CHAPTER =1

ECONCMICS OF ENTERTAINMMENT TAX

2.1 Introduction &

‘ With Secline of the Police State and emorgencs of the
*‘Modern Scociel Welfare Etate’, the functions of the State
increased hmh intensively and extensiv&ly‘ ' Goverrment became
& regular, gaalpabla antd influential facgor in the fumt:l.oninq
of the economys 'rhe clagsical Llaissez-fa}.m poliey implying
minimum role of the Goverpment in the e:l:angmsy - Joast possible
expenditure and 1@&: pogsible taxation =. haa now become a
faint memory. Grcmth of State Eunc:t:wns and consecquent. growth
of public ex,,endimre has made it umvmaabla 0 increoase
taxation by greater progression, higher rate& and vider
coverage oocassionally ccupled with new hamilca of taxation.

1mreae.tn§ public @xpanditum is £inanced by taxation,
surpluces of mzbue enterpriges, fees, atamps e, borrowing
{internal ard external) and sometimes n. unde*ﬁwazoped
countries almost always) by deficit if.imng:iqgo However irres-
pective of the 5tage of development, taxaticn congtitutes the
single moat mi::oreane souree Of publie revemue. Under taxation
come normslly :51 fforent direct and irdirect E%xes, income tax,
copporation taiz.‘ véalth tax, gift tax, estate duty etc. come
undar direct t;m%es, Custom duties, emiusﬂﬁtigs. sales tanes
and other taxes like tax on motor veh.talea.;. Eezscuiaiey duty,
entertaimment tax etc. come under inﬁimct: taxes., (In other
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words the broad term taxation covers a broad spectrum of taxes
leading o a direct or indirect reduction in the income of the

people.

2.2 Kature of the Tax &

1 dafines a t‘axﬁ"as a compulsory

BaRoAe Sieiligman
eontribution from the person to the Government to defray the
exprenses ibcd:redi in the comron interest of all, without
reference to special benefits eonﬁerred“ ' ¥any other eminent
auythorities’ have tried to define tax in a mote precise or
elaborate manne: . A eampmuve study oﬁ an these definttims,
howaver, brinlg aut two essanﬁal c:haraeteriacj.ea 0f tax =
{1) it 1a & empulaszy contribution by a mraem to the State
for eaneetive use and (11) it may or may not lead to a certain
eguivalent baneﬁt to the payer of the tax. Iindian Taxation
Enguiry cmmittea,,‘ (1924~28) makes this ¢lear when it defines
taxes as ’cmmlsg;:y contributions made l?y ‘the members of a
community to the :giweming body of the aa'me towaxrds the common
expenditure withau& any guarantee of a defimm. measured
sesvice in retum, Ascurding to the xni'zemati@nal Incyclopedia
of social sc&eweq? “Taxation is the genfeml concept for
devices used by Géi;ermn&a to extract monay or othexr valuable

things from people and organization by the use of law."

Trhus it can l» zald that taxes have following main
characteristics ¢



Tax iz a conmpulsory J.evy 3.1: the sense that once the
Covermment makes the necegsery 1egislm;isn defining the base,
the rate and the coverage of ehe tax, every person who cames
within the provisions of the said degialehi&_m kas to pay the
tax unleas of couree, he has intentions to viclate the law.
In a sense wherever the legally defined tax base exists, the
tax becomes inevitably effective.

The roveme or the proceeds of a tai beeome a part of
the general reveruwe of the ‘Govementz. 'E'he Goverrment f£inonces
different types of public expenditures - defence, law and
order, polica, public health and a&niﬁaubn. general educatinn
etc. with the help of ‘the éﬁnerai reverme, MNost of these
public services ;Qa#iafy epllective noeds of the soccity which
are mostly of 's'o.eifal or merit want type. In such cases even
people who escape ftaxatmn legally also can and do avail of
the benefits of ;thig particular public expenditure.

