department, 1974, p.215.

6Government of Orissa, I.id., p.216.

/
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fertility were taken into account. With the decline of the
Moghul £mpire, the middlemen employed to collect the land
revenue became stronger and in course of time, became
"Zamindars", or owners of land. The East Iﬂdia Company con-
ferred preater status and legality on the Zamindars. The
Company under Lord Cornwallis decided in 1793, in favour of a
'Permanent Settlement' of land revenue in the then:Bengal
Presidency which included the presegt State of Orissa too.
Under the Permanent Settlement, land revenue was fixed perma;

7 Land revenue was fixed at nine~tenths of the rental.t

nently.
The Zamindars were thus assured of the benefits of any future
increments in the value of, and income from, land. Since, the
Permanent Settlement ensured a regular inflow of revenue, the
East India Company later extended it to many other parts of
the country. When the company's rule was, however, secufely
established, it was thought that the State would benefit more
from periodical settlements. There were two types of such
settlements: 'Mahalwari' and 'Ryotwari’.9 In the former case,
settlement was congluded with village community according to
which the villagers were held jointly and severally responsible
for the payments of land revenue. The land revenue was

initially fixed at 83 percent of the rental of the estate.10

7Dutt, Ramesh Chandra, The Economic History of India (Delhi:
Govt. of India Press, 1960), vol.l, pp.58—5§.

%ena, Krishna Chandra, Land Revenue Administration in Orissa
during the Nineteenth Century, 1968, p.200.

S

For details, see Jena, K.C., Ibid., pp.93-187.
01big., p.147.
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In the latter'case, land revenue was directly seftled with
the individual farmers. The land revenue was fixed a% 45 - 55
percent of the gross produoe.11 In these cases, the assess-
ments were not fixed in perpetuity but for a def%nite period,

varying from fiteen to forty years.

Impact of Land Reforms on Land Revenue

Under the land recorms implemented in Orissa, inter-
mediaries between the State and the tiller of the soil were
abolished in most cases. The 'Zamindari' system has o
disappeared and along Qith the Permanent Settlement of land
revenue., These changes have had a profound impact on the
land revenue sys%em. Recelpts from land revenue increased
from R, 0.5 crores in 1936~-37 to f&. 13.6 crores in 1979-80. 2
The substantial increase in the receipts from land revemue was
largely accounted for by the fact that, the payments which
formerly went to the land lords now went directly to the
Government. Thus, i:. a real sense the increase in the
receipts from land revenue in the recent past did not indicate
incfeased taxation of the agriculturists, it was only a

conversion of rents into land revenue.

In Orissa, land revenue settlement is based on
individual holdings assessed sgparately. Such heldings
usually do not exceed ten acres and may be even as small as

21i -

11

Jena, K.C,, op cit. p.139.

12 Government of Orissa, Orissa Budget - Some Facts and
Charts, 1979-80, p.18.
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one hundred part of an acre., Separate assessments are made
for 'wet' and 'dry' lands. In 'dry' village, the basis for
grouping land 1is similarity of climatic conditions, marketing
facility including that of railway transportation, proximity
to a town, etc.; whereas in a 'wet' village the basis is the
character of the source of irrigation. Soil are also classi-
fied and sub-classified according to their admix*ture e¢f sand
and clay. On the basis of this classification, land is
considered 'best', 'good', 'ordinary', 'interior', or 'worst'
to determine the amount of crop each of the different 'class'
as 'sort'of soil will produce. The quantity of 'standard
grain' per acre on each 'class' and 'sort' is calculated and
the grain value determined in money ferms on the basis of the
average price prevailing for the twenty non-famine years
immediately preceeding the settlément, suitable deduction
being allowed from such average price on account of cartage

and merchant's profits.13

From the 'grain value' so determined, the cost of
cultivation consisting of costs on account of (i) ploughing
cattle, (i1i) agricultural implements, (iii) seeds, (1iv) manure,
(V) labour required for ploughing, sowing, weeding, reaping ,
threshing etc. are usually deducted to arrive at the net value

of the produce. Assessment 0f land revenue is then levied on

13 The food grain taken as standards are rice, for 'wet' lands
and ragi for 'dry' lands. While calculating the outturn of
these crops, from each kind of soils an allowance (usually 25
percent) is made from the gross produce for the vicissitudes
of seasons and for unprofitable areas included in holdings.



the basis of the value of 'net produce', determined by estima-
ting the gross produce, valued at the average price of the

crop for é specified period minus the cost of cultivation.

The land revenue 1s charged at the rate of 35 parcent
or one-third of the total net produce. However, as there has
been no regular periodical revision of the land revenue
agsessment in the last few decades, the above mentioned base
has fallen into disuse and thus lost much of their practical
validity. Thus, the land revenue has, in practice, become 35

crude acreage tax.

Cess on Land

At present, cesses on land is leviable under the
provision of the Orissa Cess Act 1962 whiéh levied the cess on
all lands liable to payment of rent or revenue excluding those
in respect of which a tax on holding is Aassessed under the
Orissa Municipal Act of 1968. The assessment 1is related to
the annual value of land which is treated as equivalent to
land revenue payable in respect of the land. The rate of cess
was 25 percent of the annual value till 1st of April, 1970.
The rate was increased to 50 percent of the annual value from

1st of Apri1, 1970. %

ii) Agricultural Income Tax

The Orissa Agricultural Income Tax Act 1947, defines

agricultural income as income derived (a) by way of rent from

1'I:C-overnment of Orissa, ®"Conspectus 0f Orissa Budget, 1936-37
to 1973-74" (1974, p.217.
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land used for agricultural purposes (b) from any building owned
or occupled by the cultivator or receiver of rent and used in
connection with processing or sale of agricultural produce and,
(c) by agriculturist including processing of the produce in
order to render it fit for marketing. Deductions are allowed
for (1) payment of land revenue, water rates, cess, municipal

" taxes, etc. (1i) expense of repairs to capital assets (11i) depre-
ciation and interest charges 1v) expenses of cultivation and
transportation of crop to market as well as cost of maintenance

of agricultural implements.

The agricultural income tax has been a minor source of
revenue in Orissa. The bulk of the revenue from the tax comes
from a few big landlords in the upper income brackets. The tax
contributed less than two percent of the total state tax
revenue and less than one percent of the aggregate revenue
receipts of the State during the first two years of its levy,
ig¢e. from 1st of April, 1948.

The sudden fall in revenue from f. 12.9 lakhs in the
year 1951-52 to k. 6.57 lakhs in 1952-53 and then'diminishing
recelpts each year reaching the negligible figure of k. 2.24
lakhs in 1956-57 was due to the abolition of the Zamindaries.
Under the Estates Abolition Act, the permanently settled
estates had been taken over by the State Government from 1952
and gradually the temporarily settled estates were also being
taken over. Curiously, the number of assessees was not reduced

to any large extent due to these reform measures. Thus, in
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1951 the number of assessees was 2,216, it declined to 1,813
in 1952 and came down to 1,624 next year. But the fall in the

revenue was more than proportionate inspite of the enhancement

of the rates in 1952.

The turnover of the tax 1s given below which indicates

the insignificant position, 1t holds among the state taxes.

LABLE-I

Reoceipts Under Agricultural Income Tax in Orissa

H K , Percentage | Index of the

! | Percentage | Col.2. to ! tax growth
Year ! Tax receipts ! Col.2. to ! State's ! (Base 1960-61

'in 000' Rs. ! States own | Total as = 100)

; i tax revenue ! Revenues s

H % aReceipts —4
(D @ 1 (3 1 W (5)
1948-49 168 0.63 0.27 46,03
1956-57 196 0.37 0.12 53,70
1960-61 365 0,43 0,10 100,00
1965-66 720 0.36 0.10 197.00
1969-70 576 0.2 0.05 157481
1973-74 594 0.14 0.04 162. Th

Scurce: Government of Orissa, Conspectus of Orissa Budget,

1936-37 to 1973-74, p.215, Table 4.

One more reason can be assigned to the fall in revenue.

Natural calamities such as drought, floods and heavy rains,
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which had shaken the economic foundation of the agriculturists,
caused a serioué reduction in the yield from the tax and it
reached its lowest point in 1959-60, when the tax contributed
only 0.39 percent of the total state tax revenue: The absolute
contribution of the agricultural income-tax has not exceeded
Rs. 3 lakhs, from the yesr 1955 to 1960. The year 1962-63
shows the highest yield, i1e.e. Rs. 11 lakhs which is mostly due

to the realisation of arrear dues.

Since the imposition of the tax, many changes have
been introduced on grounds of Administrative requirements and
with a view to make upwéfd revision pf the rates. The tax is
levied for each financial year on the total agricultural
income of the previous year. Total agricultural income means
the aggregate of the amounts of agricultural income derived
from the land situated in Orissa and determined in the speci«
fied manner after allowing for the reductions provided for
under the Act. A person is not liable to tax unless the total

agricultural income after deductions exceeds Rs. 5,000.

The rates of Agricultural income is progressive,
starting from 3 percent on the lowest to 78 percent on the
highest slabs, the ‘details of which, is presented in .eclowi .

TABLE~-IL

Rates of Agricultural Income Tax

1) On the first 5,000,0f the total Agricultural
Income - Nil

2) On next two thousand of the total Agricultural
Income - 3%
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%)  On next five thousands - - 6%
4) On next five thousands - - 9%
5) On next five thousands - 16%
6) On next five thousands - 22%
7) On next five thousands - 29%
8) On next fifteen thousands - 36%
9) On next five thousands | - Lh%
10) On next fifteen thousands - 504
11) On next fifteen thousands - 62%
12) On next - fifteen thousands - 69%
13) On rnext fifteen thousands - 726
14) On next fifteen thousands - 75%
15. On the balance of the total agricultural
income - 8%

(1i1) Water Rates

Wher rates ‘were levied on lands irrigated by Orissa
eanals in the dlstrict of Cuttack and Balasore under the
Provisions of Bengal Irrigation Act, 1876. The water rates
tinder this act, were in force since 1931 and were reduced by
one-third iﬁ'1939 on account of the economic depressiofs then
pfevailing, but were restored to the level of 1931 in 1949.
Since, 1949, the rates remained unchanged till the Orissa
Irrigation Act came into force in 1959.

Water cess was levied on lands, irrigated by Rushikulve
land and old Madras Irrigation works of Ganjam District under

the Madras Irrigation €ess Act 1865. Unlike, water rates, the

<
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water cess was compulsory. It was levied on all lands

commanded by an irrigation source. The water rates were fixed

in 1933.

The Orissa Irrigation Act, 1959, came into force from
1st July, 1963, in the districts of Ganjam and Koraput; from
1st June, 1963, in Cuttack, Puri and Balasore Districts:; and
from 1st June, 1961, in all the other areas. According to the
provisions of Act, compulsory basic water rates for supply of
water for purposes of irrigation was levied at the rates and on

the basis of principles indicated below.

