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FOREWORD 

This report is one of an ongoing series of studies examining the impact of economic factors on the 
health and vitality of industries with which the Department of Communications plays an integral role. 
The intention of this and subsequent reports is to profile strategic issues and trends that impact on 
the diverse sectors of Canada's arts and culture and telecommunications industries. 
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EXECUTIVE SUMMARY 

Introduction 

The Canadian economy is mired in the throes of a recession. The current economic slowdown's 
negative impacts on consumers, businesses, and government may ultimately trickle down to, and 
perhaps jeopardize, enterprises in some of the industries under DOC's portfolio. This document will 
examine how the recession and other factors could affect communications and culture in Canada. 

The Broadcastino Industry  

The overall broadcasting industry has been slow-growing during the 1980's, although a healthy boost 
in activities was recorded in 1989. Since the industry's fortunes are directly tied to the health of the 
general economy it therefore appears to be very susceptible to a recession. 

Broadcasters suffer during economic downturns because hard times force much-needed advertisers to 
trim their advertising outlays. Although television stations' advertising revenues are already somewhat 
jeopardized by viewers using converters to "zap" away from commercials, radio stations appear to be 
at greater risk. First, elimination of the Telecommunications  Services  Tax will prompt a 4.4% 
reduction in cable T.V. rates. Second, radio stations are already unprofitable relative to television and 
cable stations (le: profit margins in 1987 of 4.5% for radio stations and 15.1% for both television and 
cable stations). Third, the results of a Goldfarb study suggest that while Canadians are watching 
more television, they are also spending less time listening to the radio. As the recession forces 
advertisers to cut back on their outlays, expenditures allotted for radio-time will probably be 
the first to be trimmed. 

The Book Publishing and Sound Recording Industries 

The book publishing and sound recording industries were considerably set back during the 1982 
recession. Although the sound recording industry quickly proceeded to rebound nicely, the book 
publishing industry only began its very marginal recovery in 1984. In fact, a Statistics Canada Family 
Expenditure Survey showed that average annual expenditures per family on books in 1986 were still 
below those in 1978. Readership will probably dwindle further in 1991 when the GST comes into 
effect. These estimates do not even take into account the expected recession-induced contraction of 
discretionary expenditures on books by consumers. 

Shifts in the 1980's growth rates of the Canadian economy have had an amplified impact on the 
sound recording industry. The real value of the industry's activities plummetted by 38.3% during the 
last recession in 1982. The industry can be upected to suffer a sharp dovvnturn during the 
current recession. Records, tapes, and compact discs are classic examples of discretionary 
consumer items that are among the first to be cut back during lean economic times. 
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Libraries and the Performing Arts  

There appears to be no strong correlation between the volume of activities of either public libraries or 
the performing arts industry and the health of the Canadian economy. Many in the performing arts 
industry fear that the recession, along with the introduction of the GST on admission prices, will push 
the industry into a severe slump. However, the performing' arts industry experienced healthy 
growth during the last recession thus fears that the recession in itself will adversely affect the 

It 

	

	industry are historically unfounded. Yet other significant factors must be examined before 
hardships for the performing arts industry are ruled out. 

The GST's introduction will probably not lead to a full 7% across-the-board increase in admission 
prices as some analysts have predicted. The Consumer Information Office predicts that there will be 
a one-time average increase in performing arts' admission prices of 4.4% due to the GST. Theatre 
organizations will be harder hit by the GST and will be forced to raise their prices by more than "just" 
4.4%. 

However other factors than the GST could undermine the performing arts. Because of their extensive 
reliance on government grants and corporate sponsorship, the performing arts may suffer as a result 
of subsidy cutbacks. 

All of the above-mentionned factors mean that the performing arts industry will be at 
considerable risk during the current recession -regardless of how the sector expanded in 1982. 

Public libraries' output fell by 8.8% during the recession in 1982, implying that this sector is vulnerable 
during recession. Increase in book prices as a result of the GST and the likelihood of government 
funding cutbacks during the recession could strain the operating budgets of public librairies. 

The Film Industry  

Data on the film industry show erratic year-to-year fluctuations in the volume of activities, particularly 
for film production. As the value of film production activities more than doubled during the last 

11/ 	
recession, one could not assume that the current recession will lead to a scaling-back of film 
production in Canada. However, experts suggest that, much of the increase in film production 
activities in 1982 may have been prompted through greater awareness among investors that year of 
the usefulness of films as tax shelters. Because of this it is difficult to project the effects, if any, that 111 	
the current recession will have on film production. 

As with film production, the volume of activity for the film distribution industry does not 
appear to be strongly related to the general health of the economy .  This is surprising since, 
although this industry's health is randomly  influenced by the mass appeal of recently released films, 
one would expect that personal expenditures on films also depend on the largesse of individuals' 
disposable incomes - which are highly correlated to the health of the economy. 

Other things being equal, replacing the 13.5% federal sales tax on prerecorded videocassettes with 
the 7% GST can only have a positive impact on film distribution activities since it should induce a 
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price reduction and subsequent sales increase for prerecorded videocassettes. Conversely, however, 
ticket prices for movies at theatres will rise by 5.6% according to the Consumer Information Office. 
This 5.6% increase could adversely affect movie attendance. 

Ramifications for the Telecommunications and Computer Industries 

Telecommunications Carriers 

The correlation between economic growth and growth in the telecommunication carriers industries 
during years where the economy's growth rate has declined (i.e.: 1985, 1986, 1989) is particularly 
weak. This is probably because demand for the services of special carriers and telephone companies 
is less sensitive to general economic fluctuations than demand for most other commodities. 

According to the Consumer Information Office of the Department of Consumer & Corporate Affairs, 
prices for basic telephone services will rise by 5.7% as a result of the GST. However, since this 
increase will apply to local phone services and equipment charges (both commodities for which 
demand is fairly price-inelastic), industry revenues garnered from these sources may decline, but only 

somewhat. As well, with the GST replacing the 11% Telecommunications Services Tax, the 
Consumer Information Office predicts that long distance charges will fall by 4.3%. While this price 

reduction may prompt greater usage of long distance services, the additional revenues generated are 
unlikely to considerably exceed the revenues lost on basic telephone services. Overall therefore, the 
industry's fortunes should not be substantially altered by the GST. This, along with the 
industry's already favorable prospects, can assure us that the telecommunication carriers sector is 

fairly recession-proof at this time. 

Telecommunications Manufacturers 

The performance of telecommunications manufacturers is likely to be more severe and will feel 
different levels of impact from the recession, GST and current crises such as the Persian Gulf. 
Obviously the impact of higher oil prices will affect inflation rates and production costs of 
telecommunications manufacturers but not to as significant a degree as more intense energy 
consuming sectors. Telecommunications manufacturing is a more mature sector than the computer 
industry, and their sales are tied to the telephone carriers, defence industries and the consumer and 
as such are more susceptible to recessionary pressures as well as strong foreign competition. This 
sector posted a dramatic drop during 1983 and sluggish growth in the mid 1980's before rebounding 

somewhat in 1989. As the recession cuts deeper this sector will again probably post poorer results 

due to decreased consumer spending on telecommunications products. 