2.2.3 2bsence of quid pro gua ¢

Fayment of a tax unlike the price in a market doss
not meesaarny ent:i tle the tax paysr to a prap&rﬁamw retarn
in ene form of & qmé or service from the Goverrment. The
composition of the public expenditure which is finsnced by tax
revenue in a modern social welfare state is suech thst certain
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bonefits will accrue mostly to non=tex peying people or the
benefits will be greater than the taxes pald by most of the
people whereoes in gase of a swall rumber of tax payers the
bensfits wi 1:&’ not be aveilable ‘ar are less than the amount of
taxes pald. It, is very rapraly that the ahildram of the rich
pestple go o pub.umly financed achools anﬂ soe of those who
attend these publ:lcaly financed schools mm&y pay m:(ea enough
to pay the direet cost of ecljucation. It s,s also amm
knowledge that most of the direct and :Lmii:raet taxes are paid
by pecple belaﬁgiag o middle aaﬂ higw ime groups whereas
mapy welfare schoemes of the mmnt catm:‘ rainly to the
nesds of the -pmple belonging to the ﬁmaer income group whose
contribution to tax revenue 18 very ui:tla. (

2.2.4 Regulatory nature of the 'l‘ax 2

With the evolution of the tax system the functions to
be performed by a tex went on changing and alonguwith the
objecotive of 'caliwﬁing revenua; some of the taxes got assigned
the role of regulatory instruments. For axam;:ia.) certain
custons auue.a are mainly dmposed to restrict impores ratchey
than to ¢ollect reveme. simnésrly taxes on production and
consunption of liquor, if not fully, atleast parbtlally, aim at
restrioting both production and consumption of liquor. Such
taxation ia somotimss knoun as sumputary tamxations Another
purpose of reculatory temotion is, sometimes, the divergion of
resources from a sccially or sconcndcally unwanted activity to
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a socially or economically more useful activity. This kind of
éiversion of fieaoumea iz made possible by tax induced inelzreaae
in relative prices of the product or sexvices of the unwanted
economic activity in comparison with more economic aativﬁ:y
which is left untaxed or less taxed, |

Essénﬁany speaking a tax leads to a diveet or indirect
reduction in the economic power of the person or the organisae
tions paying t‘?xe tax and ¢hus reorganises the distribution of
econmie pwer {(in conjunction with public expandiwre) in a
panner whieh suits the cverall seeia-nconomic, paue:y of the
State. *

2.3 The Meaning_ of sntertaivment ¢

In e.hfla first Chapter ve have mads a passing reﬁan;ance
to some of the definitions of the tere enterbéiment. Ag it
constitutes i:r-e bage of the tex under ccnsmexaemn. it is
neeesaaty to undetseaué the exact meaning of tha term enter-
tairment, We give balcw a st of sone add&t;.pngx definitions
of the term eptef!:aim&nt for this purpose. The Standard
Dictionary of English Language‘ defines anm:#aimant as a
source or meafna of arusement, a diverting performance
especially a publicl performance as @ cencert, drams or the like.
Altermatively it defines entertaimment as pleasure afforded by
an amusing éct or gspectacle anusement. 7The ne}re Webster's
Dictionery of the English m::guages aefineé entertainment a8
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the act of entertaining, the receiving and aceomodating of
guests, and something that serves for amusenent as a dramatic
performsnce. Entertalmment sopetimea, 4s taken as a publie
performance or exhibition intended to interest or amuse. 1In
motdern use it offmn denotez an asszembleage of parformance of
varied character like when music is intermixed with recita=
tions, feats of skills ete, Prior o rw&uﬁmaxy technological
change which ccoured in the begionings of this century,
entertainment wag mainly divect and af‘ a pem%max type whereln
artists or anwémmexs performed in person before an auvdionce
of a strictly private group or a public aaae:mbly; with the
introduction of cinematograph, redis receiver, television and
later the clectronic gadgets, entertaimment has #aémiaeﬁ a more
rublic charascter and has bagoma awwm: and, :Lnd&mt in nature,
however, at the same: time inﬁ&v;daany more ae@ﬂwibie. In
othey worda, the brmsienmg of the public acape @f eutettaimnt
made poscible by technological changs, hes mnﬁuzﬁ it: more and
more amenable &0 ﬁamﬂiax& by the State. 1t shmm be noted here
that enwmimﬁﬁ progromaes of a private mture am not
gencrally subject to. entertairment taxation.

