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IMF proposes 45% tax on agriculture income
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ISLAMABAD:

AsPakistan seeks amultibillion-dollar bailout from the International Monetary Fund (IMF) to
stabiliseitschronically ailing economy, the globallender has suggested imposition of a standard
individualincome taxrate of up to 45% on agriculture income -something that may end the
disparityinincome taxregime withouttheneed toamend the Constitution. The conditionis part of

the structural benchmarks the IMF has defined for the next bailout programme that Pakistan is


https://rahbarkisan.com/wp/imf-proposes-45-tax-on-agriculture-income/

negotiating with the globallender, according to sources in the Ministry of Finance. Subject to
signing of the new agreement, the sources said that the globallender hassetthe October 2024
deadline to amend the existing provinciallaws to bring them at par with the federal income tax
law. The IMF has also asked for rescinding any income tax exemption for thelivestock sector by
Octoberthisyear.Under the Constitution, the federal government cannotimpose taxes on
agriculturalincome. The provinces are authorised to collect taxes from the agriculture sector that
contributes 24% in the economy but does not contribute even 0.1% of the total taxes collected from
acrossthe country. TheIMF hasnot touched the constitutional arrangementbutinstead has asked
the provincestosimply adoptthe income taxrates of non-salaried businessindividualsthatare as
high as45% of netincome. Before the budget, the salaried income tax rate was 35% on the monthly
grossincome of over Rs500,000, which after the budgetis 35% on the monthlyincome 0of Rs341,000
and 39% onthe monthly income 0f Rs833,000. For the non-salaried individual, thenewrateis 45%
ofthenetincome and after adding surchargeitis 50%. The IMF has placed a condition to adopt the
standard 45% individual income tax rate for agriculturalincome too. Initsrecentseries of reports,
the World Bank has estimated that Pakistan can farm income tax equal to 1% of the Gross Domestic
Product. Thisattoday s projected size of the economyis equal to Rs1.22 trillion. The sources said

that provincial governments have by and large given consent to the IMF's demand. They said that



the IMF team also held a meeting with the representatives of the Sindh government on Tuesday.
During these meetings, the Sindh government’s view was that the 35%to 45% income tax rate for
the agriculture sector wastoo high compared to the existing 15% maximum rate. When the IMF
started negotiations with the provincial governments, the maximum individualincome taxrate
was 35%, which the federal governmenthasalreadyincreased to 45% from July. The sources said
thatunder the IMF condition, the four provinces will have to amend their agriculture income tax
regimesto fully align those with the federal personalincomerates. Theysaid thataccordingto the
conditionin case ofthe corporate farming, therate of corporate income taxrate would apply. The
IMF has also seta condition that the provincial governments end the currentincome tax
exemption available onlivestock income by the end of October. As per the IMF's demand, each
province would start collecting up to 45% agriculture income tax by January 2025.In case, any
provincial governmentis not capable of collecting the revised tax, it would authorise the Federal
Board of Revenueto collect the tax from farmers and landlords until the federating units develop a
mechanismto collect these taxes. The sources said thatthe Punjab governmenthas already given
itsconsentto the newincome taxregime for the agriculture sector. They said that the Sindh
governmenthadissueswith the higherrates butitmighteventually acquiesce. At present, the

provinces have differentincome taxrates for the agriculture sector. Compared to the national



income tax exemption threshold ofRs600,000, in Sindh, up to Rs1.2 million annual agriculture
incomeis exemptfromtax. From Rs1.2 million to Rs2.4 million, the rateis 5%, onup to Rs4.8
milliontherateis 10% and on over Rs4.8 million annualincomes, therateis 15%. Asalaried person
isnow forced topay 35% income taxrate on annual gross income of Rs4.1 million. The salaried
classhasbeenvictimised by the government of Prime Minister Shehbaz Shariffor having no voice
andnopower toresortto streetagitation. Speaking ata seminar on Tuesdayin Lahore, President
Asif AliZardarisaid the federal government was planning to tax agriculturalincome under the
IMF condition. The president said that the provincial governments would be leading the initiative
totaxlargelandholding farmersin accordance with their profitability and expenditures. In Sindh,
thereisalsoRs200 peracre forirrigated land and Rs100 per acre for non-irrigated land advance
incometax.Butupto16acresofirrigated and 32 acres ofnon-irrigated land is exempted from this
tax. Prime Minister Shehbaz Sharifhasset the July-end deadline for his finance minister to finalise
the stafflevel agreement with the IMF. The Finance Ministry on Tuesday could not give a firm date
tothe Standard and Poor’s credit rating agency for the IMF deal. The S&P, which has given a junk
rating to Pakistan, had ameeting with the finance minister butitalso did not give a timeline to
improve therating. The sources said that the IMF was of the view that the new tax rates would

bringanendtoadisparityinincome taxregime asincome from agriculture will be taxed in the



same way as other income. In Khyber-Pakhtunkhwa where agriculture is not the main source of
income for the majority, up to one acre ofland is exempted from income tax. K-P’s maximum
income taxrateis17.5% orRs15,000 per annum, whicheverishigher.In Punjab, onuptoRs1.2
million annual agriculture income, therateisjust Rs2,000 per annum. From Rs1.2 million to Rs2.4
million, theincome taxrateis 5%, from Rs2.4 million to Rs4.8 million, therateis 10% and on over
Rs4.8 million annualincomesthe currentrateis 15%. The sourcessaid that the IMF was also asking
toexpand the GST on serviceslistin the provinces by endingthe current exempted goods. Ithas
givenoneyeartime tothe provincial governmentsto bring an end to these exemptions. The
purposeissaidtobe enhancing transparency and reducingloopholesbyensuringthatallitems
aresubjecttotaxation. The IMF had also demanded levy of 18% sales tax on fertilizer and
pesticides but the federal government successfully protected farmers. However, the PM did not
careaboutthesalaried class and slappeditwith anincome tax rate thatis only applicablein

Scandinavian countries where the state provides every service toits citizens.