Overall, telecommunications should continue to expand in the near future with the introduction 
of new technologies by the industry, increases in immigration, and the continued globalization 
of business activities. In fact, Scotiabank forecasts that communications will be one of the 
fastest growing industries in the early 1990's. However, telecommunications manufacturers 
sector will not likely perform as well as the telecommunications carriers. 
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The Computer Industry 

The computer sector experienced downward fluctuations in growth rates during 1983 and then over 
the 1985-1986 period before rebounding through 1988. It again showed weakness in 1989 and into 
1990. These cycles reflect the sectors sensitivity to economic forces at play in the markets. However, 
elements of growth recently have been driven by personal computers, software, and professional 
services, while small, medium and large systems and processing services have and will continue to 
show poor growth. Overall, the industry is expected to show declining growth through the early 
nineties with growth forecast at 8.7% in 1991 to 6.6% in 1994, a trend that is inevitable in industries 
that have not reached their "saturation point" (Evans Research Corp.). 

Conclusion 

In summary, inflation is likely to get worse before it gets better; interest rates may rise again as a 
result of the Persian Gulf conflict; and the crushing federal debt and deficit is getting heavier. 

As the recession continues to take its toll, more and more Canadian organizations will need greater 
amounts of financial assistance from DOC. Simultaneously, however, the federal treasury will be 
further strained as the government struggles to maintain a social safety net for victims of the 
recession. lnformetrica predicts that the federal deficit will rise by almost $8 billion to $35.5 billion in 
1991. The deficit must in turn be added to Canada's cumulative federal debt, which is expected to 
rise to $400 billion by .next spring. Canada's debt, and high interest rates, have prompted federal 
interest payments to quadruple since 1980. Despite recent federal government operating surpluses, 
large annual deficits have persisted due to the magnitude of these interest payments which now 
gobble up 35% of federal expenditures. 

The picture around the world is not much brighter. The weakness in the North American economy 
and the United Kingdom deepens as high interest rates and declining consumer confidence persists. 
The robust pace of growth in other major industrial nations is also slackening. Unstable world oil 
prices continues to distort external trade and investment, while the on-going conflict in the Persian 
Gulf is heightening inflationary pressures everywhere. 

Even Japan's boom economy is continuing to ease, dampened by a shortage of labour, high interest 
rates and slowing corporate profits. Consumption has also slackened in that country following the 
hikes in crude oil price. 

There is little doubt that all these factors will continue to affect communications and culture in Canada. 
In turn, they will influence the programs and policies of the Department of Communications. 
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CHA.PTER I: WEATHERING THE CURRENT ECONOMIC CLIMATE 

Introduction 

The Canadian economy is mired in the throes of a recession. Although the debate among experts 
continues on the anticipated depth and duration of the 1991 recession, there is no doubt that the 
recession would inflict hardship on all Canadians. Already the newspapers are reporting plummeting 
living standards for Canadians, and are chronicling personal and business tragedies as individuals lose 
their jobs and homes, and many are forced, along with some businesses, to declare bankruptcy. 

1 

Industries in the communications and 
culture sectors are also feeling the 
effects of the recession. As Figure 1 
indicates, there is a very high correlation 
between overall economic performance 
and the economic health of these 
industries. The graph suggests that the 
communications and culture industries 
may suffer a serious downturn due to 
the recession, just as they did in 1982. 
A better understanding of how these 
industries would weather the current 
economic climate may provide useful 
information for the planning and 
implementation of the Department's 
programs and policies. 

an over simplification to suggest that 
this reason, this study examines historical 
services tax and circumstances facing 

While analyzing economic performance 
in communications and culture during 
the 1982 recession would provide useful insight, it would be 
those results could be extrapolated to today's situation. For 
data, and also considers key factors such as the goods and 
consumers, business and government. 

The study starts, in Chapter II, with an examination of the current economic situation by summarizing 
the views of economic experts and highlighting leading economic indicators. This is followed by a 
more detailed discussion, in Chapter III, of the impact the recession could have on communications 
and culture. Chapter IV presents a brief overview of what this might mean for DOC programs and 
policies. 
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CHAPTER II: THE DECLINING CANADIAN ECONOMY 

Symptoms of the 1991 Recession 

After the recession of 1981-82, the Canadian economy expanded at a more rapid rate than any of its 
Big-7 Western industrialized counterparts. Initially spurred by strong export growth and then by rapid 
increases in consumer spending, business investment, and residential construction, the country 
enjoyed seven consecutive years of economic expansion. 

This period of expansion ended in 1989 when economic growth fell to 2.8% from 5% the previous 
year. Real GDP growth was negative in the second and third quarters of 1990, thus a recession had 
officially taken hold. 

Throughout 1990, economists pointed to Canada's high interest rate as a tall tale sign of the 
impending economic recession. As indicated in Figure #2 interest rates are inversely related to 
economic growth. The fact that the 
average interest rate spread between 
premiums paid in the.U.S. and Canada 
on three month treasury bills has been 
even higher in 1990 than the spread 
that preceded Canada's recession of 
1982, is certainly a bad omen for the 
economy. High interest rates make 
borrowing for investment and spending 
more costly for businesses and 
consumers respectively. Moreover, with 
high debt loads being carried by 
businesses, consumers and 
governments, more of Canada's 
resources must be earmarked for 
interest payments on debt - at the 
expense of other expenditures that could 
better stimulate the economy. 

Real GDP fell by 0.3% in August 1990 
before plummeting by 0.8% in September and by 0.1% in October. Figures also suggest that 
Canadas construction and manufacturing sectors are weak. While there were gains shown by the 
financial institutions and communications sectors, these were more than offset by reductions in 
community, business and personal services, wholesale and retail trade, and transportation. 

Perhaps more indicative of the slump is the fact Canada's real GDP for October 1990 was 0.7% 
below that which was recorded in October 1989, indicating that in the past year the economy has 
indeed contracted. 

An important indicator of economic activity for the coming months is Statistics Canada's composite 
leading index which measures prospects for ten components of the economy. For the ninth 
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consecutive month the indicator  tell in October. Moreover, after falling 0.2% in June and July, and 
0.3% in August, the indicator's pace of decline accelerated to 0.5% in September and then 0.6% in 
October, thus suggesting that the economy has continued to shrink through autumn. The latest 
figures showed that nine of the indicator's ten components were either flat or fell, suggesting that 
weaknesses in the economy are spreading. 