In shork, for the purpose of entertairement taxation
following conditions have 6 be fulfilled before tﬁat particulor
entertalmment becomes taxable. (i) The entertainment must be
public, (1i) The admigsion to the place of entertairment must
be priced, (iil) The purpose of entervaimment for the proprietor
whe manages the sntertainrent mwust be commercial. ’
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If we take into consideration the provisionns of
entertainment duty acte of different States, it i3 seen that
cinema shous, | theatre performances, musicel nights, professio-

‘nald (games (Football, Cricket, Hockey, Poxing etc.) horse racing,

circus are actgne of the major types of entertiinment which are
subject to this tax. However, in India, State Governments ore
not given pcwers to tax +he entertaipment which mepm derive
from the mlevision and the radic becavse these are mclnded
in the Central List.

Cinema has becomne & proedomipant form of exxterbaimem:
for the pajority of the peopla in a country like 1::@3.&. whema
almoat SO% of the population lives below the poverty 11ne. The
means of g:rivate entertalmment like teslevision, raci.w. cluba.
playgrounds or privata performances of the artiuta as:a out of
the reach of the common peaple. Consequently, w‘:he only form
of entertaimment to which & émwsen man can have aqcaqimzal
access i the clnema=-shew, wainly because the iel&t;‘ge price
of cinema is a&caasianally managable and it does not require
a sizable investment in the purchase of the 1n:a§mmanta of
entertainment. éar the large majority of the Loor pecple, a
means of chesp, regular and locally accessible and escapist
anterhe;imn‘t; is provided by the cinema-»sm;wa.. ‘Mopeover, the
eineraeghows br&ng,\f into their reach things, events, psrsons,
places and sometimes litsrature which normally would have been
distent for theme. On the other hand, for the rich people it is
a zonvenient passtime an2 st the sare time an opportunity to
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bask in the glory of their oun style of living or to feel
syrpathetic towards the deprivations of the harsh life of
poverty which is depicted in some of the socalled surrealistic

£iima,

2.4 Justification for Entertainment Tax

. Generally the introduetion of & new tax follows the
increasing revénug needs of the State. Theoretdcally, it can be
paid that the éwerment can &mpaseé émy -uax withont any specific
juaﬁiﬁcaemn apart from its pmrogativu m tax the pesple.
However, eve:yl time & now tax is impesed t:he Gwarment comeg=-up
with a ctatement of objeetives and reagons for the introduction
of the tax. z‘n the case of entertaiment t:ax t:hm are certain
3uatificaticna which are Mna: t@ iv amd utimra. which are
eorron to all taxatien. We exarmine those geaaana in the order
of their decreasing specificity with pegard té i;lw:ememimant
tax.

2.,4,1 Non-essential nature of tho wapk

It will be farfetched to consider entertaimnment as a
primary or essential want of tho human beinge It is only when
& man satisfles the yrimary needs like £c@:!. elothing and shelter
that he thinks ubaut comforts and m:mries. Thus entertainment
is & secondary typ;a of need which can be included in comforts or
luxuries. It is true that after adequatée satisfaction of the

basic needs some occasional entertainment becomes necessary but
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not, really speaking highly essential, If the frequency of
sperding money on cinemas increases it ams el ther sufficiently
high level of,i income or an increasing level of incipe or &
distorted allfacation of limited income from the point of view of
the partiwlaé' person implying that he i3 spending more on
entartaimant’i relative to thé spending on basic needs, It will
be of both inf:}ivmual and secial benefit if spending on egx'xtertaw
inment is restricted at least a deveioping econony mainly?
because it 15 a noneassential want. In a develéping country,
pareicularl_.y.é in the case of low income group poople there ias

a tendency for the marginal rate of consumption to incresse with
the incressing 1e§als of income which hinders the possibility of
the inc:easeai; x;ate of pavings. Moreover, to the axtzént, spending
on entertainment reduces spending on health and education (soma-
tirex even food) it is really varﬁr important €2 tax entertainment
expanddture heavily.