Compulsory basic water rates were levied according to

the classification of the water source, which are as follows:

Cess of Irrigation Work Rate per Acre per year

°
1st Class (Period of Supply - June to
November, Depth of water guaranteed was -»

28 inches) Rs. 8.00
2nd Class - July to November 23 inches Rs. 6.00
3rd Class - July to October 18 1inches Rs. 4.00
4th Class - July to October 9 inches Rs. 2.00

Apart from the compulsory basic water rates, which
covered the main Khariff crop, water rates for Rabi and other
crops were also leviable under the Act. The rates varisd from
crop to crop. The system continued till 1967, when the system
and rates were changed in pursuance of the recommendation of

the Water Rate Revision Committee 1966. In accordance with the
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recommendation of this Committee, a system of payment on
voluntary basis by agreement with a stipulation that when water
is supplied to a block for staple cereal crops on the applica-
tion of 75% or more of the owners or cultivators within the
block, whether they have joined in such application or rot, was
agreed to, whereby the Block shall be liable to pay water rate
for water supplied to the staple cereal crops. This remained
in force from 1967 to 1973-74. The rate prevalent between
1967-74 were as follows:

I - Rs., 4.00 per acre per annum
IT - Rg. 3.00 per acre per annum
IIT - Rs. 2.00 per acre per annum
IV - Re. 1.00 per acre per annum

Water rates has been further revised in 1974-~75 in the
following manner and the old system of compulsory basic water

rates has been revised.

(a) Compulsory:

Class I Irrigation - Rs. 8 per acre

\

Class I1I Irrigation - Rs. 6 per acre

¥

Class III Irrigation - Rs. 4 per acre

y

Ciass IV Irrigation - Rs. 2 per acre

o
(b) Rabi Rates differ from cropt to crop:
Lowest Mung Rs. 1.50 per acre
Highest (Ganja) Rs. 50 per acre and paddy Rs. 24 per acre
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The total revenue from this taX was 1.7 crores rupees

in the year 1970-71, which increased to Rs. 4.2 crores rupees

in the year 1979-80.15

(iv) Other Direct Taxes

Land revenue together with agricultural income tax
represents agricultural taxes proper. However, sinee in our
stuidy, we aie interested in the tetal tax burden of agricultu-
ral sector, we have also to take into aceount other taxes
falling én the agriculturists. These taxes with the exception

of stamps and registration are new levies.

The new levies ~ estate duty and wealth tax do nct yet
play any significant role in Orissa's tax system. The combined
receipts from these taxes amounted to only 0.84 percent ef the
direct taxes of the State. Since the exemption limits of these
taxes are very high, the amount collected from the agricultu-
rists cannot be significant. rurthermore, agriculturists are
granted certain special exemptions. For instance, agricultural
land and growing crops, and standing treeé on such lands, are
exempt from wealth tax. Also tools and implements used for

the raising of agricultural products are exempted,

In sharp contrast to the above direct taxes, the
receipts from stamps and registration have been quite substan-

tial. Stamp duties and registration fees Jjointly form 11.67

15Government of Orissa, ®0rissa Budeget - Some Facts and

Charts, 1978-80, 1980, p.10.
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percent of the total tax revenue of the State. In 1979-80,
the State Government realised Rs. 4.9 and Rs. 1.4 crores
rupees respectively from the stamp dutles and registration
fees.16 And lastly taxes on vehicle form 13.70 percent of the

total tax revenue. of the State.

( .v) Taxes on Commodities and Services (Indirect Taxes)

Among the indirect taxes, which affect the agricultu-
rists as consumers, state excise duties and the State's sales

tax are the most important.

Sales tax is a comparativeély new levy, though an
increasingly important one, and occuples a coveted position.
It contributes 29:01 percent of the total collections under
all indirect taxes. The total revenue from this source was
Rs. 35.5 crores rupees in the year 1979-80, as against,

Rs. 10.3 crores rupees of the previous collected in 1970-71.
State Excise Dutles contributed about 3.85 percent to the
total collection under indirect taxes. Electricity duty has
®Become a very important source of raising revenues its contri-
bution has increased from Rs. 2.79 crores in 1970—7{ to

1Y

Rs. 17.08 crores in 1979-80, an increase of about 369 percent.

Besides, excise duties and general sales tax, there are

some other taxes, Wut they are of relatively minor importance.

6 Government of Orissa, Orissa Budget, 1979-1%%{ p.6.
17

Ibid., p.8.
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Among them sales tax on motor spirit and the motor vehicle tax
are the most prominent; their relative importance has been

growing recently.

Trends in the Yields and Relative Importance of State and
Central Taxes

We may conclude this chapter with a brief examination
of the trend in revenue yields from different taxes and also
their relative place in the system of taxation. The following
table shows the combined tax revenue recelpts of the ftate and
central government for over a decade from 1970-71. We observe
that the revenue from all taxes listed in this table extept
taxes on agrioultufal income has recorded an increase during
the period 1970-71 to 1979-80. The annual rate of increase in
revenue has been negligible in respect of agricultural income
tax (0.04 percent), taxes and duties on electricity (2.02 per-
cent), entertainment tax (1.67 percent), and stamps and
registration duties (2.13 percent). The increase in respect of
land revenue (27.08 percent), taxes on motor vehicle (8.56 per-
cent), and state's own sales taxe. (53.24 percent) has ®een

quite substantial.

Th~ most spectacular growth in revenue, however, has
been in the case of State's sales tax (53.24 percent), to a
lesser extent on taxes on passenger goods (2.62 percent), state
exclse duty (3.12 percent), and taxes on motor vehicles (8.56
percent) taxes. Along with the sales tax, the state excise
duties have also emerged as an important tax in the state

during the last decade.
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Thus, we observe that the relative contribution of
land revenue, agricultural income tax, estate duty, general
sales tax, entertainment tax and electricity duties have
remained more or less the same over the period 1969~70 to
1978=79. Finally, sales tax on motor spirit, and motor vehi-

cle tax have grown considerably in their relative contributions.



CHAPTER - IV

ECONOMY AND EFFICIENCY OF AGRICULTURAL

TAXES IN ORISSA
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ECONOMY AND EFFICIENCY OF AGRICULTURAL TAXES IN ORISSA

" In this chapter, we intend to examine the 'cost-effec~
tiveness' and the 'burden' of agricultural taxation in Orissa.
However, before we attempt such an analysis, 1t 1ls useful and
necessary to have an 1dea of the implications of the agricultu-
ral tax system of the State in relation to some of the lmpor-
tant economic variables. In section I of this chapter, we
attempt such an evaluation, albelt, in a sﬁmmary manner. And
in section II.we analyse the efficiency of tax administration
in terms of 1ts cost~effectiveness.

4

Part - 1

We present in Table 1 the important relationship of the
agricultural tax .system of Orissa for the decade, 1970-71 -
197)-80, to some of the other relevant economic stocks and

flows in the State for the same period.

Column 3 of the table shows the trend of total tax
revenue of- the State since 1970-71. Tax revenues show a rising
trend throughou£ the period from 1970-71 to 1979-80, increasing
from Rs., 63.7 crores in 1970-71 to Rs. 252.7 crores in 1979-80,
that is, an increase of about 296 percent. This increase can
mainly be attributed to various additional taxation measures
impl emented by the State Government to finance SﬁccessiVe Five
Year Plans, better collection of tax revenues and a larger
devolution of resources from the Centre to the State by way of
higher share in the central taxes, resulting from the recommen-

dations of the Finance Commissions.
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It would alsO be noted that the annual compund rate of
growth of total tax revenue during the period is approximately

A

- 14,06 percent.

§

In column 4 is presented the State income, the Net
State Domestic Product (NSIP). The data presented is the
aggregate of the sectorwise estimates by industrial origin of

the State Domestic Product at factor cost at current prices.

During the decade, the SDP had increased from
Rs. 10,4671 lakhs in 1970-71 to Rs. 21,4024 lakhs in 1579-80,
showing an increase of 104 percent. The annual compound rate

of growth during the decade is about 8 percent.

In column 11, is shown the percentage of total tax
revenue to the State income. We see. a gradual, though not a
spectacular increase in this percentage over the years, from

6.08 percent in 1970-71, to 7.85 percent in 1978-79.

Column 2 of the table indicates the State's own tax
revenue for the decade. Such tax revenues which were Rs.34.8
crores in the year 1970-71, increased to Rs. 128.7 crores in
the year 1979-80., The rate of growth over the years was 14
percent. This increase of the State's own tax revenue over
the years was mainly due to large receipts under taxes on
vehicles and also land revenue both of which, have increased

considerably over these years.

Column 13 of the above table shows the ratio of the

State's own tax revenue to the total tax revenues accruing to
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the State during these years. A remarkable feature regarding
this is that, the ratio which was 0.546 in the year 1970-71, has
increased nver the years to 0.618 in the year 1978-79 (although
this ratio was only 0.509 in the year 1979-80).° The increasing
ratio between own tax revenue to State's total tax revenue
would seem to indicate that the State has put in greater efforts
than before 1n ralsing its own tax revenue in a much more
efficient way during the last one decade, and tapping more
regources from the State economy thereby increasing the avenues

for financing its own expenditure.

Column 14, of the table shows an encouraging fact,
confirming what has b2en said in the previous paragraph. In
this column, we present the percentage of State own tax revenue
to the State's Domestic Preducts over the years. The percentage
of State's own tax revenue to State's income which was 3.24
percent in 1970-71, has increased over the years and was near
adout 5 percent 1n the year 1978-79. The State's own tax
revenue has been moving in the same direction as the increase in

the State's income.

In column 15, the per caplta tax revenue is given, i.e.
the ratio of the total tax revenues for each ef the years over
the decade to the total estimated population of the cerresponding
years. It 1s to be noted that the percapita tax burden over the
perlod has increased considerably. The percaplta tax burden,
which was Rs. 29.37 in the year 1970-71 has increased to
Rs. 64.78 in the year 1978-79, an increase of two and half times
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over the period, while per capita income has increased only by
about 1.7 times (as presented in column 12) over the period.
The per caplta income of the State has not increased in any
oonsiderable measure during these years. ABs a fresukty; the per
caplta tax burden has been growing more than in proportion to

the growth of per capita income.

The percentage of per capita tax to the per capilta
income for each of the years has been calculated and presented
in column 16. Thls ratio of percapita tax to percaplta income
shows the 1lncreasing trend over the period. The percaplta tax
burden to the percapita income was 6.08 percent in the year
1970-71 and it increased to 7.85 percent in the year 1978=79.
Figures in columns 11 and 16, give the same result, viz., an
increasing trend in tge ;atio of the State's own tax revenue to

the total State income (column 11) and in the percentage of

percapita tax to percapita income (column 1§) .

Column 18 of the table shows the percentage of the
agricultural tax revenues to the State's total tax revenue for
the ten year period of 1970-80, Our calculation shows that the
contribution of total agricultural taxes to the State's total
tax revenues was 2.73 percent in 1970-71, which has remained
mure or less constant throughout the years, (its percentage
contribution to the State's total revenue was only 2.63 percent
in the year 1979-80). This may be taken as an indication of
the fiscal significance or otherwise of the agricultural taxes

in the State.
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Although the percentage Contribution of the agricul-
tural taxes to the state's total tax has remained more or less
constant, 1ts percentage contribution to the state's own tax
revenue has shown a slight fncrease. The agricultural taxes
contributed 5.006 percent to the state's own tax revenue in the
year 1970-7%1 (with slight fluctuations in some of the successive
vears in this percentage point). The percentage contriwution
in 1979-80 of agricultural taxes to the state's own tax revenue
was 5,174, thereby showing a slight increase. We would not be
completely off the point if we are to consider this situation
as an indication that agricultural’taxes still play not an
insignificant role in cortributing resources for the economic

development of the State.

