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Minister of Industry, Trade

The Honourable Herb Gray,
P. C' ’ M‘.‘P.

and Commerce _ L
235 Queen Street . \
Ottawa, Ontario s ’
K1A OH5

DISTRIBUTIVE TRADES CONSULTATIVE COMMITTEE
INTERIM REPQRT

Dear Mr. Minister:

On April 16, 1981, the Distributive Trades Consultative Committee was
established at your direction. I indicated to you that the Committee
would endeavour to provide you with an Interim Report by the early
fall, and would work towards the completion of a final report early in
1982. In fulfillment of the first part of that undertaking I now have
the pleasure in enclosing the interim report of the Committee. Also
included is a draft background profile paper on the sector prepared by
the Distribution.Services Branch (Appendix VI). This paper- was
reviewed by the Consultative Committee at its first meeting and we
found it a very useful document in describing the sector and
establishing the background for our deliberations. The Committee

 expects to be able to fulfill the second part of its obligations in a

timely fashion also.

" The Committee has included in its interim recommendations those

subjects on which early action is clearly desirable. 1In some cases

the recommendations have relevance to the forthcoming federal budget
and it was felt necessary to bring forward the proposals at this time
so that they could receive consideration during the period of policy

- formation prior to the budget. The selection of these particular

items for the interim report does not imply that the other issues on
which the Committee is working are in any sense less important. In
the case of some of them, considerably more research and development
is necessary prior to the formulation of concrete proposals.

The Sector

Common to all the participants in the Committee has been their
recognition of the fact that the significance and influence of this
industry tends to be severely underestimated by other sectors of the
business community, by many in governments and, indeed by the

_population in general. They particularly asked me to record in this

letter, although the facts are probably well known to you,
Mr. Minister, some of the salient features of the industry which
demonstrate its significance.




2
In fact, the industry is comprised of some 230;000 firms, employing an -
average of eight employees, indicating that small business is a )
strongly predominant feature of the sector. That statistic in itself,
_however, is somewhat misleading because the sector also embraces some
of Canada's largest businesses, performing several billion dollars in
sales and employing many thousands of employees. The distribution
services sector provides employment for 1.8 million Canadians,
representing some 177 of the Canadian workforce. In 1980, sales of
the wholesale group were $73 billion, trading houses $5 billion, and
the retail group $89 billion (including automotive sales of $24 billion
and alcoholic beverages of $3 billion). The growth rate for employment
in the sector has averaged in excess of 3% per year over thedecade -
1970-1980 and, given a favourable economic environment, is likely to
continue at that pace. Capital investment of the sector, other than
real estate, is of the order of $2.3 billion per annum.

These are impressive figures. Even more important is the fact that .
the success distribution has in fostering and satisfying demand has a -
profound effect on almost all of our goods producing industries and on
the businesses which supply equipment and services to the trade. When
retailing flourishes so does the manufacturing sector. )

Yet, industrial and trade development in the sector has been largely
taken for granted by government policy makers in both the provinecial -
and federal areas of influence, on the general premise, presumably,
that service industry development takes place automatically and
efficiently in the wake of expansion of the commodity production
sectors. '

If this posture were ever justified; it is, in the opinion of the
Distributive Trades Consultative Committee, no longer so. The
economic environment, as it currently exists, is having deleterious
effects on distribution which are difficult to overcome. Rapid and
extensive advances in communications, management and marketing
technology and the increasing needs of the industry for capital
investment have radically altered the character .of distribution. It
is a sector of substantial economic importance, industrial strength
and dynamism in itself. It acts as a generator and provider of many
tens of thousands of new satisfying jobs each year. It is a vast
outlet for entrepreneurial enterprise. It is one of the few
businesses where an entrant with access to only modest capital can
succeed and in a short space of time develop a sizeable business.

The encouraging growth that has been a principal feature of the
sector's advancement in the past ten or fifteen years will continue
into the foreseeable future if suitable encouragement is given the
sector. Appropriate govermment policies and their intelligent

- implementation can significantly assist this sector to realise
increasingly its potential for contributing to the economy of Canada.




A Continuing Advisory Vehicle

The members of the Consultative Committee have been unanimous in their
view that the consultative process in which they are participating has
the potential for bringing a much better understanding of the sector's

‘needs and aspirations to the attention of the Federal Govermment and

indeed, through it other govermments and sectors. The flow of
information takes place both ways. Senior members of the trade have

~had the opportunity of gaining a better understanding of government

objectives and policies in many areas.