The Recession Could Get Even Worse 

Canada's last major economic downturn was a deep recession in 1981-82 which lasted for 18 months. 
Although many economists predict the economy will begin to recover slowly in 1991, others suggest 
that Canada could experience a recession as serious and as prolonged as the one of 1981-82 if one 
or more of the following occurs: 

the war in the Persian Gulf causes oil prices to rise further. Rising oil prices would filter 
through the economy in many ways. Even at a pre-outbreak spot price of about US$37.50 
per barrel, a Department of Finance study suggests that inflation could jump by 
2.5 percentage points if the $37.50 oil price is sustained for one year. In such a scenario, 
the Bank of Canada would likely maintain/raise interest rates to contain inflation by further 
dampening the economy. Furthermore, higher global oil prices would also weaken 
economies of Canada's trading partners, and thus lead to a reduction in their demand for 
Canadian exports. On the other hand, some experts predict that oil prices will fall by one-
third if the middle-east standoff is . peacefully resolved; 

• 
the goods and services tax's effect on the CPI exceeds the one-time-only 1.25% 
impact predicted by Finance. This would likely occur if the GST induces a wage/price 
spiral and/or if firms do not pass all savings, emanating from the eliminated federal sales 
tax, onto consumers. Again, the resulting inflationary pressures would likely be resisted by 
higher interest rates which would further dampen the economy; 

the U.S. tumbles into a recession. Although the U.S. economy has continued to slowly 
expand, U.S. analysts warn that the economy will contract in the fourth quarter largely 
because of weak consumer spending and inflation caused by higher oil prices filtering 
through the economy. A U.S. recession would lead to a reduction in American demand for 
Canadian exports. 

Prospects for a Rapid Economic Recovery 

Business investment, consumer and government spending, and exports are the four major components 
of aggregate demand in Canada. If one or more of these components rallies sufficiently in the near 
future, aggregate demand may increase enough to stimulate economic growth and end the recession 
in its early stages. Unfortunately, however, none of the components appears likely to soon experience 
substantial growth. 
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Business Investment 

A dramatic surge in business investment will probably not occur in the very near future. A business 
conditions survey indicated that 51% of manufacturers in Canada have experienced a decline in 
orders received during the third quarter - compared to only the 10% that enjoyed an increase. - 
Furthermore, corporate profits have been rapidly declining since the third quarter of 1988. Such 
dismal statistics, along with the Bank of Canada's exchange rate and interest rate policies, and the 
recent election of an NDP government in Ontario, have led to a dramatic decline in business 
confidence. Of the 400 business leaders surveyed in September by the Conference Board of Canada, 
less than 2% expected the economy to improve in the ensuing months. Most importantly, 50% of the 
respondents stated that they have plans to cut investment spending. Survey results such as these 
suggest that business investment is more likely to plummet than to carry the economy to 
recovery. 

While damaging to Canada's export performance, the overvalued Canadian dollar has also made it 
more costly for foreigners to invest in Canada. In addition, as Figure #2 indicates, for the first three-
quarters of 1990, the average premium paid on 3-month Treasury bills in Canada has widened to 
5.2 percentage points above the comparable U.S. yield. The last time the spread was of this 
magnitude, Canada proceeded to plunge into its worst economic downswing (in 1981-82) since the 
great depression of the 1930's. Some economists pointed out that high interest rates not only make 
debt-leveraged firms more vulnerable to escalating interestexpenses, they also inhibit corporate 
expansion by deterring borrowing. 

Because of the Bank's tight money policies, many have dubbed the current slowdovvn as a "made in 
Canada" recession. Although investment and production have declined in Canada, business 
investment in the U.S. has not yet weakened significantly and the American economy has indeed 
continued to grow - albeit at a snail's pace. Although Burns Fry Ltd. predicts that the ongoing spate 
of bad economic nevvs will prompt an interest rate reduction in the coming weeks, others expect that 
upcoming inflationary pressures will force the Bank of Canada to retreat on its incremental easing of 
interest rates. lnformetrica predicts that the inflation rate will rise to 7% in 1991. Should this occur, 
interest rates can be expected to spiral to higher levels and the outlook for business investment will 
subsequently grow even more pessimistic. 

Consumer Spending  

The government anticipates that consumer spending, the second major component of aggregate 
demand, will fall in the initial months of 1991. Yet, the circumstances of consumers had already been 
darkening as far back as two years ago. A Goldfarb survey in January 1990 showed 60% of 
Canadians felt that their incomes had not kept pace with inflation in the previous two years. 
Unfortunately, higher inflation, interest, and unemployment- rates, and taxation have further eroded both 
the confidence and the purchasing power of consumers since January 1990. A September survey of 
1000 consumers by the Conference Board of Canada found that only 13% of respondents perceived 
that their families had become better-off financially in the previous six months - the most pessimistic 
response for this question since the recession of 1981-82. Moreover, only 16.6% of consumers 
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expect their financial situation to improve over the next six months. This proportion is the lowest ever 
recorded during 30 years of consumer surveys. 

The inflation rate for December 1990 spiralled upwards to 5.0% from the October rate of 4.8% and 
the September rate of 4.2%. This was the biggest one-month increase in six years. Doug Peters, 
chief economist at the TD Bank, believes that the 4.8% October figure is only a prelude to worsening 
inflation that will be brought on by higher gasoline prices. Ross Preston of the Economic Council of 
Canada states that the latest forecasts offered by various private and public sector organizations (all 
of which are assuming that oil prices will remain below $30US per barrel), project that inflation will be 
in the 6-7% range for 1991. Some economists fear that inflation could be even higher if high wage 
settlements persist and precipitate a wage-price spiral. Furthermore, the war in the middle east could 
jolt inflation upwards to over 7% resulting in a drastic loss of purchasing power for consumers. 

Canada's high interest rates will adversely affect aggregate consumption. The borrowing binge 
of the 1980s has left household debt as the largest single component of debt in Canada - at 
31% of the nation's total. High interest rates and consumer liabilities will be accompanied by 	" 
exorbitant interest expenses for some households. This will bring about a shrinkage in the available 
funds with which debt-ridden individuals can undertake additional consumption. High interest rates will 
also thwart purchases of big ticket items by those consumers who are unwilling to pay-in-full or adopt 
long-term payment plans based on high rates. Nevertheless, despite the negative impact they have 
on consumption and business investment, a substantial easing of interest rates is becoming 
increasingly unlikely as inflationary pressures continue to mount. 