2.4.2 Bumptuary Taxation ¢

By Qefinition a sumptuary tax is one that is levied on
the proﬂuatfu;m sale or consumpticn of o commodity or &e;fvice
with the expressed intent of reducing its final consumption
relative to cther goods and sewiiws in the econony. levies on
alchohol, tobacco, Iotte:yé tickets, horse and dog-racing.
playing carda, pooltables éaﬂ mmerous other goods £ind their
origin in this purpose, if not fully atleast to a certain

extent. The comeodities &fm} services mentioned here are
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generally considered undesirable items of £inal conpumption for

a significent proportion of the people. Hewever, there ia alwaya
& sizable dasn;ana for such commodities and services. Therefore,
to restrict thia demand, tazation. becomes a pors ﬁeaaibla and
democratie approach compared to direzst gontrol. Entertaimeni:
even of the cinema type can be included in the gxaup of t,mse
commodities anﬁ services, though, it should be wmmnbema that.
it is not sueh a egtally undesireble expsnditure item.. xhua,
when a tax ia 1wieﬁ. the proprietors bﬁ the cinemas inax:easa
the price of the admission ticket wharaby it is expected ;that

1
the £mqueney o£ aixmza enjoyment will be reduced.

2.4.3 'ro Incxease tha Tax Rmnue far a State 3
=
“'raxat:icm was 'believed to arrive solely out of the
financial aeeds af Ga‘vermmnes rather than from a. public'

objective of teﬁucang citizens® spanding Wwer."?

Eventhaut}h
the current pnblir.: ﬁnance theory may pot accept such a ,
:estriete& mtiomle. it is gvident that explicity or impues.ty
adﬂzuoml reverue is definitely a relevant conwideration in
the wtmﬂiachién eﬁ év:ery new tax. In the recent deeadeé there
haos been a univeraal extensive and mtensiva increase in t;ha
funetiong of the Statc leaﬂing to rapidly incmaing public:
exmnﬁime. | "han‘lgh thez:e are other vzays of increasing revenue
such as aurplum of tha gmblie enmrpriws. Public borrowing,
deficit financmg; 11: 13 aluays taxation which constitutes the

ma jor source §o£ revenue and it is considerad the most effective

I
'
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and perhaps the least harmful way of financing increasing public
expanditure .8 0 course, apart £rom revenue productivity the
taxing authority endeavours to justify a new tax on the grounds
éﬁ its effects which ray serve objectives of restraining consufie
ption, better allocation of resources, stability, move
egalitarian redistribution and compensation :l‘:‘ér the social costs
dua to ;tha nature of the taved activity. A cursory glance on
the figures for the reverms from an@&ftaimént tax for the year
198061 and 1920-8% show that this tax has quitd # large
increasing revemie = significance for the Gwstzmem. in cage
of ﬁzilwtataa the revems was only Re« 1311 Lama in 1560«81
wmczh increased o Ree 25395 lakhs in the yesy waa-al, The
same trend is wit:aaase& in case of the other ﬁtatm under study.

2:3.4 T0 Cover Soma of the Social ﬁog@;a- £

Svery economic aeﬁivity undertaken by private individuals
or grovp of irdividuals has both its private and social benefits
and costs. From. the private point of view the immediate
measurable, costs and revenues are considered and the profitabie
ey is datermined, i ﬁm«mﬁ, the private entereprenuer very
rarely, and on his a’ygn. congiders Boucial costs 9f his economic
activity. 3@:@&1;1@9% he does think sbout the social benefits of
his economic aei:i,v;it& and may even Lyy to get some compensation
for the game from the Gever&nzam. In case of cinemaw=show business
there do arise certa:in social costs which will have to be covered
by tax revenue. Far example, cinema=shows generally in towns and
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and cities and more particularly in big individual cities

oreate problems of traffice jams, crowds, blackemarksting, picke-
pocketing etec. apart from the alleged destructive or undesirable
demons tration affect on the cinegoers which may lead to

socially harmful behaviour. This necessarily increases, mainly,
the expenditure on law and order administration, It is such
social costs which may be a partiel justification for the
taxation of eommercial entertalnment.