It is the belief of this Committee that the positive results of this
relationship are so significant that they should not be confined to
the limited period of the life of the Committee. New issues and new
priorities will obviously arise in the future in which it is important
for govermment and private enterprise parties to have a good
appreciation of the viewpoints of the other. It is this Committee's
strong recommendation that prior to the end of its life, machinery be

established for the regular .periodic exchange of views between an all-

industry senior consultative group and all appropriate elements of
your Ministry. I know the members of the Committee would value the
opportunity to discuss this subject with you at the appropriate time.

The Contribution of Those in the Distribution Services Workforce

It may seem unusual that, in an industry as labour-—intensive as
distribution, an item dealing with personnel functions does not appear
as a recommendation in this interim report. The absence of such a
topic should not be taken as a signal of any lack of interest or
attention on the part of the Committee. ‘In fact, a subcommittee has
been working vigourously on the whole subject of people resource and
is in the course of .formulating a number of recommendations

"~ particularly related to training, skill development'and recruitment.

This will ensure that the distribution services sector will be seen as
a positive place to pursue a rewarding career. The matter requires
considerable research and the subcommittee's work is not sufficiently
advanced to provide you with concrete proposals at this time.

Also, I should mention that in the case of labour relations,
responsibility in the retail sector lies largely with the provincial
govermments. Members wish, meanwhile, to record their appreciation of
the contribution made by the labour representative to the affairs of
the Committee, and, of course, of the continuing contribution made by

the almost two million employees, both in unionized and non-unionized °

sectors, .whose dedication made the sector the efficient entity it is.
To match this dedication with the development. of skills necessary to
improve productivity and to enhance career development in distribution
is a primary concern of the committee. '
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Areas of Continuing Study . » -t

The Committee has established five sub—committees dealing with the
following areas:

1.

5.

The Economic Enviroment Subcommittee (Chairman, Doug Tigert) is
dealing with horizontal economic policy issues such as regulatory
reform, market structure and conduct and financial indicators.

The Market Channel Links Subcommittee (Chairman, Ruby Osten) is
investigating the impact of trade policy on distribution and a
wide range of issues dealing with buyer/supplier relations.

The Distribution Systems Subcommittee (Chairman, Frank Warnock) is
investigating various forms of distribution and new technologies.

The Human Resources Subcommittee (Chairman, Martin Goldberg) is
progressing with the very complicated issue of training and human
development.

The Energy Subcommittee (Chairman, Walter Hachborn) is focussing
on the impact of energy requirements and changes on distribution.

I can assure you that recommendations will be coming forward from all
these subcommittees for your consideration in the final report.

Design of Interim Report

The recommendations set out in the Interim Report are accompanied by a
synopsis of the rationale behind them and a more detailed background
paper expanding these arguments.

Excise Tax Recommendation

The Committee wishes to restate its earlier recommendation to the
Minister on the matter of excise taxes. Specifically, it is the
recommendation of the Committee that the shift to a wholesale tax omn
cosmetics be removed. The Committee realizes that there are some
manufacturing functions conducted by importers which should have an
excise tax imposed. However, a generally applied wholesale tax would
be taxing service functions, which by all acceptable standards should
be tax free. Any such shift of the excise tax would have serious
negative repercussions on the distribution services sector and would
establish a series of inequities in tax law which would be
particularly onerous to small business.

. Conclusion

May I take this opportunity of recording my personal thanks to my A
colleagues on the Committee for the very substantial contribution of
time, effort and imagination which they have already contributed at
this stage. I know I am assured of similar support from my colleagues




in the work ahead of us. On behalf of the Committee, I would also
like to thank you for allowing us the opportunity to express our
concern through the consultative committee process.

In presenting this Interim Report the Committee hopes that its
recommendations will be carefully comsidered by you and your
colleagues, and that their dispositon be accorded priority. As. I have
previously mentioned, certain of the recommendations have implications
for the forthcomlng budget.

Respectfully Submitted,

T.G. Bolton
Chairman
Distributive Trades
~ Consultative Committee



INTERIM REPORT

EXECUTIVE SUMMARY

This interim report focusses on nine specific recommendations of
the Distributive Trades Consultative Committee. These preliminary’
recommendations are made at this time in the hope that some~of—thém
will have an impact on the forthcoming budgetary process of the
Federal Government.