Aggregate demand has also been dampened by ongoing tax 'increases which have constrained 
consumers' disposable income gains and, as a result, their spending habits. As a percentage of 
family expenditures, personal income taxes, for example, increased from 12.6% in 1969 to 18.5% in 
1986. Figure #3 shows how these and other taxes have essentially restricted growth in disposable 
income for the average Canadian in the 1980's (after taking into account inflation). For thirteen of the 
past fifteen years, average disposable (after-tax) income grew at a slovver rate than the economy, 
indicating that there have only been marginal real gains in the resources with which the average 

Canadian can undertake consumption. During the 1980's personal disposable income per person, 
in real terms, increased by only 17% - compared to 50% in the 1970's. 

lnformetrica predicts that the unemployment rate, now at 8.8%, will climb to 9.7%. The Conference 
Board of Canada agrees that unemployment will hit nearly one out of ten Canadians by 1991 and 
projects that it will remain high well into 1993 and perhaps 1994. A succession of layoffs will 
drastically reduce the disposable incomes of the new unemployed while also hindering the bargaining 
powers of labour even after the recession ends. Consequently, even those who continue to be 
employed will gradually be tempted to soften their wage demands and accept wage and salary 
increases which do not match inflation, and thus learn to live with fairly stagnant disposable incomes, 
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just as they did following the last 
recession. As Figure #3 shows, despite 
the economy's recovery in 1983, real 
average personal disposable income 
was squeezed for a second consecutive 
year. In the wake of Canada's last 
downturn, real disposable income for the 
average Canadian did not recover 
strongly until 1987 - five years after the 
recession ended. Yet, aggregate 
consumption did rebound during the 
1980's primarily because Canadians 
reduced their savings rates and incurred 
more debt. However, given the 
current magnitude of household debt 
in Canada and the fact that savings 
rates cannot fall much further, it is 
highly unlikely that consumer 
expenditures can be as strong an engine 
Canada's last recession. 

of growth as they were in the years following 

Tax increases and high inflation, interest, and unemployment rates all act as factors which reduce the 
real disposable incomes of consumers. Most, if not all, of these extraneous factors, along with 
unprecedented consumer pessimism, will lead to a real reduction in consumer spending. This in turn 
would effectively restrain aggregate demand and further diminish the likelihood of rapid economic 
recovery. 

Government Expenditures 

The third component of the aggregate demand equation is program spending undertaken by 
governments. Massive public debts mean that governments will have considerably less room to 
manoeuvre than they did in 1981-82. With unemployment nudging upwards, governments will collect 
lower than projected tax revenues while paying out more unemployment insurance and welfare 
benefits. This, combined with crushing interest payments on the public debt(s), will lead to higher 
deficits and may leave paralysed governments unable to respond with substantial injections of new 
public investment to stimulate economic recovery. Rather than boosting an aggregate demand which 
is already faltering because of sluggish consumer spending and business investment, governments 
may indeed be forced to further dampen the economy with more tax increases and spending cuts. 

Exports 

Aggregate demand also emanates from foreign consumers. Their demand for Canadian exports 
heightens Canadian economic activity and facilitates Canadian earnings of foreign exchange. 
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Figure #4 indicates that Canadian 
exports played a significant role in 
fuelling Canada's recovery from the last 
recession. It is hoped that a future 
surge in exports can prompt a similar 
economic rebound. If the U.S. economy 
avoids a sharp recession, the demand 
for Canadian exports will at least be 
sustained. However, if taxes and\or oil 
prices put strong upward pressures on 
inflation, Canadian interest rates will 
probably be forced even higher. Higher 
interest rates would further artificially 
inflate the Canadian dollar and make 
Canadian exports more expensive, and 
therefore less competitive in international 
markets. However, in the absence of 
strong inflationary pressures and\or a 
U.S. recession; exports may again be the engine of growth on 
towards recovery. 

which the Canadian economy can ride 
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CHAPTER III: IMPACT OF THE RECESSION 
ON COMMUNICATIONS AND CULTURE 

Introduction 

Dismal prospects for business investment, and consumer and government spending, combined with 
threats of a U.S. recession, war in the middle east, and a wage-price spiral, all point to a recession 
which may be as harsh and as prolonged as the one which occurred in 1981-82. In order to 
determine how the current economic climate will impact upon the industries within DOC's portfolio, we 
must determine whether our cultural and telecommunications industries have historically been affected 
by general upturnedownturns in Canadian GDP. By identifying portfolio industries whose fortunes 
have been inexorably tied to those of the general economy, particularly during economic downturns, 
we may predict which industries will be adversely affected by the current recession. 

Ramification for the Cultural Industries  

Other factors likely to simultaneously affect Canada's cultural industries must also be examined, 
particularly the impact of the GST on prices of the industries' commodities. Because consumer 
demand for cultural commodities is often fairly price elastic we may expect this demand to nosedive if 
prices rise substantially. Figure #5 indicates that consumers are allocating a greater share of their 
personal expenditures to 
recreationakultural activities than they 
had ten years ago. However, in many 
cases this can be attributed to inflated 
prices rather than increased demand for 
the goods and services associated with 
these activities. In contrast to their 
survey results of 1978, Statistics 
Canada found that in 1986 a smaller 
percentage of Canadians attended 
movies, bought books, and 
purchased recorded music (records, 
tapes, and compact discs). Although 
the price index for recorded music grew 
at a slower rate than overall inflation in 
the 1980's, the same cannot be said for 
the prices of movies and books. While 
the consumer price index increased by 
70% from 1980 to 1989, movie prices 
spiralled upwards by 103% and book prices increased by 97% for the same period. The declines in 
movie attendance and book purchases can be attributed to steep price increases for these 
commodities, and also offer evidence of the price elasticity of consumer demand for these cultural 
products. It is this price elasticity that necessitates an examination of the impact that the GST will 
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have on retail prices. When a GST-induced price increase is expected on a price elastic cultural 
commodity, a reduction in consumer demand can be expected as the increasingly expensive good or 
service becomes less affordable to some Canadians. Falling consumption of a cultural commodity will 
also precipitate a decline in the sales revenues which that commodity generates, resulting in adverse 
effects on the industry's producers. Adverse effects on the health of cultural industries' producers, 
particularly if they are Canadian, and reduced access of Canadian consumers to increasingly 
expensive cultural industry products, would substantially dampen the likelihood that DOC's objectives 
will be satisfactorily met. 

Recall that Figure #1 suggested the economic health of the communications and cultural industries, as 
measured by GDP growth rates, appears somewhat tied to that of the overall Canadian economy. 
Figure #6, however, shows that variations in Canadian economic growth have had a far greater impact 
on the arts and culture industries than on the telecommunications sector, particularly in low GDP 

years (i.e.: 1982 & 1986) where the economy's growth rate is shrinking. This is primarily due to the 
highly discretionary nature of expenditures on arts, culture and recreational commodities. During 
economic boom or bust periods, consumers will generally allocate their personal expenditures 

according to how they are faring financially. By its definition, a recession will generally be 

accompanied by tougher times for individuals\consumers. Figure #5 indicated that the share of 
personal expenditures allocated to necessities such as food and rent/fuel/power rises during a 
recession (i.e.: 1982). This is because, although expenditures on these commodities remain fairly 

constant, overall personal expenditures tend to decline during lean times. Conversely, commodities 

provided by arts, culture and recreational industries are not necessities essential to day-to-day survival. 

