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We are pleased to present our Final Report on the Canadlan

\ii\\ Periodical Publishing Industry Study. The industry is a complex one which

makes a significant economic and cultural contribution. It is basically in a

developing the most appropriate policies and programs in the interest of the

healthy condition. We trust that this Report will assist the Department in
% industry and of the public.

We are indebted to a large number of persons in Government and
industry for their assistance. In particular, we would like to thank you,
Jean-Pierre Langlois and Huguette Turcotte for the time and.enérgy you have
put in to giving us support throughout the study. In the industry, many ; i
organizations and individuals have given us full cooperation, including all

the major industry associations. We also owe a considerable debt to both the
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English and French panel members and to all those others who provided us with
interviews and who responded to our survey-questionnalre. These are too .
numerous to mention here, but a full listing is provided in the Appendix. We

would like to emphasize, however, that the findings and recommendations are

our own.
Finally, we must say that we greatly enjoyed carrying out this
work, are privileged to have been of service to the industry and the

Department, and look forward to future opportunities to serve the Department's

nee&s. )
Yours very truly,

RFB

RJ

MHW
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A STUDY OF THE CANADIAN PERIODICAL PUBLISHING INDUSTRY

'EXECUTIVE SUMMARY

Introduction

This Study was commissioned by the,Department of
Communications (DOC) with the principal aims of developing a solid
information base on the industry, of reviewing federal government
policies and programs affecting the Canadian periodicals industry, ard
of recommending and developing new.policy options where analysis shows
this to be necessary.

Two essential objectives lie behind these aims:

- the overall cultural objective is to secure and maintain the
national identity of a -major portion of the periodicals
industry and to provide the Canadian reader with access to
a wide range of domestically-produced products;

- the overall economic objective is to maximize the financial
strength and opportunities for growth of the Canadian
periodicals industry in the face of a number of formidable
obstacles, including a relatively small and widely
dispersed population and competition from foreign
periodical imports. ‘

Particular consideration was given in the Study to
differences between French-language and English-language periodicals
and periodical publishing; some reference is made to these differences
in this Report, and a general review of the French-language
periodicals industry is the subject of a sister volume.

A comprehensive survey-questionnaire was sent out to

over 3,000 periodicals, of whom 750 were francophone. We interviewed

84 individuals or organizations involved in the English-language




periodicals industry and 26 from the French-language industry, and we
carried out 8 case studies in the English-language and 3 in the French
language. Considerable use was made of secondary information sources,
such. as previous Government reports and research studies and briefs
presented to us orvto various Government bodies by companies and

organizations in the Industry.

Industry Overview

The entire process of a publisher putting.together a
periodical and then distributing it to the readers involves many
different activities and organizations. The Chart opposite displays
the complete spectrum of these. There are generally four basic
aspects:

— compiling the content (advertising, editorial and other)

- physical production and general business management
(ownership ‘or sponsorship, publishing and manufacturing)

- distribution to subscribers (including paid and unpaid)
through the mail, to single copy buyers through the retail
network or to others through various means (alrplane seats,
hotel rooms, etc.)

- readership by the consumer.

Industry Analysis

The publishing of periodicals and related activities
accounted for the employment of about 25,000 Canadians in 1981, paying
about half a billion dollars in wages. Total revenues of commercial

and non-commercial publishers was about $815 million. Periodicals




clearly play a major cultural role, since they occupy a significant
part of each Canadian's leisure and woék time. We estimate that there
are 5,000 publications in our Study universe, published by 3,400
different publishers. Only a small portion of these 3,400 are solely
devoted to publishing periodicals. The level of .concentration . (the
proportion of overall activity accounted for by the largest companies)
is relatively low in comparison to most Canadian manufacturing
industries, and has probabl& diminished éver the past few years.
Periodical publighing is closely tied to printing operations. The
industry is highly concentrated in Ontario and Quebec. As.é medium
carrying advertising, the importance opreriodicals rose.over the
1970's; relative to where it was in 1972, périodical advertising has
grown faster than in any other media. Writers do not have a .strong
bargaining position in the industry; this~componeht,rthe creative
component of the industry, does not have the same ecohdmié capability
to earn large returns as do book authors, rewarding artists and'mpvie
actors, because there is not opportunity to have large sales.

About 50 percent of all periodical circulation included
in our>Study universe is distributed by the Post Offiée. Another 44
percent is delivered direct to the home or other locations (the vast
majority of which consist of television supplements in weekend
newspapers). The remaining 6 percent is sold through retail
establishments. With the exception of a very few'special instances,
all publishers operating in Canada are Canadian-owned.

The overall average profit performance of commercial

Canadian periodicals has been relatively positive; it is an industry




with very few failures, and far more entries of new publications than
demises of old ones.

The non-~commercial sector includes a wide range of types
of periodicals: government, artistic, literary, scholarly, religious,
and association-based. Nearly all of these are low~budget and
low—-circulation, and, along with a list of other problems which
largely arise from being small and underfunded, face formidable
obstacles in makiﬁg themselves known and available to that segment of

the public which might like to read them.

Issues

The major issue is the postal program. There are
several dimensions to this problem:

rates:  the industry is concerned that these costs not increase
unduly and the government. is.concerned about whether its
subsidy is benefiting Canada appropriately. The industry is
also concerned that postal preparation requirements be properly
recognized as part of the increase in costs.

regulations: the unequal access of periodicals to different
rates is a major concern of those included and excluded. Not
only does the existence of different rates cause problems, but
also the interpretation and application of the rules deciding
who should or should not get the rates is a major issue. These
issues are of major importance to the controlled circulation
press and to associations.

the real costs of .delivering periodicals: the lack of knowledge
of actual costs confuses the discussions.

Other issues do have some impact on policy planning, but
they are not very commanding in terms of their importance to policy

and program planning:

-




writers remuneration: since the creative core of the industry is
key to Canadian culture this is a problem worthy of concern.

" However, because it is a market-forces. problem, the government
will not be able to have a major impact.

foreign competition: the industry enjoys one of the highest
levels of Canadian ownership and consumption of all cultural
industries. This should continue to be guarded but, in our
view, is currently only a problem of enforcement which does not
require major new initiatives.

small periodicals: these are typical problems of small
business. The presence of so many small operators indicates
entry is relatively easy and that government should support
their on~going viability to the same degree it sponsors small
business growth in all sectors, through its general programs of
support for small businesses.

marketing and distribution: there are several dimensions to
this problem. Access tO newsstands has long been voiced as a
major problem for small, more culturally-oriented periodicals.
While this is cause for some government support it is not a
critical problem, simply because the market.does not.exist for
most of thesé. periodicals, nor could they afford the access.

government purchasing of advertising is really a matter of policy
consistency and is not of key importance to the .industry.

export marketing is of some interest since it would help increase
market size and meet Canada's intermational cultural
aspirations. However, the nature of the product dictates that
this will always be a limited marketing opportunity.

Program Proposals

The following specific program proposals are made with
the intent of meeting government ijectives'vis—a—visAthe periodicals
industry and also of providing it with a flexible and pragmatic set of
programs that can be adapted quickly and withoutbmajor dislocation to
any part of the industry when changing conditions warrant it:

- if the government wishes to reduce the financial subsidy to
the periodical industry, it should adopt a cautious and

pragmatic approach in any move to change postal rates
beyond the rate of inflation, including:
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a clear statement of the objectives of the government
vis—-a—vis the periodicals industry

a continuation of the policy of subsidising major
elements of the industry

an attitude that the subsidy be regarded as a combined
subsidy for the industry and the consumer

further understanding of the actual costs of the Post
Office :

a more targetted use of subsidies over time

a reduction but not elimination of the cost to the
government, over time, of the subsidy program

an application of the program solely to Cahadian—owned”
periodicals

a decision by the government as to the degree to which
it intends to differentiate between paid circulation
addressed periodicals and controlled circulation
addressed periodicals

an opportunity on the part of a consumer to request and
to refuse receipt of a periodical if a subsidy is
involved:

support by the government, in its own domestic
advertising expenditures, of Canadian media

a study of the sensitivity of the industry to
advertising rate changes

the simplification and tightening of eligibility
criteria for 2nd class privileges

an increase in the minimum subscription rate per annum
for periodicals receiving the 2nd class code 3 rate to
50¢ per copy

a minimum set at 25 percent of subscriptions be persons
who are not members of a related association for that
association to qualify for preferential postal rates

after key elements of the above have been completed or
are in place, a specific, flexible, pragmatic and
reasonable approach be taken to increasing postal
rates, such as developed in Section 5.5.2.2 of the
text.




Section 19 of the Income Tax Act be retained
A program of enforcement of this Act be set up involving:
o a review of Canadian advertisers in foreign periodicals

o instructions via the Department of Revenue to the
- auditors of advertisers to see that appropriate
accounting takes place.

The 1964 amendments to Schedule C of the Customs Tariff be
retained. From time to time checks should be made to see
that the policy is being enforced and if it is not then
steps should be taken to ensure it is enforced.

Existing programs via the Social Sciences and Humanities
Research Council and the Natural Sciences and Engineering
Research Council be maintained and increased annually at
the rate of increase in the consumer price index (C.P.I.).

Grants via the Canada Council be substantially increased (by,
say, 50 percent) and increased annually by the rate of
increase. in the C.P.I.

The major part of the Canada Council increase be given to the
periodicals it now supports, and a portion earmarked for
payment to writers.

This earmarked grant be thereafter increased with inflation.

A substantial grant increase be given to the CPPA to augment .
its distribution and promotion agency, subject to an
initial cost effectiveness overview and targets for future
cost effectiveness.

A grant be contemplated for the proposed merged 'association
des éditéurs de périodiques culturels québécois/diffusion
parallele' in Quebec if the prospects appear good that it
can work effectively as a distribution and promotion agency
for small artistic and literary periodicals.

The government, its agencies, and Crown Corporations, not be
discouraged from advertising in bilingual periodicals
because of the expense involved in following its own pollcy
of having to place both French and English ads.

The government, its agencies, and Crown Corporationms,
recognize that Canadian advertisers have an economic
disincentive to publish in foreign periodicals, and
therefore give itself an economic disincentive to. publish
in foreign periodicals.




Information Collection Activities

We recommend that a survey of periodicals be undertaken
every two or three years. It should cover:

- advertising lineage

-~ circulation by channel

— editorial sourcing

—~ operating revenues by source (subscriptions, retail,
advertising, grants, etc.)

-~ operating expenses by source (production, edltorlal
promotion, postage, etc.)

~ operating profit

-~ ownership

The survey should go to all com@ercial, scholarly{
artistic and literary and religious publications that can be
identified. A grossing—up method should be used for non-response
based on circulation. The PDA should be approached annually for
newsstand sales by title.

The Census of ﬂanufacturers and Corporation Financial
Statistics should be used for the publisher-based data.

Annual tabulations of appropriate data from ABC, CCAB |
and CARD should be undertaken, including:

- circulation by type of periodical
~ frequency

-~ size stratifications

— channels of distribution

— concentration by publisher.

Whenever possible, the tabulations should be adjusted to
take into cgnsideration.changes in membership and inclusion in the
above sourcés.

;

x * % % % % %
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BACKGROUND AND OBJECTIVES

1.1 Background

The Periodicals Industry has its origin in the

after printing was invented. In Canada, periodicals go back to before

the beginning of the nineteenth century; there are well known
periodicals still published in Canada which have had continuous
publication, more or less, for a hundred years.

As early as the midanineteenth‘éentury, the government

was concerned that periodicals be made as available as possible in-

ere———Canada. "It was the government 's desire to encourage the

dissemination of news to all parts of Canada, both for educational
purposes and to solve political problems‘'’. The government

believed that the better communications that existed, . the less chance
there was of political and economic problems.

The first federal action to have a major impact on the

periodical industry was the establishment of the Canadian Post Office
in 1867, followed by the Postal Act in 1875. This set a common rate
for the mailing of newspapers and periodicals, at a rate of 1l¢ per

pound, with lower rates for publications issued more frequently than

monthly. Remarkably little happened to the rates between 1875 and

¢1>  Evolution of Canadian Discretionary Postal Tariffs and their

Classification Structure: EKOS Research Associates, 1981.



1951. Since then, a series of royal commissions, special committees
and studies have focussed sharp attention on the escalating costs of
_providing the second class mailing rates. Part of the reason for this
concern is that second class rates, under statutory protection until
very recently, and still effectively subject to government approval,
have risen far more slowly than less protected rates (especially first
class). . |

After the Second World War - perhaps because of the
social and other upheavals which that conflict geherated -~ the
government became significantly more concerned with the cultural
contribution of periodicals. Government's concern has been
particularly with those of artistic, cultural and literary merit, as
well as with learned and scholarly periodicals. Direct graht programs
were~initia£ed through federal cultural, scholarly and research
agencies. Three federal agencies now distribute modeét grants to a
little over 200 periodicals annually. |

As this interest in cultural content increased, so did a
consciousness of Canadian identity and content. In the 1960's and
1970's, reviews of policy led to customs tariff amendments, Income Tax
Act amendments and ownership legislation. All these measures were
designed to limit the pervasive impact of foreign periodicals on the
Canadian market, and to give Canadian periodicals the time and
opportunity to establish theméelves.

Today, the industry is a healthy ohe, but one strongly
shaped and led by deeply entrenched and expensive federal policies,
programs and legislation. The one with the strongest influence (and

the most expensive) is the postal program of reduced 2nd class rates.




The establishment of the Canada Post Corporation has
increased the pressure on the federal government to do something about
growing postal deficits. Since 1978, estimates of Canada Post's total
losses linked to pu?&%ﬁ?ifii_mailings have been separated.fromicanada
Post's losses on other categories of mail.

Over time, the éeriodicals industry has broadened into
many sectors, now comprising thousands of titles and hundreds of
millions of copies a year. With this growth has come both sectoral
character and‘sectoral problems. It seems timely to try to define
both a little more.

1.2 Objectives of This Study

The principal aims of this study are. to. review federal
government policies and programs affecting.thé Canadian periodicals
industry and to recommend and develop new policy options where the
analysis shows this to be necessary. In order to facilitate these
first aims, another major purpose is to develop a solid information
base.

Two essential objectives lie behind these aims, and we
consider that this study should play a major role in helping to
achieve them:

o the overall cultural objective is to secure and maintain the
national identity of a major portion of the periodicals
industry and to provide the Canadian reader with access to
a wide range of domestically-produced products;

o the overall economic objective is :to maximize the financial
strength and opportunities for growth of the Canadian
periodicals industry in the face of a number of formidable
obstacles, including a relatively small and widely

dispersed population and competition from foreign
periodical imports.



For federal government policies to be effective, they
must be ﬁased not only on an agreed set of cultural and economic
principles, but also on a sound body of information about the
periodicals industry.. One role of this study has been to gather
information and to provide the necessary accompanying analyses. We
were specifically concerned with undertaking the following:

1. A comprehensive survey of the periodical industry covering

the French and English language sectors and including
quantitative and qualitative data and analysis on:

o ownership and financial status

o the industry's place in Canadian cultural life

o industry structure and the interrelationships of its
components

o sources of revenue and the role of advertising

o methods of distribution and promotion

o0 operating procedures and costs

o employment

o geographical coverage

o industry concentration

o the role of foreign competition

o competition from other media.

2. Analysis of past and present federal government policies and
programs relevant to the industry.

3. Development of proposals for federal government policy
revisions and new initiatives towards the industry.

4, Development of systematic, ongoing mechanisms for monitoring
the periodicals industry and evaluating government policies.

One very significant omission was advertising
information from major advertisers and their agencies. The study's
Terms of Reference precluded discussions with these parties.

1.3 Treatment of French Market

A comprehensive survey questionnaire was sent out to
over 3,000 periodicals of whom 750 were francophone. The response

rate from the francophone press was not quite'as good as from the




anglophone press (the mailings were, respectively, in English from
Toronto and in French from Montreal) but gave some solid indications
of what differences and similarities existed between the English and
French periodicals press. T

Also valuable were the 26 interviews and 3 case.studies
carried out by the French-language members of the Study team, the
advice of the French-language advisory panel and the research carried
out by the French-language team.

While we’found more similarities than differences
between the French and English periodicals industry, we felt that it
would be useful to present a separate-French-report highlighting the
nature, strengths and problems of ‘the French-language:industry, while
leaving for a main report the overall review of the Canadian

periodicals industry.

1.4 Acknowledgements

We were impressed and encouraged\by the cooperation we
received froh the industry. With very little exception (and no
exception whatsoever from major participants in the industry), we were
given time generously and given access to numerous ideas and copious
material.

All the major publishers went to considerable trouble to
make representations to us, and responded fully to our survey-—
questionnaire, often with considerable time involved. on their part,
and to our réquest for interviews.

We worked closely with the main industry associatioms:

- the Canadian Business Press



ek,
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— Magazines Canada

— the Canadian Periodical Publishers' Association

— the Canadian Magazine Council.

- Association des éditeurs de périodiques culturels québécois.
They helped us greatly in our understanding of the issues, and in our
ability to reach and work with members of the industry.

We interviewed 84 individuals involved in the English-

language periodicals industry and 26 from the French-language
industry, and we carried out 8 case studies in the English language

and 3 in the French language. As with our other contacts, those whom

we interviewed or with whom we undertook case studies gave us full

‘cooperation.

We w0uid also like to thank the members of the
Department of Communications, Statistics Canada, Canada Post, and the
Canada COuncil,:for_help,videas and collaboration.

It became clear to us as the Study progressed that we
were involved with’a sizeable, healthy and valuable Canadian industry,
and that it should be developed in the future in a way that did not

undermine its very clear successes in the past.

1.5 Statistical Sources

Many other communication industries that have a large
impact on Canada's industrial and cultural fabric are characterized by
having relatively few companies involved and relatively homogenous

products. In contrast periodical publishing has a very large number

of publishers and a range of products that seem to defy accurate




statistical description. All the standard data sources have serious
deficiencies that we and others have noted. The chief sources and

their shortcomings as statistical data sources on periodicals are:

1.5.1 Statistics Canada

Statistics Canada publishes the results of two very

different surveys directly relevant to periodical publishing.‘'’

i) Census of Manufacturers: Printing, Publishing and Allied
Industries, Annual, Catalogue 36-203. This is an annual
survey of manufacturing industries that includes the
following Standard Industrial Classifications (SIC):

286 ~ Commercial Printing : I

287 - Platemaking Typesetting-and- Trade Blndery
288 -~ Publishing Only
289 - Publishing and Printing.