Each recommendation is supported by the appropriate background
material covering key issues, rationale and supporting documentation.
Where possible, quantitative analyses have been made concerning the
impact of the recommendations on the financial health of both the
industry and the country. Each recommendation is addressed on'a
separate page, followed by supporting documentation in a series of

appendices. ThHe recommendations cover the following topics:

i) accelerated writeoffs on various equipment categories;

ii) accounting for inflation, the inventory tax credit
ad justments and the move to LIFO accounting principles;

iii) changes in the Small Business Loans Act and the Small
Business Development Bond;

iv) retention of the indexing of personal income tax;

V) energy pricing and Federal/Provincial relationships;
vi) amendments to the Combines Investigation Act;
vii) deregulation in the trucking industfy§

viii) improvements in statistical data gathering and analysis by
Statistics. Canada;

ix) distribution services contribution to adjustment agencies.

It is the position of the Committee that positive action by the
government on these recommendations will-greatly contribute to
increased efficiency, productivity and the financial health of the

. distribution services sector and in so doing, will support the early

recovery of the Canadian economy.
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In support of these recommendations, there are a number of
observations which the Committee wishes to bring to the attention of
the government: :

(a) in spite of its size and importance, the distribution
services sector has not been included in the mainstream of
policy development, either by IT&C or by other federal
departments. Any action taken to enhance the process by
which the views of the distributive trades sector are taken
into account in the formulation of government policy would
result in substantial payoffs for both the trades and
government. The Committee strongly advises that IT&C's
position vis—a~vis the sector be strengthened on an ongoing
basis. This expanded role needs to happen .if both the
sector and the government are to take advantage of the many
opportunities for advancement which exist in each other's
respective areas of interest;

(b) the Committee views this formal consultative process as
valuable, and is reviewing several options as to how
consultation can be strengthened on a more permanent basis
in the future; '

(c) the Committee recognizes that many of the issues it still
has under discussion will not require government action but
rather, must be addressed by the industry itself. Some
examples include: improving the industry's image within the
educational system; consumerism; and standard business
practices.

It is the intention of the Committee to continue its
deliberations through the remainder of this year and, early in 1982,
provide the Minister of Industry, Trade and Commerce with a final
report and recommendations on the subject matters which remain to be
addressed.
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ACCELERATED WRITEOFFS

The Issues

Under the existing Canadian tax rules, manufacturing and
processing firms have the right to write off new machinery and
equipment over two years (accelerated capital costs allowances). This
tax concession, implemented to encourage investment in order to
stimulate manufacturing, and to partly offset the deleterious effects
of inflation, does not apply to firms in the distribution services

sector.

The Recommendations

1. The distinction between the distributive trades and the
manufacturing sector held by Revenue Canada, with respect to
accelerated_depreciation, be eliminated.

2. More specifically, two-year writeoffs for tax purposes be
extended to include such items as:

i) electronic front-end equipment (e.g. scanners and
electronic cash registers)

i1) backroom computers/controllers and head office
mainframe mini-computers

i11) computer software
iv) automated warehouse equipment
v) energy equipment such as refrigeration, heating, ,
© controls, lighting, etc., which leads to reduced energy

consumption

3. Three year writeoffs should be allowed for fuel-efficient
trucks.

Rationale
(Appendix I)

The rising cost of labour, physical facilities, interest, and
mechanical or electrical equipment within the distributive trades

have narrowed any previous distinction between this service sector and
the manufacturing/processing sectors. The adverse effects of
inflation are universal. They cause profits to be artificially high
and accumulated depreciation charges to be too low for inflated
replacement costs._ Consequently, the ability and willingness of firms
to invest is inhibited, and the demand for Canadian end product
manufactured goods is diminished. As unemployment problems become
self-correcting in the 1980's, the sector's attention will
increasingly turn towards Iincreased efficiency and productivity.

Firms in the distributive trades sector, by being excluded from
the two-year writeoff provision, have not been able to improve
efficiency, reduce cost, and exert downward pressure on prices to the
extent that would have been possible with larger investments in
energy-saving, labour—-saving and automated time-saving equipment and
machinery. Accelerated writeoffs would stimulate both demand for and
supply of such equipment.



ACCOUNTING FOR INFLATION

3

The Issue
The current 3 percent inventory tax credit, established in the
past to counteract inflationary pressures on the rising cost of

carrying inventory, is no longer adequate.

The Recommendations

l. Short~Run: The inventory tax credit be raised from 3 percent
to 10 percent to more closely parallel the effects of a shift
from FIFO to LIFO accounting procedures already adopted in
the U.S., and to more closely parallel the true impact of the
current inflation rates on the overstating of corporate
incomes.