While personal expenditures on these items do indeed rise rapidly in an expanding economy 

.(i.e.: 1983-89), they are also among the first to be cutback in a recession. Thus while economic 

downturns have little effect upon expenditures allocated to non-discretionary necessities such as food, 
shelter, and energy, corresponding declines in consumers' disposable incomes lead to a reduction in 
demand for discretionary goods and services such as those related to culture. 
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It is therefore not surprising that 
Figure #6 suggests a strong correlation 
between general economic conditions 
and the health of the arts & culture 
industries. A simple two variable 
regression, using 1980-88 data was run 
with arts and culture GDP growth rates 
as the dependent variable, and 
Canadian economic growth rates as the 
independent variable. The R squared 
result of .787 verifies that the two 
variables are indeed highly correlated. 
If Canada's economic growth rate of - 
0.09% for the first three quarters of 
1990 is plugged into the regression 
equation we can project that arts & 
culture GDP has contracted by 3.1% 
thus far in 1990. If this estimate is 
valid, 1990 has been the toughest year since 1982 for the arts & culture industries. 
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Figure #7 shows that the correlation 
between economic growth and growth in the 
telecommunication carriers industries during 
years where the economy's growth rate has 
declined (i.e.: 1985, 1986, 1989) is 
particularly weak. This is probably because 
demand for the services of special carriers 
and telephone companies is less sensitive to 
general economic fluctuations than demand 
for most other commodities. Even during 
economic downswings, individuals continue 
to make long-distance calls and businesses 
continue to rely on instant communications 
with out-of-town distributors and suppliers. 
For example, real expenditures by 
Canadians on long distance calls rose at an 
average annual rate of 6.8% from 1978 to 
1982, despite Canada's dismal average GDP growth rate for that period of only 1.5%. 

In examining an industry's short-term prospects, the GST's impact, if any, on industry prices should 
also be considered, since price changes will often affect demand for industry output. According to the 
Consumer Information Office of the Department of Consumer & Corporate Affairs, prices for basic 
telephone services will rise by 5.7% as a result of the GST. However, since this increase will apply 
to local phone services and equipment charges (both commodities for which demand is fairly price-
inelastic), industry revenues garnered from these sources may decline, but only somewhat. As well, 
with the GST replacing the 11% Telecommunications Services Tax, the Consumer Information Office 
predicts that long distance charges will fall by 4.3%. While this price reduction may prompt greater 
usage of long distance services, the additional revenues generated are unlikely to considerably exceed 
the revenues lost on basic telephone services. Overall therefore, the telecommunications carriers 
industry's fortunes should not be substantially altered by the GST. This, along with the 
industry's already favourable prospects, can assure us that the telecommunication carriers sector is 
fairly recession-proof at this time. 

Telecommunications Manufacturers 

The performance of telecommunications manufacturers as opposed to telephone carriers is likely to be 
more severe and will feel different levels of impact from the recession, GST and current crises such 
as the Persian Gulf. Obviously the impact of higher oil prices will affect inflation rates and production 
costs of telecommunications manufacturers but not to as significant a degree as more intense energy 
consuming sectors. Telecommunications manufacturing is a more mature sector than the computer 
sector (see below), and their sales are tied to the telephone carriers, defence industries and the 
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consumer and as such are more susceptible to recessionary pressures as well as strong foreign 
competition. As chart demonstrates this sector posted a dramatic drop during 1983 and sluggish 
growth in the mid 1980's before rebounding somewhat in 1989. As the recession cuts deeper this 
sector will again probably post poorer results due to decreased consumer spending on 
telecommunications products and in spite of the gulf crisis lower overall military spending on 
telecommunications. 

Telecommunications should continue to expand in the near future with the introduction of new 
technologies by the industry, increases in immigration, and the continued globalization of 
business activities. In fact, Scotiabank forecasts that communications will be one of the 
fastest growing industries in the early 1990s. However, Telecommunications manufacturers 
sector will not likely perform as well as the telecommunications carriers. 

The Computer Industry 

The computer sector as chart shows experienced downward fluctuations in growth rates during 1983 
and then over the 1985-1986 period before rebounding through 1988. It again shovved weakness in 
1989 and into 1990. These cycles reflect the sectors sensitivity to economic forces at play in the 
markets. However, elements of growth recently have been driven by personal computers, software, 
and professional services while small, medium and large systems and processing services have and 
will continue to show poor growth. The industry is expected to show declining growth through the 
early nineties with growth forecast at 8.7% in 1991 up 9.2% in 1992 but then falling back to 7.3% in 
1993 and 6.6% in 1994 a trend that is inevitable in industries that have not reached their "saturation 
point" (Evans Research Corp.). Projected growth rates have also factored in a 5% inflation factor and 
therefore real growth will be sluggish but will still outperform many other sectors. The chart does 
show the industries ability to rebound significantly during periods of economic growth. The projected 
main engines of growth within the industry (according to Evans Research Corp.) into the early 1990's 
will be software and services and high-end hardware particularly due to the introduction of IBM's new 
390 architecture. 

The Broadcasting Industry 

The overall broadcasting industry has been slow-growing during the 1980's, although a healthy boost 
in activities was recorded in 1989. Figure #7 suggests that the industry's fortunes are directly tied to 
the health of the general economy. The broadcasting industry's high growth rate in 1989 (at a time 
vvhen the econonnys growth rate fell), was an aberration. For each year during the 1981-88 period 
the growth rates for both the industry and the Canadian economy followed precisely the same 
direction. Thus, in each year where the economy's growth rate rose, so too did the growth rate for 
the broadcasting industry. Conversely, each economic downturn was accompanied by a lower growth 
rate for the industry. The broadcasting industry therefore appears to be very susceptible to a 
recession. 

Broadcasters suffer during economic downturns because hard times force much-needed advertisers to 
trim their advertising outlays. This will particularly apply in January 1991 with previously-exempt 
advertising rates rising due to the GST. Although television stations' advertising revenues are already 
somewhat jeopardized by viewers using converters to "zap" away from commercials, radio stations 
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appear to be at greater risk. First, elimination of the Telecommunications Services Tax will prompt a 
4.4% reduction in cable T.V. rates. Second, radio stations are already unprofitable relative to 
television and cable stations (ie: profit margins of 4.5%, 15.1%, and 15.1% respectively in 1987). 
Third, the results of a Goldfarb study suggest that while Canadians are watching more television, they 
are also spending less time listening to the radio. As the recession forces advertisers to cut back 
on their outlays, expenditures allotted for radio-time will probably be the first to be trimmed. 
Michael McCabe, C.E.O. of the Canadian Association of Broadcasters, warns that Canada's radio 
stations are already facing a financial crunch and that the recession will strangle many smaller 
stations. 

