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Abstract

The objective of this study is to examine the effect of imposing agricultural
tax on macroeconomic variables, sectoral output and households’ welfare.
To get the objective, a Social Accounting Matrix based CGE model was
applied. The findings showed that imposing tax rate of 20% on agricultural
land and natural resources will increase government tax revenues by more
than 5 percent; however it has a negligible effect on other variables. As for
value added (output) tax, a 15% tax will result in 15% (more than 20%)
increase in government tax revenues while it induces a reduction in GDP by
less than 2% (more than 3.2%) as well as prices increase by 3.2% (around
4%). However, 15% value added tax is expected to reduce output in some
agricultural activities by more than 10% as well as by less than 3% in no-
agricultural sectors. The same pattern of output changes is expected to be
realized for output tax scenario. The rural households’ welfare will decrease by
more than 4% under land and agricultural natural resources tax of 15% while
those of the urban households tend to increase slightly. The corresponding
values for 15% value added tax in rural and urban areas are 7-9% and 4-5%
welfare reduction, respectively. Imposing this tax rate on agricultural output
will lower the rural households’ welfare by 10-12% while the corresponding
range for urban households is half of the rural households’ one.
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