Column 17 shows the total agricultural taxes (which
include laad revenue and agriculture income tax) from the year
1970~-71 to 1979-80. Over the years agricultural taxes have
emerged as oﬁe of the main sources of revenue to the State.

The total agricultural taxes which were Rs. 1, 7422 thousands in
the year 1970-71 has increased to Rs. 6,6600 thousands in the
year 1979-80; showing an increase of the order of 282 percent
for the period, The .rate of growth of land revenue for the
entire period was 0.16 percent and the growth rate of agricul-

tural income tax was 0.016 during the same period.

It is also to be noted that the ratio of land revenue
receipts to the total agricultural tax revenue receipts has

increased over time, from 0.957 in the year 1970=71 to 0.987 in
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the year 1979-80 as can be seen from column 20. It indicates
that in the total agricultural taxes of the State, land Revenue
plays a more important role than other agricultural taxes

in contributing to the total revenues from the agricultural
taxes. Its contribution represents nearly 98 percent oi the

revenues from the agricultural taxes.

In the last two columns of our table (columns 21 and
22) are shown our calculations of the per hectare agricultural
tax impact on Gross Cropped Area (GCA) and Net Area Sown (NAS).
The per hectare impacts on both GCA and NAS show an inecreasing
trend to be interpreted as an increasing per hectare agricul-
tura: tax burden. [he agricultural 'tax per hectare of GCA was
Rs. 2.57 in 1970-71 and per hectare of NAS was Rs. 3.11, both
of which had increased more than four times in the year 1979-80

to Rs. 8.15 and Rs. 11.15 respectively on GCA and NAS.

Our discussion so far has shown that agricultural
taxes have occupied not an insignificant place in the overall
system of Government Finance. However, its. fiscal importance
has been continuously declining particularly over last 20 years
as a result of several factors. As the state economy is
increasingly Becoming more monetised, it is providing scope for
introduction of several new taxes. On the other hand, the
puﬁlic expenditure is ever increasing year after féar, and as a
result new avenues of taxafion have bteen traversed. Further,
with the secular upward trend in prices and the oonsequént

heightened income structure, the inelastic land revenue and
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agricultural income tax are lossing their relative importance

as an important source of public revenue.

Though the dominant position of agriculture tax
revenues have been gradually declining, agricultural taxes
still remain as one of the principal sources of tax revenue
to the State Government‘and fetches not an insubstantial
amount of income to the exopequer, roughly amounting to 5

percent of the State's own tax revenues.

Part - II ' ‘ ‘

We have noted that agrioulturai taxes contribute
rougatly over 5 percent of the total own tax revenues of the.
State of Orissa and their per hectare burden in 1979-80 was
Rs. 8.16 in respect of Gross cropped area under cultivation
and Rs. 11.16 with regard to net area sown under cultivation.

In this section we attempt to analyse whether agricultural

taxes are 'cost-effective!, that is whether they are in

conformity with the maxims of econocmy or not.

Every tax has a cost of collection. It is important
that the cost of collection should be the minimum possible.
It will be useless to impose taxes which cost more in collec-
tion than the revenue they yield, and which therefore impose
an unnecessary burden upon soc.ety in the form of additional
administrative expenses. The fruits of the productive efforts
of the people are frittered away, due to a wasteful use of

resources on the salaries of the officiels,
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The cannon of economy 1s based upon a principle of
sound economic administration policy. To quote Adam Smith,
9Every tax ought to be so contrived as both te take out and
to keer out of the pockets of the peéple as little as possible,
over and above, what it brings into the public treasury of the
State ... the levying (of a tax) may require a great number of
officers, whose salaries may eat up the greater part of the
produce of the tax, and whose perquisite may impose another

additional tax upon the peo;:le“.1

The principle of economy as laid down by Smith has two
parts, (i) how much a tax takés out the pocket of the people
and (ii) how much of the tax taken out of the pocket of the
people accrues to the exchequer, l.e. not spent as cost in
collecting the particular tax revenues. If a tax takes out of
the pocket of the people more than what it adds to public
exchequer, it is certainly an uneconomic tax, and is further

detrimental to economic pursults and development.

As a proportion of agricultural income, a tax which has
a burden of only Rs. 8 to 11 per hectare, while the value of
output per hectare is over Rs. 1600, does not have any effect
which may discourage either production or investment in
agriculture nor can it discourage employment of agricultural
labourers; 1t has, therefore, hardly any adverse effect on
agricultural pursuits. Hence from this point of view, agrioﬁl—

tural taxés”are rather recommendable.

’Ad%%88mith,'Wealth of Nations, the Modern Library, 1937.
P. .
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So far the second criterion,i.e. how much of a tax
taken out from the pocket of the people goes to the exchequer
that is, in the process of collecting thé tax, how much is
incurrzd as 'cost of collection' is concerned, agricultural

taxes seem to be rather uneconomic.

The criterion of economy is often employed as one of
the standard measures “or evaluating the 'efficiency’' of a
tax, and sometimes of a tax system as a whole. This principle
implies that Receipts 'R' (total tax revenue) minus cost 'C'
(06st of collection) should be strictly positive and further
that the ratio, (R-C)/C should be increasing over time. In
what follows, we present the results of our attempt at exami-
ning whether this princinle holds good in respect of agricul-
tural taxes in Orissa by applying the (R-C) analysis to them.
The tax ttat costs more to collect than the revenue it
generates for the exchequer should be considered as uneconomic
and there would be a strong case for dropping it from the tax
system, or alternatively, economy in collection should be

improved.

Methodology

For this analysis, we have taken data from the State
Budget papers for the years 1970-71 to 1979~80, with respect
to total tax receipts from the individual agricultural taxes
and the total expenditure incurred in each case in collecting

these taxes.
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The criterion for the analysis which we have followed
are: Revenue minus cost (R-C) ratic of nst revenue- over-ltotal
revenue @545-99 and percehtage 0f cost over revenue G%— x 100)
where C refers to cost of collection of the agricultural taxes
and R refers to the total receipts of the agricultural tax
revenue. R - C is a very simple analytical tool: It enables
us to have an idea about the net revenue received by the
State Exchequer. It will also indicate to some extent, the
efficiency and as well as the cost-effectiveness of the tax

administration.

R -C
C

cost ratio, and it is indicative of the true efficiency of tax

The ratio, may be termed as the net revenue-

administration. The rati»n should always be strictly positive,

1f a tax levy 1s to have zny financial Jjustification.

The ratio —%— gives us the proportion of cost incurred

for each rupee worth of revenue collected from tax. This ratio

should always be less than one. If 7?— 1, then the benefits

accruing in terms of the receipts is marginal, it is Just

covering its cost., If 7?— 2 1, the benefit in terms of

recelpts is more than the cost and if g < 1, then the

benefit 1s less than the cost and it is worthwhile to explore

avenues to raise the revenue in a more efficient way.

Analysis
We have applied the economy criterion separately to the

land revenue and agricultural income tax in order to assess
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individually their 'efficliency'! and the.r 'cost-effectiveness'.

L and Revenue

The expendliture incurred by the State Governaent for the

collection of land revenue during the period 1970 to 1980 1is

given below,

The expenditure on this account has been increa-

sing throughout the period (with the sole of exception in

1972~73 when compared to 1971-72).

TABLE - 2

Expenditures on Collection of Land Revenue (Rs. thousand)

lear ‘} Total bxgenditure { ?uirggffegiiéingxggggz-
| | Tection expendimire
1970+ 71 38148 72.90
1971-72 42831 72.39
1972=73 L2613 .05
1973-74 53625 72,65
1974-75 62232 72.38
1975-76 78670 71,41
1977-78 97195 72423
1978-79 111156 73.58
1979-80 135603 The 72

Source: Government of Orissa, Orissa Budget -
some facts and charts, 1979-80, p. 18.
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Expenditure incurred in the year 1979-80 is four times
higher tQan the expenditures incurred in the year 1970-71. The
percentage increase in expenditure incurred for collection of
this revenue in 1979-80 is 255 percent more than in the year
1970-71; 1t has increased from Rs. 3.8 crores in 1970-71 to
Rs. 13.5 crores in 1979-80. It is also noteworthy that the
percentage expenditure on the collection of this tax to the
total collection expenditure 1s increasing over time. The
percentage expenditure for the land reveﬁue collention to the
tntal expenditure was Rs. 72.90 in the year 1970-71, which
increased to Rs. 74.72 in the year 1979-80. Revenue minus cost
(R-C) figures enable us t5 have an idea of the Net Revenues

realized from the land revenue.,

Our calculation shows that the net revenues accruing to
the State Covernment from land revenue is negative throughout
the years. And, this negative net revenue benefit also shows a
rising trend. The net revenue to the Government which was (=)
2.1 crores in the year 1970-71 increased to (=) 6.9 cores in

the vear 1979-80,

Table.3 shows the total receipts and cest of collection
of land revenue tax in Orissa (for the period 1970-71 to
1679-80). It is seen from the table that throughout the period
costs of collection have been far exceeding the receipts from
collection: (R/C) ranges between 0.39 to 0.50. It implies that
hardly 50 percent of the cost is covered by the receipts and

thus ~ver 50 percent of t'e cost of collection of land revenue
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1s met from some other sources of public revenue.

Normally, the ratio (R - C)/C should be positive and
increasing overtime. But, our résult shows that in case of
land revenue the ratio (R —'C)/C is negative and also increa-
sing over time. The ratio, which was (=) 0.56 in the yeafr
1970~71 increased fo (=) 0.51 in the year 1979-80, This, ef
course, implies that the cost of collection of land revenue is
gradually declining, which 1s a good sign, but still the
deviation from the criterion of economy, which 1s a sign of an

uneconomic tax system is still dominant,

The persentage ratio of cost over receilpts shows it to
be of the order of Rs. 228.66 in the year 1970-71, which,
however, decreased slightly to Rs. 206.08 in the year 1979-80.
Though the change over the years i1s marginally lower, it still
implies that for every Rs. 100 worth of land revenue collected,
the Government of Orissa had to spend Rs. 228.66 in 1970-71 and
Rs. 206.08 in the year 1979. This is certainly an unsatisfac-
tory system of financial administration and it indicates that

the land tax does not at all satisfy the 'principle of economy'.

Agricultural Income Tax

Like in the case of land revenue, we have also subjected
the administration of the agricultural income tax to the
criterion of economy. Table 4 gives the total receipts from and

the cost of collecting the agricultural income tax in Orissa,

for the period 1970-71 to 1979-80.
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The table reveals that while the total revenue from
agricultural income tax has increased by about 8 percent éver
the decade, 1970-71 to 1979-80, the total expenditure incurred
in collecting the amount has increased by about 155 percent,
i.,e. from Ks, 118 thousands in the year 1970~71 to Rs. %02
thousands in the year 1979-80. It is clear that expenditure
incurred in collecting the agricultural income tax 1s going up
at a faster rate, while there is only a marginal change in the
growth of agricultural income tax revenue during the saie

period.

Our analysis shows that the net tax benefit accruing
to the State Government though positive throughout the years,
it is fluctuating, and dres not show the expected increasing
trend. The total net benefit, which was 621 thousands in the
year 1970-71, came down to Rs. 498 thousands in the year
1979-80.