Because of its reliance on government appropriations, the Canadian Broadcasting Corporation is also 
troubled at this time. The $108 million in spending cuts announced in December 1990, which 
eliminates or drastically reduces the operations of 11 T.V. stations, are largely a result of 1980's 
trends forcing the CBC to be less reliant on public funding. The share of CBC revenues emanating 
from government appropriations had already fallen from 82% in 1982-83 to 72% in 1988-89. Since 
1984, parliamentary subsidies to the CBC, when adjusted for inflation, have been cut by 12%. The 
CBC has, in turn, been forced to more than double its "earned" revenues in the same six-year period 
by allocating more air-time to advertising and commercially successful non-Canadian programs. 

Even after cutting $108 million of its spending, the Corporation nevertheless anticipates a $50 million 
shortfall for the 1992-93 fiscal year. Yet, the federal debt, and particularly high interest charges on 
that debt, will likely prevent the federal government from increasing the rate of growth of the CBC's 
parliamentary subsidy. In this probable scenario, Canada's foremost instrument for the enhancement 
of Canadian culture will be facing further drastic cutbacks in the near future, thus making the 
attainment of DOC's objectives even more difficult. 
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The Book Publishing and Sound Recording Industries 

Figure #8 points out the extent to which 
the book publishing and sound recording 
industries were considerably set back 
during the 1982 recession. Although the 
sound recording industry quickly 
proceeded to rebound nicely, the book 
publishing industry only began its very 

marginal recovery in 1984. In fact, a 
Statistics Canada Family Expenditure 
Survey showed that average annual 
expenditures per family on books in 
1986 were still below those in 1978. 

In addition to the industry's 
hardships precipitated by the 1982 
economic downturn, there are other 
reasons why we should expect the 
book publishing industry to be further undermined during the current recession. A Goldfarb 
survey revealed that Canadians have significantly cut the amount of leisure time they allocate to 
reading books. This may be partially attributable to spiralling book prices. In the 1980-89 period, 
book prices rose by 97%, as opposed to the general consumer price index which increased by 70%. 
Readership will probably dwindle further in 1991 when the GST comes into effect. In Quebec, the 
industry will have to cope with a double whammy: not only have books been exempt from the federal 
sales tax - they have also been untaxed at the provincial level. Beginning in 1991, the compounding 
effect of the GST and a newly implemented 8% Quebec provincial sales tax on books will translate to 
a 15.56% increase in the price of books sold in Quebec. These taxes alone can be expected to 
significantly hamper book sales and particularly undermine firms specializing in French language 
publications. Book publishers argue that the price sensitivity of books to taxation ranges from 1.5% to 
2% of sales for each point of tax. If this estimate is correct, the new tax(es) alone will precipitate a 
23% to 31% fall in Quebec sales and an 11% to 15% decline in the rest of Canada. These 
estimates do not even take into account the expected recession-induced contraction of discretionary 
expenditures on books by consumers. 

In 1987 only 52% of small publishers reported a profit, and the average profit margin for small 
publishers was a loss of 2.2%. Conversely, 83% of large publishers reported profits - with an 
average profit margin of 9.6%. Because of their financial difficulties, small publishers had to rely on 
government subsidies for 24% of their 1989 revenues. Statistics Canada states that all 83 publishers 
in the troubled small publisher category are Canadian-controlled. Their financially perilous situation will 
leave them more vulnerable to a recession\GST induced slowdown in book sales than it will larger 
publishers. Analysts believe that because governments will likely be unable, with their monstrous 
public debts, to substantially increase the grants and contributions they target towards keeping 
troubled small Canadian publishers afloat, many of these publishers may be forced to exit the 
industry. This would eliminate some of the conduits that talented, but lesser-known, Canadian writers 
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rely upon to reach their Canadian audiences. The latter may also no longer be able to depend on 
small Canadian publishèrs to provide "alternatives" to imported mass-appeal publications. 

Figure #8 also shows that shifts in the 1980's growth rates of the Canadian economy have had an 
amplified impact on the sound recording industry. The real value of the industry's activities 
plummeted by 38.3% during the last recession in 1982. Furthermore, just as they did for the 
broadcasting industry, for each year during the 1 981 -88  period the growth rates for the sound 
recording industry and the Canadian economy moved in precisely the same direction. Due to the 
convincing impact of economic conditions on the sound recording industry in the 1980's, we 
can expect the industry to suffer a sharp downturn during the current recession. Records, 
tapes, and compact discs are classic examples of discretionary consumer items that are 
among the first to be cut back during lean economic times. 	 - 

According to the Consumer Information Office, replacement of the FST with the GST will translate into 
a 7% higher cost for the use of recording studios. As recording artists are fairly mobile, many may 
choose to record their music outside Canada in order to avoid paying the GST on studio expenses. 
While Canadian distribution activities will be unaffected with these artists' foreign-recorded works 
continuing to be sold in Canada, the volume of sound recording activities may falter. On the other 
hand, the new tax structure is expected to bring a 0.5% reduction in the retail prices of records, tapes 
and compact discs and, thus, if all else was equal, would probably result in a slightly higher demand 
for these products. Yet, the positive effects of this small price reduction on sales volumes, should 
easily be dwarfed by the negative impact of consumers' decisions to chop discretionary expenditures 
on sound recordings. 

Foreign-controlled firms dominate Canada's sound recording industry, usually garnering over 80% of 
the industry's sales revenues in Canada. In 1987, a very prosperous year for the industry, foreign-
controlled firms had an aggregate profit margin of 8.7% while Canadian firms were in the red with a 
"loss" margin of 2.5%. Hence, inevitable recessionary reductions in consumers' discretionary 
expenditures will far more jeopardize Canadian-controlled firms than their foreign rivals. Moreover, 
since Canadian-controlled firms release the bulk of Canadian artists' recordings (i.e.: 74% of them in 
1987), an en masse exit of Canadian firms could undermine DOC's efforts to ensure the availability of 
sound recordings by Canadian artists for Canadian music aficionados seeking an alternative to generic 
recordings marketed by large multinationals. Greater dominance of the industry by foreign-controlled 
firms would also mean that scores of aspiring Canadian artists are no longer offered recording 
contracts. With the recession's upward pressures on the federal debt, the government may be unable 
to allocate additional resources to prevent the death of small, but essential, Canadian sound recording 
firms. 
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Libraries and the Performing Arts 

Figure #9 offers little to suggest any 
strong correlation between the volume of 
activities of either public libraries or the 
performing arts industry with the health 
of the Canadian economy. Many in the 
performing arts industry fear that the 
recession, along with the introduction of 
the GST on admission prices, will push 
the industry into a severe slump. 
However, Figure #9 indicates that the 
performing arts industry experienced 
healthy growth during the last 
recession, thus fears, that the 
recession in itself will ground the 
industry, are historically unfounded. 
Yet other significant factors must be 
examined before hardships for the 
performing arts industry are ruled out. 