The publishing of periodicals is considered a
manufacturing activity under eifher Standard Industrial Classificétion
(8IC) 288 or 289. Any organization whose main revenue source is the
publishing of periodicals wouid be included in either category
depending on its degree of vertical integration. Those under SIC 289
have théir printing 1arge1j done in-house. Also, any organization
whose prime revenue source is the publishing of any other similar

product, (books, newspapers, etc.) would also.be included.

¢ Many other statistical reports produced by Statistics Canada

include 'publishing' as a specific category.




This source contains the following:

~ publisher data on an establishment basis (will exclude
other activities of a company if physically distinguishable)

- production data (employees, shipments, value-added)

- estimates of advertising and circulation revenues by
types of periodicals.

Problems include:

- undercoverage due to not including any organization that
does not publish as a prime activity. Thus many large
association-based periodicals are excluded. Alsoc, due to
survey cut-offs, many small publishers are excluded from
direct surveying. The undercoverage was considerably worse
prior to the Bureau of Management Consulting study in 1980
whose recommendations led to better coverage

— self-response that can lead to misinterpretation especially
between categories

~ both advertising and circulation revenues are undercounted.

ii) Culture Statistics: Newspapers and Periodicals,
Catalogue 87-511(formerly 87-625)

This is a unique publication for Statistics Canada in
‘that it does not involve a direct survey of the industry but rather is
a tabulation of data in Canadian Advertising Rates and Data (CARD) and
more recently, -additional data from the Audit Bureau of Circulation.

Thi's publication examines circulation data and number of
titles by various categorizations (including the CARD-based split).

It also examines, in various issues:

Roa

-~ U.S8. circulation in Canada
- reporting of data from Catalogue 36-203
- editorial comment on the industry.



Since its source is limited to CARD and ABC, it does not

include circulation data on non-commercial periodicals nor those- that

choose not to be listed.

1.5.2 Canadian Advertising Rates and Data (CARD)

A Maclean Hunter monthly publication for the advertisging
industry lists all periodicals that wish to sell advertising and
includes circulation statements (although many publications fail to
submit acceptable statements). Other information includes:

- advertising data (cost, timing, etc.)
- frequency

~ circulation by type

- year started.

This is. the most often-used source. .for.analyses of . the
Canadian periodical industry. Its shortcomings as.a statistical
source are that it:

~ excludes all publications that contain no advertising or
are not interested in selling advertising through this
medium

- includes many periodicals which do not list their circulation

— includes many periodicals not included in our definition of
'periodical' such as directories and annuals

- excludes foreign periodicals.

1.5.3 ' Other Secondary Sources

Audit Bureau of Circulation (ABC)

This American-based non-profit. organization produces
basic circulation data for its member publications. These must have

either 70% paid circulation or 50% directly requested circulation.
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Other data available are circulation by type and location,
subscription price and premiums, and a variety of other information.
The ABC produces a blue book of audit statements each six months on
all its member publications in the U.S. and Canada.

It undercounts the universe due to its lack of coverage
of controlled circulation periodicals as well as most smaller
commercial periodicals. .and all ﬁon—commercial publications. However,
it does cover all the major consumer periodicals, As will be shown
later, we undertook a special analysis of tﬁe "Blue book" for 1961,
1971 and 1981 to investigate the trend over time of circulation of

foreign and Canadian periodicals.

Canadian Circulations Audit Board (CCAB)

This organization performs the same function for
controlled circulation .periodicals as does the ABC for paid

circulation.

Periodical Trade Associations

! <

Magazines Canada - provides gross advertising revenues by
advertiser for each of its periodicals. This is limited to
the major consumer periodicals.

Canadian Business Press — undertakes a cost study of its member

periodicals. ;
O]

Canadian Periodical Publishers' Association - has undertaken
various membership surveys.

These data sources are only related to the universe
represented by each association.
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1.5.4 Woods Gordon Periodical Publisher's Survey

As a consequence of the lack of coverage and detail
available in the above sources, we un&ertook a major survey of
publishers and publications in Canada. Appendix 2 reviews the
planning, execution and results of this survey.

As detailed in Section 2.1 and in Appendix A, we
estimated that in 1981 there were over 5,000 titles with a
single-issue circulation of about 71,000,000. In compiling our
mailing list, we were restricted to about 2,700 publishers and 3,400
publications due to information sources we had on hand.

The questionnaire. consisted of three. parts:

1) General questions for the publisher
2) Non-financial questions for each periodical
3) Financial questions for each periodical.

The questions were designed to ascertain key facts as

well as policy-oriented background data aﬁd opinions. The following

facts detail key aspects of the survey.

English French Total
Distributed:
No. of Publisher Questionnaires 2,000 700 2,700
No. of Publication Questionmaires 2,450 750 - 3, 200%
Returned and Usable: , .
Publishers 463 77 540
Publications 515 90 . 605

#This differs from the 3,400 referred to above for the reasons. listed
below.

All the major publishers co-operated. Those with many
publications, such as Maclean Hunter and Southam, were only asked to

complete a limited number of questionnaires for typical periodicals to
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reduce response burden. The assembled mailing list was drawn from a
variety of soufces, including the Post Office, CARD, Ulrich (Bowker's
Directory), Canadian Directory of Associations and various periodical
association membership lists.

We estimate that the survey represents about 75% of
total revenue generated by the industry although significantly 1esé in
terms of numbers of periodicals (12%) and circulation (37%). Further

information on response rate is provided below:

Response Rate to the Woods Gordon Survey

The response rate is difficult to calculate in this case
because of the multi-periodical publisher situation including the fact
that Maclean Hunter and Southam were only asked to compile a sample of

publications. The various ways of viewing it are shown below.

Count of Publishers
* Questionnaires sent 2,700
Usable responses 540
rate 20% (survey frame)
16% (universe frame)

* (The total estimate of number of publishers included another
700 government and association-based publishers.)

Circulation Accounted for by Publishers
* Questionnaires sent 49,000,000 (single-issue)
Usable responses 26,000,000 (single-issue)
rate . 53% (survey frame)
37% (universe frame)

et

* Please note, we did not survey newspaper supplements and
mailed-in-Canada publications, although they were
eventually included in our definition as well as about
1,800 mainly association and government based
publications. This is why the 49 million-coverage is less
than the 71 million universe estimate.
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Count of Publications
* (Questionnaires sent 3,200

Usable Response __605 ‘
rate T 19% (survey frame)
rate , 127 (universe frame)

* The initial survey excluded many.Southam and Maclean Hunter

publications in order to reduce their response burden
(about 200). :

Also excluded were an estimated 1,600 -other small .péeriodicals
" composed of those that are released by the ‘700 publishers
mentioned above as well as other publications not included
in the original list because they were supplements, printed
in Canada (not published), or a second or third publication
of a publisher alreddy included but not known at the outset
as having more than one.

Comments on Accuracy of Woods Gordon Survey

The survey, as will be seen below, served a significant
role in our analyses. . It is important to note, however, that the data
which resulted from the survey's tabulations cannot be taken as an

exact measurement of the total of Canadian publications and

.publishers. Rather, we have used it as a yardstick with which. to

’

analyze key areas of the industry on the understanding that the data

\

are exploratory and directional and not an exact mirror. Several

factors should be considered in this regard:

~ We mailed to all publishers that we could identify using a
variety of lists. We are very confident that all major
publishers were included. A number of small commercial and
non—-commercial publications were excluded because they did
not appear on any of our lists used for mailing purposes.
The large number of publications of this type that did
respond means that their coverage was excellent.
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— The mailing was intended to cover as much of the universe of
publications (our universe is described in Section 2.1
below) as possible given the limitations of our lists.
These lists covered about 65% of titles and 70% of
circulation and thus there was no formal sampling. We also
excluded newspaper TV guides and publications whose content
originates outside Canada but which are printed in Canada
since, at the time, there was some doubt as to whether to
include them. We did provide several publishers with the
opportunity not to file returns for all their
publications. This selection was based on the respondent's
sense of 'representativity'.

As a result, there is no statistically reliable method
to ‘gross up' the results to equate the total for the entire

universe. Thus, the results from our survey only reflect the pattern

for those that responded. The key question then is whether this group

of respondents can be taken as representative of the universe. In our
judgement, for the purposes of general description and for policy
analyses, the database drawn from the survey generally does reflect
the universe. There are, however, several areas in which coverage was
somevwhat lower than would. have been preferred and we have sought to
supplement this information from other sources. The key missing area
covers small commercially-oriented pubiications as represented by the
Canadian Periodical Publishér's Association. Only a limited.number of
their membérs returned completed questionnaires, and these tended to
be the iarger ones.  On the other hand, response was excellent from
mémbers of both Magazines Canada and the Canadian.Business Press.
Further details are shown in thé following table which documents, on
the bases of titles and circulation, thé coverage in selected areas of

the industry.

-

B
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Representativity of Survey Response
(Percent of Category)
Titlesg¥ik . Circulations#
(Single Issue)

Associations
Magazines Canada 73 % 75 %
*Canadian Business Press 78 81
**%Canadian Periodical Publishers 10 18
Association
Association des éditeurs de 25 .28
périodiques culturels québécois
Categories
Consumer 11 % 38 %
Business 15 42
Scholarly 10 26
Artistic, Cultural and Literary 7 17
Religious 7 30
Total Average 12 2

37 %

*This is a publisher-based organization and'the.calculations .are

made on this basis.

*%Excluded COMAC from our calculations.

*%*We have included all Maclean Hunter and Southam publications.

1.5.5 Comments on Non-Survey-based Estimates

Due to the fact that we used a variety of databases,

including some that were for different years, data related to the

universe can only be taken as rough approximations intended to get

'order of magnitude' results. Wherever possible we have used

different sources to cross—check data from a particular source,

although this was not always possible.

As a consequence, we have relied on a variety of

data.

" qualitative sources to verify the general acéuracy of the quantitative
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Each time we present a new set of estimates, an
explanétory note of methodology is,included in Appendix A. As will be
seen, these are sometimes fairly rough but we have only included these
~ when we feel confident, on the basis of researching the industry for

over a year, that they present a reasonably accurate view.

1.6 Caveats and Future Work

It is appropriate for us to express certain
considerations as to an approach to this Study, its results and
implications for the future.

We set oﬁt, ambitiously, to achieve major improvements
to the existing quality of data available in the industry. Following
our initial investigations .of the industry, and with the agreement of
the study director, it was decided to increase the number of
..questionnaires available beyond those originally proposed. With
further investigation we discovered more publishers and, because of
this, mailed even more than agreed. In effect, we mailed more than
three times the number of survey-questionaires that we had anticipated
in our Proposal, and received a higher response rate than expected.
This we found valuable as a signpost to issues and problems. However,
the industry is complex and, taking into account the strong impact of
sector, language, circulation size, nature of ownership and frequency
of issue, to name just five major parameters, the industry quickly
. breaks down into more than a hundredlquite distinct types. Against
this, the survey-questionaire results are a guide only to the size and
ﬁatufe of the universe and the sub-universes of the periodicals

industry.
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Our work has made it possible to establish a data
collection methodology for the establishment Qf a data bank which, if
maintained, would be of value to the government and. the industry.
Appendix B of this report explains our recommendations for an ongoing
survey. ,

One serious constraint in our terms of reférénce was
that we were specifically excluded from making an& direct aéproach to
the advertising industry because of concerns ﬁhat such an approach
might affect advertising in pefiodicals. This significantly curtailed
our ability to analyse the periodical industry's.maiﬁ source of
revenue, and its sensitivity to changes in advertising"rates.-4We have
made a recommendation in this regard. | |

Another constraint which impacted.on the éertainty of
our results was the lack of a postal cost study. :We were aware .of and
had available éome referéncés to work done over the years by the Post
Office, including a cost formula developed in 1965 by P.S. Ross and
Partners based mainly on weight per copy, size and geographical
distribution, and involving sortation, transportation and delivery
costs, from which specific costs and thus rates could be.specified for
any given item or publication. The major suggestion of this study was
that subsidies be granted as discounts from the official,rates based
on full cost, rather than as specific rates. We have attempted to
review options following this line of thinking, but found Oufselves
unable to proceed very far because of a lack of. confidence that we

could estimate even roughly the true costs of delivering various kinds
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of mail. While this lack of knowledge of costs is made much of by the

industry and is an impediment to government policy-makers, it is clear

to us that postal costs generally are far in excess of the lowest

rates charged to a significant number of publications (even allowing

for the fact that many publishers, like other mailers, do a great deal

of mail preparation). Therefore, while it would be preferable to know
the exact costs, for our purposes we are sufficiently confident that a
large gap exists between second class codes 3 and 6 charges and actual
costs to accept that a subsidy exists. We discuss our rationale for
this conclusion in Chapter 5.

It is also necessary to comment on objectives. The
overall objectives of the government are not likely to be static. One
of the biggest concerns the government has - the high cost to it of
maintaining concessionary postal rates - has come about largely as a
result of governmental neglect of the need to change both policies and
programs over the last 100 years. We are of the view that government
policy and programs applied to the periodicals industry are going to
have to be watched and monitored carefully if the twin objectives of
sustained industry health and efficient use of government programs are
to be met. Government objectives will essentially have to keep pace
with a healthy but variable industry in a competitive, cultural and
communications environment that is changing rapidly.

Thus, we reached conclusions to the extent that we
could, looking at existing conditions, and we also have commented on

the balance of economic, communicative and cultural forces in the
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industry today, but we have not proposed policies, let alone programs
which can be statistically established.

1.7 Report Structure

There are many ways in which' the industry might be
analyzed. We have chosen to take an issue - orientation to the
industry.

The industry is a complex one, and we have therefore .
chosen to start by providing an overview of the industry in Chapter 2,
followed by an industry .and issue analysis in Chapter 3. We proceed
to an examination of policy and strategic concerns in Chapter 4 before
turning to an examination of £he critical postal'issue and. policy
options (Chapter 5). Chapter 6 d%Scusses options~for:dealiﬁg‘with
other'issues. . The report concludes with a summary of our
recommmendations. Appendices A to E. provide a-detailed methodology, a
review of possibilities for improving data on the industry, a
bibliography, a contacts list and a description of direct grant
programs. In.order to facilitate reference to the exhibits, they have

been bound under separate cover as have the Appendices.
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2. AN INTRODUCTORY OVERVIEW OF PERIODICAL PUBLISHING

The objectives of this chapter are to describe what a
‘periodicai, a publisher and the periodical industry are, in order to
set the scene for a more detailed analysis of policy-related issueé
later.

Even a cursory glance at what is involved‘iﬁ publishing
periodicals indicates that it is a complicated activity to define and
»déscribe, much less accurafely explain thé interrelationships.
iNotwithstanding these problems, to facilitate the analytical and.
v?eporting process it>is critical to establish a common qndersténding
of what is meant by the terminology,‘what is included, the groupings
of homogeneous publications that are possible and a brief review of

-.the main elements involved  in the periodical industry. The following
| ) sets of definitions are somewhat afbitrary but in our judgement are
‘reasonable,fqr policy purposes. - . |
Thére are three key domains:
1) periodicals.- the product
2) pubiisﬁérs - the organization with ultimate ownership of
one or more periodicals ('publisher' is also an occupation
within the ownership organization. This report will make
it clear by context or statement if the occupation is being

discussed. Otherwise, one should assume that use of the
term 'publisher' refers to the organization)

3) - the periodical industry - the collection of economic and
cultural .activities needed to create, produce, distribute
and use periodicals.

In some cases, such as Ethos, the periodical and the
pﬁblisher are almost indistinguishable because the product is the only

output of the ownership organization. While not rare, this situation
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is éar outweighed by the many variations of types of publishers and
publications. As a result, there is little one-to-one predictable
relationship between the two and thus they should-be»examined
separately.

This section attempts to define the -universe of -each
group and to categorize components of each for analytical and policy
purposes. As we discuss below, definitions for various policy
purposes can sometimeé be more narrow than for anmalytical or

descriptive reasons.

2.1 Periodicals

There is no generally held definition of ‘a 'periodical’
except, perhaps, in the library profession:

A "periodical” is a serial appearing or. intended to appear
indefinitely at regular or stated intervals generally .more
frequently than annually, each issue of which normally
contains separate articles, stories, or other writings.
(Anglo-American Cataloguing Rules).

The above definition is extremely crude and somewhat
vague since it does not address such aspects as the amount or type of
content, why it is produced, or by whom, who the audience ié;»cost,
format, etc. However, it does include four key aspects:

— more often than once a year : |
-~ regular intervals

4 = contains "writings"

-~ and by implication, a printed‘'’

product.

‘Dyhile technological changes are blurring the distinctions between
various communications products, as evidenced by a small number
of recorded 'journals', we have taken the position that a
written product is different from a recorded product just as a
book and the movie of the same story are different.
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The library definition adopts as a starting poinﬁ a
'serial' which in turn is taken to meén "a publiéation issued in
succéssive parts, bearing numerical or chronologicalldesignations and
intended to be cohtinued'indefinitely". In an overall sense, serials
can then be subdivided into three types as shown in EXHIBIT 1:¢!’°
annuals, newspapers and periodicals.‘?’

When discussing the meaning of a 'periodical'’ with
members of the industry and in our reviews of existing definitioms,

several different aspects were underscored:

o there is no commonly accepted definition (for instance, the
Income Tax Act does not include one)

o frequency can vary from daily to four times a year to much
less frequently T

o in the industry, the term 'periodical' is usually equated
with 'magazine' although a magazine tends to be identified
much more with a commercial product

o- the various periodical trade associations do not have a
common. definition and one, the Canadian Business Press,
includes annuals, directories and newspapers.

As a result, we have taken a broad approach to the

overall definition issue.

C!’EXHIBITS are bound separately.

‘®’yhile the Terms of Reference for this study excluded both
annuals and newspapers, it should be noted that the two
categories are significantly influenced by some of the same
government. programs such as postal rates and advertising
provisions. Newspapers were extensively studied by the Kent
Commission. However, annuals (yearbooks, directories, annual
reports) have not been looked at but do represent a
considerable volume of material. For instance, Maclean Hunter
Research estimates that the annuals that carry advertising (and
many, such as annual reports, do not) account for 5% of all
advertising. Circulation is impossible to estimate but it is
very large.
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Qur interviews and surveys stressed that periodicals can
play a Qide variety of roles. ' Each periodical. is chiefly a medium-éf
communication that attempts to meet the particular needs of its
audience. This statement encompasses a great number of goals and
missions evident in the nearly 5,000 periodicals produced in Canada;
these include one or more of the following:

o a means of making a profit for the 1nvestors by generating
more revenue than -expenses.

o a means of informing a readership about a variety of topics.
o a means of entertalnlng a readershlp
o a way of educating an audience.

o a medium of expression that reflects.a form of feeling,
* understanding or observation'.of..our:surroundings.

o a way of promoting the publishing organization, 'a. prlnc1ple
or movement, etc..

o a way of organizing ‘a group of persons.

o a way of proselety21ng or p;eachlng a partlcular\p01nt of
view or way of life.