Further, the R/C ratio shows a decreasing trend; while
the R/C ratio was 6.26 in the year 1970-71, it came down to
2.64 in the year 1979-80. In normal circumstances, one would
expect (R-C) /C to Se increasing over time. But in the case of
agricultural income tax, it is seen to be declining o6ver the
pericd. The table also indicates that the administration of
the agricultural income tax is slowly tending to remove itself
further away from the criterion of economy and likely to

secome an uneconomic tax levy in future.
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We have also calculated the growth rates of recelpts
and cost of collection of laud revenue tax. For estimating

the growth rate, the formula used in both cases, 1s

Y = aert, where, t = time, Y = receipts or costs

of collection as the case may be, r = growth rate.

\

The least square estimates of the above equation for

land revenue are:

L.

i
)

t.
c 0.1574%. g2

10. 3404 e 0.982,

]
]

where, R = Receipts, C = Cost of collection, both expressed in

Rs., thousands.

The growth rate in receipts is nearly 0.16 and the
5row€h rate in cost is also approximately 0.16. There does not
seem to be any difference between the two growth rates. Thus,
the growth in revenue is absorbed by the growth in costs, and
the former does not add wnything substantial to net receipts.
Henée, the cost effectiveness and efficiency of land revenue

tax is remarkably poor.

The growth rates of receipts and cost of collection of
agricultural income tax have also been carried out by using the

same procedure used in case 0f land revenue analysis.

The least square estimates of the said equations
(Y = aert) are:

R 2

t
6.6324 2001017 . 22 _ 4 00093
b.6bb2 40.96667° ; RZ = 0,900.

c
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The rgrowth rate in the receipts of agricultural income
tax is approximately 0.C02 (0.2 percent) while the growth rate
in cost 1s nearly 0.1 (10 percent). Trus, it is clear that
while the compund growth rate in revenue is 0.2 percent, the
growth rate of cost is 10 percent per annum, the collection

system is becoming more and more uneconomical.

We have also examined whether the agricultural taxes
(both land revenue and agricultural income tax) as a whole are
based upon the criterion of economy or not. The analysis,

which we have carried out is presented ii Table 5.

The table shows that the total expenditure incurred
for the collection of total agricultural taxes over time has
increased. Total expenditure incurred in the year 1979-80 is
near awout four times greater thgn the expenditure incurred in
the year 1970-71. The percentage increase in the total expen-
ditures incurred for the collection of agricuitural taxes in
1979-80 ié 255 percent greater than in the year 1970-71,
raising the expenditure ¢ Rs. 13.6 crores in that year, from
Rs. 3.8 crores in 1970-71., At the same time, total collection
of receipts from agricultural taxes élso show a rising trend,
but the increase in this case is not as steep or spectacular
as in the case of costs; Rs.6,6600 in 1979-80 as against

Rs. 17,422 in 1970-71.

However, the net benefit accruing to the State Govern-
ment from agricultural taxes shows a negative trend throughout

the period. And, this negative benefit to the State Government
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is also increasing over the period. The net benefit to the
State Government which was (-) Rs. 20,844 thousands in the

year 1970-71, increased to (=) Rs. 65,9305 thousands in year
1979~80,., So, 1t is evident that the Government was collecting
the agricultural taxes at a loss to the State exchequer by the
amount of Rs. %5,9305 thousands in the year 1973-80. It is
further seen from the table that in all the years of the period

cost of collection is much higher than the receipts.

Further the R/C ratio also shows fluctuating trend, but
it is always much less than oge, thereby showing the uneconomic
nature of the agriculture taxes. The R/C ratio which was Q.45
in the year 1970-71 was raised to 0.49 in the year 1979-80.
While, the R-C should be strictly positive and a positive
(R-C) /C ratio should be increasing over time for a good tax
system, our! analysis for the agricultural taxes shows that
(R-C) /C is negative but has also been increasing over time.
Though the cost of collection has declined to a certain extent,
still, it does not conform to the criterion of economy. Our
analysis also shows that only 49 percent of the cost of
collection of agricultural taxes is covered by the total
receipts from the source and that the other 51 percent of the
cost of collection of agricultural taxes is met from some other

source of public revenue.

Thus, it is seen that ‘the administration of the
agricultural taxes as a whole .is not in conformity with the
maxim of econcmy, and nee’'s to be reformel in order to make

these taxes productive of a reacgonable amount of net revenue.
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The growth rates of receipts and cost of collection of

the agricultural taxes have also been calculated by following

the same formula of Y = aert.

The least square estimates of the above equations are

R 2

i
]

9.51765  0.153333t R° = 0.967
10,3437 0.14579¢ ¢ B = 0.9825

]
|

The over all plcture of the agricultural taxes (land
revenue and agricultural income tax) that emerges from our
study 1s that while the growth rate of revenue is only slightly
higher than the growth rate in cost of collection, the cost
effectiveness, or the net benefit in terms of net revenues to

the State exchequer from these taxes, has been negative.
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Appendix to Chapter III

We have also made an attempt to investigate the
efficiency of the cost of collection in raising the revenue

from agricultural income tax in the following way.

Our nypothesis is that the amount of revenue raised
by agricultural income tax is a function of three variables,
namely,

1) cost of collection (C)

ii) the agricultural production in value terms, (P)
and 1ii) whether that particular year in which tax was

collected was a good year or a bad year (Y).

We have designated these variables by C, P, and Y,

respectively., Thus,

A

R = f(C, P, Y), We undertook a multiple regression

analysis to test our hvpotheses.

Our result is the following estimated eguations
R = 831.41 + 0,591C - 0.06741 P + 219, 713Y.

The value of R2

is .656. The t value for the coeffi-
cient associated with C is 1.19, the t value of the coefficient
associated with P is (~) 0.10, while the t value of the
coefficient associated with P is (=) 0.10, while the t value of
the coefficlent associated with Y is 160. This shows that the
role of C and P in deciding the value of R is not siénificantly
different from zero, although for the overall fit of the

equation, R® = 0.656 and F (3.6) = 3.81, significant at 7
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percent level.

We have suspected, however, that due to the inherent
nature of time series data, it is possible that disturbance
vector might be outo-correlated. To test thils, we have estima-

ted the Purblp-Watson Statistic'. The value of DW is 1.77.

This shows that our susplicion has no ground for support. Hence,
our analysls in estimating the above equation 1is not vitiated

by outo-correlated disturbances.

We have also carried out a test for inequality of
variance of the disturbance terms (Heteroskedasticity). We

have used Bartlets test®, We get the value of the Statistic

1.29, which 1s not significant at even 20 percent level. Hence,
we conclude that our error terms are free from the problem of

unequal variance.

n
"Durbin-Watson test T (e, -e )°
2o t ot
DW = ——i—m » where e =
n
=y e,
t =1

E?e dlstursance term, we have used it for testing outo-correla-
on,

n . 2
2Barlet test n log i s§ - nJ log Sj
U1 = 3
1+ 1 (1 - 1)(1 -
3 1'11 n n2 n’

where, n, = number of observation in the first group and S§ =

the variance of the first group. n, = number of observation in
the second group and S§ = varlance of the second group.
n+n =n., And Q/1 is distributed like CHI sequare. We have

2
used this test for Heteroskedasticity.
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Thus, we come to the conclusion that our estimated
equation 1s not illusive and hence, we conclude that the con-
tribution of increasing costs of collection in raising the

revenue of agricultural income tax is not different from zero.

Otherwise also, the elasticity of _R_ with respect to
C , keeping P and Y constant comes to 0.14, That 1is revenue

is not cost elastic.

Our above analysis may be interpreted as showing the

inefficiency of the tax coliection system.

Thus 1t may be concluded that, from whatever angle one
looks at it, agricultural taxes do seem to violate the princi-

ples of economy.

The aim of the tax-structure should in practice be to
evolve and implement a tax policy and tax administration as
closely approximating to the principle of economy as far as
possible. Thls does not seem to be the case in respect of the

two principal agricultural taxes in Orissa.



CHAPTER -_V

INTER-DISTRICT VARTAITON IN LAND REVENUE
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INTER-DISTRICT VARIJATION IN LAND REVENUE

In the previous chapter, we have examined the role of
agricultural taxes in the tax system of the State and saw that
even though agricultural taxes still contribute near about 5
. percent of the tax revenue to the State's own tax revenue, from
the point of view of cost-effectiveness or the canon of economy
these taxes do not seem to conform to its tenets. In the
present chapter, our purpose is to analyse these *“axes in order
tc find out whether tﬁere is any serious ihter-district and/or

inter-landholding group variation in its burcen.

In the last few years, several states in India nave
either abolished or modified the land revenue levy to suit the
changing circumstances. One of the mbtivations for such acts
was the fact that agricultural taxes have come to contribute
only a very small proportion of the total tax revenues of the
States ‘concerned. Moreover, agricultqral taxes seem to have
become uneconomic in operation. In the previous chapter, we
have enalysed this aspect in the case of Orissa and seen that
agricultural tax administration has become uneconomlcal.
However, these taxes still continue to contribute not an insig;
nificant proportion to the total tax revenues of the State.
Hence, it may‘not be advisable to conclude, a priori, that
Orissa should either abolish these taxes or continue collecting

them.

In order to substantiate further our study on the issue.
whether agricultural taxes should be abolished or modified, it

is thought useful to analyse the performance of these taxes on

T
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the basis of inter-district distribution of their burden, and

tais 1s the main subject matter of discussion in this chapter.

We have attempted here a detailed examination of the
land revenue system. While considering the merits of theacase
for abolition or modification of land revenue, one has to make
a dis£inotion between two basic issues related with this
problem. First, it is necessary to find out whether the agri-
cultural sector in Orissa is under-taxed as compared to the
non-agricultural sector, and if so, to what extent. Secondly,
given the relative burden of taxation, how far the present
system of land taxation is based upon the accepted norms of
'equity' and 'social Justice' in taxation. In this chapter we
shall concern ourselves with an examination of the second issue
listed above, viz. that of equity, the other issue is considered

in the next chapter.

In Part I of this chapter we analyse the comparative
burden of land revenue in Orissa on an inter-district basis and
in Part IT we attempt an inter-group comparison. No compari-
son of tax burden on individual cultivator is attempted here as
our study is based on official data, and such sources do not

provide any information on individual farmer basis.

Part - 1

In this section we attempt to examine the variation in
the distribution of the burden of land revenue betweén the

various districts of Orissa,
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Methodology

The analysis of this problem is based on the data of
agricultural income and land revenue pertaining to the year
1979-80 for the 13 districts of Orissa. Estimates of income
of different districts have been taken from thg Economic Survey
of Orissa, for the year 1979-90. We calculated the districtwlse
contribution of land revenue on the basis of the total land
holdings of each district. We adopted this method as the
avallable figures of land revenue collection pertain to the
whole State and not to each district. The land revenue collec-
tion from eécn district thus obtained was then related to the
estimates of the agricultuvral income of the corresponding
district., And from these, we calculated the per capita figures

of both land revenue and agricul tural income.

For the purpose of this study, the year 1979-80 has been
chosen. It appeared to us to be a very suitable year, especial-
ly from the polnt of view of availability of adequate informa-
tion, and also a representative year in that it seemed to embody
the essential aspects of inter-district variations in the

important variables.