2.4.5 Regsource Realloeation 3

Taxation of ériéemiment like any other tax, initially
realloeates a certaln amount of rescurces, from the private

sector to the‘ public sector. To the extent the reveme from
enteztaimntl tax helps directly or :!.nﬂ.i:ecztly the prcceaa of
cspital femation in the public sector or, ﬁmncaa a part of
increasing culrmnt acceunt %velomen@. expwndztuxe. it gerves
the purpose of devalapmen&az reallocation |o£ mamr&. Moreover,
taxation of elntertainment may act as a ‘ﬁaree in é:lwrt;ing scarce
naticnal rescurces from socially less éssirabm economic
activity to m-.her activitios which are socsauy more desirable.
This becomes ;a verz;i l*tmportam: consideration when the general
quality of e films: shown ig substandard and such £ilms highe
light a mode of -living which :13 not conducive to habits of
| saving, accurulation and hard work on which depends the procsss

of econcrmic davelopment.
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2.4.5 Jnelastie vature of the Demand
. for Entertainment 3

on a praeucal level there ia one more justific:auon
fer the taxatian of entertairment, °'A priori' it seems t:pat:
the demand for entertaimment is price~inelastic and incﬂma
elastic. It ;I.s, the common experience that demand for cinzuwm
has not pas,ti:;lvely decreaced even &fter frequent increases in
thepprice of the ticket exclusive of the tax 'Qé increase in the
price of ticket due to increased taxation. Increasing number
of films produced every year, the mcraasiné I;lfa‘jfngth of the Gues
at the counters and many other thingé do :Lmﬁic’aite that demard
for entertainment in gencral and ;mreé.cularly czma eptertain-
ment is priean-inelaadc. This mkes the tax mrg enmr#m:!.ment
both a ecsnvenient and a certain (also an izzcsmaning) soures of
revenue,. On the other hand, it can be saiﬁ. agaizz ‘a prion®
'zhat:. with :anmaaing income the derand £ar mmaﬁ.menﬁ will
tend to ineream.’ In other words the ﬂemanzi Jor entartainment
is more 1n¢me eiastic positively bam it may not be so elastic
negatively. yn-.’ ia this twm characteristic aﬁ the elasticity
- of demand for entert:aimene, which mekes it an imminently
suitable tax hamsm.

2.5 tertalnment Tax Indizvoot Tax 3

It is evident that entertainment tax iz an indirect
tax, An indirect tax is defined as a tax whieh is demanded
from one person in the expectation and intention that he shall
inderpi€y himself at the sxupense of anqtm -9 in a more general
manner 8 tax on a specifie expenditure '.1.5 regarded as an .
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indirect tax. In other words a tax the burden cof which is
shifted from one qha bears the impact t0 somebody else is an
indirect tax, In the case of entertairment tax this shifting
of the tax burden is very much evident snd immediate becsuse
the relevant !1aw provides for collection of the tax amount from
the proprietefx' of the ¢inema and t.ﬁe proprietor increases the
price of aﬂmi’sawn ticket more or less to the extent of the
tax amount. It 15. therefore, clear that entertainment tax is
basically & t:ax of an indirect nature imposed on one o£ the
expenditure hoads of the individual. Secondly, it partakes the
nature of sales tax to a céxmn extent. The proptiatbr of the
einexa sells & kind of a sexvice from which the customers derive

: the aatiafactian ef encertainnent. Enterteirmont tax has s0me

l

l

aaﬂiuanal feawraa from the administrative point nﬁ view.
{1} It is a eanvenient tax because 1t is imposed at the time

