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THE Finance Minister is very good 
at introducing proposals for 

different reasons, when his object is 
only to increase tax revenues. Yet 
another instance of his devious 
methods of raising tax revenues is 
provided by the publication this week 
of the amendment to the income tax 
rules setting out new limits and condi
tions for allowance of expenditure 
permissible under the Income-tax Act . 
The intention to lay down free limits 
of expenditure on advertising, residen
t ial accommodation including guest 
houses, and travelling by business 
houses, was announced last year. The 
new rules take effect from the fiscal 
year beginning on the A p r i l 1, 1965. 

This is not the first time that a 
government is t rying to regulate busi
ness expenses. The first year of the 
Kennedy administration in the U S A 
saw the introduction of detailed pro
posals to regulate entertainment ex
penses in business houses. Some years 
ago, the Conservative Government in 
the U K introduced a tax on televi
sion advertising wi th a view to mop 
up some of the excessive profits of 
the independent television contractors 
as well as to try and l imi t the level 
of advertising expenditure on televi
sion. Even though most of the tax 
was passed on to the advertisers by 
the television contractors, the amount 
of money spent on television advertis
ing did not decline, and the so-called 
"natural break'' in the middle of a 
programme continues to plague viewers 
on the Independent Television (as 
opposed to the B B C which is a 
wholly government-owned Corporation 
and does not take any advertising). 

Prejudice Against Advertising 

A cursory study of the new rules 
reveals a violent prejudice in the 
Government of India against advertis
ing. The permissible l imits of ex
penditure on advertising, beyond which 
tax w i l l have to be paid at the usual 
rates on income, are given in the table. 
Thus on a turnover of Rs 1.50 crorss, 
the permissible extent of expenditure 
on advertising is only Rs 1.12 lakhs, 
or, 0.8 per cent A business wi th a 
turnover of Rs 5 crores, w i l l be per
mitted to claim tax deduction only on 
about Rs 2 lakhs which is 0.4 per cent 
of the turnover. The larger the busi
ness the more minuscule the propor
t ion of its turnover that the business 

can claim as advertising expenditure 
for tax purposes. 

Any Government is, of course, fully 
justified in laying down limits to 
different types of expenditure that can 
be incurred by a business, to protect 
the interests of the shareholders, the 
consumers, and the Government's own 
interest in tax collection. Thus the 
newly-announced rules lay down limits 
on travelling expenses and on guest 
houses for example, which seem quite 
reasonable. The same cannot be said 
of the rules regarding advertising ex
penditure. On the pretext of control
ling expenses, businesses w i l l now be 
penalised for incurring what to them is 
necessary expenditure to maintain their 
identity and future growth. The effect 
of these rules w i l l be to reduce adver
tising expenditures substantially. 

Already, the Indian Society of A d 
vertisers is believed to have recom
mended to its members to suspend 
advertising in newspapers, cinemas, and 
other media from A p r i l , unt i l clarifica
tion is obtained from Government. 
Obviously, this suspension w i l l not be 
indefinite. But it w i l l s t i l l have con
siderable impact on revenues, particu
larly of the newspaper industry. If the 
rules are not modified, to raise the 
permissible limits substantially, there 
wi l l be substantial reductions in adver
tising expenditure. This in turn w i l l 
have adverse effects on the quality of 
products and services sold to the Indian 
consumer, and by placing brakes on the 
expansion of many industries, l imi t the 
overall rate of economic growth. 

Definition Not Clear 

The Rules also do not define what 
is meant by advertising expenditure. 
Does it include only expenditure on 
press and cinema advertising? Or Joes 
it also include advertising through 
posters, and in shops? What about 
special schemes that are run from time 
to time to enable the consumer to 
sample the product temporarily, wholly 

or partly at the cost of the manufac
turers? Unless the Government also 
lays down the prices and terms at 
which all goods and services can be 
sold, it is unlikely that the Govern
ment can control advertising other 
than on what is called "theme", name
ly through press and cinema. It is 
possible that a great deal more em
phasis might come to be placed on 
promotional expenditure. If this hap
pens and manufacturers promote their 
products constantly through "special" 
and " l imi ted" offers to the consumer, 
this is l ikely to reflect itself on the 
price that the consumer has to pay for 
the product. 

A l l businesses, whether large or 
small, particularly those offering goods 
and services directly to the consumer, 
w i l l be adversely affected. Not much 
thought seems to have been given to 
what can be bought w i t h the pi t i ful 
sums that can now be spent on adver
tising. 

A l l advertising aims to communicate 
effectively to the consumer about the 
product or service that the advertiser 
has to sell. Effective advertising requires 
that the advertiser should be clear as 
to the sort of people who are likely to 
buy his product. Having determined 
this, he then selects such media as his 
prospective customers are most expos
ed to. In the West this has become 
extremely easy, wi th a range of indus
t r ia l magazines circulating among 
people belonging to certain industries 
or trades, magazines mainly bought by 
women, or teenagers or university 
students, or ethnic groups, etc. In 
India such specialisation does not exist. 
Almost any advertiser, in order to get 
his message across, has to advertise ia 
papers which circulate also among 
people who are unlikely to be his 
potential customers. Hence a larger 
proportion of his expenditure is wast
ed in that, he is advertising in papers 
which charge rates in relation to their 
circulation and he has to pay that 
rate though he is interested only in 
a part of that circulation. As more 

549 



March 27, 1965 T H E E C O N O M I C W E E K L Y 

specialised papers develop in India, 
this k ind of waste is l ikely to be 
reduced and manufacturers w i l l be 
able to a im more and more only at 
the people who matter for them, their 
potential customers. 