2. Long-Run: The accounting principles in Canada be gradually
changed to methods of financial reporting and tax assessment
which are better able to reflect the effects of inflation
on the corporate financial position. The LIFO system
eventually adopted should pay attention to simplification of
accounting procedures. -

The Rationale
(Appendix II)

The supporting documentation clearly shows that the introduction
of the 3 percent inventory tax credit was a very positive move on the
part of the govermment (Appendix II). This was based on a move
‘towards fair tax treatment for business at a point in time when
inflation was projected in the order of seven percent per annum.
However, between 1977 and 1980 the impact of the 3 percent level has
been to reduce the benefit from approximately 43 percent LIFO
equivalency to only 29 percent LIFO equivalency. The 3 percent tax
credit is much easier to implement than LIFO accounting but any
inventory tax credit encourages firms to hold very large inventory
levels at least once a year. Thus, while we recommend a short-term
solution of moving from 3 to 10 percent tax credit, our preferred
solution is to go to full LIFO accounting at the earliest opportunity.
LTIFO accounting evaluates inventory at full replacement cost and has
the impact of eliminating corporate taxes on phantom profits while
simultaneously increasing cash flow.

A number of countries, in addition to the U.S. have already moved
to LIFO accounting or to an equivalent accounting principle in
recognition of the insidious impact of inflation in overstating
corporate profits. These countries include Australia, Belgium, Italy,
Japan, Spain.

e




SMALL BUSINESS LOANS ACT AND SMALL BUSINESS DEVELOPMENT BOND

The Issues

At present, both of these federal government assistance
programs do not allow for loans on the basis of working capital
requirements, but rather for investments in plant and equipment. In.
the distribution services sector, the primary investment objective is
for working capital, most of which is represented by inventory'
investment. . . .

The Recommendations

1. SBLA loans be made available for working capital.

2. TFinancing under the Small Business Development Bond (SBDB) be
used for working ecapital.

3. The SBDB time frame should be extended indefinitely and be
utilized up to a maximum of $500,000 in as many individual
bonds as retailers and wholesalers need to develop their
business potential over time. In other words, retailers and
wholesalers should be allowed to finance a series of bonds up
to the $500,000 level as their business matures.

4, The federal government should utilize some of its large
advertising budget to promote a much wider level of awareness
to the business community...both for the SBDB and the SBLA.
In addition, the commercial banks should be encouraged to
broaden their participation in these loan programs.

5. The terms of the SBDB should be extended to 1990.

The Rationale

Most small business in the distribution services sector do not
start off with capital requirements in the $500,000 range. As they
expand, into a third or fourth store, or into additional warehouse
facilities, their capital requirements are sequential. Allowing for a
series of smaller bonds, up to the $500,000 maximum, would facilitate:
their orderly growth.

) More important, many retailers lease their physical facilities.
Their key working capital requirements are for leasehold improvements,
electronic equipment and inventory. Depending on the rate of
inventory turnover, inventory investment could represent upwards of
80 percent of working capital requirements. High interest rates are
just as devastating to low turnover retailers as they are to the
manufacturing or resource sectors in Canada. Provisions for SBDB
financing at a rate of half of prime + 1 would be a major benefit to
retailers and wholesalers.
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INDEXING OF PERSONAL INCOME TAX

!

The Issue

There is a strong threat that the indexation feature of personal
income tax will be removed or emasculated in the Fall/81 budget. That
removal would squeeze consumer expenditures to the point where a large
number of wholesale and retail businesses, especially the smaller
ones, would be in serious financial difficulty.

The Recommendation

The indexation feature of the personal income tax should be
retained in its present form. The recent oil price agreement should
substantially alleviate the cash flow problems of the federal
government. This agreement will, in itself, reduce consumer
expenditures on other goods and services (see Appendix III, table 3).
Thus, both the consumer and the consumer goods producing and
distribution sectors would be in double jeopardy should the current

indexation formulas on personal income tax be removed.

The Rationale

The Committee finds it repugnant that the body which has the task
of providing leadetrship in the fight against inflation ~ Govermment -
should become a covert beneficiary of its malign growth.

Projections made within the Economic Council's "Candide"
econometric model show that de~indexation would substantially reduce
total real consumer expenditures during the 1980's, by about 2% per
annum. Declining real incomes would put immediate pressure on
umemployment as consumer spending declined. Declining real incomes
would also push up wage demands (and justifiably so) to compensate for
declining incomes. The wage push spiral could become insidious and
lead to runaway inflation.