: aﬁ the pumha&e oi admission ticket to the place of entertain~
‘ment. (11) It ia.:&pcludeﬁ in the price of the admission ticket

and as svch aippaiﬁéntly it becomes hidden. It, therefore, has
the charactoristic of a fiscel illusion becauvse even when a tax
is being paid the tax payers 4o not feel it as positively as
they should, (ﬁi) As the; amount of entortainment tax is
insepsrably included in the price of the admission ticket, it
cannot be avoided, In the given legsl framework the only way
t0 avoid the tax will be to avoid the entertailrment itself.
Ofcourse, evasion of this tax 48 possible from the side of the
proprietor, in which case the clinoegoors may willingly or



oy 285 O=

unwillingly assist. (iv) :’Smexta&mane tax 15 2 profuctive taxw
because reveme from it can be incressed by increazsing the rates
as the demand for entertaimment ig price inelastic and income
elastie, (v) Entertaimment tax has a broad coverage irrespective
of the levels of income of dlfferent sectione of the gociety.

In a sense, £ilm enterteirment is perbaps the only type of
ontertainment which even the poorest of the pecple manage to

pay for. If this fact is taken into cvonsideration, it can ke
sald that eoven the poorest of the paople contribute to the
finance of the State in the form of entertaimment tast,

Bagically erntertainment is apoychological need of the
huran boing. It 48 quite matural that after a tw‘gk of hardwork,
tensions, worries and @ host of other problems, & parson needs
some leisure and entertaimment inm which the streases and strains
of living can be relaxed, But it alss has to be realised that
in a modern scciety entertairment particularly, if not the
personal leisure, is becowming more and more cormereial and
costiler. The t:ri@ri.ty of entertaisment will always, or rather
should, be at the lower end of the list of wants &nd preferably
below the wants like food, clothing, shelter, education and
health. In eﬁhér vords, expendliture on entertaimment should
constitute a relatively inaignificant percentage of the tota)
expenditure and as far 2s possible it should romain stable.
However, 1t is chsmerved that it may not be szo bessuse people



wp 26 o=

from lower iacme groups spend more on cinema as compared to
the poople belonging to higher income groupfe Iin this case the
more woney spent on cinema mesns @ reduction in the expenditure
on other higher priority needs {@.5. education, medicine, proper
sanitation etc.) Jf this s true then cinema particularly and
any other type of entertalrment gemmrally should be considered
as an item of Juxury conaumption beyend a certain limit and

to that extent 1t should invite taxation. On the other hand,

in the case of middle income group and rich poorle, expenditure
on entertainment is relatively a smald portion of total
expenditure, For most of these people it is not exactly the
entertaimment that they get but also the gocial prestige and
the fashion satisfections which they derive are also the factors
which count. In this sonse cinema is aefiniﬁély & cheap luxury
for the better off people and costly luxury for the rest.

2,7 Ghifeing, Incidence and pffects
of Entertalimment Tax 3

Aoeording to Dalton a tax which is passed on wholly or
rartially is an indireect tax.m It is common knswledge that
entertaloment tay is genorally included in the price of the
admiasion ticket €0 the place of entertaimment, and as such full
shifting of the tax m:één takes place. Inltially the amount of
the tax is pald by the proprietor of the cinemas The proprictor
subtequently collects the ﬁax amount £from the cinegoers. So it
iz elesr that shifting of the burden of entertairment tax ie
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be practicable. In general, in the caze of entertairment tax,
forward and £ull shifting will be the normal phenomenon, Only
when tax rates bocome excessively high there might take place

a reduction in the demand for cinema-ghows temporarily but
subsequently demend will again pick-up. Thus the incidence of
entertairmont tax is £inally borne by the cinegoers. One thing
is ¢lear that:l there seams to be a very wesk and perhaps no