0 a medium.of recording events or decisions, etc.
o a means of publicizing an event, thought, produét, etc.
o a means of fostering creative work.

For each of the above purposes to succeedrin a
periodical, the actual content must fulfill a 'need' of the
prospective reader. In other words, if a periodical's mission is to
entertain, the reader mﬁét want to be entertained in the way the
periodical is written. ; That is, the prime féctor that 'sells' a

periodical is whether it meets the needs of the prospective reader.

N
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For the purposes of this study, a periodical is a

printed medium of communication that is issued on a regular basis at

intervals of more frequent than a year, but not more frequent than

weekly, and that contains a variety of editorial and other writings,

1)

with or without advertising.® A periodical must also:

- have a name and some form of chronology (such as date, volume
number, etc.) on the cover

- be stapled, stitched, glued or otherwise formed into-a
distinct package - therefore excludes weekly and community
newspapers

- be intended to be produced indefinitely

- not be mainly oriented towards advertising content,
" that is, it must contain less than 70% of advertising
content¢?’

~ normally contain a number of articles

- have some form of duplication and distribution on a
non-confidential basis (that is, it excludes material that
carries proprietary rights).

~ further, if published by an association, it must be available

to non-members at reasonable cost and must be of interest
to non-members.

According to our best estimates there are about 5,000

different periodicals published in Canada.‘®’

Given that there is'
no commonly accepted definition of periodicals, it is not surprising

that a commonly accepted classification does not exist. Based on our

various investigations we have adopted a system by which perlodlcals

‘1

‘1ye exclude weekly and community newspapers. The distinction is
primarily one of format - newspapers are not stitched, stapled
or glued.

¢2’The choice of 70% is discussed below in Section 3.6.

“’Appendix A describes in some detail how this estimate was
achieved.
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can be classified into seven major categories, of which two are then
further divided into three sub-categories each, forming 12 categories
in all - see EXHIBIT 2. These are based on the preponderence of .
reader interest, although it should be recognized that.each category
covers a spectrum of reader interest possibilities (e.g. a trade
publication can be read by a consumer due to a hobby inferest, etc.).
This is by no means an established method of classifying the
universe. .However, we have arbitrarily adopted the approach after
discussions with industry associations. The following describes each
group (numerical estimates are summarized in EXHIBIT 3 and the basis
for these -estimates are described in Appendix A.l).
1. Business - includes some 2,150 periodicals. that are distributed
.on the basis of appealing to the business needs of the reader.
While some of the readers may be interested in the publication
out of general curiosity {(micro-computers, etc.) the bulk of
the subscriptions and/or advertising is based on the reader as
a business person.
This category can be further sub-divided into various product
or process topics (plastics, electrical equipment, etc.) or
into a broader set such as. that used by the Canadian Business

Press:

i) Industrial/technical (proce331ng, manufacturing, llght
and heavy industry)

ii) Professional
iii) Marketing (sales, advertising, marketing)
iv) Agricultural
v) Merchandising (retailers, jobbers, wholesalers)
vi) Institutional (hospitals, schools)
vii) General Business and Management.
We have suggested a modified version in order to further
compress all the periodicals into a smaller set of relatively unique

categories, as follows:
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~

(1.1) Trade, Professional and Technical - the bulk (some 1,900)
of all business publications fall in this category
ranging from 'Administration Digest' to 'Wings'. Most
of the publications by members of the Canadian Business
Press would be included in this category. Most (in
terms of volume) also contain advertising. There is
also a large segment of professional association
periodicals that tend to have limited advertising.
Examples include Administrative Digest, Communication
Systems, L'Ingénieur and Québec Aviation.

(1.2) Agriculture - about 150 publications that are oriented to
the operations of a farm (and some fishing
operations). They usually contain a significant amount
of advertising. Examples include Le Coopérateur
Agricole and Cattlemen. :

(1.3) Business Newsletter - a subscriber-based periodical,
(numbering about 100), that succinctly summarizes the
latest developments in a certain field for a particular
readership. Subscription rates are significantly
higher than for most periodicals since they are usually
subscriber-based. These are not seen as typical
periodicals by the industry because of their short
length and lack of advertising. However, they are
growing in importance. Examples include Moneyletter
and Canada Labour Views.

2. Consumer - About 1,150 periodicals are distributed on the basis
of appealing to the individual needs of .the reader aside from
scholarly, literary or religious interests. This is usually a
result of the target reader being seen as a consumer of
products and services utilized by the person or in the home.
This also.includes periodicals produced as an advocate of a
cause or other general advocacy topic ('Pollution Probe’,
etc.). There are three main sub-categories:

(2.1) General - The 600 titles include the majority of
consumer periodicals (usually called 'magazines’').
'General' is used to refer to a wide variety of topics
and is not meant to infer that all periodicals in this
category have general appeal. In fact, there is a
trend to target each publication to a particular
audience and thus very few magazines now have
widespread appeal. This targeting has been a result of
a desire to concentrate on specific editorial content
and to appeal to the interests of advertisers who are
increasingly focusing their marketing messages on
specific segments of the population. Major examples
include Maclean's, Homemaker's, Décormag and Décoration
Chez-Soi.
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(2.2) TV/Radio - There are about 50 magazines produced to

(2.3) p

inform viewers and listeners about the schedule of
events and related stories in the two media in markets
across Canada. TV Guide, Starweek, Téléprobec 5 and
T.V. Hebdo are well-known examples.

ublic Association/Advocacy - This group of 500 titles

(3.) Scholarly

includes a wide spectrum of publications whose prime
purpose is to inform a particular audience of
developments in special areas. They are largely
spin-offs of a work activity by a government department
or association that wishes to inform the public at
large as well as interested individuals in. their work
as opposed to professionals in their field. This
latter case is included in the 'Professional'
subcategory of Business Publications. Examples of
public advocacy would be Pollution Probe's The Probe
Post and in Québec, Protégez-vous published by L'Office
de la protection du consommateur.

/Educational - These periodicals usually require an

(4.) Artistic
and

Literary

(5.) Religious

reasonably all
we have not in

them because t

evaluation of submitted articles to ensure a certain'
standard of scholarly research, or are directed to
improving .the quality of education. - They usually. have
- a significant amount of government or university
subsidies and number upwards of 500 in Canada.
Examples include the .Canadian Journal of Economics and
Sociologie et Sociétés. '

-~ There are about 650 very particularly motivated
periodicals that focus on artistic expression. They
are usually sponsored by government grants or a
sponsoring organization and may also be dependant on
voluntary contributions. These include Artmagazine,
Dance in Canada, Liberté and Vie des Arts.

— These 600 or so publications have as their prime
intent the promulgation of a particular religious point
.of view. Examples include the Canadian Churchman and
L'Oratoire.
The above definition and classification attempts to be
~inclusive. One category of consumer—oriented press that

cluded is 'comic books'. By and large, we have excluded

here are almost no' Canadian published comics (even

though some Canadian-~content comics originate in the United States).

Comic books te

nd to have all the characteristics required in the above
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definition and thus, otherwise would have been included. Their
exclusion has a notable impact since they have wide circulation in
Canada (the circulation in Canada of one comic group is almost as big
as Maclean's). Several other categories of serials have also been
excluded. They are as follows:

Internal Newsletters/House Organs — This category refers to a
roughly estimated 25,000 printed communications that are
generally restricted to the employees of an organization or
members of an association. Sometimes the organization's

newsletters also distributed to clients and 'friemnds' in a
'soft' approach to self-promotion. There are two types:

Employee — often called company newsletters these publications
relate to the activities of the company and its employees with
little or no interest to others. We have estimated that there
are about 15,000 significant publications of this type. This
estimate is based on the fact that there are some 20,000 firms
with more than 100 employees and we have assumed, on average,
that 75% would produce a newsletter.

Association Members (sometimes called 'fraternal' publications).
These publications are used to inform members of association
activities.and interests.  In particular, to .report on past
meetings, etc. and to inform members about upcoming events.
There are perhaps in the order of 10,000 such publications -
this estimate is described in more detail in Section A.l.4.

Directories, Catalogues and Statistical Reports - These
publications primarily include factual information with very
little writing, with or without advertising. They include
lists, prices, data tables, etc., and are produced by both the
public (Statistics Canada) and private sectors (Yellow Pages).
There are at least 1,500 of these in Canada. This rough
estimate was based on the fact that Statistics Canada produces
about 150 periodicals with a frequency of more than one a year
and they would possibly form 10% of all titles.

Comparison With Other Estimates

These estimates are comsiderably larger than earlier

estimations based on CARD and the Post Office list.

gt on wm

e

o ee Gx om B B Ee Gy G o




ol o8 B oY S5 SN By G B O S O om 00 s an B om am

.= 29 -

Comparison of Universe Estimates, 1981

CARD‘ !’ Post Office‘?’ Woods Gordon?’

Titles 1,000 1,450 5,000

Ciculation(annual) 750,000,000 233,000,000 961,000,000
Clearly, our estimates are cbnsidérably higher in terms
of titles and somewhat higher in terms of circulation than either of
the other two estimates. A review of the estimaﬁion procedure used
earlier indicates the following reasons for these.differences:
- association-based periodicals. Although we have only
included 15% of association periodicals, there are a

significant number (1,650) of which most, around 1,500, are
not in CARD or on the Post Office 1list.

- government periodicals. We have added a further 450
periodicals not included in CARD or the Post Office.

~ small commercial publications that . do not get listed.in CARD
and do not use the Post Office. There are about 300 of
these.

- religious periodicals are not listed in CARD although over
half are listed with the Post QOffice. This accounts for
about 600 of the difference with CARD and about 300 with
the Post Office.

— scholarly publishing is very poorly covered in both CARD and
the Post Office and thus accounts for about 500 titles.

‘'’Based on BMC and Statistics Canada and excluding directories and
ethnic newspapers.

(2>cailculated by using BMC estimates of non-periodicals on list.
Circulation is prorated on the same basis as the number of

titles.

¢375ee Appendix A.1l
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- the arts and literary group is also very poorly represented in
both lists, accounting for about 500 of the difference.

—~ Dbusiness newsletters are usually on the Post Office list but
are not in CARD. There are about 100 of these.

None of the main lists thap we reviewed, CARD, Post
Office or Ulrich's was representative of all sectors. CARD was good
for larger commercial publications, the Post Office list was
representative of religidus and most commercial publications, and
Ulrich's was representative of most categories except that it was

‘surprisingly poor for commercial publications.

The big difference in annual circulation between the
Post Office and CARD is the exclusion in the Post Office list of large
circulation periodicals that either do not use the Post Officé (such
as newspaper TV-guides) or do not qualify for second class (such as
‘unaddressed controlled circulation periodicals).

The difference between the estimates of annual
circulation of CARD and Woods Gordon is largely aécounted for by all
the excluded categories of listing in CARD (associations, governments,
ete.).

Further Clarifications

The universe of 5,000 refers to all publications that
are published in Canada, which is taken to mean printed with either
Canadian editorial content and/or advertising sold in Canada. Thus,
we include 'Time', Reader's Digest and T.V. Guide in our study

universej this is unlike others,.such as the definitions used in the
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Bureau of Management Consulting's Interim Profile of the Periodical

Publishing Industry in Canada (1980). These three publications

account for 6% of the circulation of consumer periodicals. They are
sometimes excluded from calculations in other studies because they
wvere originally foreign-based or are cufrently, and, .therefore, a bias
has developed against them. We reject this point of view since, in
our view, two are very much Canédian content periodicals ('Reader's
Digest' and 'T.V. Guide') and all three sell advertising in Canada.
For our purposes they are part of the Canadian beriodical industry.

We randomly spot-checked several issues of 'T.V. Guide'
in comparable time periods on the east and west coasts of the U.S. and
Canada. The non-~listing information was completely_differentfbetween
Canadian and U.S. versions. 'Reader's Digest' was the same way.

'Time', however, uses exXactly the same éditorial content
in Canada as in the U.S. It sells advertising space in Canada and the
advertisements printed differ befween Canadian and U.S. editions.
Since Time directly affects advertising sales in Canada, we included
it as part of our universe.

The universe of 5,000 publications is Eaken to be an
estimate for 1981. Since we had to use a variéty of sources, 1981 was
the latest year available for a common base from all the sources when

the data collection was finalized in Fall, 1983; unless otherwise

specified, any data mentioned refer to 1981:.

There is a further segment of publications that are
'consumed' in Canada that originate outside Canada. This includes all

publications actually imported into Canada and those publications that
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are simply printed here with no Canadian content, editorial or
advertising. This foreign component is quite large and we examine it
in some detail in Section 3.11. |

Various other classifications are sometimes employed, in
particular, a periodical trade association viewpoint, focussing on

commercially~oriented publications:

o Consumer - major consumer magazines as represented by
Magazines Canada and the Canadian Magazine Council.

o Business - business periodicals as represented by the
Canadian Business Press.

o Special Interest - consumer magazines with unique aspects that
tend to be attractive to limited audiences as represented
by the Canadian Periodical Publishers' Association.

While this is convenient if one wishes to analyze data
by Association, it is too iﬁcomplete and overlapping to be used in an
overall sense.

There is some debate in the industry about whether TV
inserts in newspapers should be regarded as periodicals. For
instance, the Bureau of Management Consulting report decided to
exclude these. Since they represent such a large circulation on an
annual basis (almost 50% of all consumer publications), their
inclusion or exclusion .will affect industry totals in a major way.

We have decided to include them for the following reasons:

o they are kept separately by the reader from the newspaper
for a week

o they are bound separately

o they compete with other periodicals for advertisers and
readers
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One common method for dividing the universe into two
groups is to regard periodicals as either being commercial or

non-commercial. The basic difference is whether a publication can

reasonably expect to be fully supported difectly by the reader and/or
the advertiser without special assistance from a .government or private
sector sponsor. The div%ding line can be very hazy. For instanée,
there are many trade periodicals produced by profit-motivated
publishers that only undertake the project because an association will
supplement any shortfalls.

We have adopted this dichotomy as a useful Qay of
summarizing two key viewpoints. In general, we include in
'commercial' all periodicals in ‘the 'General Consumef';:TV/Radio,
Agricultural, and Business. Newsletter categories. We also include a
large number of periodicals in' the Trade, Professional and Technical
category. The other categories, Public Advodacy/Association,
Scholarly/Education, Religious, Artistic and Literary are assumed to
be mostly non-commercial. We should note that some who produce
periodicals of the artistic and literary nature view them as being of
commercial promise.v While this may be true in limited cases, we do
not regard it as generally being true. The profit motivation of the
organization can sometimes differ from that of the publication and
this is Qiscussed below in Section 2.2.

The magnitude of the total number of periodicals
publishéd in Canada and the French-English market split are summarized
in EXHIBITS 3.i, 3.ii, 3.iii and 4. Three basic measures are

reported, number of titles, total single-issue circulation_and total
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annual circulagion. The latter measure is the result of multiplying
the frequency of a publication, (the number of times a new issue is
released each year) by the total single-issue circulation (the number
of copies that reach consumers of one particular volume). EXHIBIT &
indicates that depending on which of the measures we used, relative
sizes can vary substantially. For instance, TV/Radio periodicals
number less than one percent of all titles‘!’ but about 10% of all

single issue circulation and, due to their weekly nature, over one

third of the total annual circulation of all categories. On the other

hand, Trade, Technical and Professidnal periodicals have almost 38% of
the titles but only 14% of annual circulation.

EXHIBITS 3.ii and 3.iii present comparable data for
French and English markets. We have attempted to split the universe
on the basis of the main langu;ge of the periodical. In cases of
bilingual periodicals, we have assigned them to the English market on
the assumption that their circulation and readership is greater in
that market. There were a sizeable number of bilingual publications
responding to our survey (about 175 out of 600) which were mainly
national associatio£s and federal government publications. There are
a number of large commercial bilingual periodicals such as the
in-flight magazines but the readership is clearly predominantly
English. More detail on the differences in circulation patterns

between English and French markets is presented in Section 3.8.

“Y0ur definition of 'title' in this case refers to all regional

editions as part of the one 'title'. Thus Southam's, TV/Times
is one title although there are almost twenty editions in
various cities across Canada. The same is true of TV Guide.
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2.2 Publishers

The publisher is the key component in the production of

a periodical. The publisher (as an organization) undertakes or

commissions the following activities (also charted in EXHIBIT 5):

editorial content

sales of advertising

compilation of the periodical

printing .

subscription sales

distribution

financial management (industry investment)
business management

Publishing periodicals is an activity that reflects many

goals (see earlier statements on the purposes of a periodical) and

motivations. This complexity is reflected by the different types of

organizations that can be involved:

ii)

iv)

v)

(1)

Unincorporated individuals and partnerships - these are
usually small, very entrepreneurial:endeavors  whose prime
motivation is a wish to create a forum for communication.
They perhaps number some 400, across Canada.

Incorporated company - a form of legally recognized business
that has limited liabilities for the owners. All major
publishers are incorporated. Excluded from this category
are those that are of a type in iii, iv, v, or vi, and that
are also incorporated (they are included in their

respective categories below). There are about 700
incorporated publishers.

Religious Organization - includes any recognized ]
organization that is primarily 'interested in. religious
matters. About 400 such organizations produce periodicals.

Charitable Organizations - an organization that undertakes
charitable work othér than religious or educational, such
as the Cancer Society. We estimate that there are about
150 of these in Canada.

Educational Organization - usually refers to a school or

university but could include some types of institutes and
government departments if the prime purpose is education.
These number some 200.

‘’The basis of the estimates shown below are described in
Appendix A.3.2,
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vi) Other Associations, Societies and Clubg - often called a
"fraternal" organization whereby groups of persons or
companies form together to pursue common goals. We
estimate that about 1,300 of these produce publications
that fit the definition of our study universe.

vii) Government - the department of any level of government
‘including local, provincial and federal agencies and crown
corporations. There are about 250 such departments
producing publications in our universe.