Finally, we observe that the U.S. is moving both to cuts in
personal income tax but also to imposition of the indexing feature by
1985 at a time when Canada is considering removal of the very same
feature.




THE NATIONAL ENERGY PROGRAM

The Issues

The National Energy Program, while progressive in both its
intentions and its scope, has to date had a very negative impact on
the economy by eroding the confidence in Canada both inside and
outside the country. The current situation of a country, with
enormous resources and yet a net importer of high-priced oil, is
viewed as intolerable.

The Recommendations ‘
(Formulated prior to recent oil pricing agreements ——see
following Note)

1. The National Energy Program be amended so that Canadian
wellhead prices for oil reach 75 percent of the F.O0.B.
international price by 1985 (projected to be $62.99), and be
tied to the world price at that ratio thereafter.

2. That efforts be redoubled to secure a solution to energy
pricing and revenue sharing agreement between the Federal and
provincial governments and the producers at the earliest
possible opportunity.

3. The oil sand projects (Alsands, Cold Lake and Petro Canada)
be undertaken as quickly as possible, and a scheduling
commitment be obtained from the sponsoring oil companies in
light of higher oil prices, revenues and rising development
costs.

4, 1In recognition of the enormous shifts required to reach
self-sufficiency, energy/usage shares be monitored closely
and that programs be adjusted where necessary to ensure that
the objectives on oil substitution are achieved.

The Rationale
(Appendix III)

It is the Committee's view that the energy program: appears to
have placed undue emphasis on protecting consumers from high oil
prices while jeopardizing the objective of security of supply and
self-sufficiency. The Committee considers the current policies to be
inadequate to encourage conservation, substitution 'and exploration and
development. An extensive analysis, through the Candide model, has
indicated a substantial negative impact on consumer spending through
higher oil prices but a more than compensatory benefits in the form of
reduced federal deficits, growth in the economy over the long run and
a healthier investment climate, as well as a faster movement towards
energy self-sufficiency.




NOTE: As a result of the recent oil pricing agreement between the
: federal government and Alberta, some of our concerns have been

addressed. In particular, the settling of the oil pricing
dispute and the increase in Canadlan oil prices to more
realistic levels are matters which this committee considered
essential for the economic well-being of Canada. The higher
oil prices will certainly have a negative effect on consumer
spending and thus on the distribution services sector.
However, it is a price the committee is sure all distributors
are willing to pay for the chance of achieving security of
supply and in turn, economic stability.
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"RESPONSE TO THE PROPOSED AMENDMENTS TO THE COMBINES LEGLSLATION -

The Issues

There is a shared concern about the inability of the current
Combines legislation to deal with the fairly rapid pace of
mergers/acquisitions in Canada. However, there is even more concern
about the nature and direction of the proposed amendments to the -
existing 1egislation, especially given the situation that the
distributive trades were not extensively involved in the deliberations
about those changes, and given that this sector may be adversely
affected by the proposed changes. Some of the proposed changes are
totally unworkable for smaller trading areas, for certain well
established competitive marketing practices, etc. Further, there is a
lack of specificity in the proposed definitions of products, markets, -
retailers, etc. '

A\
The Recommendations:

1. The direction contemplated in the proposed amendments with
respect to monopoly power be changed in favour of an approach
which deals with misuse of a dominant position in the. case of
mergers and acquisitions. :

2. Certain proposed examples of anti-competitive behaviour may
well be examples of pro—competitive behaviour and should be
reconsidered. They include "fighting brands”, (e.g. '
generics), selective price—cutting (e.g. weekly specials),
market saturation advertising, etc. : '

3. The Committee supports the June 29th 1981 submission of the
Retail Council of Canada to the Minister for Consumer and
Corporate Affairs (see summary in appendix). and requests
additional consultation with the distribution services sector

before any proposed changes in the legislation are tabled in
Parliament.

P
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Rationale _
(Appendix IV)

" The proposed amendments argue for a simplistic definition of
market concentration based on a single firm or a four—firm ,
concentration ratio. In many small communities, there may well be
only one firm in certain products line. In larger communities, the
retail trading area might well support only three firms for specific
product classes. There are also serious problems with the definition
of "market” and serious concerns that the proposed amendments have not
considered the concept of product/market boundaries at the commodity
level. The Committee's view is that competition should be examined’
and analyzed primarily at the commodity level.