Net income from agriculture has been considered as the
most appropriate and meaningful variable for the purpose of
inter-district comparative study. Estimates regarding the net
percapita income from agriculture in each districts were
prepared in the following way. Percapita income is obtained by

dividing the total net income from agriculture by the agricul-
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tural populationq.

Estimates of the land revenue contribution of each
district was derived from the total land revenue collected by
the State, by taking into account the total agricultural
holdings of each district. This method was used owing to the
non-availability of better informatioﬂ regarding the district-
wise contribution of the land revenue. The land revenue
figures available,are‘for the State as a whole, and not for
individual districts. We rad to disaggregate this figure in

respect of each district in the fbllo@ing manner:

We divided the total land revenué collection of the
State by the total area in hectares which is subject to the
tax. This gives us the per hectare tax burden of land revenue.
We then took the area in hectares subject to the land tax in
each district and multiplied it by the per hectare tax to
arrive at the amount of land revenue contributed by each

district,

TThis procedure though widely followed by economists and
staticticians in India, 1s not quite valid because the agricul-
turists may derive part of their income from non-agriculture.
(Definitely, a person is an agriculturist, if he derives more
than 50 percent of his income from agriculture). Thus, the
income from agriculture is not the same as the agriculturists
income, the latter includes non-agricultural income also.

This method is widely used by Pathak and Patel and C.H.
Hanumantha Rao in their respective studies of "Agricultural
Studies in Gujarat' and 'Taxation of Agricultural Land in
Andhra Pradesh'.
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There are, of course, three other alternative indices
viz., (i) Total Geographical Area, (ii) Gross Cropped Area, and
(iii) Net Area sown which could have been used. But we did not

select these alternatives for the following reasons:

Gross Cropped Area2 depends on the suitabllity ef land
for multiple eropping, made pessible threugh better irrigation
facilities, use of other agricultural inputs, anc also smaller
size of the land holdings and to some extent on monthly
distributi;n of rainfall. On none of which is land revenue
based. Hence districtwise e§timation of land revenue on the

basis of Gross Cropped Area would have given us an unrepresen-

tative estimate,

In the case of Net Area sownj, rainfall is the most
dominant factor in determing net area under cultivation and it
would have been a bad index in determining the share of land
revenue of the districts. Though the area owned by the people
are subjected to land tax, there are some areas which are not
owned by any, but may be considered as common land. Once again,
the ratio of such type of land will vary from district to
district. So estimation on the basis of total geographical ares
of the different districts would also have given us some

misleading figures.

2 Gross Cropped Area: If different crops are raised in a year
in a given land, the same area is accounted for each crop.

3 Net Area Sown: Area s&wn more than once but taken only
once.
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So, 1n the absence of any better index, we'héve selected
totai agricultural holdings of the districfs as the instrument
for estimating the share of land revenue of the different
districts; because of the reason that land revenue 1s fixed per
hectare of land and its produce-after taking into eccount the
factors which affect the dincome flow from various types of

land.

Also, it may be noted that the taxable capacity of the
famers depends on their income which in turn depends on thé
quality and fertility of the land, which is nmot the same in
every district. This aspect of the problem is fully considered

in our analysis.

The estimates of percaplta land revenue has been worked
out in the following way. In order to derive the percapita
land revenue, the estimates of agricultural population is |
required. No sﬁoh separate estimates a;e available in census
publication. However, the estimates of total workforce as
"agricultural cultivators and agricultural labourers® are
available for the State. The proportion of agricultural culti=-
vators plus agricultural labourers to total‘population of the
State 1s taken as a guideline to work §ut the proportion of
agricultural population in each)district. The land revenue
‘contribution of egch district is divided by the agricultural
population of the district to derive the per capita land

revenue of the concerned district.

|
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Analysis

We have examined the land revenue system’from the view
point of percapita income, Table 1 gives information about
percapita income from agriculture of the agricultural popula-

" tion for each district separately and for the State as a whole,
and the per capita land revenue contribution., The percapita
}ncome from agriculture for Orissa thus calculated for the year
1979-80 comes to Rs. 249.40 and per capita land tax to nearly

Rs. 3.00. The following conclusions are drawn from this table.

i) For Orissa, as a whole, farmers paid 1.19 percent of their

percapita income by way of land revenue in the year 1979-80.

ii) If the land revenue as a percentage of percapita income
falling between 1 percent and 1.50 percent 1ls accepted as the
average range, then four districts paid land revenue within
this range (Koraput, Phulbani, Mayurbhanj and Keonjhar); five
districts pald land revenue above this range (Sambalpur,
Sundergarh, Dhenkanal, Bolangir and Kalahandi), and other four
districts paid land revenue below the range (Puri, Ganjam,

Cuttack and Balasore) .

iii) The burden of land revenue both in absolute as well as
relative terms, varies within and also between different per

capita income groups.

iv) With the increase in the level of percapita income, the
burden of land revenue does not vary or appear to be increasing
V) The ratio of .percapita tax to percapita income varies

from 0.55 in Cuttack to 2.47 in Sambalpur distriet.
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Relation betwecn Percapita Income (Agricultural Sector)
and Percapita Land Tax in various Districts of Orissa

for the year 1979~80.

. Percapita | Percapita | Column 3
Disirick/State ! Net t Land | as percen-
! Income ! Revenue | tage to
"} (in Bs.) 1 (dAn Rz, ! Column 2
1 I T
ORISSA 249,40 2.99 1.19°
SAMBALPUR 175.91 4,35 2. 47
SUNDPERGARH 206, 65 3.15 1.52
KEONJHOR 241,73 3.35° 1.38
MAYURBHANJ 250, 64+ 3.29 1.31
BALASORE 307.01 2,64 0.86
CUTTALK 348,06 1.92 0.55
DHE; JANAL 2.2,98 3,36 1.52
PHULBANI 299. 20 3. 1% 1,05
BOLLNGIR 197.89 4,19 2. 11
KALAHANDT 228,21 3.49 1.53
KOR4.PUT 1¢7.38 2.40 1.25
GANTAM 349,22 2.05 0.59
PURI 319.€9 2.04 0.64
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vi) This analysis does seem to show a wide variation in the

distribution of the land tax burden in the State.

Further, we have also examined the problem of variation
in the relative distribution of land revenue between the
different districts of Orissa on the basis of three variables,
namely, Gross Cropped Area, Net Area Sown and the yield rate of
food grain production in the State. Our analysis i1s more or
less the same as the Lorenz curve analysis. We atéempted fhis
inter-district comparison of land revenue contribution in order
to have an idea of the magnitude of the differences with regara
to the distribution of the burden of land revenue that prevail

between the different districts of the State.

Methodology

For this analysis data for the year 1979-80, with
respect to the Net Area Sown, Gross Cropped Area and total
production of the 13 districts were taken in order to assess
their estimated land revenue contribution. We then calculated
the cumulative values of land tax with respect to the cumula-
tive values of Gross Cropped Area, Net Area sown and producti-

vity separately.

As land revenue 1ls a tax levied on agricultural land
and is to be paid out of the value of the productivity of the
land, we considered it legitimate to estimate the burden of the
tax per hectare of Net Sown Area, Gross Cropped Area and

productivity.
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The per hectare burden of land revenue has been worked
out by dividing the estimated contribution of land revenue of
different districts by their corresponding figures.of Net Area
Sown, Gross Cropped Area and per hectare productivity respec-

tively. The table below gives the results of our calculation,

Analvsis

The table reveals that land revenue per hectare of net
sown area for the whole of Orissa in 1979-80, was Rs. 11.02.
The per hectare burden of the districts varied from Rs., 8.15 in
the case of Kalahandi to Rs. 13.65, in the case of Sambalpur.
It is to be moted that since the net sown area does mot include
the area under tree crops or groves, the per héctare land
revenue figure we have calculated is over stated. Further, if
we include all land,'which could be cultivated for one purpese
or another, the per heccare burden of land revenue will be still
smaller. Thus, the table indicates the variances in the burden‘
of land revenue only on net area sown of the Jifferent
districts. While the impact of land revenue per hectare of Net
Area sown for the whole of Orissa is Rs. 11.09, in the
districfs of Sambalpur, Sundergarh and Bolangir, the‘per

hectare burden is higher than the all-Orissa average.

In the second step of our analysis, we Urearranged the
figures of Net Area sown, Gross Cropped Area and total produc-
tivity of the various districts with respect to thelir respec-
tive estimated land revenue figures in an aseending order. We

then caleulated the cumulative index of land revenue with
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respect to the net area sown, of Gross Cropped Area and
productivity., Taking the grand total for each as 100 (we have
taken the Orissa index as 100), we express these cumulated
totals of the variables, i.e. the land tax and the values of
gross cropped area; net area sown and productivity, as percen-

tages of their eorresponding grand totals. We have presented

these cumulative values in the following table.

Columns 4 and 5 of the ‘table, show the cumulative

values of Net Area Sown and 1ts relative tax burden.

It is seen that the cumulative values of land tax are
slightly higher than the cumulative figures of net area sown in,
the districts of Bolangir, Dhenkanal, Bolasore and Puri, while
they are a little lower to their corresponding fiéure of net
area sown in the districts of Phulbani, Sundergarh, Kalahandi
and Sambalpur. One would, therefore, be justified’in conclu-
ding that there 1is inequality in the distribution of land

revenue burden between the different districts of the State.

We have represented graphically the cumulated values of
Net Area Sown and land revenue. The X-axis represents the
percentage of cumulated values of the Net Area Sown and, the
Y-axis represents the percentage of the cumulated values of
land tax of the various districts. When we Jjoin the plotted
points of thé cumuiated values of land revenue with respects to
~ those of Net Area Sown, Grosse Cropped Area and total agricul-
tural production, we get something like the Lorenz Curve of

distrisution.



(
All the three graphs of Net Area Sown, Growss Cropped

Area and the agricultural production with respect to land
revenue, show an unequal diétribution of the burden ef land
revenue between the different districts of Orissa. Since the
rate of the land tax 1s a uniform one, we would be Jjustified in
assuming that the cumulative values of the land tax, of aresa
sown or cropped should coincide, 1.2., 10% of the tax should be
collected from 10% of land, 50% from 504 of land, etc, The
cumulative values of all the variables would then be lying on
the diagonal, i.e. on the line of equality betweeh the -
variables on the two axes. However, the éurve of equality in
all these cases lies below the curve of unequal distribution
which would seem to indicate both a higher and an inequitable

distribution in its burden.

Since this tax is not levied on valuation of land or
improvements on land, it has an inherent tendency to be
discriminatory in its impact because, the farmers, who have
same area of land but which differs in quality or productivity
are charged at the same rate. Since, agricultural income tax
is not levied on all those lands on which land tax 1s levied,
one cannot argue that agricultural income tax takes care of the
inequalities in the burden created by the land tax. Hence in
the land tax system we find evidence of wide variétions in the
distribution of its 'burden' between the di fferent districts

which are not rectified by any other tax.
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Part - 1II

In this section, an attempt has been made to study
inter-group differences in the land tax burden between the
farmers of Orissa of the different districts holding land over

and above 2 hectares.