The rough estimate of publishers that we compiled from
‘our review of the wvarious lists indicates about 3,400 publishers
produce the 5,000 periodicals in our universe, as is shown in
EXHIBIT 6.

Generally speaking, the incorporated organizations focus
on producing commercially-oriented publications and account for about
80% of these publications — see EXHIBIT 7. Unincorporated individuals
and partners generally focus on commercial periodicals but are also

involved in non-profit ventures.. The remaining types of publishers

generally deal .with non-profit publications.

'2.3 ' The Overall Nature of the Industry

The previous sections detailed some of the general

- descriptive fegtures of the periodical industry in an effort to
.describe'its basic size and shape. 'There are, however, some critical
characteristics which are less quantitative but probably just as
'importanp to gaining an understanding of what is the periodical
industry. These are especially important to note in COmﬁarison with
other media-related dactivities from either an economic or a’cultural

perspective.
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2.3.1 As a Communication Medium

A periodical is a major medium of communication and can
be comparable to all other media such as television, fadio,
newépapers, cable, satellite and so on. Historically, periodicals
have been a significant form of communications:predqtingkall.others
with the exception ofAnewspapers and books. In addition, perhaps more
than any other medium, it is a major communication format in both the
business and recreational lives of Canadians.

In fact, the very variety of purposes of individual
periodicals is a key aspect of the so-called 'industry’'. The only
common denominator is that paper is the medium. . For instance, in
terms of content, purpose, inputs; impact and-format there is
absolutely nothing else in common'between 'Maclean's' published by
Maclean Hunter and-}Journal' published by the Ontario Associaéion of
Children's Aid Societies, other than their use of paper and their
second class postal classification.

There is, in reality, little commonality among
periodicals. It is somewhat like c}asses based on 'wood' or 'plastic'
which would include, likewise, extremely wide sets of products. This
presents a problem when analyzing the industry from a policy
perspective because not all problems are as key to major groupsvof
periodicals as they are to others. Thus, our analysgs, when

appropriate will seek to distinguish between types of periodicals.

2.3.2 As An Entertainment Medium

As an entertainment medium, periodicals have some very

different characteristics as compared to other media. Unlike movies,

&
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books and records there are no 'residuals’ baséd on the volume of sale
which will vary for each release. That is, when a writer submits an
article to a maéazine, the general level of readership is known and a
set price is placed. By contrast, the 'writer', record artist or
movie star in other entertainmeﬁt media can significantly benefit from
high sales and sometimes over a considerable period of time. For
instance, a recordiartist will potentially earn millions from a top-
selling record (o; nothing if a recording does not sell). This 'star'
system is not a component of the periodical industry (except for a
weak version in the form of syndication) and this affects the
remuneration of artists by not giving them an opportunity (or risk) to
make large returns on their creative work. This is part of a
different 'rigk' aspect to periodical publishing versus other
entertainment media. Movies, records and books are short—term
prédqcts which have relatively short life spans and normally must
return their investment in six months to a year. A periodical
publishing venture is similar to one involving newspapers, in that it
is a long-term process of cgltivating readership and, as reported
often, has a five to seven year germination period before it can be

expected to make a reasonable return for the investor.

2.3.3 Ag An Advertising Medium

It is important to note that 'sectors of the periodical
industry, along with the newspaper industry, are unique entertainment
media in that they generally have at least two very different sources

of revenue and some have a third:
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o advertising - fees paid by advertisers to allow them to
insert a message in the periodical aimed at the reader
o paid-for circulation - fees paid by or on behalf of the
’ reader to obtain a copy of the publication on an ongoing
basis (subscriptions) or on a one-time basis (retail .sales).
o a third source that is important for the non-commercial
sector is sponsorship through government subsidies, grants
or special assistance by related organizations. While some
of the publications that depend on this source make
significant contributions to Canadian society, the vast
bulk of periodicals are dependent on the other two sources
of revenue.
O0f the five periodical categories (plus the six
sub-categories) being studied, this duality is most prominent in the
'general consumer' category which, as noted, accounts for 50% of all

Canadian-based periodical circulation.‘'’

For .the average small .
periodical, advertising represents somewhat 'lower levels of revenue.
The difference tends to be made up by other sources, including
subsidies and grénts. The latter category is particularly appropriate
for association-based periodicals, including some that are produced by
profit-oriented publishing companies on contract for an association.
Business publications, with the exception of business newsletters, are
very much dependent on advertisiqg as their main source of revenue.

As would be expected, the less commercial categofies of

scholarly/education, artistic and literary, and religious have very

low dependence on advertising.

2.4 The Components of the Périodical Industry

The entire process of a publisher putting. together a

periodical and then distributing it to the readers involves many

'Y Fyrther details on the sources of revenue are shown later in

Section 3.12.
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different éctivities and organizations. The complete spectrum of
these is charted in EXHIBIT 8 and generally includes four basic
aspects:

o compiling the content (advertising,Aeditorial and other)

o physical production and general business management
(ownership or sponsorship, publishing and manufacturing)

o distribution to subscribers (including paid and unpaid)
through the mail, to single copy buyers through the retail
network or to others through various means (airplane seats,
hotel rooms, etc.)

o readership by the 'consumer'.

There are important policy implications involved in each
of the above areas and these will be addressed in detail in Chapter 3
below. There are several ancillary aspects that have very limited
policy implications but a familiarity with them and the roles they
serve is necessary for a full appreciation of the industry. In the
immediately following sections we describe these other aspects
including industry associations, the functions of circulation

verification and market research, and a basic profile of consumer

readership.

2.4.1 TIndustry Associations

There are five major associations representing the
interests of periodical publishing in Canada:

Magazines Canada (MAC) which includes the major consumer
periodicals printed and published in Canada. The membership is
periodical-based and all its periodicals are included in our
definition of periodicals. 1Its prime purpose is to represent
magazines as a viable advertising venue and to lobby government
to buy more advertising in periodicals and make policy
decisions favourable to the industry. There are currently 21
member periodicals.
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Canadian Business Press (CBP) represents business publishing in
Canada and is publisher-based. Some of the periodicals
produced by CBP members are not included in our definition of
"periodicals (such as the Daily Commercial News). There are
presently 30 publishers as members with about 250 publications.

Canadian Periodical Publishers' Association (CPPA) represents a
wide range of consumer periodicals that tend to be smaller than
those that are members of MAC (although Comac is a member of
both) They are often of a special interest nature. It tends
to have an educational focus not present in the other
associations and also provides a distribution service that has
importance to member periodicals. It has about 200 members.

Canadian Magazine Council (CMC) a recently-formed association of
12 medium-sized Canadian consumer periodicals with paid
circulation who feel that none of the other associations
represent their particular interests fully.

L'Association des éditeurs de périodiques culturels québécois
(AEPCQ) an association of French-language - culturally-oriented
periodicals in Quebec. There are presently 14 members.

In addition to the foregoing. associations, there are
other organizations that perform a less visible role. These include:

- Canadian chapter of the Newsletter Association (CNA) -
represents about 50 publishers. of business newsletters.
Their interests are quite different from the other
associations since they are subscriber-based only.

— Periodical Press Association (PPA) - an umbrella association
serving MAC, CBP and the APA. 1Its major purpose is to
direct an advertising agency recognition program to aid
member publishers in their dealings with ad agencies.

-~ Agricultural Press Association (APA)

~ Magazine Publishers Association of Canada (MPA) -~ an
inactive association of large consumer periodicals

- National Magazine Awards Foundation (NMAF).

2.4,2 Circulation Verification

A key aspect to the value of aAparticular periodical
from an advertiser's point of view is knowing how many . copies reach
readers. The most basic measure is fhe 'total circulation' which is
defined as the number of copies that are distributed with no knowiedge

of whether the publication actually has been ‘read or been read by how
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many different persons. Since this is a critical measﬁre, a process
of verifying publishers' claims about their circulation figures has
developed to provide the advertiser with reliable information about
whether the number of copies a publisher claims is distributed to
readers is, in fact, true. This affects not bnly the competitive
factor of which periodical reaches more people but also the price
since the more people reached the higher the price pér advertisement
can be. As calculated by ABC, about 29% of periodicals 1ist;d in CARD
do not state any circulation and a further 39% are not audited,
leaving 32% of CARD titles that have audited circulationsf However,
these account for about 67% of all stated circulation (see EXHIBIT 9),
a total which is significantly undercounted due to the non-stated
periodicals. We have assumed that most periodicals that have not
joined a-circulation organization have done éo because they do not
_wanﬁ to pay the fee.

There are two independent organizations that verify
circulation:

0 The Audit Bureau of Circulation (ABC) which is the most
prominent and is U.S.-based.

0 The Canadian Circulation Audit Board (CCAB) which is smaller
in terms of total audited circulation and is Canadian based.

Both organizations are tri-partite non-profit ventures
that are financially backed by publishers, advertisers and advertising
agencies although in both cases the publisher represents over 95% of
the financial backing.

ABC
This organization 'audits' consumer periodicals with at least 70%
paid circulation and business periodicals that either are 70%
paid circulation or at least 50% directly requested

circulation. In 198l it audited 65 Canadian tities and has
added several since.
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CCAB
This organization audits controlled circulation periodicals -
mainly business periodicals. Since this is rather a unique
Canadian aspect to periodical publishing¢!’, this
organization is Canadian. In 1981, it audited 265
publications which has grown slightly in the last few years.
Circulation is the basic measure of 'reach' but it does

not address various issues involved in readership.. This. requires

further research beyond the scope of circulation audit agencies.

2.4.3 Market Research

Circulation is not always an accurate measure of the
actual number of copies that are read because:

0 a person who receives the publication may not actually read
it, and/or '

o the periodical can be read by more persons than the first
purchaser or recipient ('pass. along' or ‘'readers per copy')
In order to clarify their circulation figures,
publishers have traditionally undertaken a variety of market research
projects to measure these additional factors. Historically, these
surveys often were unscientific, confusing and contradicfbry. In an

effort to clarify the situation for the major consumer periodicals, a

co-operative research venture called the Print Measurement Bureau
(PMB) was established to measure objectively the actual readership.of
leading periodicals. The PMB is a non-profit research bureau funded

by publishers, advertisers and advertising agencies. In the past 12

‘'’The controlled circulation press has not been a successful
component of the industry in the United States. Various -
reasons have been put forward including postal regulations
which required a very small minimum fee to obtain preferential
rates and the inability of controlled circulation magazines to
convince advertisers that they are read.
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years it has undertaken fOur large—scale surveys to measure the
readership of its member periodicals as well as associated factors
such as use of other entertainment media and de@ographic
characteristics. PMB has been credited with giving a boost to

- periodical advertising by improving the credibility of publisher
claims. 1In fact, it is now so powerful that its findings can almost
dictate the success or failure of certain publications.

PMB '83, the fourth survey, was released in the summer
of 1984.. Its results are based on a sample of 10,000 extensive
interviews across Canada. The findings are released to pafticipants
and -other subscribers in print, microfiche and on—liqe computer
format. Typical tabulations are shown in EXHIBIT 10. The PMB
measures- which periodicals.are read by whom, and how much they are
‘read, but it does not investigate readership reaction to the specific
content of the periodical.

One of the leading market research firms in examining
what parts of a periodical are read and what impact they have had on
the reader is Starch, a private U.S.-based research firm. 'Starch
Reports} indicate the degree to which advertisements and editorial
content are noticed by the reader and are thus used to measure the
impact of deéign and content.

Many other research firms undertake readership surveys
for particular publishers to bolster their claims. However, insofar
as the major advertisers and publishers are concerned, PMB is the
critical information bank and has a leading impact on print media

selection by advertisers.

o
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2.4.4 Readership - Consumers

Comprehensive and comparable statistics on readership
and expenditures 'related to periodicals' in the wider context of
media consumption are unavailable. Historically the two largest
surveys for two purposes have been the family:expenditure survey.and
the leisure time activities surveys undertaken by Statistics Canada.

The latest leisure time survey was done in 1981 and was
not directly comparable to earlier surveys. As shown in EXHIBIT 11.1i,
magazine reading was the fifth most importanﬁ activity in 1978, behind
television viewing, radio listening, newépapers and records, and was
showing some signs of growth compared to 1975. A .somewhat. different
survey in 1981, as shown in EXHIBIT 11.ii, ranked :periodical reading
behind all other major home-based media entertainment pursuits.

Additional consumer profile data onwmagazine‘reéding'in
1978 are portrayed in EXHIBIT 12 which shows data extracted from a .
Statistics Canada publication. They indicatéﬁf&é&_gggggiggﬁggggygi
increases with level of schooling, ranging from a participation rate
(number who read as a percent of all persons in category) of 36% to a
high of 81% for dniversity graduates. Howevér, length of ﬁime spent
reading is inversely proportionate to degree of education. Also, the
participation rage for reading declines with age although the- amount
. read per reader gncreases with age. Unfortunately, little more recent
data are available. Also to our knowledge, there are no comparable
data on periodical readership in the office as a component of one‘s

work requirements compared to consumer readership.
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According to preliminary data ‘'’ from the 1982
survey, 68% of Canadian families spent an average of $60 a year on
magazines., This is about the same level of participation as in 1978,
while the dollar amount has increased from‘$44. This amount, however,
did not keep pace with inflation. Interestingly, the 1982 data show
that the amount spent on subscriptions versus single-~copy purchases
was roughly the same $49 for the former and 344 for the latter (the
difference between these amounts and the $60 is the overlap between
persons buying both); Magazinélpurchases are also closely tied to
income levels, with the highest income quintile showing that 85% of
families purchased magazines, each spending $87 during the year -

compared to only 47% of the lowest quintile families each spending $35.

2.5 Conclusions on Definitions and Industry Description
The foregoing chapter has attempted.to define briefly
the periodical industry in order to set the stage for an in-depth

analysis of a wide variety of features. The key conclusions are:

o it is a complex industry that is extremely difficult to
describe in quantitative terms that are exhaustive in scope.

o our-use of existing statistical data and our survey of
publications and publishers provides a reasonable database
to point general directions and indicate orders of
magnitude.

€' “Taple 03A91, "Detailed Average Expenditure by Family Quintile

Groups 1982" Statistics Canada unpublished advance data.
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.0 analysis, quantitative estimates and policy implications are

heavily dependent on an arbitrary set of definitions. We
have attempted to be objective and to include the full
range of periodicals. However, the industry's size and
interrelationships can be affected by changes in definition
and the following analyses should be viewed in this light.

[
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3. AN INDUSTRY AND ISSUES ANALYSIS

3.1 Introduction

. During the course of our intgrviews, case studies and
review of previous research and reports, many basic aspects of the
periodical. industry became focal points for policy discussions. This
chapter undertakes a variety of analyses 6f policy and issue related
industry features, and concludes with an overview of issues of
importance to the industry.

In summary, we found the following aspects of the
periodical industry to be closely related to current or potential
government policies and programs:

0o its contributions to the Canadian economy and society
0 the corporate organization of the industry

o the role of advertising

o the role of editorial content

o the status of writers

o production factors and technology

o circulation and postal matters

o retail distribution and technology

o foreign-originated publications

o foreign ownership

o the financial health of the industry.

3.2 Contributions to the Canadian Economy and Society

The publishing of periodicals continues to play a major

role in Canada's economy and in the development of the country's
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society and culture. Some of the impacts can be quantified and others
are more subjective. The following enumeration is a result of our
wide-ranging research and represents the culling of information from a
variety of contacts and sources.

3.2.1 Economic Impact

In terms of the direct contribution to the economy of
Canada in 1981, the publishing of periodicals and related activities
accounted for employment of about 25,000 Canadians, paying about half
a billion dollars in wages.

Total revenues of periodical publishers were about $835
million and the total revenues of the other components associated with
publishing (printing, distribution, etc.) .totalled another $900
million‘'’., Net output (e.g. no double counting caused by
inter-sector purchases) was about $475 million and $445 million
respectively. The estimates of total output for periodical publishing
are about $400 million higher than those shown in Statistics Canada's
Census of Manufacturing (Catalogue 36~203). This is because we
estimate that the non-commercial sectors, which are mainly grant,
university and association-based, account for about $120 million

dollars, and the undercount in Statistics Canada is about $300 million

in various sectors, especially in many smaller periodicals and several

-,
<

larger publishers.. As EXHIBIT 13 shows, the actual publishfﬁg

" component contributes a quarter of employment generated by

publications. Distribution, especially through the post office,

accounts for about one third of all employment, with the remaining

v There is double counting due to inter-sector and intra-sector

purchases.
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quarter composed of manufacturing related activities. Publishing
(non-printing) acéounted for about 10,000 employees (6,500 in
commercial and 3,500 in non-commercial sectors) with a wage bill of
over $186 million in 1981. Unfortunately,.the data do not exist to
reconstruct this table for an earlier time-period. However, comments
later on circulation developments indicate that the impact likely has
érown noticeably. We have attempted to estimate voluntary

contribution and put it at about 3,500 person-years.

The. numbers. in .EXHIBIT. 13 do not include a wide range of

other facets that the publishing of periodicals contributes to the
economy. Advertising in this medium helps to increase sales of
advertisers and thus generates more economic activity. The diffusion
of innovation caused.by businesses being able to keep abreast of new
developments, and the documentation of significant occurrences to be
used as an ﬁistorical'record, are additional key roles in the business
community. These influences are also important for a scholastic
publication. 1In fact, the ability to foster economic development, via
communication, makes this a unique cultural medium in which the
economic contribution comes not. only from the creation and production
but also from the 'consumption'.

The major policy implication is somewhat self-evident -
periodical publishing is a significant employment generator although
it pales in comparison to many other industry sectors. It is the
non-quantified benefits of increased communication that make this

industry important to Canada's economy.
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3.2.2 Cultural Impact

We also discuss the various definitions and meanings of
the term 'cultural' in Section 4, in the context of policy and
strategic concerns.

The impact that periodicals have in a 'cultural' sense
is difficult to define for two reasons. The first comes from
definitional problems. The second comes from the fact that, even once
defined, it is difficult, if not impossible to quantify.

In our view, the broadest meaning of 'cultural' makes it

synonymous with 'communication' since all activities that reflect and
communicate activities in Canada can-be termed 'cultural'. . In a

narrowver sense, periodicals that 'reflect a distinct-impression of the

character of Canada to Canadians' could be called 'cultural'. The

most limiting of definitions is to equate “culture' with 'high art
forms' in a type of elitist approach to culture. It is this last
definition that tends to set 'cultural' against 'commercial' in some
people's minds.