The GST's introduction will probably not lead to a full 7% across-the-board increase in admission 
prices as some skeptics have predicted. Performing.arts organizations will derive minor tax savings 
with the elimination of the F.S.T., and a 100% input tax credit will enable non-profit organizations to 
recoup all amounts of GST they pay in purchasing their inputs. The Consumer Information Office 
predicts that there will be a one-time average increase in performing arts' admission prices of 4.4% 
due to the GST. Although the GST alone may not prompt admission prices to rise by the full 7%, the 
Canada Council believes that performing arts organizations will still pay two to seven times more 
federal tax under the GST than they had previously. The Council also estimates that, in the first 
year, higher admission prices brought on by the GST may lead to a 6-8% reduction in the revenues 
that performing arts organizations derive from ticket sales. 

Theatre organizations will be harder hit by the GST and will be forced to raise their prices by more 
than "just" 4.4%. Bec,ause theatre organizations have paid relatively little in federal sales taxes on 
purchases of manufactured inputs, they will not substantially benefit from the elimination of the old 
13.5% federal manufacturing sales tax. As well, exemptions of grants, donations, and corporate 
sponsorships from GST will not greatly assist theatre organizations since they have traditionally earned 
the vast bulk of their revenues. 

As with books, previously exempted Quebec performances will be subject to Quebec provincial sales • 

tax beginning in 1991. Compounding the 8% tax with the GST and "natural inflation", double-digit 
inflation on Quebec ticket prices will be the norm for 1991. Revenues will tumble for many Quebec-
based organizations and their financial viability, already shaky, will be severely tested. The supply of 
many Francophone performances will dwindle as some Quebec performing arts organizations fold. 
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Moreover, not only will Francophone performances become less available, their tax-inflated ticket 
prices will also make them less accessible, particularly to those in lower-income groups. 

Other factors than the GST could undermine the performing arts. Even if the GST would have no 
impact on prices, attendance could be expected to decline anyway because of a recession-induced 
reduction in discretionary expenditures by consumers. 

Another factor is that the performing arts have tended to rely more extensively on government grants 
than have other industries. The fate of the industry in this recession may therefore depend to a great 
extent on whether or not public subsidies are maintained or cutback. Given the strain that the 
recession will exert on public treasuries, the industry appears justified in its fears that desperately-
needed public funding may be reduced. Corporate donation-s.have also been a source of revenues 
for the performing arts. There is the danger that these too will decline as corporations reduce their 
altruistic endeavors in response to tumbling profits. In addition, the performing arts must also contend 
with continued sti ff  competition for scarcer consumer dollars from the leisureentertainment alternatives 
afforded by increasingly popular and less expensive compact disc players and video cassette 
recorders. The industry will have to compete with these and other entertainment alternatives after the 
GST's upward impact of 4.4% on admission prices in January 1991. All of the above-mentioned 
factors mean that the performing arts industry will be at considerable risk during the current 
recession -regardless of how the sector expanded in 1982. 

In showing that public libraries' output fell by 8.8% during the recession in 1982, figure #9 implies that 

this sector is vulnerable during recession. However, the output of libraries depends far more on the 
government funding it receives than on the state of the economy. Figure #9 indicates that the real 
output of public libraries shrank during three of the six years of Canada's strong economic recovery 
from 1983 to 1988, thus verifying that the state of the Canadian economy does not impact significantly 
on the volume of public library activities. Being almost totally dependent on public grants, libraries' 
activities are constrained when these grants are cut back. With large public debts, high interest rates 
applied to these debts, and more burdensome fiscal responsibilities placed on government during 
recession, it is not improbable that public libraries will be faced with major funding cutbacks in the 

short to medium-term future. Thus, while the recession should not directly harm public libraries, 

libraries may eventually be affected by the recession's upward impact on government debt. 

Although public libraries are likely to face cutbacks, they will instead require more elaborate funding in 
order to maintain current service levels. Just as inflated book prices were costly to public libraries in 
the 1980's, the GST, when added to the prices of new books, magazines and periodicals, will further 
strain library budgets beginning in 1991. Cuts in public funding could force libraries to cease in 
updating their reading materials. This would undermine their quest to continue disseminating a full (but 
more costly) spectrum of cultural reading materials to Canadians. The other alternative for libraries 
would be to either close down or rely more on user fees. This would entail a loss of access to library 

services for Canadians in certain regions and income groups respectively. 
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The Film Industry 

Figure #10 displays erratic year-to-year 
fluctuations in the volume of activities 
undertaken by the film industry, 
particularly for film production. More 
films have been produced in years 
where an abundance of outstanding film 
ideas and scripts were available, along 
with a tax climate that encouraged film 
production. Since the existence of film 
creativity and film tax shelters are not 
predicated on the state of the economy, 
economic grove and film production are 
not highly correlated. As the value of 
film production activities more than 
doubled during the last recession, it 
would be foolhardy to assume that 
the current recession will lead to a 
scaling-back of film production in Canada. However, experts suggest that, much of the increase in 
film production activities in 1982 may have been prompted through greater awareness among 
investors that year of the usefulness of films as tax shelters. Capital cost allowance provisions 
permitted 100% deductions for investments in Canadian films. This provision would later be modified 
by the federal government in 1983. Burgeoning Canadian film production in 1982 brought the public 
such films as Porky's II, The Terry Fox Story, Running Brave, Strange Brew, Screwballs, 
The Bad Boy, Le crime d'Ovide Plouffe, and Le Ruffian. Since one cannot ascertain how many of 
these films would have been produced in the absence of the 100% tax write-off, it is difficult to 
determine the real impact that the last recession had on the industry. This lack of knowledge 
obviously makes it difficult to project the effects, if any, that the current recession will have on film 
production. 

As with film production, the volume of activity for the film distribution industry does not 
appear to be strongly related to the general health of the economy in Figure #10. This is 
surprising since, although this industry's health is randomly  influenced by the mass appeal of recently 
released films, one would expect that personal expenditures on films also depend on the largesse of 
individuals' disposable incomes - which are highly correlated to the health of the economy. While the 
apparent absence of any correlation between the industry and the economy's health makes it difficult 
to foresee how the film distribution industry will be a ffected by the recession, it is worth noting that the 
value of film distribution activities fell by over 30% during the economic turmoil of 1982. 	- 
Reductions in discretionary expenditures by consumers may lead to lower attendance at movie 
theatres and perhaps a decline in sales\rentals . of videocassette£:. As well, the film industry will be 
affected by the introduction of the GST in 1991. Other things being equal, replacing the 13.5% 
federal sales tax on prerecorded videocassettes with the 7% GST can only have a positive impact on 
film distribution activities since it should induce a price reduction and subsequent sales increase for 
prerecorded videocassettes. Conversely, however, ticket prices for movies at theatres will rise by 
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5.6% according to the Consumer Information Office. This 5.6% increase ought to adversely affect 
movie attendance. Thus the GST will have contrary impacts on the prices and, therefore, sales of 
home videos and movie tickets. These contradictory effects, along with the absence of a notable 
correlation between economic growth for the film distribution industry and for the nation, make it 
difficult to predict what awaits the industry. 