Metihgdolegy

The average size of land holdings in Orissa is 2.19
hectares., Hence we took land holdings above 2 hectares to
study the nature of the distribution of the land tax burden
among the farmers of different distriéts of Orissa, holding the

-same size class of land above 2 hectares.

We constructed two indices, namely (i) the index of
land revenue tax per hectare (ILTH) and (ii) the index of.the
concentration of land (ICL) over and above two hectares. The
ratio of these two indices gives us a new index viz., the
index of unequal burden of land tax on the farmers of different

land holding size (LB)Q.

4 H1i  _Ai y,Hls _As
01 = ( g7— 337 /(G T1a ) Where
ICli = the index of concentration of land in the ith district.
H11 = Holding numbers over 2 hectares in the ith districts.
Hi = Holding number of all sizes in the ith district.
H1s = total area over 2 hectares and above in the state.
Hs = total area in all size class in the state.
LTHi = (Ti/Ts) x 100, where, LTHi is index of land tax per
hectare in the ith district. .
Ti = Tax per hectare in the ith district.
Ts = Tax per hectare in the State.
LBi = (ILTHi/ICLi), where, LBi = Burden of land tax per

hectare in the ith district.
LB* = (LBi#YRi) where, LB* is the normalised index '0f tax
- rurden in the ith district.
Yri = Index of yield rate in the ith district.
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The rationale behind the index ILTH is that in those
areas where I TH is more than one hundred, the farmers are
paying more tax per heétare as compared to the average per
hectare tax for Orissa as a.whole. In a similar manner, in
the districts where ICL is more fhan one hundred, land is
concentrated in a fewer hands than for the whole of the State.
The ratio of the two indices represents the relati?e distribu-

tion of land tax burden.

If the value of LB isequal to 1 (one), it is assumed
that the taxable capacity 1s proportional to the burden of the
tax. But, in those areas where the ratio of ILTH to ICL is
greater than one, it represents that tax paid per hectare is
more than in proportion to the concentration ratio. It would

imply more burden on the farmers,

We have also taken into consideration the fact that the
productivity of the land in different districts is not :..
uniformly the same. Hence, we have deflated the LB index by
the yield rate and a new index, LB¥, has been constructed. In
the areas, where the value of LB¥ is more than one, the area

is over burdened and vice-versa.

Analysis

The study of the burden of land revenue on farmers
- having different size groups of holdings in the different
districts reveals someinteresting results. Figures about the

range of variation in the burden of taxation are presented



104

separately in Table 4.

The index of concentration of land (ICL) in our analy-
sis gives some lmportant findings. The concentration of land
over and above 2 hectares is very high in the district of
Bolangir (117.572), while it is the lowest in the district of
Ganjam (73.812) in comparison to the State oaverage of 100.
The high concentration in the district of Bolangir is followed
by the two other districts of Kalahandi and Balasore, where
the concentration index are 104,815 and 104.152 respectively.

The index of tax per hectare (ILTH) clearly shows
the wide variance in the distribution of burden of land tax
on the farmers of Orissa. The burden varies from 72.511, the
lowest, in the district of Kalahandi to 124,846, the highest,
in the district of Bolangir, compared to the State average of
100.00. The burden of land tax is also relatively high in the
district of Dhenkanal and Balasore in comparison to the other
districts of the State. The burden is relatively low in the
districts of Cuttack, Kalahandi and Ganjam;

Column 10, of the table gives the index of the land
tax burden (LB) in the different districts. It is seen that
the index of land tai burden per hectare is more in the
districts of Bolangir, Dhenkanal and Ganjam, where the index
of land tax per hectare (ILTH) is more than the concentration
index. The burden of land tax per hectare 1s less in the

district of Balasore, Cuttack and Kalahandi, where the ILTH 1s
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less than the ooncentration index. One point, to note here

is that the districts.of Kalahandi and Balasore, having a high
concentration index paid less land revenue as compared to the
districts of Ganjam, Cuttack and Dhenkand, where the concen-
tration index is low, and which contributed more land revenue.
This clearly indicates the unequal distribution of the tax
burden between the farmers holding same size class of land in

different districts.

We have also worked out the normalised index of tax
burden (LB*) by taking into consideration the index of yield
rate. Our hypothesis 1s that the districts having high yield
rate can be expected to pay more tax as the yield rate is an
important index in determining the ability of the farmers to
pay the tax. But, our analysis gives us some distorting
result, The districts having high yield rate, i.e. Balasore -
and Ganjam paid less land revenue in comparison to the
districts having lesser yield rate, i.e., Kalahandi and
Dhenkand, which paid land revenue higher than the State
average. This further indicates the disparity that prevails
in the distribution of the tax burden among the farmers'in the
different districts of the State. More weightage {s given to
the findings on the bagis of the LB¥* index because it ‘
incorporates the productivity of land, which 1s one of the .

very important indicators of capacity to pay.

The following conclusions are drawn from the above

analysis:
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i) Variations in the burden of land revenue seem to
he large for the same size of holding in the dlfferent
districts of the State.

i1) The lowest burden is found in the prosperous
districts of Balasore and Cuttack while the highest burden is
found in the district of Dhenkanal.

1ii1) The range of variations in the burden of land
revenue is narrow between Kalahandi and Ganjam, between Cuttack
and Balasore and between Dhenkanal and Bolangir, but fairly
wide between Dhenkanal and Cuttack.

A measure of direct taxation, en the agricultural
sector of the economy is r>t expected to show such wide varia-
tions in its burden on the same land holding size group of
farmers in the different districts. The distortionary effect
of this measure'assumes all the more importance when it is
realised that several other taxes are also tagged on to the
land revenue rates. For example, cess kon land is levied at
50 percent of the land revenue. And the Nistar cess is levied
at 3 to 12 percent of the land revenue., Therefore, the other
direct taxes are likely to aggravate the inequitable burden of

the land revenue itself, with which they are related.

In these circumstances, measures directed at only
rectifying partially the weaknesses of revenue inflexibility
and rigidity of rate structure of the land tax system do ot

appear to be sufficient., Ihe impact of either inflation or
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development is not likely to be uniform upon different regions
and different groups of farmers. Therefore the imposition of
additionsl levies would only tend to accentuate the inequalities

inherent in the obsolete settlements.

There are many reasons for getting, what we consider
to be very unsatisfactory results about the burden of land
revenue., First, since the initial settlements were made,
conditions have changed significantly in terms of crop pattern,
irrigation facilities available, quality and quantity of other
inputs and prices of both inputs and outputs, etc. Therefore,
the past settlement, however, rational they might have been
under the then existing conditions, have little relevance in
the p"esenﬁ situation. Secondly, it would seem that the
system of land revenue was designed for a static and subsis-
tence agriculture. That seems to be one reason why the system
has remained almost inelastic and inflgxible with respect to
changes in prices and production, It would, however, be
conceded that the original settlement of land taxation with its
inflexibility had two advantages. First, it laid down the
liability for tax payment in very clear and definite terms.
Second, it also aided the administration in collecting the
conveniently, and perhaps, efficiently in the early days.
However, the price that we have to pay in terms of inflexibi-
lity and 'inequity' appears to be not commensurate with the
gains in terms of convenience and 'efficiency' associated with
the system. Any system of land taxation, that we may devise

will have to make adequate allowance for the dynamic changes
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which are occuring and likely to intensify in the agrarian

economy of Orissa in the near future.

There can be differences of opinion, indeed there are,
as to whether agricultural sector should be taxed at relatively
higher or lower rates. There can also be difference of opinion
regarding the most appropriate method that can be adopted for
mobilising resources from the agricultural sector. However, 1if
the land revenue system is to be retained as an instrument for
resource mobilisation, there can hardly be any difference of .
opinion regarding the need fo? revising the existing pattern of
land revenue settlements so as to make the system flexible and

equitable.
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INCIDENCE OF AGRICULIURAL TAXES IN ORISSA
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INCIDENCE OF AGRICULTURAL_TAXES IN_ORISSA -

In the previous chapter, we have analysed the distri-
bution of the burden of land revenue on an inter-district basis
and have seen that there are wide variations in it between the
farmers of the different districts of the State. We have also
examined in some detail the pfoblem of equity éf agricultural
taxation as‘between the farmers of the same land holding size-
groups and seen that agricultural taxation as a whole does not
conform fully to the principle of equity in the distribution of
its burden. In the present chapter, we intend to estimate the
relative burdern of taxation, direct as well as indirect
between the agricultural and.non-agricultural sectors of Orissa
and to find out whether and to what extent the agricultural
sector in Orissa could be considered as being undertaxed or not

as compared to the non-agricultural sector.

With every effort at mbbilising additional resources
through taxation, the importanoe of direct as well as indirect
taxes have increased both im absolute and relative terms. In
ofder to find out how far these changeé in the structure and
yield of these taxes have altered their relative burden on the
rural and urban sectors, we have attempted in this chapter an
analysls of the relevant variables which determine the distri-
bution of this burden. The concepts used and methodology
followed in this analysis are broadly the saine as those used by

the Taxation Enquiry;Commissidn'(T.E.C., 1953) in their Reportq.

1 .
Govermnment of India (1953-54), Report of the Taxation
Enquiry Commission, Vol. I, pp.45-84, :

TEC made the first comprehensive effort in this direction to
find out the relative burden of taxation upon Agricultural and
non-agricultural sector for the whole of India.
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Consumption data of 28th round of National Sample Survey have
been used to derive the incidence estimates for the year

1970-71 to 1979-802,

With regard to the direct taxes, we have assumed that
their burden is borne by the persons on whom these taxes are
imposed. Thelr impact and incidence are the same and the taxes

are not shifted either forward or backward.

The burden of indirect taxes is assumed to Be shi fted
to the consumers., This would imply that the outlay taxes
constitute a gi?en proportion of consumer expenditure incurred
on the taxed commodities. Our assumption of forward shifting
of commodity taxes involves the further simplifying assumption
that the demand for these commodities is inelassic and supply
is elastic., To the extent that these conditions are not
fulfilled, the actua)l burden would be different. It is possible
that a part of the burden of indirect taxes may be shifted
backward or it may not be shifted at all and borne entirely by
the seller or the manufacturer. However, in this study we do
not propose an analysis of such cases as data regarding them
are not available. Also, in a country like India our assump-
tion appears to be a plausible one in view of the excess demand

for commodities consequent partly on increasing population and

2 Though National Sample Survey (NSS) has conducted a survey
on consumer expenditures in the year 1983, in its 38th round
the processed data regarding it is mot yet readily available.
So, we have taken the Report of NSS on consumer expenditure for
the year 1973-74 from its 28th round survey.
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partly on the prevalence of the 'parallel economy' and partly

on the existence of a seller's market for most commodities.

Our analysis covers both direct and indirect taxes
imposed by the Central and State Governments. The following

direct taxes have been included.

1) Income Tax (Central Government)
ii) Land Revenue (State Government)

ii1) Agricultural Income Tax (State Government).

The indirect taxes included are the following:
i) Union Excise Dutlies (Central Uovernment)
i1) Sales Tax (State Government)

1i1) Entertainment Tax (State Government), and

iv) State Excise Duties (State Government)

The incidence of direct as well as indirect taxation

has been calculated for a period of ten years from 1970-71 to

1979-80.