Some aspects of government activity reflect different
outlooks on the meaning of culture, since 'postal policy' was
originally based on the first 'communication' meaning, and some of
Canada Council's activities tend to refleét'the"high art'
definition. The "reflect a distinct impression of. the character of
Canada to Canadians" meaning has a nebulous reflection in both postal
and Canada Council activity, as shown by the 'basic conditions and
exclusions' of the Post Office and the 'explorations' programme of the

Canada Council.

F .
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Whatever the definition, periodicals clearly play a
major role, since 'they occupy a significant part of each Canadian';
leisure and work time. While this influence is hard to guantify, it
must be reaffirmed that periodicals are a major force in Canadians
expressing themselves to other Canadians, whether in an artistic sensé
or éimply as an expression of a way of life.

As an art or literary form, a periodical is a unique
medium since it provides an opportunity for the dissemination of a
creative work that -has almost no other alternative. foetry and short
stories, for instance, are most often exposed in periodicals.
Photography is another common art form that uses periodicals as its’
best means of dissemination.

In our interviews with writers, the concept of a
periodical as a stepping stone for new authors to test their skills
and concepts.waS‘sfrongly underlined and many examples from Alistair
MacLean to Margaret Atwood were suggested.

Another, somewhat traditional, view of periodicals is
that they are important educational tools. Part of the early basis
for encouraging widespread readership of periodicals through a
low—cost distributioﬁ system was to improve educational levels and
literacy. While not of the same importance, this role is still
noteworthy, ranging from recipes to research results.

In fact, much as a classical record is used és a
symphony's or a composer's calling card, a qulished article in a

learned journal is important to a scholarly writer.




- 53 -

While strictly'a matter of judgement and interpretation,
we have adopted the view that periodicals, whether all types or just
some sectors, should, if required, have a measure of government
support not only for economic reasons but also for a variety of
cultural imperatives. It has been argued that.some types of
periodicals have a greater cultural impact than others and are
therefore most worthy of support. Those making this distinction
usually have in mind the 'charactep of Canada' or 'high art' view of
culture. If one agrees with this view then the main cultural
contribution may come from the artistic and literary and the scholarly
sectors. However, it would be hard to disagree with the . .cultural role
played by popular magazines such as Maclean's or Harrowsmith;“ln
short it is a very very difficult task to assign differing levels of

cultural importance.

3.3 Corporate Organization

Our interviews indicate that basically there are three
types of publishers that have very different operating situations.

0 a publisher who concentrates on producing one or
more publications (e.g. Page Publications)

o a publisher who combines periodical publishing with many
other activities in the communications industries (Maclean
Hunter and Southam)

o a publisher whose main line of activity is other than |
periodical publishing - such as an association, government |
department, etc. (United Church Observer, CBC Radio Times)

Because their motivations and publishing capabilities

are so different, their operations, financing, revenues, and cost

structures will be very different.
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As stated eérlier, we estimate that the 5,000
periodicals in our study universe are published by 3,400 différent
publishers. However, only a small portion of these 3,400 are solely
devoted to publishing periodicals. Various estimates put the number
specializing in periodicals at about 130 — 150 companies (for instance
the BMC, 1980, study). EXHIBIT 14 indicates that 45% of our sample of
commercial sector publiéhers had over 90% of their revenues come from
periodical publishing with the remainder having anything from 0% to
89%.

There are a few publishers that account for a notable
proportion of total single-issue circulation. The top four publishers
listed below account for-20%.of all single—issue circulation:

Total Single-

Issue Circulation % of Total
Maclean Hunter (Toronto) - 6,000,000 8.5%
Southam (Toronto) 3,500,000 4.9%
Comac (Toronto) 3,000,000 4.,2%
Readers Digest (Montreal) 1,620,000 2.3%
Total (WG Universe) 71,000,000 100.0%

Source: CARD, 1983 and Woods Cordon.

This level of concentration (the proportion of overall
activity accounted for by the largest companies in an industry) is
relatively low in comparison to most Canaqian manufacturing
industries. Overall, 46% of manufacturing activity is accounted for

by the top four companies in each respective industry.‘'’

Source: Statistics Canada Catalogue 31-402, Industrial
Organization and Concentration in Manufacturing Mining and
Logging Industries, 1980
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The level of concentration in periodical publishers has
probably diminished over the past few years with the growth of many
new companies and the strengthening of medium-sized firms. However,
there is some evidence that this trend may be reversing as several of
the largest companies have taken control of smaller companies (eg.
Southam recently bought Wadham's).

In our view, and in the view of most whom we
interviewed, this level of concentration is not a concerm to the
future strength of the‘periodical industry. In fact, the presence of
successful medium~sized firms such as Key Publishing and Kerwill as |
well as the numerous smaller companies, represents a strong aspect of
the industry structure.

One aspect that is often focussed on in terms of
concentration is the difference‘between.single—peribdical_publiShefs
and multi-periodical publishers. We found no reason to differentiate
on this basis except to make- the obvious generalizatiom that

multi-periodical publishers tend to be bigger and more focussed on

- publishing. The advantage of having several periodicals is that the

risks of any one can be set off against the others and the cash flow
situation is improved. EXHIBIT 15 lists our estimate of the
multi~periodical pattern in Canada. The.number of. publishers
producing from 5 -~ 9 and 10 or more publications (50 and 20
respectively) are higher than that indicated by CARD.. The main
difference is our inclusion of government and association based
publishers. Generally-speaking, multi-periodical firms tend to be in

one sector only (consumer or business) with Maclean Hunter being the
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biggest exception. Single-periodical publishers tend to be small
and/or association—based; The problems they face are not related to
their single-periodical nature but more to their size and lack of
expertise in and focus on publishing.

Vertical Integration

Periodical publishing is closely tied to printing

operations. For instance the three largest publishers each have their

own major printing operations although they do not necessarily source
their own printing only froﬁ these places. However, the majority of
publications (75% overall in our survey) purchase printing services
from outside sources; in interviews no concern was expressed about
access to supply of paper'and printing, although some aspects of this
(price and availability of paper) have changed since the survey.
EXHIBIT 16 provides an indication of how much activity
is undertaken:by an outside organization on behalf of the publishing
organization. For profit-oriented companies, there i$ a tendency to
purchase the more technically demanding services such as artwork,
typesetting, colour separation and printing from outside, while
generally undertaking the remainder of activities in-house.
Religious,; education and association organizations purchase these same
activities as well as paste-up. Governments either purchase from
outside entirely or do these things in-house. The fact that such a
large number of periodicals use outside services underlines the
importance that periodical publishing has on a wide range of other

activities.
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Corporate Location

Periodical publishing is highly concentrated in Ontario
and Quebec, as shown in EXHIBIT 17, and the‘concentration increases
with the size of company. Ontario accounts for about 48% of smaller
publishers but 62% of large publishers. This reflects the same degfee
of centralization as in other cultural industries such as books and

records.

3.4 The Role of Advertising

The importance of periodicals as a medium carrying
advertising steadily rose from 1972 to the beginning of the 1980's
when it seems to héve-plateaued at a-level at which it accounts for
just under 8% of all advertising dollars - see EXHIBIT 18. Relative
to where it was in 1972, periodical advertising has .grown faster than
ény other media.

Because of the major role of advertising, it is key to
understand its role in periodical publishing. The following
conclusions are based on a very limited number of interviews,(l) our
survey, and the scanning of a wide variety of previous studies and
published comments.

Advertising is the key focus of revenue for almost all
publications produced for profit (with the notable exception of

business newsletters) and a few entirely subscriber-based publications

(eg. OWL). While other revenue sources can be important, evidence

Our terms of reference specifically directed us not to
approach the advertising industry.
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generally points to the ability to attract advertising as the key
element to the long-term survival and success of a periodical. Our
conclusion is that while newsstand sales and subscriptions are
important sources of revenue, their real importance lies in being able
to attract advertisers.

The -above conclusion on the key role df advertising is a
critical conclusion. Several of our interviewers, as well as certain
members of our panel, maintained that a publication that depends on
subscription and retail purchases for part of their revenues is
intrinsically different from a publication that is totally based on
advertising revenues alone. The argument for this position is based
on the'fact that paying for a publication is a better sign of
readership than recgiving if free. Also, one's editorial policy can
‘be swayed more if one is totally dependant on advertising dollars.
The third argument is that since one must .remain attractive to paying
'réaders, the quality and cultural contribution of a paid-for
publication will be better.

On the 6ther hand, we heard differing points of view
that_said the ‘editorial quality is the same, that advertising is very
important to paid-for publications and therefore their editorial
policies are just as affected by concern for the advertiser; that the
cost of obtaining a subscriber equals the revenue received; that
profit of a paid-for periodical is still based on its advertising
revenues; and that PMB surveys indicate that free publications were

also read to a notable degree.
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It is difficult to ‘'prove' statistically which point of
view is correct. We attempted to measure the qifference in editorial
costs and amount of content for paid versus controlled circulation
consumer periodicals using our survey, and could not find a
significant difference (see next section). . OQur-.own .reading of various
periodicals and analysis of the authorship of articles also did not
indicate a major difference between large distribution consumer
periodicals that are free or paid.

The degree of influence of advertisers is a sensitive
issue. However, some recent content analysis work done by CIV's W5
reported that the Canadian periodicals that they scrutinized (all
paid) had not carried a.single negative-article‘on‘cigaretwsmoking.
It is noteworthy that one controlled circulation periodical,
Homemakers, has taken a very strong position on some matters, such as
drinking, which could presumably offend advertisers. Equally, oﬁher
paid circulation periodicals like Harrowsmith have undergone
significant change in the type of advertising they would accept. In
our view, the influence of the advertiser cannot often be ignored, but
the extent of that influence is more affected by the convictions of
the editor and publisher than by whether or not the publication is
free or paid.

Advertisers select their medium according to a variety
of criteria applied to their own particular broduct and the wvarious
characteristics of the media.

These include:
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Cost per thousand (CPM); is the cost of reaching one
thousand persons in their target audience. This is
calculated by taking the cost of the advertisement and
dividing it by the number of persons in the target group

that are likely to read it. The measurement of this number

can be based simply on circulation, circulation plus

'pass-along' readership, or what is called readers-per copy
(R.P.C.) (the number of times one copy is read by different

people) including actual data on readership as provided by
an audience survey such as that done by the Print
Measurement Bureau. For instance EXHIBIT 19 shows how the
CPM is calculated.

Legislation; since some advertisers are restricted by

government legislation from using certain media (eg. liquor

and tobacco are excluded from television 'in some locales
and at particular times).

Targeting; is the attempt to get the advertising message to
the particular audience that purchases the product or
service without having to pay to advertise to those that
are not interested. Thus, specialty periodicals that
appeal to particular audience segments have benefited by
attracting advertisers who wish to reach this audience and
often have no other cost-effective way of doing this. The
current growth in home computer magazines is an example of
this.

Reach; is the complementary aspect of targeting in that no
one periodical is read by everybody so.that if an
advertiser wishes to reach an audience, a number of
periodicals are usually required to cover the total target
audience. This is also true between media in that not all
persons use any one media. Therefore a number of media
must be bought (e.g. newspapers and television).

Timing; there are two aspects to this factor. One relates to

the length of time one advertisement can be seen by the

audience. Television and radio exist for only a short time

period - 30 seconds, etc., while periodicals can be
referred to time and again. The other relates to the lead
time required between a commitment to buy and provision of
the advertising message and publication. Radio and
newspapers tend to have the greatest flexibility whereas
monthly magazines require longer lead time and national
television can be even longer. '

Research; the availability of verifiable data on the reach of

a particular medium and on the impact of a particular
advertisement are becoming more important. The Print
Measurement Bureau, a co-operative of periodicals,
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advertising agencies and advertisers, was founded to give
objective, high quality research on the readership of major
magazines and is credited by some with increasing the use
of periodicals since there is good evaluation data
available. This helped to clean up conflicting and
confusing testimony of individual magazines. Similar
services are available for other media (BBM for radio,
Nielson ratings for TV, NADBank for newspapers, etc). The
ultimate research goal of accurately measuring readership
is extremely difficult and costly.

Spillover; the amount of advertising spent in Canada is
significantly influenced by Canadian access to U.S. media
to the degree that many advertising campaigns undertaken in
U.S. media are seen to encompass Canadian audiences and
thus do not require additional expenses in Canadian
media. ‘! :

In selecting between media, the following
generalizations tend to hold true although there are many overlaps and

exceptions:

- Television is used when reach is most important  (getting the
message to the most people)

Radio is used when frequency is key (repetitive number of
messages are needed) -

Newspapers are used when current facts are key to the message

Periodicals are used when there is a very specific preference
to target the advertising message.

Advertising either is sold by periodicals through
advertising agencies or directly. In most cases the periodicals'
advertising sales representative works with both the advertiser and

the agency to convince them to use a particular medium.  Assuming that

L For a major analysis of this phenomenon, See The Publication of

Canadian Editions of Non-Canadian Owned Magazines: Public
Policy Alternatives, I.A. Litvak and J.J. Maule, Secretary of
State, Ottawa, 1978. For instance, in this study they point
out that the per capita advertising in magazines by the auto
industry is five times higher in the U.S. than in Canada.
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the CARD estimates referred to in EXHIBIT 18 are net (after
commissions), then it-is likely that agencies received about $40
million dollars in 1981 in commissions on periodical placements of
about $340 million.

Periodicals are most attractive to advertisers of
alcbhol, food and drugs, (see EXHIBIT 20) largely because of
regulations against advertising some of these products in other media
and because the product 'looks' best in a glossy photograph. These
three categories account for almost 45% of all advertising in consumer
magazines. The split is somewhat different from the advertisers' mix
for all media, in which food is the biggest (19%), followed by drugs
and cosmetics (10%), auto (9%) and alcohols (8%).¢!’

Another- aspect that is advertising related is- the fact
that companies in Canada do not spend as much, per capita, on
periodical advertising due to spill-over from the U.S. For instance,
the automotive industry spent five times as much per capita in the
U.S. compared to Canada.‘?’

The space that advertising occupies in periqdicals
varies significaptly by type of periodical and between periodicals of
the same type. EXHIBIT 21 indicates that the average percentage of
_total space occupied by advertising commercial periodicals replying to

our survey was 43%, and that the average of non-commercial periodicals

¢'> _ source - Elliot Research Corporation as published in Handbook

of Canadian Consumer Markets, 1982 Conference Board in
Canada.
- Litvak and Maule, op. cit., pages 49-51.

2)
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was 7%. A review of commercial periodicals by type tended to indicate
a slightly lower advertising content for consumer magazines compaéed
to business periodicals, although the range for both was equally
extensive.

Policy Implications

There are several policy implications to the role of
advertising. It is a major revenue source; and thus-all government
actions should recognize the role it plays in relation to the
interplay between this media and othe:s, and. the sensitivity to loss
or increase in revenues from this source.

In other words, a key question is the degree to which
cost increases. could be -passed on to-advertisers and/or subscribers.
As shown later in EXHIBIT 41, advertising for the;two.main categories
of_conSumer~énd:business periodicals represents 63% and ovef 80% of
revenue respectively. We would assume that a periodical would attempt
to pass on the proportionate amount of any increase to advertisers.
However, there are indications that inter—media rivalry has prevented
this. Since periodicals compete with each other ‘and other media,
there seems to be a fear of increasing advertising costs to
advertisers. Since we were specifically requested not to approach the-
advertising industry, we have not been able to test fully the price
sensitivity of advertising costs. Evidence from the United States
indicates that the unit cost of periodical advertising has gone up the
slowest of all media.‘!’ This is probably due to increased

efficiencies covered by larger circulations as well as by a reluctance

1)

Folio, September 1982, page 66
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to discourage advertisers with cost increases.

Nonetheless, the question still remains: to what degree
is advertising in periodicals sensitive to price increases? This is
‘key from two points of view. One, if government were to raise costs
by, for instance, raising postal rates faster than inflation, would
part of the impact be to lose advertisers? Two, if government were to
reduce costs by, for instance, lowering postal rates for some
periodicais, would this make these periodicals more attractive to
advertisers due to the fact that advertising rates would be reduced in
reél terms? Conversely, if costs are raised and a periodical does not
have a notable advertiser base (as is the case for many of CPPA's
members), what impact will this have on subscribers since they wili
have to carry.all the cost increase?

Our interviews and case studies could only partly answer
these questions.since we-did not talk to advertisers. The general
feeling seemed to be that the raising of advertising rates indeed
would negatively impact on advertising lineage. To what degree (eg.
how price sensitive are advertisers?) we could not determine. Cost
savings probably would have a strengthening effect on advertising
lineage but would not likely be directly passed on to advertisers.

One point of view that was raised was the possibility of whether the
low péstal rates for many periodicals in force in Canada are actually

a subsidy for advertisers since their costs are kept down. We simply

do not have access to enough information to determine the validity of

this point.
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Certain policy discussions attempt to use the‘amount of
advertising content as the determination of whether a periodical is
'too'&commercial ﬁo be eligibie for poliéy support. Our own study's
terms of reference originally specified that any periodical with over
60% advertising was outside our terms of reference. .This was relaxed
for the survey in order to see what level of content actually
existed. Based on the data in EXHIBIT 21, a level of 70% Qould
encompass most periodicals. We regard the exclusion of 21% of
periodicals to be too high for policy purposes if a cut-off of 60%
were to be proposed. There is, however, no objective method to
determine the cut-off point. .In our judgement, 70% is preférable
since it has less arbitrary impact. |

We note, in Section 3.10, '‘a minor concern with the

government's own advertising practices.

3.5 Editorial Content

Our view, based on our year's research, is that the
chief motivation to purchase or read a periodical is to take adfantage
of thé editorial content of the publication. While.some periodicals
have high readership for their advertisements (some trade journals and
women's consumer magazines in particﬁlar), the main emphasislor

benefit to the reader is the editorial content.
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Amount of Editorial Content

As indicated in EXHIBIT 22, on average, 55% of space in
the commercial publications answering our questionnaire is devoted to
editorial content, although this varied greatly. The average for
non-commercial publications is 80%. The amount of editorial content
varies by type of periodical and its size of circulation. Generally
speaking, scholarly/educational, artistic and literary, religious and
public advocacy/association periodicals are almost entirely editorial,
since they have no advertising except for events or books associated
with their purpose (such as the learned societies meetings in a
learned journal). There was some indication that volume of editorial
content is somewhat higher for consumer periodicals than for business
periodicals, but the variation was the same to a great extent.