1ink between entertainment tax and production of films. The
arowing mumber of f£films released every yeer alongwith incroose
ing rates 'af entertaimment tax, is the proof for this. Similarly,
the vevery day 5phanmeﬂa of the lncreasing crowds aﬁ;a the cipemas
at svery show also proves the fast that the demand for enter~
taimment is price-inelastie. Thus, it 15 clear that the formal
ivcidente of entertainment tax is borne by the cinegoers. If
we lock at the problem of incidence of entertaimment tak in the
Musgravian manneii: the specific incidence of entertainment tax
is definitely on the cinegoers whercas the differentizl incidence,
that 45 €he change in the income digtribution of those who pay
the tax, will tend to be more and more regrescive with higher
and higher rates of entertalment tax bocause incressing

expen 1 ture on entertainment will consctitute a decreasing
proportion of increasing income.

Considering the faot that in most of the places the
number of cinepas is very small, one or two, and in bigger
citl es the nurber increases but still remaing a small £igqure,
whereasg the population served by them is digproportionately
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large, the cinemas remaining unpatronised to an effective
oxtent 18 & remote possibility. HNaturally the supply of
einsma entertainment remains more or lesz imperfect or oligo-
polistic in neture. This again makes forwvard shifting easier
to attempt., In this case one has to take inte consideration
the A1£f erences in the prices of tickets due ¢o the differences
3,:» the stand?az:é or quality of service given by different
einemes in the seme place. These differences in the prices
'leod to differances in the amount of tax paid by the cinegoers
‘which however, do not lead to 8 significant Méueum in the
‘atterdance agt: the cinemas having higher prices. If at all
there are siiénifiaant: ddfferences in attendance at difference
cinemas they will be related mainly to the locational aspect,
the t.ranqum; facilities and the nmature and -pogmlat.i‘iy of the
£1lr being éhom.

We have to take into consideration one more aspect of
the .pmblun.' Bvery cinema has a given auvdience capacity. That
is the numbor of seats, total and classwise are fixed. lowever,
it is a -factf: that most of the cinemas on an average will have
less than fv.%ilhtmaea and to that extent thelr per seat earnings
will be I@ﬁs_i than the optimum. But ag the amount vf
antertaimer;t tax is not related to the secating capacity and is
related to the number of seats actually sold this factor dces
not wake an;;f difference, It can, howaever, be sajidf that with
less than fxf;n capacity sold, the proportion of entertaimment
tax paid tagthe net earnings of cinema owner will be greaster.
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So far as the genexal effcots of this tax are concerned
following points can be raiged for discussion

1) Does entertaimment tax lead ¢o a diver=ion of
resources from () the film w&usttﬁ (b} distribue
L tion of £€ilmg, {(e) the construction of ¢inemas ?

ii) Does sntertainment tax lead to a reduction in
consuinption of more essential gocds and sorvices

ey by the people 7

1i1) Does entertaimment tex lead to some effscts on
enployment front 7

iv) In what way does entertainment tox affeoct the
savings decisions of the parties involved 7

v) What are the othsr social and cultural effects
of entertaimrent tax 7

Ragarding the first question, it secws that the
producers of the £41lm, the distribution agencies as algo the
cinena owners, make a lot of hue and ory whenever rates of
entertalmment tax are increased or whenever they try to argue
for a reduction in the current rates. Regarding the complaint
of the £iln producers it is really very difficult to establish
a close and dirveot relationship between the entertaimpment tox
and the rate at which the films are being produced. The
historical experience indicates that despite entertainrent
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tax and increases therein, the number of films produced every
year has shown a rising secular trend, Moreover, to the
extaent rate of £ilm production i related to the price of
entertsimment and related demand schedules, we know that the
demand for entertainment is price inelastic. Raterally to
say that the introduction of entmrtas.menﬁ tax and gradual
incrcages in umn reduce the rate of £film production will
be farfetched and empirically untenamef "

aggarﬁing the second question, the diversion of
expenditure by the people frc:m more essentﬁ.al goods to enter=-
tairmwent which is a uon»eamntial wam; geems, stleast,
theamucauy warmnmﬁ. As depand f:'ar cipema entertainment
is price imlast:ic. with increasing taxati@n the proportion
of expendi! mm on entaztaiment will s.ncxease which means
there has ts be soma mﬁue&im in expenditure on other more
essential itema. Hmover, in the case of a siondficantly
large number 65 paople. froguent vis:l; ts to the cinena almost
becopes 1an. addictiw. More ,aa. in the case of lower income
group r;mple for whom other sophisticated. types of
entertaimment. age either not availabq,eg J.ocally or not
affordable ;eéanmieany or also culturally. However, in the
case of middle ipcome group and high ineome group people,
" this effect may not be so sgrict;s;