Methodolegy

We have apportioned the burden of the indirect taxes
between tuae agricultural and non-agricultural sectors on the
basis of per capita Consumer-Expenditure data pertalining to
these sectors. Since, the commodity taxes are assumed to fall
on the consumers of the taxed commodities and services, we can
apportion the tax burden between the two sectors in proportion

to the expenditures of the two sectors.
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Estimates of consumption expenditure have been taken
from the 28th Round Report of the N.S.S. for the year 1973-74°,
This Report contains data on consumption expenditure specially
processed for the incidence study conducted by the Ministry of
Finance, Government of India., The N.S.S, figures are for the
rural and urban sectors. It 1s assumed that they are relevant
and valid for a comparison between agricultural and non-agricul-
tural sectors. It is also assumed that, the relative propor-
tions of the consumption expendisure on various items in 1979-80

would be the same as in 1972-74.

The details of the method of analysis which, we have

used in this study are as follows:

From the consumer expenditure table, we have calculated
the ratio of expenditure on any given group of commodities
(which are subject to various individual taxes) with respect to
total consumer expenditure, separately for the rural and urban
sectors. As indirect taxes are proportional, the tax revenues
are expected to vary directly with expenditure. Hence, we have
divided the tax burden between the two sectors, 1in the same,
ratio as that of the expenditures on the taxed commodities or

services. The ratio is given by:

C C

R *( Rt ) and UC -(—ng——é where,
c

c

3 Government of Orissa (1973-74), Repert of NSS en Consumer
Expenditure of Rural and Urban Areas. Table 5, pp.12-15,
Bureau of Economics and Statistics, Origsa.
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R, = Total rural consumption expenditure
C, = Expenditure on the taxed commodities in rural
t
areas.
Cyt

= Expenditure on cdmmodity as asproportion of total
c rural expenditure.

UC = Total urban expenditure.

Ct = Expenditure on the taxed commodity in urban areas
Ct

U—-= Expenditure on commodity as a proportion of total

c rural expenditure.

The above ratios are derived from the following method.

'Total rural consumption expenditure multiplied by
expenditure on the commodity as a proportion of total rural
expenditure; total urban consumption on expenditure multiplied
by the expenditure on commodities as a proportion of tetal

urban consumer expenditure.'

As people do not usually spend their whole income on
consumption expenditure (as law of consumption suggests), a
part of their disposable income 1s saved to meet their future
needs. So the total rural consumption expenditure is derived
by substracting rural savings from rural per capita (disposable)
income, Similarly, the total urbhan consumption expenditure is
derived by substracting the urban savings from urban per capita
(diéposable) income. We have assumed that 5 percent of the |
monthly income will be saved in rural areas, and X percent
will be saved in urban areas: Our assumption is supported by
fhe data given in the Reserve Bank of India study on "Debt and

Investment Survey".l+
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We have multiplied the per caplta percentage expenditure
(both for rural and urban sectors separately) on the goods
subjected effectively to various individual taxes, (i.e. Union
Excise Duty, Salea Tax, State Excise Duty and Entertainment tax,
etc.) by the total rural and urban population respectively in
order to arrive at the fotal expenditure on %he group of commo-
dities subjected to these taxes in rural and urban areas. We
then multiplied the tax rate of various taxes into it, which.
finally gives us the total gross contribution of different taxes

to the State Exchequer.

It is remarkable that the actual amount of revenue
collected from the various taxes as reported in the State Budget
papers 1s more or less the same as the figure we have got in our

calculations,

The rate of different taxes, which we have used in our
study are 5 percent for Sales tax, 20 percent for Excise Duty
(both for Central and State) and 45 percent in rural and 65 in
urban areas for Entertainment tax. The rates of the different
taxes and which we have used in our analysis are the actual
rates of these taxes. We have taken these,rates from the

Orissa Budget Papers.

“Reserve Bank of India Bulletin (August, 1972), p.1419.

SThe slight differences in the two figures are due to the
rounding off at different stages of compugation. While the
actual receipts from those taxes as shown in the State Budget
Papers, i.e. Union Excise Duties, Sale Tax, Entertsinment Tax
and State Excise Dutlies are in the order of Rs.17.04, Rs.17.54,
Rs.0.1 and Rs. 4.2 crores in the year 1970, in our analysis.
The figures come to Rs.,16.94, Rs.17.00, Rs.0.91 and Rs.3.8
crores respectively. ’
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Thus, in this way the consumption expenditure on each
of the taxed items separately for both thée agricultural and
non-agricultural sectors have been estimaped. These estimated
expendltures have been used for allocating the tax Burden in
respect of indirect taxes between the two sectors fﬂr the years
1970~71 to 1979-80. The respective figures of the tax burden
for the sectors when aggregated, gives us the total burden of

various indirect taxes on the two sectors.

With resepct to the distribution of the burden of
various direct taxes hetween the two sectors, it has been
assumed that the entire burden of land revenue and agricultural
income tax rest upon the agricultural sector and that of income
tax rests on the non»agriéuitural sector. Data on land revenue,
agricultural income tax and income tax have been taken from the

Budget Papers of the Govermment of Orissa.

Analysis

Data about the total incidence of indirect taxes both
Central and State are given in table 1. A broad finding which
emerges from this table is that the total burden of taxation
does not vary significantly-between the two sectors. The total
tax collection 1s shared by the agricultural and non-agricultu-

ral sectors in the proportion of 44,56 respectively.

While the total absolute burden of indirect taxes has
been shared more or less equally by the two sectors, a compari-

son of the tax burden on a per capita basis shows wide

3
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variations. Figures of the incidence of indirect taxes on a
per capita basis are given in table 2. It shows that the total
burden of taxation upon the non-agricultural sector i1s almost

eight times higher than the that ond the agricultural sector.

A more meaningful comparison of the tax burden is made
by relating the tax vurden per capita with the income per capi-
ta. Table 3 provides the comparative data. When the tax
. burden is considered as a percentage of income, the disparity
in the burden of taxation moted in the above paragraph is
further confirmed. As compared to the agricultural sector, the
per capita tax 1n the non-agricultural sector 1s nearly 7.39
times higher during the year 1973-74, which slightly decreased
to 6.05 times higher in the year 1979-80. On the other hand,
the per capita income in the mon-agricultural sector is only
approximately two and half times higher as compared to the
agricultural sector in all the years except 1975-77, when the
difference was somewhat reduced because of the bumper agricul-
tural production in that year. Thus, the disparity in the
incidence of indirect taxation does remain significant when the
variations in the levels of income between the two sectors are

taken into account.

Differences also emerge when the tax burden is
considered in relation to the ability to pay the taxes. The
burden of taxation as a percéntage of consumption was almost
seven times higher in the urban sector as compared to the rural

sector. This difference is not significantly at variance with
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the difference in the tax burden observed when 1t was related
with income, which 1s considered a more appropriate index of
the ability to pay taxes. The T.E:C. study did emphasize that
income 1s a better measure of the abllity to pay taxes. However,
it related tax with aggregate expenditure since data on the

distribution of income by size groups was not available.

The proportions in which the three important indirect
taxes, namely, sales tax, union excise duties and entertainment
tax have been distributed between the agricultural and
non-agricultural sectors are; Sales tax: 30:70; Union Excise

Duty: 56:44; Entertainment tax: 19:81.

The above ratios are based upon detailed calculations
carried out by us. There 1s an intuitive feeling that the
consumption of some of the commodities subject to exclse duties
is relatively higher in the agricultural sector than in the
non-agricultural sector in Orissa. However, no aefinite evi-

dence can be adduced to sustain that intultion.

The direct taxds imposed upon the agricultural sector
have remained largely inelastic and their importance in the
total revenue collected by the government has declined signifi-
cantly. In contrast to this, the taxes imposed upon the
non-agricultural sector have been quite elastic and their
revenue potentiality has been successfully exploited by the
Central as well as the State Governments. The obvious outcome
of these developments has been that the burden of direct taxes

i1s substantially higher on the mon-agricultural sector. This
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di-fference 1s clearly shown in the estimates of the 1ncidence

of direct taxes given in Table 4.

Table 4 gives details about the incidence of various
direct taxes. As can be seen from the table, the imporsant
tax borne by the non-agricultural sector is the income tax.
The sgricultural sector contributes revenue from direct taxes
through land revenue and agricultural income tax. The total
amount of direct tax revenues paid by the non-agricultural
sector is nearly 6 to 7 times higher than that by the
agricultural sector. This disparity in the burden of taxation
becomes still more apparent, when the tax incidence is compared
on a per capita bésis. Table 5 gives the estimates of the
burden of direct taxes on a per capita basls. The per capilta
tax burden on the mon-agricultural sector is 31 times higher

than on the agricultural sector.

Table 6 relates the per capita tax incidence with the
per caplta incomes in the two sectors. It shows that, while,
the agricultural sector paid about 0.95 percent of its income
by way of direct taxes, the non-agricultural sector pald about
8 percent of its income in taxes. Even, when the disparity in
the levels of per caplta income is taken into account, a signi-

ficant difference in the burden of taxation persists.

Table 7 provides estimates of t.e combined incidence of
direct and indirect taxes taken ‘gether for the years 1970-71
to 1979-80. In the year 197-71, the agrisultural sector paid
Rs. 15,6545 thousands by way of taxation as compared to
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Rs. 31,3727 thousands paid by the nmon-agricultural sector.
While the agricultural sector paid nearly about L percent of
its income, the non-agricultural sector paid 19.97 percent of
its income in taxation. This difference in tax burden appears

to persist 1n the subsequent years without any change.

Estimates about the incidence of taxation on a per
caplta basis are also presented in Table 7. The tax burden per
capita in the agricultural sector was Rs. 8.84 in the year
1970-71. It gradually went up to Rs. 37.78 in the year 1979-
80. Correspondingly, the tax burden per capita on the non-
agricultural sector which was Rs. 96.39 in 1970-71, went up to
Rs. 292.59 in 1979-80. The tax burden on the non-agricultural
sector 1s nearly 11 times higher than on the agricultural
sector. On the other hand, the per capita income in the
non-agricultural sector is only about two and half times higher
than in the agricultural sector. Even 1f we assume that the
capacity to pay taxes increase more than proportionately with
every increase in income, the total tax-burden on the non-agri-

cultural sector appears to be rather high.,

In Orissa, there are 20 million people in the rural
sector and 1.8 million people in the urban secter. The rural
people constitute 91.57 percent of the total population, but
bear only 33.29 percent of the total tax burden while urban
population constituting 8.42 percent of the total bears the

remaining 66,71 percent of the burden of taxation.

!



CHAPTER - VII
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CONCLUSION

The focus of our study is an analysis of the place of
agricultural taxation in the economy of the State. In order
to have such an analysis, we thought that it was necessary
first to have an idea of the State's agricultural sector. The
first chapter deals with the salient features of agriculturc
and its place in the State's economy., In the course of our
analysis, the following broad characteristics of the sector

emerge:

i) In Orissa 79 percent of the population is engaged

in agricultural pursuits.

ii) Orissa's agriculture is characterised by low level

of productivity, low farm income and fluctuation in the

agricultural output owing to its dependence on the monsoon,

iiil) Although significant developments have taken place
in some spheres since independence, access to opportunities to
have even a bare minimum standard of living in Orissa is one of _

the lowest in the country.

iv) We motice a hieh magnitude of self-employment and a
high incidence of poverty. The co-existence of these two would

seem to indicate the uneconomic character of the 'own account!

enterprise.