There are no Canadian data to permit an examination of
trends over time of editorial content versus advertising content. In
the U.S., the general trend has been to lower percentages of editorial
content. In 1971, editorial occupied 53.2% of magazines but in 1981
it had slipped to about 47.0%.‘"’

Editorial Costs

Normally, editorial costs are quite low as a portion of
total costs. Included in these costs are freelance, staff, artwork,
photo, editorial research and other editorial costs. As a portion of
total expenditures, these were around 15% for commercial periodicals -

see EXHIBIT 23.

“!’Source: Halls's Magazine Reports as reported in Folio,

Sept. 1982, page 92.
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Generally speaking, the smaller the periodical the more
is spent on editorial content in percentage terms (to a péint where
percentages become very 1ow.again because of donated time). . The
availability of free material that is appropriate also influences the
cost of editorial content. Due to the high overhead of full-time
staff, many publishers‘prefer to usé>freelance writers for editorial
content. The Professional Write£s Association of Canada (PWAC) claims
that 90% of all editorial content is written by freelancers. However,
our survey.indicates that in. terms of content, paid staff dominated in

both amount of content and cost. The relative.importance .of various

sources of editorial content are shown in EXHIBIT 24. It was obvibus,

however, that the smaller theLpublication;the'more reliance on
freelance. PWAC estimates that the average fee for a feature
article .of 2,500-3,000 wofds‘is“about $530. In our interviews we
found that freelance writers were paid between $100;3,000 for a
feature article. The larger the commissioning publication-and fhe
more famous the writer, the iarger the fee."

Irrespective of‘what source.contributes the most ﬁo
total editorial content, we estimate that, in total, full-time
editorial staff were paid approximately $20,000 yearly in 1981°¢'’,
The 1978 Statistics Canada survey of writers indicafed'éverage,annual
earnings of $7,000 for full-time freelance magazine/newspaper writers

- which may have been about $10,000 in 1983. .Based on estimates

€12 Ragsed on Statistics Canada, Catalogue 36-203.
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derived by Statistics Canada we estimate that there are about 450
active freelance writers. PWAC currently has about 300 members.
The degree to which full-time staff of sponsoring

organizations are available to contribute writings without being

costed to the publications budget (especially in public
advocacy/association and religious periodicals) has significantly
subsidized government and association publications and is a major

determining factor in their ability to produce each issue.

3.6 The Status of Writers

The earlier discussion of periodical publishing as an
entertainment medium alluded to the fact that the creative component
does not have the same economic capability to earn large returns as do
book authors, recording artists and movie‘actors because there is no
opportunity to have large sales.. ' In the other cultural endeavors, .
this possibility attracts many in a high risk gamble for the 'big
payoff'. The economiCS'ofiperiodical publishing do not operate this
way. Thus, fees are set in negotiation at the outset. Our interviews
bf both publishers and writers indicated that there is no lack of
people willing to write and reasonably capable of doing so, although
publishers for several big publications did state that quality wasg
somewhat of a problem.

After considering the various points of view, it seems
to us that writers are not paid enough to attract high calibre

'product', partially because of the 'vicious circle' of not enough
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funds to pay enough to attract the writer to attract the readers to be
able to afford to péy‘ This, when combined with many writers having
an uneconomic desire to publish has created a tréde—off in the system.

This problem is especiallyAcfitical for small
periodicals, which can least afford high wripers"ﬁees, but which
attract editorial product on the basis of the creative person's desire
to be read at almost any cost to him or herself.

Because writers do not have a strong bargaining
position, the mone& received by them often becomes one of the few
discretionary expense controls a&ailable tolpubliéhers“.For most of
the industry, the position of the key supplier tovthei# final product
is of little concern. The overall view appears to-be that the.genefal
quality of writing is unaffected by femuneraﬁion;"rsince many. writers
for smaller periodicals recéiveilittle.or nothing for their efforts;
the industry view may be justified. Most periodicals appear to sell
largely because of‘theif approach, style and reputation father than on
the basis of their authors. In fact, some periodicals do not publish
authors' names and mdst people would be héfd‘pressedvto nahe é
significant number of writers in their favourite periodiééls.

A top free-lancer working for the highest paying
magazines in the country still stands to earn about $10,000 less than
a seasoned staff reporter at a newspaper ($l9;600 and $29,277

>

respectively). ! Fees for articles appear‘nof be keeping up with

¢ Professional Writers Association of Canada Submission to Woods

Gordon, 1983.
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inflation: a major feature article of 2,500-3,000 words that in 1964
would have commanded $500 would pay $530 today. Free-lancers do not
benefit from the social programs (U.I.C., pension plans, etc.) which

are generally available to other small business concerns. To date,

periodical writers are generally ineligible for Canada Couﬁcil monies.

Since there are no comprehensive policies or laws
regarding payment for public use, and since copyright legislation is
in a state of flux, periodical writers typically do not earn residuals.

The specific problem that writers have of being at the
bottom of the industry's financial barrel applies generall& to the
resources given to editorial content.

A ooigzg;;l;”recent problem threatening writers is the
development of data. base storage.by.major periodical and newspaper
publishers. A writer used to be asked for 'first North American
publication rights' in contracts with a publisher. Now, for little or
no more money, the request is for 'first North American publication
rights plus data base storage rights'. Once material is in a data
base, it effectively becomes universally available with no further
rights to the writer.

Another copyright problem faces the publishers of
business newsletters whose remuneration is derived from a relatively
few high paying subscribers. Photocopying of these newsletters could
threaten their viability. We were unable to establish how widespread
this problem is but do know it exists. Generally speaking, it has

proved impractical to restrict in~house photocopying.
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In other cultural industries such as books or music, the
creator has the prospect of attaining significant returns through a
"best~seller'. The periodicals industry offers no such possibilities
since the print run of a periodical is usually fixed regardless of the
popularity of any particular article. We believe it-would be
inappropriate for the Government to interfere with market forces by
forcing consumer periodicals to raise writers"remuneratidn. However,
whenever grant money is involved it would seem appropriate to consider
whether certain amounts should be reserved for writers. The long
range effect of this would, hopefully, be to raise the standard of
writing and thus ultimately enable more publishers to:juétify paying
more for editorial material.

Policy Implications

The problem of 1ow—paid-writers is partially a supply
probiem (too many) and partially an affordability problem (publishers
cannot afford higher fees). We did not sense that this was seriously
threatening the future of the industry and fognd that it was more
likely endemic tb the industry's economics.

Nevertheless, it has to be a matter .of.concern that the
creative core of the periodicals industry - its writers - exists in
such an insecure, unrecognized and ill-remunerated mannér. "The
copyright concerns seem less important in this industry than most

entertainment media.
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3.7 Production

The production aspects of physically creating a
periodical represent about 30-40% of all expenses of producing a
publication as shown later in EXHIBIT 40. These costs include:
- typesetting
~ colour separation
- paste-—up
-  printing
~  binding
- packing/labelling
- shipping.
Based on our survey and Statistics Canada's Census of
Manufacturers, in 1981 these components totalled about:

Printing , mmmem—c - $300 million

Typesetting, colour separation, paste-up, $15 million
photograph, photo-engraving, etc.

" Binding, stitching, shipping $10 miliion
We estimate that there are about 4,000 employees in

printing operations, as a result of periodical publishing, with a
total wage bill of about $80 million. We also estimate that about
$100 million dollars worth of paper was bought in 1981. Most
periddicals use coated groundwood publication paper bought frpm one of
the five major suppliers - Kruger, Abitibi, Domtar, Rolland and
Fraser. The availability of supplies varies on a somewhat cyclical
basis with the last shortage in 1978. However, recent evidence points
to a growing shortage developing in 1984 which could lead to
significant price increases in the near future. This is a big change
ffom when we did the survey in mid-1983, in whigh only 117% of
‘commercial publishers and 7% of non-commercial publishers expressed a

concern.
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Almost all printing is done in Canada due to the customs
rule preventing the -importing of advertising material in periodicals !
aimed at Canadian markets.

Several of the major publishers have their own printing
operations or are part of a corporate family thataincludes.pfinting as
one of the activities (e.g., Maclean Hunter, Southam and Comac). As
indicated earlier, most publishers, however, contract out their
printing activity. .

Printing costs varied significantly as a proportion;éf
all costs and this variation seemed to be related to the following
factors, on 'an all other factors being equal' basis:

— physical size of publication - the bigger the publication the
higher the printing costs - see EXHIBIT 25 for average size
of publication, which is 64 pages for commercial
publications and 50 pages. for non-commercial publications.

- type of paper - the heavier the stock, the more costly.

- use of colour — commercial publications average 20% of

advertising material in process &4 colour, and 10% of

editorial material. 1

- frequency - the more often the publication is released, the
higher the printing cost is as a percent of total costs.

- usual page size - the bigger the page .the higher the costs.
Over two-thirds of all periodicals are between 6" x 9" and
8" x 11" with 157 above 11" x 15" and various other sizes
being used by selected publications.

Printing techniques varied, with commercial publications
being either offset litho (70%) or web off-set (24%). Non-commercial
publications used offset litho (67%) and a variety of other
techniques. Binding techniques included some commercial publications

with self-folding (20%) but most with staple (40%), followed by stitch

(20%2) and perfect (15%).
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In our interviews and survey, questions on technology
focussed most on the impacts on production techniques. The use of

electronic page make-up, use of computers, photocomposition laser

printing, etc. were felt to be the biggest influences and these were —

not seen to be having an overly dramatic impact on the industry. In-
any event, these kinds of production changes appear to be occurring
without any need for government involvement. None of our interviewees
saw a movement away from paper as being the basis of publishing
periodicals. The strengths of periodicals as a paper medium are seen

to be:

- the permanence of record from a reader's perspective --——--m -

— universal access and feasibility

— the 'opulence' of advertising message presentation
‘ opportunities using -colour photographs.

- the lack of. an alternative mechanism for business to business
advertising..

Very little concern was expressed to us, either by the
panels or through the questionnaire-survey respohses or in our
interviews, that technological change represented much Qf a threat to
the industry from the perspective of a new or different competing
media making significant in-roads. Indeed, one very senior member of
the industry commented to us that "50 years from now, people will be
reading much the same kind of magazines that they do now, produced in
much the same kind of way as they ére now'. We are not so sure of the
position 50 years ahead, although for the next ten years the comment

is justified.  Most technology comments were focussed on the




- 75 =

application of computers to production including electronic page
make-up and management (such as computerized subscription systems).
These will certainly improve the industry's productivity but éfe
unlikely to have significant impacts on its future compared to other
media. While these technological improvements are largely transparent
to the reader, they do have major impacts bh the publishing
organization in terms of capital needs and personnel,ﬁlanning. For
sméll periodicals, this bécomes a major challenge. Insofaf as
government policies exist to assist in modernization, they should be
utilized by this industry. Much of the industry itself has not
indicated a strong need for special assistance,. although some smaller
publishers - clearly indicated . that they would like help. |

It appears to us that there is a long~term'threa£ to
various segments of the.industry of‘disfuption:throughAnew électronic
distribution technology,including:

—~ the assembly and transmission of editorial copy

~ problems with the definition of editorial source and ownership

- distribution via electronic screens in homes or computer
printers in homes.

While there is great general consumer interest in
computers and electronic developments, we sense a .certain apathy ini
the industry. The issue is whether government‘should take an active
role in redressing this situation, as is discussed in the Park

1)

Report on scholarly communications. In our view, the problems

are not large and they will only affect the commercial sectors such as

1Y park, Paul: Aid to Scholarly Communications, Social Sciences
and Humanities Research Council of Canada, 198l.
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directories in the immediate future. We do not think that this is an

issue warranting new government action.

3.8 Circulation

Canadian and foreign-based publishers utilize a wide
variety of channels to distribute their periodicals with both paid and
controlled circulation periodicals sharing the same channels (but not
always at the same costs). They sometimes split their distribution
between various.channels (as in the case of single copy sales (retail)
and subscription (delivery)) or in other cases use one approach
exclusively (En Route in airplanes). For our purposes there are four
main catégories depending on the_physical processes involved:

o purchased periodicals through retail dealers (e.g., Saturday
Night, Time, etc.) using a wholesaler-distributor network

(discussed in 3.9 below)

o purchased periodicals delivered directly to the final address
(home or business) using the post office

o controlled (free) periodicals (addressed and unaddressed)
delivered directly to the final address using the post
office or, sometimes, private delivery services

o controlled periodicals delivered directly (e.g. in public
locations such as Marquee and En Route) such as theatres
and airplanes or as a supplement to a newspaper.

Before discussing some of the particular issues
associated with the different types of circulation, it is useful to
present some basic data on periodical circulation in Canada.

As indicated earlier there are some 71,000,000 copies

distributed on a single-issue basis by publishers operating in Canada
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(see EXHIBIT 3 for a breakdown by type of periodicél). EXHIBIT 26
describes this circulation on the basis of size of periodical. Using
Woods Gordon's estimates, the largest 110 publications (about 2% of
titles) account for 56% of all single issue circulation. At the other
end of the size spectrum,.periodicals with less .than 2,000 -in
circulation comprise 58% of titles but only 4% of total singlé—copy
circulation. |

EXHIBIT 27 lists the'twenty largest circulation
periodicéls published in Canada. They are dominated by cénsumer
periodicals and especially television guides which, because of their
frequency, occupy six of the top ten positions in annual circulation.
Of,these'twenty, six are Erench—language (three television guides and
the other three french versions of large English—languagé |
publications)." |

Compared to the fanking of gross advertising as reported
to the Magazine Advertising Bureau there are some noteable differences
(comparisons should be made to annual circulation). As shown in
EXHIBIT 20 (calculated from shares described in commentary),
Chatelaine (English and French) is top with $29 million»in 1982,
Maclean's second ($23 million), Homemaker's third ($16 milliom), TV
Guide fourth ($14.9 million), Time fifth ($14.5 million) and Reader's
Digest sixth ($13.4 million). Since the other television guides are
not members of the Magazine Advertising Bureau, their advertising

revenues are not published.
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As shown in EXHIBIT 28, many periodicals have a long
history, with 18% of'commercial publications starting before the
1930's. Non-commercial publications tended to spring up in the 1960's
and 1970's, as almost 70% were started then. The budget pressures
have obviously been affecting this group in the 1980's as fewer
non-commercial publications proportionately, have started in the last
three years compared to commercial publications.

Not surprisingly, diétribution of periodicals closely
follows the distribution of population (See EXHIBIT 29), with perhaps
Quebec being slightly under—-represented. We investigated whether this
was a resu;t of undercoverage of Quebec periodicéls and do not think
that this is the reason. It appears that there are indeed fewer
French-language publications to appeal to:the Quebec consumer on a per
capita basis than there are to appeal to the English-Canadian
consumer. It is most likely that this is caused primarily by the
significantly smaller market.. .

A re&iew of data presented in EXHIBITS 3.i and 3.iii
cited earlier and Appendix EXHIBITS A.I, A.II and A.III, lead to the
following conclusions:

- the French-language market represents about 20% of
circulation which is significantly less than its share of
population in Canada

- Business periodicals are under-represented in the French
language, probably as a result of high usage of English in
the work-place :

- artistic and literary periodicals have a notable
over—-representation in Quebec, partially because there is a

better record kept of them but more probably due to a
higher sense of cultural identity
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- average circulations are not that much lower for French
periodicals than they are for English periodicals. This is
probably a result of the fact that there is a high degree
of regionality to many periodicals. Also, in the case of
English-language periodicals, there are a great number of
very small periodicals produced mainly by small
associations that lower the average size. In Quebec, these
periodicals generally do not exlst, since equlvalent
associations do not exist.

Looking outside Canada, some periodicals do have a
degree of foreign distribution but it is almost always minor. OQur
interviews and case studies indicated a reluctance to pursue foreign
markets, largely because they felt their product was too
Canadian-oriented to succeed. We estimate that less than 1% of copies
go outside Canada. Statistics Canada shows over $40 million dollars
of periodicals being exported in 1981.  This is. mostly due to Canadian
printers producing American periodicals that are distributed in the

United States.

3.8.1 Confrolled and Paid Periodicals

EXHIBIT 30 pfovides our estimates of the split between
publications which are given to the reader free (controlied) and those
that have a price to the reader. Business publications tend to be
controlled (77% of single-issue circulation). Consumer publications

are split with general consumer publications tending to be paid (70%)

and the other components being .controlled with an overall consumer

average of 607 controiled. Scholarly/educational (96%), and artistic
and literary (97%) are almost all paid although there are some
significant exceptions to these generalizations. Religious
publications are split between categories although those that are

'free' often ‘require' a 'donation'.
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The growth of controlled circulation periodicals has
been dramatic over the past fifteen years. Using Magazine Advertising
Bureau dats, the share of total advertising revenue of all rsporting
(major consumer) periodicals accounted for by controlled publications
- (all owned by COMAC)Ahas rigsen from 7.1% in 1970 to 20.2% in 1982,
while tbe total gross value of consumer advertising has risen from

almost $30 million to $196 million.

3.8.2 Price of Paid Periodicals

. The price paid for commercial périodicals avérages about
$1.40 per issue (EXHIBIT 31) and $13.00 per year (EXHIBIT 32). The
‘single-issue costs vary by size of periodical; use of colour and
amount .of advertising. However, it was exXtremely difficult tb discern
a strong pattern of association between price to the consumer and cost
to the advertiser because every situation we reviewed'had different
‘sets of conditiqns.'

The price of subscription varies by size, cover price,
and frequency. Our survey was not able to discern what the cost of
obtaining a subscription was, but it was clear from our case studies
that the cost was‘about equal to several years'vsubscriptiob
- revenues. ~Only long-term frequent renewals show a profit over the
cost of attracting the subscriber. Rough indications given to us were

that subscription charges are about half of the cover price.
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The price of non-commercial publications varied gfeatly
but there was some clear tendency evident for some publications that
50¢ was an artificial price basis for the setting of subscription
prices. (This relates to the Post Office's requirement for a bona
fide subscription to be at least 50 cents per year.) .Obviously, the
true cost is higher as the distribution of prices shows in EXHIBIT 32,

although there are a lot of publications charging very low amounts.

3.8.3 Distribution Channels

About 50% of all periodical circulation included in our
study universe is distributed by the Post Office ksee EXHIBIT 33).
Another 44% is delivered direct to the home or other locations, the
vast majority of which consists of television supplements in weekend>’
newspapers. The remaining 6% is sbld through retail establishments.
Together they account for 9614million individual copies. More
information is provided below on newsstand (retail) sales. The
remainder of this section describes basic facts on postal delivery.
Chapter 5 treats postal policy issues in considerably greater detail.
‘ As shown in EXHIBIT 34, second class postage is used by
the majority of publications (by annual volume) representing some
two-thirds of total volume. They also represent about 42% of all
tiEles. Second class Code 3 is the largest category by volume. (about
50% of all) although it has considerabl& fewer titles than Code 4.