In this context, in order to adver
tise effectively, there is an irreducible 
number of papers, and in the case of 
some products and services, cinemas, 
which almost any advertiser has to 
use. Normally the pressure of demand 
on the space available makes These 
particular papers and cinemas very ex
pensive. W i t h the new rules, most ad
vertisers cannot even do a min imum 
of advertising, without having to nay 
tax on the expenditure. 

Why Advertise? 

It can be argued, of course, that it 
is not necessary to advertise except 
perhaps once a year to inform cus
tomers of the existence of a product. 
Obviously there are no hard and last 
rules on how often to advertise. How
ever, it is a fact that the customer's 
memory is fickle, and he must be cons
tantly reminded about the product of 
service, and the benefit that it offers 
him. While past advertising continues 
the identification of a brand in the con
sumer's mind wi th certain attributes, 
the stoppage of advertising soon re
sults in the loss of this identity. More 
important, a business which is adver
tising its product or service, cannot 
afford to take risks wi th its quality. 
By bringing and keeping the product 
or service in the consumer's attention, 
and claiming certain attributes for it 
in the advertising, the advertiser has 
to meet these claims in the quality 
of his product. If he does not, his 
product or service is soon found out 
to be unable to meet what is claimed 
for i t , and the consumer shifts to an
other brand which claims to oiler 
greater satisfaction. 

The Soviet Union, t i l l a few years 
ago, did not believe in making a mul t i 
tude of brands of the same product. 
Nor was there competition for the con
sumer's rouble among different manu
facturers. The consumer bought what 
was available or did without i t , India 
does not claim to be such a r igidly 
controlled economy. Where there is a 
free market, and more than one manu
facturer of one type of product (or 
supplier of one type of service), the 
consumer has to choose. In order to 
do so, he has to be informed, and this 
has to be done effectively. W i t h the 
sums that w i l l now be available for 
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advertising it is unlikely that this can 
be done at a l l effectively. (Even the 
Soviet Union, w i t h the recent empha
sis on consumer satisfaction, is moving 
towards advertising products and servi-
ces). 

We are daily exhorted to export 
more. The export market is a highly 
competitive one. This competition is 
expressed in vigorous and heavy ad
vertising. In the absence of a healthy 
advertising industry in the country, 
we are unlikely to be very competitive 
in foreign markets. 

The choice that the Finance Minis
ter is giving to businesses in India now 
is not an enviable one. He says in 
effect "Spend as much as you th ink is 
reasonable on advertising your pro
duct but pay for most of your ex
penditure from your profits. Or, do 
not spend as much as you th ink you 
need to communicate effectively to 
your market, and so reduce the pros
pect of your future growth and future 
profits". 

One hopes that the Government wi l l 
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reconsider the rates that they have 
published and increase the permissible 
levels of advertising expenditure to 
more reasonable levels. 

While the Government may not be 
very responsive to anguished cries from 
the private sector — after a l l , anguish 
is becoming a fairly common emotion 
in the private sector in recent months! 
— the newspaper industry should also 
consider what effect the substantial 
l ikely reductions in advertising ex
penditures, is likely to have on its 
already difficult economics. When 
there is so much talk of encouraging 
smaller papers, a measure which w i l l 
reduce their advertising revenues, 
seems peculiar. 

The chances are that most adver
tisers w i l l prefer to advertise, perhaps 
less than before but s t i l l at a much 
higher level than can be done without 
increasing tax l iabil i ty. The Finance 
Minister w i l l get more i n tax revenues 
wi thout announcing a new revenue 
measure. The consumer, w i l l probably 
be the worst sufferer in the long run. 

Growth Target Too Ambitious? 
I T i s only natural, w i th the budget 

looming ahead, that there should 
be much discussion of the direction 
that the Brit ish economy should take. 
The controversy over whether what is 
needed is an expansionary or a defla
tionary budget continues to rage. W i t h 
the overriding need to reassure her 
foreign creditors, Britain may be tem
pted to impose a tough budget, but it 
is certainly against the natural bent of 
a Labour Government to undertake a 
policy that might well produce a re
cession and could do a great deal of 
damage to the long-term plans for 
economic development to which this 
Government is committed. 

Whitehall's Dilemma 

Some indication of the dilemma 
which is exercising Whitehall was re
flected in a recent speech by Austen 
Albu , the Minister of State for Eco
nomic Affairs, to American bankers 
in New York. A l b u pointed out that 
the Government was wel l aware that 
as the level of exports increased, 
domestic demand would have to be 
restrained, but the f u l l deflationary 
effect of the autumn budget, together 
w i th the "severe squeeze" on bank 

l iquidi ty and a "very h igh" Bank Rate, 
had not been fully appreciated. A l b u 
stressed the fact that while the Gov
ernment was always ready to take 
any corrective action necessary, it 
could not accept that " i n order to try 
to secure a temporary improvement in 
the balance of payments we should 
push deflation to the point at which it 
would utterly defeat our long-term 
objectives*'. The real need of the eco
nomy was for consistent and enduring 
policies which would encourage growth 
and the modernisation of both equip
ment and human attitudes by which 
alone the recurring cycle of balance 
of payments weakness could be over
come. 

This is certainly a pointer that the 
Labour Government has not yet given 
up hope of persuading opinion ab
road that harsh deflationary measures 
would do more harm than good. 

The views of Anthony Crosland who 
is now Secretary for Education, but 
was formerly Brown's deputy are also 
indicative of the same vein cf thought. 
While he agreed that ' 'we must so 
control demand as to release the re-
sources needed to provide the exports 
and the impor t subs t i tu tes . . . the ille-