It is, however, advisable that DOC monitor the health of Canadian-controlled distributors and ensure 
their general survival during these uncertain times. Foreign-controlled distributors have been notorious 
in relying solely on the revenues of foreign-produced potential box offices smashes, to the detriment of 
films with Canadian content. In 1986, for example, less than one percent of the sales revenues 
earned by foreign-controlled distributors in Canada were derived from films with Canadian content. 
The corresponding proportion for Canadian-controlled firms was 17%. A substantial exit of Canadian-
controlled distributors from the industry would limit Canadian film viewers' choices, and further hinder 
efforts by Canadian artists seeking to strike a chord with Canadian audiences. 

Strategy & Plans 



FIGURE #11 

RELATIONSHIP BETWEEN FEDERAL GRANTS 
ECONOMIC GROWTH FOR ARTS & CULTURE 

wee 1983 1984 1885 

year 

1987 1985 

% GROWTH RATES 
25 

20 

15 

10 

5 

0 

-5 

10 
195Z 

- GROWTH RATES PORI 

GRANTS TO CULTURE -4--  ARTS it CULTURE GDP 

Impact of the Current Economic Climate 	 20 
on the Communications and Culture Industries 

CHAPTER IV: IMPACT ON DOC PROGRAMS AND POLICIES 

Greater Demand for Government Assistance 

The current economic slowdown's negative impacts on consumers, businesses, and government may 
ultimately trickle down to, and perhaps jeopardize, enterprises in some of the industries under DOC's 
portfolio. 

Our analysis of the historical relationship between economic growth and the volume of activities for 
particular industries offers little evidence to suggest that public libraries or the telecommunication 
carrier, film, or performing arts industries will suffer as a direct result of the recession. In fact, we 
can expect the telecommunication carrier industry to continue its rapid expansion. 

However, during the 1980's the fortunes of the broadcasting, book publishing, and sound recording 
industries were all inexorably tied to the health of the Canadian economy. Perhaps more importantly, 
there was also a shrinkage in the real value of output for all three of these industries during the 
economic downturn of 1982. While most of the cultural industries may be influenced by a recession-
induced decline in discretionary consumer expenditures, the book publishing and sound recording 
industries may be particularly affected by this factor. These industries can again be expected to 
suffer as a direct result of the "tighter money" arising from increased unemployment, high interest 
rates on spiralling household debts, and the GST. Moreover, recessions usually bring liquidity 
problems to businesses which are then tempted to reduce their advertising outlays, thus bringing 
hardships to broadcasters. 

Through its grants and contributions, 
DOC has propped up many ailing 
Canadian cultural organizations over the 
years. The strong correlation visible in 
figure #11 suggests that government 
grants and contributiôns to culture are 
essentially a prerequisite to the health 
and vitality of the cultural industries. 
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As the recession continues to take its toll, more and more Canadian organizations will need greater 
amounts of financial assistance from DOC. Simultaneously, however, the federal treasury will be 
further strained as the government struggles to maintain a social safety net for victims of the 
recession. Informetrica predicts that the federal deficit will rise by almost $8 billion to $35.5 billion in 
1991. The deficit must in turn be added to Canada's cumulative federal debt. Figure #12 illustrates 
the extent to which Canada's public debt 
has spiralled to unprecedented heights 
in the 1980's. Canada's debt, and high 
interest rates, have prompted crushing 
federal interest payments that have 
indeed quadrupled since 1980. Despite 
recent federal government operating 
surplus', large annual deficits have 
persisted due to the magnitude of these 
interest payments which now gobble up 
35% of federal expenditures. 

To contain the worsening fiscal situation, 
the government can be expected to 

raise additional revenues through tax 
hikes, while also reducing the resources 
it provides to most departments - 
including DOC. To help the ailing 
industries during these financially difficult 
times, the Department would have to make greater use of structural measures. 

Key Indicators To Watch For 

Recession, inflation, oil prices, layoffs, GST, ailing global economy have been regular headlines of 
major newspapers in the last six months, all signals of a significant downturn in the Canadian 
economy. All these indicators need to be monitored very closely as their outcome impact on the 
diverse sectors of the DOC portfolio comprising arts and culture and the telecommunications 
industries. 

Clouding the outlook in particular is the tension in the Persian Gulf which has sent oil prices to 
unprecedented levels. If oil prices stay at these levels, or move even higher with the outbreak of 
hostilities, the economy will really be in trouble. 

A rising oil bill filters through the economy in a myriad of ways with consumers and business having 
less money to spend after the tab has been paid. 
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Equally important is the impact on the inflation rate, which would rise sharply, with the current easing 
of interest rates reversing its downward trend. 

Another factor is the impact of the GST. Some experts predict the seven-per-cent levy on virtually all 
goods and services will have a one-time-only impact on inflation of 1.25 percent. There is however 
some uncertainty over how the GST will impact on interest rates and how it will affect consumer 
spending, a major engine of economic growth. The government has predicted consumers will curb 
spending in the early months of the year, but some economists feel it could last much longer. 

With high inflation and interest rates, as well as a larger part of personal income going to taxes, 
consumer confidence will not be better than it is now and potential purchasers will still be trying to 
work down debts while absorbing the GST. 

Furthermore it is not clear the U.S. will skirt a recession. In fact it is pretty close to it. If the U.S. tips 
into a recession, that will simply pull the Canadian economy down further than it already is. 

In summary, inflation is likely to get worse before it gets better; interest rates may rise again before 
they fall; and the crushing federal debt and deficit is getting heavier. 

The picture around the world is not much brighter. The weakness in the North American economy and 
the United Kingdom deepens as high interest rates and declining consumer confidence persists. The 
robust pace of growth in other major industrial nations is also slacking. Unstable world oil prices 
continues to distort external trade and investment, while the ongoing conflict in the Persian Gulf is 
heightening inflationary pressures everywhere. 

Even Japan's boom economy is continuing to ease, dampened by a shortage of labour, high interest 
rates and slowing corporate profits. Consumption has also slackened in that country following the 
hikes in crude oil price. 

There is little doubt that all these factors will continue to impact on consumer behaviour. It will 

become essential to understand these forces as competition for the consumer pocket book will be 
fierce, extending from Japan, the USA to the new Europe and beyond. The battle for today's 
consumer attention will require innovation and a full understanding of the pressures Canadians must 
deal with. 
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