General postal cost information is shown in EXHIBIT 35
and indicates that postage can vary greatly as a percent of total

costs, but generally averages in the 6-8% range.
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Policy Implications of Circulation

The central role of postal policy is the key element of

circulation, other than foreign content (which is treated in Section

- 3.10 below).

The issue of postal rates and regulations is, in fact,
of such enormous and over-riding importance to the periodicals
industry that we have devoted a specific chapter to it - Section 5 -
in this Report. The material that follows is an overview .of the
concerns. There are a number of'key areas..

The true cost of distributing periodicals by post has
never been fully determined and this presents some problems to any
cost-benefit analysis and the deterhination of proper rates. It is an
important issue and has to be  considered.

There is, certainly, a serious question as to whether

the postal rate structure is accomplishing the goals that it was

originally set out to do. Some even question whether it is a

'program’ in terms of a transfer of funds (rather than just a .service).

The industry argues strenuously that, since no-one knows
what the true cost of distributing périodicals is, it is inappropriate
to speak of it as being subsidized.' Certainly no one can say how |
large the.subsidy is.

We do not, however, accept the industry argument.

We believe that there is little doubt that the Federal
government is substantially subsidizing second class mail. A
significant number of respected representatives of the industry
averred that it is not proven that 2nd class rates are subsidized,

that possibly, taking into account the high degree of publisher mail
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preparation, it really does not cost Canada Post more than 4.2¢ per
150 gram copy to deliver an addressed periodical. We suspect thét
this is more a political than a scientific stance. |

It is inconceivable to us, based on what. we hgve seén of
Canada Post volumes and revenues by class; that the true cost of 2nd
class Codes 3 and 6 in particular is not very substantially more than
the present rates. Indeed, if the true cost were to be as low as the
present reduced rates, those bafts of the periodicals industry paying
commercial rates, e.g for 3rd.class unaddressed mail, must be very
substantially overcharged.

Because there is no accurate cost information available,
it_is difficult to determine the complete level of:support involyed.
However, we feel that government is, without any quéstion, subsidizing
some components of the industry.

The major issue from government's perspective then‘

becomes to determine the cost to the taxpayer and whether Canada is

getting a reasonable 'return'. A corollary to this is whether the
government would like to increase, decrease,ror keep the subsidy;

Because reduced second class rates have been increased
less than other rates, the amount of federal support has increased
rapidly. The gap between the reduced rates.aﬁd commercial rates is
now so large that if it were decided to end the subsidy, the amount
and rate of increase necessary to do so wouid likely threaten the
survival of much of the industry.

What began many years ago as a relatively simple attempt

by the Canadian government to assist in the distribution of relatively
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few periodicals (Canadian and foreign) by giving them advantageous
postal rates has now become an extremely complex and extremely
expensive‘flow of Government support to a substantial industry.
The industry often referred to the perplexing array of
regulations and mailing requirements. In our view, the mailing
requirements are no different from those set for all classes of
mailers, and the main problem lies not in the regulations themselves
but in the lack of recognition of the costs that are involved. Thus,
while postage cost for some categories has stayed low, other costs
have been added to the publisher. -In our interviews these tended to
----—-----be reported as one~time costs that were very difficult to quantify.
Eligibility rulgs were a basic issue for both the
government and private sectors of the industry. These were of two
major types ~ the treatment of consumer controlled circulation
periodicals and association periodicals. The importance of both is
obvious in terms of volume and number of mailers. The i$sues
encompass both economic policy and all aspects of cultural policy and

are developed further in Section 5.

3.9 The Retail Distribution Network

The retail network is a major component to the
distribution of a select number of Canadian periodicals. As was shown
earlier, only 6% of all periodicais distributed by Canadian publishers

use the retail network. These are mostly consumer magazines.
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EXHIBIT 36 shows that retail sales in 1981 reﬁresented

37% of all paid sales of ABC members in Canada.‘!’

This is down
from 43% in 1971, This is largely the result of changes in the
distribution of TV Guide (much more emphasis on subscription sales),
which accounts for almost a third of the distribution of ABC members
in annual volume terms. Without TV Guide, Time or Reader's Digest,
the share of newsstand sales increased from 30 to 32% from 1971 to
1981 which represented a 150% increase in volume terms.

Aside from postai issues, the distribﬁtion situation was
raised most often as an issue. As a cohsequence, we examined the

retail distribution network in some detail and the results are

described below.

3.9.1 Key Players

The key players in the retail distribution system are:
Publisher, Distributor, Wholesaler and Dealer (Retailer).
Publishers are responsible for selecting a national
distributor, ensuring the copies of their publicatiom are delivered to
wholesalers, and paying, if appropriate, any Retail Display Allowances

to retailers. The Retail Display Allowance (RDA) is described below.

‘'? This analysis was based on ABC data. In an effort to make each

year's data comparable, we attempted to make the coverage
consistent from year to year for Canadian periodicals by
adding in data for excluded publicatiomns in various years.
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Distributors provide publishers with marketing and
certain accounting éervices. .They deal directly with wholesalers and
also with major retailers. The manner in which distributors opefate
depends on the per%9§§g§£§wwith which they deal. In general,
distributors do not physically handle Canadian publications; they play

"the role of marketing interﬁediaryvbetween publishers and
wholesalers. Foreign publications are a different matter; in this
case, distributors may become involved in physically handling products
- particularly if the periodicals are of non-U.S.-origin. There are
five national distributors in Canada:

- Coast to Coast Distributing Company

~ Gordon & ‘Gotch (Canada) Ltd.

- Master Media Inc.

- T.V. Guide Inc.

— Distrior..

In addition, the CPPA operates as a distributor for a
range of smaller Canadian publications.-

Wholesalers are responsible for the physicél delivery of
periodicals to retailers. They also organize the collection from
retailers of unsold copies whicﬁ they either shred or return to the
publisher if thé latter so instructs. Wholesalers, then, control both
deliveries and returns of unsold sales. Most retailers depend on data
provided by wholesalers to make their claims to publishers for payment
of RDA. Publishers and distributors may also use wholesalers' data to
analyze sales performance.

There are about 40 wholesalers in Canada, of which 37

are members of Periodical Distributors of Canada (PDC). PDC members
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control the bulk of the physical delivery system by means of exclusive
territories. They do not compete with each other and;.in most areas
of the country, have no competitors at all. There are no
foreign-controlled members of the PDC.
The development of exclusive territories.is based on

several factors:

~ the need to control returns so that one wholesalér is ndt

paying for another's returns

-~ the efficiencies of not having overlapping delivery routes or
self-defeating. competition in each retail location.

Evidence found in.earlier studies‘'’

and our own
research indicates that this is indeed a 'natural monopoly'" situation
that benefits all involved.

We heard a large number of complaints that.wholesalers
were to 'blame' for the lack of presence of Canadian peiiodicals on -
newstands because of various types of biases:.

— more profitable to push foreign periodicals

— decision systems used to determine racking are based on past
patterns and if you are new you are not part of the pattern

—~ basic bias against Canadian periodicals.

According to the information we could gather,
wholesalers do‘have a major impact on what gets 'racked' in a store.
We could find no evidence that they were unduly biased against

Canadian periodicals. They point out that retailers (and themselves)

need the product to turn as much as possible to make its.use of space

o Annual Report, Director of Investigation & Research, Consumer and

Corporate Affairs Canada, Combines Investigation Act, March
31, 1979.
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worthwhile. They felt that simply because someone 'thinks' their
publication will do well if exposed long enough is no reason to
believe it will. This opinion is based on years of close experience.

We tend to agree with the wholesalers on this point. However, the

issue could only be answered authoratively by a major real-life test -
we refer to this iater. At the same time, there is scope for
wholesalers to be more co-operative with new Canadian ventures, and
the various sectors of the industry should work to find ways to
‘maximize the opportunities of smaller Canadian periodicals.
There are indications that'exclusive territories will
‘not always exist. In Toronto, for example, the following firms, who
are not members of PDC,>provide QQ;;;;;I;A; services:
. Gordon & Gotch (
— High Point Periodical Ltd.
- Intercity News '
These firms have succeeded in competing by:
o delivering periodicals with which PDC members do not deal;

o making deliveries to non-conventional retail outlets;

o offering, in some cases, a superior marketing service and
higher discounts to retailers.

On the whole they do not, however, compete head-on with
PDC members; they operate mainly in the areas where PDC members
provide a poor service or no service at all. Gordon & Gotch, for
example, as a national distributor, only wholesales magazines where
PDC members will not do so.

Retailers generally make the final decision on which

magazines they are prepared to sell. 1In the case of large stores and
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chain stores, the retailer teﬂdé to take absolute control of
periodical purchases. Small corner stores; on the other hand, are .
more influenced by the wholesaler's advice. A:critical issue for all
retailers is the amount of space to devote to the sales of
periodicals. Display space is not limitless and magaéines;compete for
footage with other products. Retailers will naturally choose to sell
those periodicals that are the most popular with customers and provide
the highest levels of profit.' These gwo factors are linked but are
not necessarily identical. The profit from selliné a foreign magazine
can be considerably higher than for a Canadian magazine. This is
particularly true of European periodicals although it also applies to
a large number of U.S. publications.'-Control'of retail price is the
key to this equation. . While Canadian magazines have a
publisher-controlled retail price, many- foreign magazines have an
additional mark-up which increases the profit on single-copy sales.

In the case of foreign periodicals with a large Canadian circulation;
additional mark-ups are rare, but for smaller—circulation foreign
periodicals extra mark-ups can become significant. Here,
small-circulation Canadian magazines, sold at a fixed.price, find
themselves competing with foreign magazines whose price may vary

according to what the retailer wishes to charge.

3.9.2 Financial Flows in the Distribution System

EXHIBIT 37 describes a typical interaction between

Publishers, Distributor, Wholesaler and Dealer (Retailer).
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The theoretical breakdown of income between the parties
involved in producing, distributing and selling periodicals is

approximately as follows (assuming a cover price of $1):

Participant " Income -
Publisher 4L0Od
Distributor 104
Wholesaler 20¢
Retailer 20¢ + 10¢ (RDA)
$L

Many (though by no meéns all) publishers pay a Retail
Display Allowance (RDA) to retailers which, in theory, equals 10% of
the cover'price of copies sold. In order to receive RDA, retailers
have‘to complete a special RDA return each quarter detailing -sales of
every-eligible periodical. The data for this return is provided to
the retailer by the.wholesaler (NOT the distributor). The retailer
sends the return to the distributor who then claims RDA from the
publisher on the retailer's behalf. Payment of RDA may come either
~directly from each publisher or (exceptionally) via the distributor.

However, the wholesaler makes a charge of between 1% and
'1-1/2% (usually the higher figure) in return for providing the
retailer with sales information. In addition, the wholesaler makes a
delivery charge to each retailer (Metro Toronto News reportedly
charges $1.95 for delivery).

Therefore, a revised breakdown of income distribution

would be:
Particigant Income
Publisher 40¢
Distributor 10¢
Wholesaler 20¢ + 1.5¢ (delivery charge)
Retailer 20¢ + 10¢ - 1.5¢ (delivery charge)
$1
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A retailer's net sales are calculated on the basis of
deliveries received less unsold returns. Retupns are taken back by
wholesalers and either shredded or sent on to the publishers. Most
retailers fail to account for their own receipts and returns;
wholesalers are therefore the focal point of ﬁhe.stétistical
information on sales. The charge for returning unsolds made by
wholesalers to publishers (or distributors where thé distributor has
taken title) is about 12¢ per copy.

Income to the publisher is long in coming. Typical
terms received by the publisher from the distributor are 75 déyS‘after
the first day of off—sale; For example, for monthly publications
published on the lst of January 1983, thé 75-day period would -commence
on the lst of February and payment would fall.due;on April 17, 1983.
However, full payment on January's issue would not be made  on this -
date, because the payment calculation takes into account the |
outstandings for February and March in the following manner (assume |
that gross publisher sales amount to $1,000 in each of the first three‘

months January to March and that unsolds amount to $250, $70 and $150

respectively):

Gross Sales Less Unsolds Net Sales
January $1,000 - $250 $750
February 1,000 70 930 -
March 1,000 130 870
Total $3,000 $450 $2,550
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First Net Payment for January =

3 months net sales - $2,550
Less 2 months gross sales - $2,000
$ 550

In this example, on April 17, the publisher is entitled
to receive $550 or 73% of the January sales owed to him by the
distributor.

Suppose that,'instead of the above scenario, gross sales

increase by $500 in each month while the percentage of unsolds remains

the same:

Gross_Sales Less Unsolds Net Sales
January : $1,000 - $250 $750
February 1,500 105 1,395
March ' 2,000 260 1,740
Total $4,500 $615 $3,885

First Net Payment for January =

3 months net sales . - $3,885
Less 2 months gross sales - $3,500
$ 385

Here, the publisher's reward for increasing his sales is
a penalty in the form of a longer credit period given to the
distributor. In this case the publisher receives a mere 51% of his
net January sales. Obviously, once growth slows down the publisher's
cash flow improves considerably but for the periodical expanding sales
the problem can be significant.-

Under these circumstances non-subscription paid
distribution is often considered to be a cost rather than a

revenue—earner for the publisher. .Any comparison of total
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distribution costs (mail and retail) between paid circulation and
controlled circulation. periodicals must take this into account.

As EXHIBIT 37 shows, the distribution system gives rise
to largé differences in the period of credit given and enjoyed by each
of the key players. Although credit terms are always subject to
negotiations, a typical example is as follows:

CREDIT TERMS APPLICABLE
TO THE DISTRIBUTION SYSTEM

Publisher ... Distributor  Wholesaler Dealer

100-120 days 60-90 days 0-30 days a/a

Some U.S. publishers, because of their size and
influence are able to demand prepayments fromzdistributors. -Where
this is not the case, both distributor and wholesqleg reép.tﬁe benefi£

of a cash flow at the expense of the publiéher.

Policy Implications

Newsstand sales are regarded by publishers as key to
building a strong subscriber‘basé and a lérger circulation. Thus,
although théy represent a..smaller portion. of sales than subscriptions,
they have an important role in expanding the industry. One key aspect
of newsstand sales is the pregence ofAforeign pubiicationé. This is
treated in more détail below.

The most striking difference between the periodicals
industry in Quebec and the industry in English Canada comes frqm the
difference in the basic nature of the market place. The French market

has (apart from language) three prime distinguishing features
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— the limited size of the overall market

- the considerably greater geographic concentration of the market

— the great distance from foreign French markets.

These factors mean that periodicals in Quebec:

- have, for broad interest publications, a much smaller
potential market than do English language periodicals in
English Canada ‘

- are easier to distribute, and depend largely on urban
distribution and, at that, to a very high degree on
distribution in Montreal and Quebec City

- have limited foreign competition. ‘

There are differences between the Quebec and English
Canada distribution industries. In Quebec the ownership linkages
between a.few large publishers and the distribution industry are much
stronger than in English Canada, creating some potential limitations
on the entry of new periodicals into the market to compete with
existing periodicals.

In both Quebec and English Canada, through numerous
interviews with distributors, wholesalers, publishers and industry
considerations,-we found that the existing arrangement for
distribution and wholesaling are, generally, not the cause of the
difficulties faced by Canadian periodicals on the newsstands, and in
particular are not the cause of the difficulties faced by small
Canadian periodicals on the newsstands. |

Newsstands are suited to a very particular type of
periodical. Low-circulation periodicals, particularly artistic, and
'1iterary, and scholarly publications are not likely to do well on the

newsstands, and could not begin to afford to stock even a small part

of the more than 20,000 newsstands in the country with product.
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The hope for retail sales of artistic and literary and
scholarly periodicals in Canada is for a felationship with very
particular kinds of retail outléts to bé built up over time across
Canada, so that the very limited market for the periodicals can
identify with these outlets. Individual periodicéls. are unlikely. to
have the means to find or distribute to such outlets, and a
distributor serving such periodicals is unlikely to be a going
concern. The best hope for such periodicals is thfough cooperative

attempts, such as represented by the distribution area of the CPPA:

3.10 Foreign Publishers and Publications

‘With the exception of a very few-special instances,
(Time and Jehovah's Witness) all publishers operating in Canada are
Canadian-owned. This is due to several factors:

Legislation — The Income Tax Act (Sectiom 19) disallows
advertising costs as tax deductions for advertisements aimed at
a Canadian readership and placed in periodicals that are not
Canadian-owned or ‘that consist largely of foreign material.
This effectively increases the cost of advertising by fifty
percent in non-Canadian owned periodicals.

Local Familiarity — many periodicals succeed because they reflect
a particular regional or a local flavour that is best
identified and interpreted by a local or Canadian organization.

Lack of Customs Duty - this permits the importation of
periodicals without customs duties on the editorial or
advertising content. Only where advertising contains messages
specifically aimed at Canadian readers could the periodical
become a prohibited good under Schedule C of the Customs
Tariff. Under this measure, any foreign publication which
contains more than 5% of its total advertising directed at
Canadian audiences in any of.the past four issues is barred
from entering Canada. Thus, there'is no advantage to printing
locally versus using large press runs in foreign plants.
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As a result of the lack of tariffs and discrimination against
foreign—-owned periodicals in terms of advertising (Section 19
of the Income Tax Act), there is no satellite production here,
with the exception of Time and Jehovah's Witness, as there has
been in many other manufacturing industries and as in other
cultural industries such as the record industry.

Historically Strong Publishers -~ Canada has had a long history of
strong newspaper and periodical publishing organizations such
as Southam and Maclean Hunter and thus a vacuum has not
developed into which a more skilled foreign-based firm could
open operations and exclude Canadian firms.

The high degreé of Canadian ownership of publishers
operating in Canada is similar to the levels in other media and
communication industries such as newspapers, radio and television.

However, the degree of foreign ownership of publishers
publishing. in Canada does not mean that Canadians oﬁly 'consume'
Canadian periodicals. On the contrary there is a high influx of
foreign-originated publications that are mailed to Canadians or sold
on newsstands.