Regarding the third question its very difficult to
make any definite statement considering the price inelastic
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and income elastic nature of the demand for entertainment.

It can be said that even with increasing entertainment
,taxéti@n there may not ke any signdficant reduction in
employrent in any activity related to cinema industry.

Sdmi larly with regard to distribution sector, employment
effeet of entertainment dax must be considered totally non-
operative. In case of £1lm production also the effect on
enployment of entertainment tax cannot be diregt. If increased
entertainmont tax leads to &8 signifieant and secular decrease
in the dewend for cinema shows, then perbaps, employment
generation in £4dm production may be asversely affected. ’
However, this again may not be empirically supported. Morsover,
2 large part of investment in £ilm gmﬂuéﬁm seotor comes

from large amounts of unsecsunted money which may cancel out
the adverse effect of increased entertainment tax on employment,

Regarding the question of effect of entertainment tox
on gavings of the parties concerned, we can make £ollowing

statements.

In the case of low income group people whose savings
are basieally very limited, savings will be adversely affocted
if entertainment taxos increase excessively. Bzeause in such
a situation, further reduction in the eonsumpticn of essential
goods and sew;c:es may beoome very difficult and as a resuit,
rate of savings will be definitely smaller. In the casge of
poople balonging 4o higher income groups, entertaimment
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taxation may not have any adverse effect on their savings.
However, if at a2ll, they reduce their fraguency of visits to
einemas, the amount thus not spent on clnema may be used

either for savings or for some other type of éntartaimant.

In case of cinera owners, entertairment taxation may reduce
gavings in écage of a lareger frequency of Ieaé ' ghan full zcapacﬁ.ty
uti nzat:lm begause in thet coase their ewerage net earninga

per show ﬂecmase, ag their operation costs am not related

tc the csapaqity utilization.

2.8 Eguity in Entertainment Taex ¢

We have already stated that enmﬁmimnt tax is an
indireot tm‘t imposed on the sale of diﬁfemn@ types of
covmercial entertainments vhere the pz:':l.ca of éhe entertainment
is the bage of the tax. It is generally aaﬁ.ﬁl that to introduce
equity cansidemtims in most of tha 1nd1mct’ taxatwn is very
difficult, i;f riot dmpoesible. In this sanse.l entastaiment
tex is more or less regressive in cl?aractet.  Usually the
amount of entertaimpent tax is cxpm%ssed as aé percent of the
price of the ticket of admission. Xf this pe;rcentage increases
with the higher levels of classes (to the extent the assumption
that people belonging to lew income group pur«ichasa low clsss
tickets and people belonging to high income group purchase
high class tickets is correct), the tax can b2 considered
progrossive ‘anc% vertically eguitable, Regarding horizontal
eguity, the enly thing that we can say is that when Aand B
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purchase the same class of ticket, it means they have the

same abl i:l.ty €0 pay at least at that particular momont and so
the needs of horizontal equity are served., But in a more
broad manner, we ¢an say that entertaimment tax f£alls heavily
o the lower incume group people and lightly on the high
income group people. EBven with the progressive rate structure,
it is very difficuit to maintain eguity in entertairment tax.
For this purpose & proper study of income classwise expenditure
on enterteirment will be noaded particularly in ¢he light of
different rate structures. 'A Priori' it ean be suggested
th;at to make entercalrment tax iw:e eguitable, the lowest
class of admission tickets will have to be fully exempted from
thds tax and the higher class ticket will have to be taxed

at much higher rates,
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