The per capita income in the agricultural sector of the
State in 1979-80 comes to Rs. 353 at 1970-71 prices as against
Rs., 435 for the whole State and Rs. 667 for India. It is
against this background of Orissa's agricultural sector that we

have analysed the agricultural tax system of the State.
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In the second chapter, the focus 1s on the general
features of agricultural taxes in Orissa, We also briefly look
at a few aspects of land tax in India in recent times. The
main taxes on agricultural sectors are the land tax, agricultu-
ral income tax, cess on land, and water rates. The nature,
rates and revenues from these taxes have been analysed in this

chapter., We find that:

i) The relative importance of land revenue has greatly
declined in recent times partly as a result of inflation, but
mainly due to the introduction of many new levies and extension
of other existing ones. But land revenue still continues to be

an important tax on agriculture.

11) The contribution of land revenue to the total
a
revenues of the State has remained almost static (at 2.6 per-

cent) during the decade 1970-71 to 1979-80.

1i1) The assessment of land revenue is based, in addi-
tion to the area of the land, algo on the "net produce® of the
"land. One-third of the net produce is assessed as tax. There
has, however, Been no regular revision of the assessment during
the last few decades. Consequently, the assessments do not
seem to be very much related to the present-day conditions

prevailing in agriculture.

iv) The contribution of agricultural income tax too,
to the total revenues of the State Government has been very
negligible, The agricultural income tax contributes less thar

two percent of the total state tax revenues and less than one

-
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percent of the aggregate revenue receipts of the State.

We have examined in Chapter 1II, "Economy and
Efficiency of Agricultural Taxation in Orissa®, that is,
whether these taxes are 'cost effective', whether they are in

conformity with the principles of economy or not.

Every tax has a cost of collection. It is important
that the cost of collection should be the minimum possible. It
is highly uneconomic to impose taxes which cost more in
collecting them than the revenue they yield, and which, there-
fore, impose an unnecessary public burden in the form of
additional administrative expenses. A distortionary effect on
the economy 1s likely to occur owing to a wasteful use of
public funds on administrative expenditures to collect revenues
which yleld much less than the amount incurred on these

expenditures.

Our analysis has shown that:

1) Throughout the period, 1970-71 to 1979-80 the cosﬁ/////
of collection of agricultural taxes exceeded the receipts from
collection, R/C that is, the Revenue-Cost ratio ranges between
0.45 to 0.49 during the period 1970-71 to 1979-80. It would
imply that hardly 49 perdent of the cost is covered by the
receipts and that 51 percent of the cost of collection of the
agricultural taxes is met from some other sources of public

revenues,
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ii) In our analysis the net benefit accruing to the
State Government from agricultural taxes is negative throughgut
the period. And this negative benefit to the State Government
also shows an increasing trend over the period. The net bene-
fit to the State Government which was (-) Rs.” 2,0844 thousands
in the'year 1970-71 increased to (-) Rs, 6,9305 thousands in
the year 1979-80; indicating thereby a net loss to the State

treasury to the extent of the above mentioned amounts.

iii) The cost-revenue ratio, (—gf'x 100), which gives
us the proportion of cost incurred for 100 rupees worth of
revenue collected from tax also gives us scope for distress.

It is seen that the Government of Orissa was spending Rs.219.64
as eost of eollecting Rs. 100 worth of agricultural taxes in
the year 1970-71 and this figure slightly came down to

Rs. 204.06 in the year 1979-80.

iy) Further, we also calculated the growth rates of
revenue from, and cost of collection of, agricultural taxes.
The growth rates of both revenue and costs were of the order of
15 percent, thus showing no improvement in the efficiency or

economy in the administration of these taxes.

y) The overall plcture of the agricultural taxes
(land revenue and agricultural income tax) that emerges from our
our study is that while the growth rates of revenue and the
cos? of collecting it have moved in the same proportion over
thedperiod, the net benefit 1in terms of net revenue to the

State exchequer, from these taxes has been negative.
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vi) Thus from whatever angle, one looks at it, agri-

cultural taxes do not seem to conform to the principles of

economy.

The next chapter on inter-district variations in land
revenue seeks to study the differences observed in the distri-
bution of the burden of land revenue between the different

districts of the State.

)

In Section I of this chapter we analyse the problem by
relating the per capita tax burden to the per capita agricul-
tural income. In Section II: we analyse the inter-group distri-
bution of land revenue burden between the same size land-

holdings-size groups in the different districts of the State.

From our analysis of the relation between the per
capita land tax burden and the per capita agricultural income,

the following conclusions emerge:

i) For Orissa as a whole, farmers paid 1.19 percent of

_their per capita income as land revenue in the year 1979-80.

11) If land revenue as a percentage of per capita
income falling between 1 percent and 1.50 percent 1s taken as
the average range, then farmers in four districts paid (on the
average) land revenue within this range (Korapot, Phulbani,
Mayurbhanj and Keonjhar), five districts paid land revenue above
this range and other four districts paid land revenue below the

range (Puri, Ganjam, Cuttack and Balasore).
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1i1) The burden of land revenue both in absolute as
well as relative terms varies within and alsoc between per

capita income group. >

iv) There is no evidence that the burden of land tax
increases along with the increase in the level of per capita.
income,

v) The ratio of per capita tax to per capita income

varies from 0.55 in Cuttack to Z2.47 in Sambalpur distriects.

We have also analysed the variations in the distribu-
tion of the burden of land revenue Lotween the various
districts of Orissa with r=spect to Net A~ea Sown and Yield
rate per hectare., The cumulative values of the above variables
have been calculated with respect to these of th~ tax revenue
contribution of the different districts cf the State. The
results obtained confirm the earlier finding of much variation

in the burden between the different districts of the State.

In Section II of the Chapter, we studied the variations
in the burden of land revenue between the same size~class of
land holdings over and above 2 hectares, with the help of three
indices, namel& (i) the index of land tax per hectare (ILTH),
ii) the index of Fhe concentration of land (ICL) over and above
two (2) hectares and (iii) the ra*ic of these two indices which
gives us the index of the land tax burden on farmers of diffe-
rent land holding size-groups (LB).

X
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Our findings from this exercise'are as follows:

i) There is much variation in the burden of land
revenue for the same size-group of holding in the different

districts of the State.

ii) The lowest burden is found in the prosperous
districts of Balasore and Cuttack, while highest burden is
found in the comparatively less prosperous district of

Dhenkanal.

i1i) The range of variations in the burden of land
revenue is narrow between Kalahandi, Ganjam and Cuttack, but

fairly wide between Dhenkanal and Cuttack.

One might adduce some reasons for getting such a picture
about the distribution of the burden of land-tax in the State.
First, since the initial settlements were made, conditions have
changed significantly in terms of crop pattern, provision ef
irrigation facilities, quality and quantity of other inputs and
prices of both inputs and outputs etc.. Therefore, the past
settlement, however, rational they might have been under the
then exlsting conditions have little relevance under the

present conditions.

Secondly, the sysfem of land revenue appears to have
been designed for a static and subsistence agriculture. That
seems to be a reason why the system has remained almost inelas-
tic and inflexible with respect to change in prices and

production over the years.
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We have also analysed the comparative incidence of the
tax system on the Aagricultural and non-agricultural sectors of
Orissa's economy. We have allocated the total burden of various
taxes between the two sectors on the basis of the data on the
consumption expenditure of the two sectors. To do so, we have
used the data furnished in the 28th Round of the Report of the

National Sample Survey.

Since indirect taxes are proportional, the tax varies
directly with expenditure, Hence, we have divided the tax
burden between the two sectors in the same ratio as the expendi-
tures on the taxed commodities or services. To arrive at the
ratio we multiplied the total rural/urban consumption expendi-
ture by the expenditure on the commodity taxed as a proportion

of the total rural/urban consumption expenditure.

The following findings emerge from our analysis:

Our findings support the generally accepted view that
the inclidence of the taxes on the agriecultural sector is

relatively low as compared to the non-agricultural sector.

i) The popular.view that the incidence of indirect
taxes 1s heavier on the non-agricultural sector than on th
agricultural is also supported by our findings of Orissa. As
compared to the agricultural sector, the per capita tax in the
non~agricultural sector is nearly 7 times higher during the
year 1970-71 to 1979-80; on the other handt the per capita

income in the non-agricultural sector is only about two and half
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times higher than that of the agricultural sector in all the
years except 1975 to 1977, when the difference was somewhat

reduced due to a bumper agricultural productﬁon in these years.

i1) The second important results of our enquiry about
the incidence of taxation is that the burden éf direct taxes -
on non-agricultural sector of Orissa is greatér than the burden
of indirect taxes. While the agricultural sector paid about 1
percent of their income by way of direct taxes, the non-agricul-
tural sector paid near about 11 percent of their income in such

taxes i1 the year 1979-80.

Thus, the significance of land tax as an item of revenue
contribution to the exchequer and an item of burden on the
agriculturist has undergone very substantial changes from time
of its introduction., First, there have been vast charnges in the
agricultural economy, including the big upward movements in
agricultural prices in relation to which, land revenue has
shrunk in dimension. Further, the present burden of land reve-
nue as brought out in our analysis is, one may say, quite
inequitable and arbitrary. One reason for this may be that the
present settlement is outdated and does not reflect the tax
paying capaclty of the farmers. The first standard settlements
were made in the second half of the 19th century and have not
been fully revised for a long period. It is not surprising, ‘
therefore, 1f we find the present system of land revenue to be

'inequitable' and 'arbitrary'.
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Further, the present system of land revenue is inelas-
tic and inflexible in relation to changes in production and

prices.

It is always possible to devise a suitable system of

land taxation where the existing weakness can be removed.

Taking into account the above factors, it is possible
to suggest the following considerations for evoliving a suitable
system of land taxation: 1) 1t should yield a reasonable amount
of ngt revenue to the Government; ii) it needk to be fixed in
relation to the tax paying capacity of the farmers; iii) it
should, as far as possible, satisfy the condition of equity,
both on inter-sectoral and inter-district basis; iv) the
system should have an element of built-in~flexibility so that

revenue would increased with increase in production and prices.

Given the basic objectives, the following elements may
be mentioned as desirable ,for being incorporated in a satisfac-
tory policy of land revenue: 1) small farmers at the subsis-
tence level need to be exempted from the payment of taxes. For
this purpose, the subsistence requirement may have to be
properly defined; ii) it may be advisable to have a rate struc-
ture such that it would not impose an unwieldy burden on the
agriculturists, Wwut at the same time would bring within the tax
net as large a number of agriculturists as are able to pay the
‘tax without undue distress; 1ii) the standard settlements should

de periodically revised every five to seven years so as to make
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the system elastic with respeot to changing economic conditions.

It may be advisable to consider the possibility of N
delegating the administration of this tax to village. panchayats.
The.tax may be levied by the State in order to ensure uniformity
of rates in the State as a whole, but the collection and utili-
zation of the revenues from it may be completely transferred to
the village panchayats: This might help to minimise if mot, to
completely eliminate the ilnefficiency and dis-economy in its
administration, and to ensure a fair degree of equity in the
distribution of its burden.
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