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Which Tax Laws Affect Egyptian Farmers Today?

Agriculture has been and still is Egypt’s most important economic sector (over 3.5 million families
cultivating 7.1 million feddan of land twice a year in 1990). Since 1935, more than 50 tax laws and
decrees have affected agricultural activities. The most important include:

The Agricultural Land Tax: Five critical laws and decrees, from 1939 to 1992, set the
land taxation policy. These laws determined the taxpayers concerned, the calculation of the
tax, the rate of any additional tax, and exemptions from these taxes.

The Unified Tax Law:Law157/1981 (amended as 187/1993) institutes a progressive tax

on citizens, including farmers with incomes above specified levels. It targets specific
activities such as orchards, ornamental and medicinal plants, and provides exemptions and
rate reductions.

A plethora of other small taxes: such as the Social Security Tax {(Law 112/1997): the
Sales Tax (ranges from 5% to 10%) affecting agricultural inputs, goods and equipment; local
administration fees ( Law 870/1990 ) stamp duties, etc.

RDI Policy Brief is published occasionally by the Reform Design and implementation Unit (RDIj. which is a
component of the jointly sponsored MALR/USAID Agricultural Policy Reform Program (APRP). APRP works to
support Government of Egypt efforts to liberalize and privatize the country’s agricultvral economy. The RDI Unit
conducts studies, makes policy recommendations and helps implement those policies which the GOE believes will
contribute most directly and beneficially to agricultural development through liberalization and privarization




The Major Tax Exempftions...
Among a number of exemptions from taxes, the most significant include:

® Farmers whose land does not exceed 3 feddan, with no other source of income, are exempt
from the Land Tax. '

® Farmers (including graduates) and investors on New Lands are exempt from all taxes during
a 10-year grace period. :

® Farmers with 5 feddan or less of land, and no other source of income, are exempt from the
Unified Tax (income/commercial tax).

@ Agricultural Cooperatives are exempt from all taxes on their operations.

The Weight of Taxes on Farmers' Incomes

Historically, taxes paid by Egyptian farmers have been the greatest source of revenue for the state.
This situation is no longer the case. Today, farmers are faced with a wide range of local and
national taxes, direct or indirect, but the weight of the Land Tax-the single tax affecting their
income the most-has faded dramatically since 1950. ' '

In the context of an on-going liberalization of the economy, farmers now carry a relatively light tax
burden (see the table below). The major tax, the Land Tax, ranges from less than 10 to 35 LE/
feddan. This tax burden represents less than 5% of gross income for most farmers.

TaxType e 1 Average Payment
National Land Tax Over 85% of farmers 20 LE/feddan
hold less than 3 feddan
Local Land Tax 15% of the Land Tax
unless canceled by governorate 3 LE/feddan
Social Security Tax Based on field crop rate 0.25 LE/feddan
3.00L.E./feddan of Orchards
1.00L.E /feddan of vegetables
Unified Tax Less than 10% of farmers
(income tax) pay it
Other Small Taxes, Based on estimates 10 LE / feddan
Fees, etc.
33.25 LE / feddan




By comparison, even the poorest farmers in the USA pay 14% of their income in income tax, while
the tax burden of low-income farmers in Chile is close to that of Egypt.

Revenues Generated By the Land Tax

- In addition, figures tend to show that the Land Tax has a regressive impact. Though the tax burden
on farmers is light, the land tax is expensive to collect and generates little revenue for the
government.

® land Tax payments contribute to a small extent to annual state revenues (0.22% of total

GOE revenues in 1995/1996, as against 22.5% for the Unified Tax).
The Tax seems to fall more heavily on poor farmers.

®  The collection cost of the Land Tax exceeds 50% of its proceeds, which is very high
compared to examples from other countries, where the average cost is under 10% of the
‘revenues generated by the tax.

The collection cost of the Land Tax exceeds 50% of its proceeds, which is

very high compared to examples from other countries, where the average
cost is under 10% of the revenues generated by the tax.

Conclusions

Relative to their income, farmers pay today a small portion of their income in taxes.

Most farmers pay their land taxes, whatever the size of their holding. The main reasons are
the low tax rate and a complex and expensive process for exemptions.

®  Collection costs of the Land Tax are very high, as collecting small amounts from millions of
farm families spread over the country is a heavy task.

® ollection efficiency for the land tax is very high. The Land Tax department seems very
efficient.

® Very few farmers pay the Unified Tax, as very few report incomes above threshold levels
for payment.

® Current tax policy discourages investments in certain specific sectors—for example, water
saving technologies, post-harvest storage—and in certain areas, including Old Lands.



Recommendations

Some significant policy options to change the current agricultural tax system are possible

- ® Eliminate the Land Tax.Thjs policy would lose the government very little revenue, would

please the farmers, help the poorest farmers, and release staff and resources to improve
collection of other more remunerative taxes. The opposite policy option—raising the tax
significantly to offset its collection costs—would have prohibitive political, social and
economic costs.

Improve Collection of the Unified Tax The resources saved by canceling the Land Tax
could be used for improving the collection of the Unified Tax (income/commercial tax) in a

more equitable and efficient way.

Encourage Investment. The incentive policy offered to investors in the New Lands should
also target investors in post-harvest infrastructure for the Old Valley. [n water-saving
technology, tax and duty exemptions should be offered to manufactures and importers of

equipment.
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