There. are no comprehensive estimates of circulation by
country of origin since all data sources are incomplete by varying
degrées. Recent calculations by Statistics Canada, which are
reasonably comprehensive fof commercial consumer, farm, trade and TV
guides indicate. that foreign publications are a minority of the total
circulation of périodicals in Canada. About 25% of all CARD and ABC
consumer periodical single—issue.circulation in 1981 was foreign
originated, almost all of which came from the United States — see
EXHIBIT 38.  No other segment had a notable degree of foreign

presence. This is mainly due to the large number of special interest
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and regional publications that appeal to Canadians only and that
domiﬁate all categories other than consumef periodicals. If, on the
other hand, the twenty largest Canadian periodicals are measured
against the twenty largest U.S. periodicals the share of market is not
any different.

For a closer in-depth view of foreign—driginafed
publications, we had to rely on CARD and ABC-based data as‘reported by
Statistics Canada. These show that of all U.S. periodicals with
circulation in Canada,‘the top 20 represent aﬁout A.S‘millibn copies
on a single issue basis. The top 20 Canadian pefiodicals have a total
single-issue circulation of about 13.5 millionvcopies.'.Tﬁué,.at the
top end of circulation of'consumer'pefiodicals; fofeign*periodicals
account for the same 25 percent of market as tﬁey do for-all
periodicals. Unfortunately, the.data calculated by .Statistics Canada
does not go back many years, nor is it diviaed by retail or |
subscription channels. Thus, we have examined ABC data directly to
determine the share of market of United States periodicals on
newsstands and through subscriptions. Since ABC only covers lapge_
consumer periodicals our analyses can only be confined to this one
segment although our judgement is that the remaining consumer

periodicals not covered would not alter the trends.
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As shown in EXHIBIT 39¢'’, the foreign share of total
annual circulation dropped substantially between 1971 and‘l981 from a
level of 70% in 1971 to 60% in 1981. This was partially a result of
slightly better performance in the newsstands of Canadian periodicals
but mostly as a result of a large drop in subscription share of market
held by U.S. periodicals; This latter trend was sdmewhat a result of
Maclean's going weekly. ABC figures exclude controlled circulation
periodicals -~ through their strong growth in the past fifteen years,
it is likely that the Canadian share. of market has actually increased
faster. The level of foreign penetration in the consumer field based
on ABC data and shown in EXHIBIT 39 is notably higher than that
calculated by Statistics Canada and shown in EXHIBIT 38 (60.5% versus
25.5%). This is a\resalt of controlled circulation periodicals
(excluded from ABC) and the many Canadian periodicals that choose not
to join ABC.

In Quebec, foreign periodicals are much less of a
threat. The major source of foreign periodicals is 3,000 miles away.
The comment was made to us that 'the impact of foreign-owned
periodicals in Quebec is similar to. the impact of British periodicals
in English Canada - tiny compared to the impact of American

periodicals".

‘!’These analyses exclude Time, Reader's Digest and TV Guide. If
the latter two are added in 1981 to the Canadian segment, the
share of market held by U.S. firms would drop to 38% of
subscriptions and 62% of newsstands.
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Policy Implications

Foreign ownership and consumption of: foreign material
has been very impoftant to policy formulation in the pas£ fifteen
years. The large degree-of Canadian ownerghip is a direct result of
these policies.

Both the inéomevtax aﬁd customs legiélation provide
significant levels of protectidn to the industry.

A third, minor, protective measure is FIRA, which has
the ability to prevent foreign-controlled businesses from setting up
business in Canada. There are no special provisions of FIRA that
apply to periodicals.

The recent decision to terminate:reducedspostalIrage
privileges~for«foreign magazines will provide . further protectiﬁn.

The Canadian indust£y<has made good use‘oflthese
advantages and enjoys a large market share. Howevef, while the
overall situation is reasonably satisfactory, foreign magazines
(primarily U.S.-based) do have the substantial majority of newsstand
sales.

.The potential for foreign magazines to enter the

Canadian market was amply demonstrated by Newsweek. The decision to

permit Newsweek to do so appears contrary to all--the other measures to

limit foreign competition and is presumably an aberration rather than
a harbinger for other foreign magazines. The decision to terminate
postal subsidies for foreign publications suppoftg this view.

The industry has expressed_some concerﬁs over the
enforcement of the 1976 amendments to the Income Tax Act which were
designed to prevent tax deductions for advertising expenses incurred

in foreign magazines destined for Canadian readers.
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Industry representatives have told us that tbey have
reason to believe that the amendments are, in certain instancés, being
~substantially violated. The same representatives have told us that
" they have attempted to deal with Revenue Cafidada on the matter, and
have come to the conclusion that the amendmenté are not a matter of

concern to Revenue Canada, partly because they would be very difficult
to enforce and paftly beéause the cost to Revenue Canada appears to be
greater than the potential tax recovery. To provide bétter
enforcement, a fairly complicated chain of bookkeeping would have to
be followed, involving the advertiser, its advertising agency and the
periodical in question, and this might-only be possible quite a long
time after the advertisement in question was placed.

This concerns us, since, ultimately, an unenforced law
runs the risk of becoming a useless law.

Another aspect of current practice in relation to the
Income Tax Act which seems curious is the Federal Government's use'of
foreign magazines. Since the Federal Government pays no tax, it is
not discouraged from using these magazines by a cost penalty, as are
private advertisers. Indeed, since some foreign magazines have
reduced their rates to compensate for their aftertax disadvantage, the
Federal Government has a positive incentive to choose them.

There may also be a temptation for government to not
advertise in bilingual periodicals so that it can avoid its.own rule
(and therefore the expense) of having to place advertisements in both
official languages.

The degree of consumption of foreign periodicals

continues to be a matter of policy consideration. However, although
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it is hard to measure comparable market shares between cultural
industries, we suspect that the periodical industry, next to newspaper
readership, has the highest Canadian content in terms of exposure to

consumers.

3.11 Foreign Ownership of Canadian Periodicals

During the course of our research and interviews, a
number of instances came to light of foreign-owned businesses
currently operating in Canada who were not currently publishers but
who were interested ip putting equity into existing Canadian
periodicals.

Such businesses would, ' in most instances, be subject to
approval by FIRA before being allowed to become publishers.

We note that periodicals published in Canada with
editorial material that met postal specifications would not be
excluded from receiving 2nd class postal rates on the grqunds.of
foreign ownership. It would, however, be subject to the 1976
Amendments to the Income Tax Act. (i.e. Canadian advertisers would
not be eligible to deduct their advertising exﬁeﬁditures as a pre-tax
expense).

Policy Implications

Foreign ownership of Canadian. periodicals is not nea{ly
as serious a matter for coﬁcern as the sale of foreign—published
periodicals imported into Canada with the exception of recent
developments in specific competitive markets (medical and computer).
where there is a pressing and worrisome problem of féreign—aned firms

creating ownership structures which appear to bypass FIRA.
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In some situation there may be some cause for tapping
foreign investment, although the two cases cited above do not seem to
be the most appropriate. There are several points to be made here.
The Canadian periodicals industry does not, as far as we can
determine, suffer from a shortage of equity and working capital
although we are told that many CPPA members would disagree. It is an
expanding industry, probably more attractive to potential entrants
than any other cultural industry in Canada. Nevertheless, there are,
for whatever ;eason, opportunities perceived by some sources of
foreign capital (particularly those with interests in the printing
industry) for the creation of new or expansion of existing Canadian
periodicals. By 'Canadian', we mean here periodicals that are clearly
Canadian in terms of the overwhelming representation of Canadians at
all levels of their staff, as well as in terms of the origin of
editorial material.

Policy dangers and dilemmas for the government exist in
that:

- foreign equity might, in some instances, have an advantage
over Canadian equity (experience and scale of operations of
foreign owner). '

~ foreign equity might, whatever the intentions and safeguards,
influence the nature and content of the periodicals towards
that which exists invthe relevant foreign country.

Policy advantages for the government are that:
~ trade restrictions are reduced

- capital is brought into Canada

— both the industry and the public benefit from a larger,
healthier industry.
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3.12 Financial Health of Periodical Publishing

It is extremely difficult, in quantitative terms tp
determine the financial health of the industfy. Previous research
(see the Bureau of Management Consulting) utilized special tabulations
from Statistics Canada's tax access files. ‘Unfortunately, most
periodical publishers do not only publish periodicals, and thus it is
very difficult to isolate their publishing activities from other
activities.

Despite the data problems, a critical aspect of this
study has been to determine the financial health of the industry.

From our viewpoint and based on the best information available,;it is
our opinion that ‘the commercial sector of periodical publishing is in
a relatively healthy state when all factors, especially the latest
recession, are taken into consideration. The only generalizable -
exéeption to this is the state of small commercialvpublications;which,
due to their very nature, are unstable énd thus are rarely financially
healthy. This segment.is discussed in more detail below. Our
investigations indicated that the nonncpmmercial sector is not faring
as positively as the commercial sector due to budget cutbacks in the
supporting organizations. Before commenting‘in more detail on the
overall financial health we first discuss the major detefminants of

costs and revenues.

3.f2.1 Sources of Expenses and Revenues

As shown in EXHIBIT 40 manufacturing costs are the key

component of costs, representing between 30% and 40% of total costs.
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The pattern varied by size of commercial publication, generally
because the larger the print run the higher the manufacturing costs as
a proportion of all costs. Editorial, General Administration and
Circulation were the other notable categories in consumer

periodicals; AdVertising sales costs were significantly higher for
business periodicals who seemed to focus on the selling of advertising
rather than the selling of the periodical to consumers. Distribution
includes post;l costs.

EXHIBIT 41 displays the breakdown of revenue sources by
type of periodical. There is considerable variation depending on the
type of periodical. Advertising varies from 1% for the non-commercial
segments to 83% for the major business categories. The importance of
advertising for consumer periodicals varies depending on size.
Periodicals with over $1 million in revenue receive 63% of their
revenue from advertisers. Periodicals smallef than $1 million are
less successful in attracting advertisers (48%) and may rely on some

form of subsidy.

3.12.2 Relationship of Revenues to Costs

There are seQeral issues related to linking particular
revenues to specific costs that are best characterized by the
question: do subscriptioné pay for themselves? That is, is the cost
of obtaining one subscription higher or lower than the fee paid by the
reader excluding all other costs. This is key if one takes a position
that there should be a bona fide price for a subscription. '"Bona
fide" is sometimes taken to mean a price that provides the publisher
with a return that at least covers the costs of obtaining the reader

and, perhaps, the cost of printing the publication.
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It was clear from our interviews, case studies and
survey that every periodical has at least a slightly different set of
circumstances and some have very different circumstances. Each
publisher can vary the mix of revenues and expenses in an almost
limitless variety of positions in an attempt to make.a profit. We
were unable to design a general financial "model" which would permit
all these factors to be determined. Examples of the variable mix
options are:

- all advertising revenue and no paid revenues (controlled)

- lower price to get higher circulation to get greater
advertising fees

- higher prices to get more paid revenues and less advertising
fees .

- more subscriptions to obtain cash flow rather than.
retail sales

- Lower print costs (smaller perlodlcals) to save on expenses
but which reduces advertising revenue.

An examination of data in EXHIBITS 40 and 41 provide
some indication at a macro level of analysis. As noted before,
business periodicals (with the exception of newsletters) rely very
heavily on advertising and thus the relationship between paid revenues
and advertising is less of an issue. The focus is on commercial
consumer periodicals.

For consumer periodicals with more than $1 million in
revenue, circulation expenses represent 17 cents on the dollar. Paid
revenues from circulation .represent 37 cents on the dollar. Thus at
this gross level of analysis, circulation revenues exceed circulation

costs. However, the 20 cents in the dollar will only partially cover

the cost of printing which is .38 cents in the dollar. It is clear,
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generally, that circulation revenues cannot support the sales and
production costs of obtaining the reader. However, we were informed
of severél significant exceptions té this which proves our earlier
statement on endless variations. Howe?er,'for companies that rely on
advertising, it would be rare that subscriptions do more than return
the cost of marketing, let alone the production and distribution costs

of fulfilling. the order.

3.12.3 Profitability of Commercial Periodical Publishing

Our survey indicated that the average profit before tax
of all commercial publishers in 1982 was 5% of total revenues with
twice as many publishers .having a profit as showing a loss - in a year
when overall profit performance by companies in Canada was dismal.
EXHIBIT 42 portrays a general measure of financial performance for
those. commercial publishers answering the financial question in our
survey for the years 1980, 1981 and 1982. As noted, the profit
performance has been relatively positive, although one cannot base a
conclusion on the one question without access to equity and debt
positions. We were also shown some significant examples of losing
operatioﬁs.

While all sizes of firms did not perform in 1982 as well

as in 1981 average profit did stay in the black. Several other points '

are worthy of note:

- profits seemed to have shrunk somewhat since 1979, although
when these data are compared to similar data in the earlier
Bureau of Management Consultant's study - see EXHIBIT 43 —
the range of ratios are about the same.




- 107 -

- medium-sized firms seem to be somewhat more profitable than
small or large firms, although our sample is probably not
big enough to be definitive on this. Also, it should be
remembered that CPPA members did not respond to the survey
as well as would have been preferred.

— EXHIBIT 44 indicates, for 1982, the distribution of
companies by profit performance, which indicates a
clustering around the break-even point for small periodical
publishers and around the 1-4% profit. ratio for medium and
large companies.

Our interview program did not reveal a financial problem
for well established publishers, although this was less true for small
or new publishers.

We could not determine the profitability of periodical
publishing firms by sector (consumer, business, etc.) because several
major firms publish several types of periodicals. However, we did
examine the profitébility of larger periodicals in the two main
sectors — as shown in EXHIBIT 45. This table shows the average
percent operating surplus or deficit and the overall average.
According to this sample, the 25 largest profit-oriented periodicals
reporting financial data to our survey, trade publications tended to
be more profitable than consumer periodicals on a percent of revenue
basis. The data on average surpluses and deficits indicate that there
can be quite a wide swing in profitability from periodical to
periodical. Tabulations (not shown) on size of periodicals indicate
similar findings to date by size of publisher, i.e. that larger

publishers tend to be more prbfitable than small; publishers, although

there were some noteworthy small publishers which were profitable.
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There have been very few failures of major periodical
publishing firms in the last five years, which is ﬁnique in comparison
to other cultural industries such as book publishing and record
production; in fact, in comparison to almoét any industry.

There have also been almost no failures of major
periodicals except the demise of the 'weekend roto' magazines as a
result of changes in the newspaper industry. The other exception is
the merger or buy out of competitor magazines, some of which might
have been for financial reasons but most of which, as we understand
it, were for competitive reasons.

According to CARD, the number of new periodicals has
been growing. Tabulagions done by Magazines Canada for consumer
periodicals. shows a net growth of 186 magazines from 1977 to 1983 or

. just over 26 a year. The past two years have shown a slower rate of
new growth (11. each year) fhan previous years but it is still growth
in the face of a significant recession.

"Net" growth tends to underestimate the actual number of
additions and deletions. These have averaged between 75-125 for
births and deaths of all types of periodicals each year which implies
a turnover rate of about 10%.

Of the. profit-oriented publishers replying to our
survey, 25% indicated that their line of credit was insufficient and
only 5% could not obtain a line of credit. In all but one case, these
were small periodical publishers who were unsatisfied or could not
obtain a line of credit. In our discussions with industry
representatives, most firms could either rely on the financial backing

of their parent firm or their own internal cash flow.
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The line of credit situation for small publishers points-

up the specific financial problems of this group of companies:

~ often they are undercapitalized at the beginning and have no
equity to speak of to raise debt financing

- it was reported to us by printers and publishers that many
of these publishers are supported by the printer, who will
extend credit and, as stated by one printer '"takes the full
risk but does not share in the full return if the
publication succeeds".

- not only are these firms undercapitalized at the outset; they
lack the ability to attract an infusion of new capital
during operation.

—~ according to various estimates, there are upwards of 50 to

' 100 new magazines which open (and a similar number which
close) each year.

~ many new-magazines do .not have experienced. management.

.In fact, all of the above problems are typical of small
businesses in Canada. The biggest additional problems are the lack of
fixed assets or inventory with which to obtain debt financing, and the
high risk nature of the product due to its need to develop readership

over a period of time.

Non-commercial Sector

The non—commercial sector includes a wide range of types
of periodicals government, scholarly, religious and association
based. Each of these types has its own pattern of funding support.

Academic publishing of periodicals seems to be
relatively strong in .comparison to academic book publishing. The
number of scholarly journals being supported by the Social Sciences;
and Humanities Research Council of Canada (SSHRCC), the Natural.

Sciences and Engineering Research Council (NSERC) and the National .
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Research Council grew by about 400 percent between 1971 and 1981 with
none, as far as we are aware of, closing. Both the Park

Commission‘'’ (Aid to Scholarly Communication) and the Social

2

Science Federation of Canada® noted strong cost pressures for

added production expenses, as well as dwindling support from granting
agencies in real dollar terms, but neither report indicated a crisis
was at hand. Journals seemed to have been able to trim costs and
raise subscription prices.

Association-based periodicals generally reflect the
financial performance of the association. There is no data tb
indicate whether association membership is rising or falling, but one
would have to assume that, as the unemployment rate went up;
membership fell, thereby tightening the budget situation of
assoclation periodicals. Certain discussions we have had with various
assoclations indicate. that in poor economic times; companies and
individuals cut back on their memberships as part of an aus£erity
program. This then undermines the association’s ability to publish
its periodical(s).

Policy Implications

General
The general financial health of the industry as

indicated by the information related in this section, and other signs,

1 .
o op. cit.

‘2> pavidson, R., 1983, mimeograph
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such as the growth in circulation and advertising which areldescribed
in sections below, means that the environment for policy action is not
compounded by major "future of the industry is in doubt" problems as
in several ofher cultural industries; in fgct, policy—mékingvcan be
done with the knowledge that the industry is in a relatively good

position.

. Small Periodical Problems

Along with a list of other problems which largely arise
from being small and underfunded, the publisher of the 10w~budget;

low-circulation periodical faces formidable obstacles in making his

periodical known and available to that segment of ‘the -public.which

might like to read .it. These publications are often in the artis;ic,
cultural and literary sector and thus are regarded as. especially
important for cultural expression and dévelopment.

To a very large degree, artistic, cultural and literary
publications have to rely on word of mouth publicity and on‘consumers
seeking them out rather than bn active promotional campaigns.

Very offen, the potential market for an értistic,
cultural and literary publication is too thinly spread, and too hard
to define through normal demographic analyses for.the-publisher_té do
other than:

— make the publication available in retail outlets which are
known to carry such publications
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