~
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DEREGULATION IN THE.TﬁUCKING INDUSTRY

The Issues

The myriad of federal and provincial regulations affecting both
private and “"for-hire" trucking fleets. has led to inefficient use of -
capacity elimination of many two~way hauling trips and the consequent
higher cost/hlgher pricing structure within the distribution services
sector.

The Recommendations

1. The Committee recommends the adoption of the following
recommendations made by the Economic Council of Canada in its
report entitled "Reforming Regulations - 1981".

i) all regulatory restrictions on the operating freedom
of existing for-hire motor carriers be removed.

ii) 1in place of the present cumbersome and often costly
process whereby applicants for trucking licenses must
establish that their service is for "public
convenience and necessity,” the regulatory board
maintain requirements with respect to such matters as
bonding, insurance, and vehicle registration and that
they issue licences on a "first-come" basis.

ili) that price regulation and the formal requirements for
rate filing in trucking be abolished. The provincial
regulatory boards should, however, retain broad
powers to obtain rate information from individual
carriers when they deem it necessary.

iv) the definition of private carriage in trucking be
* expanded to include transport by member of a
corporate family where the affiliate firms are
effectively controlled by a parent corporation.

2. The Committee recommends that private carriers be permitted
to move goods for compensation on the backhaul portion of
N their journey.
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3. The Committee recommends that the report by the Economic
Council on Reforming Regulation (1981), and in particular,
the sections on trucking deregulation, be a priority item of
the next First Ministers' meeting. Further, the Committee
recommends that the First Ministers acknowledge the need for
deregulation and take steps to set in motion the govermmental
apparatus necessary to deregulate the trucking industry.

The Rationale

Rising interest rates have forced the Distributive Trades to seek
ways to keep inventories down and to turn inventories faster.
Improved delivery schedules are one method of achieving these
objectives. But with the rising costs of energy, suppliers have tried
to keep costs down by consolidating shipments and reducing deliveries.
Thus often suppliers, not retailers, control the timing of '
deliveries. :

This situation has led retailers (who are not already operating
fleets) to evaluating on a cost/benefit analysis basis, the
possibility of operating their own "in-house" truck distribution
fleet. However, regulations governing back-haul and compensation
possibilities for private fleets have discouraged many retailers from
developing private fleets. These restrictions, which generally
prevent firms from handling the goods of other firms, including
corporate affiliates and subsidiaries, prevent efficiency in energy
consumption. In addition, for-hire fleets have been burdened by
excessive regulations across a number of areas including rates,
licensing, and route structure. The end result has been higher costs,
higher retail prices and inefficient transportation systems in the
trucking area. ~

12
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IMPROVEMENTS IN STATISTICAL DATA GATHERING AND ANALYSES
BY STATISTICS CANADA

The Issue

In an era of "scrambled merchandising"” and development of whole
new retail and wholesale sectors (such as home improvement centres),
the data provided by Statistics Canada on the distribution services
sector has become obsolete. Major improvements are needed if the
sector is to be provided with timely and useful data on which. to make
important strategic decisions.

The Recommendations:

Statistics Canada should totally review its efforts in the
distribution services sector in terms of :

1) reversal of the decision to cancel the 1981 census of
merchandising

2) definitions of commodity categories and trading area
boundaries -

3) what is collected, how often and from what geographic territory
4) definitions of retailers and of independents versus chains
5) the establishment of a permanent consultative users group

within the distributive trades to interact with Statistics
Canada on an ongoing basis. Potential subjects might include:

i) weekly or monthly reporting of department and chain store
sales by major "kinds of business" catagories;

ii) annual financial operating ratios;

iii) annual or bi-annual reports of shopping centre
developments to track major structural changes in the
industry;

iv) monthly retail trade estimates expanded to cover other
census metropolitan areas (such as Calgary, Edmonton,
Hamilton, etc.);

v) periodic merchandise inventory levels;

vi) 1labour force breakdowns by sector or sub-sector.



14

Rationale
(Appendix V)

Almost all of these recommendations were made by a task force of
information users, who directed a paper to the Chief Statistician in
1978. All are still relevant today. The private sector makes use of
these types of data in determining industry trends, economic locations
of new stores, warehouses, shopping centres and manufacturing
facilities. It uses the data to understand underlying shifts in
population patterns, shifting shopping patterns and to measure market
potential. Federal, provincial and municipal governments use the same
data for planning and urban development.
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DISTRIBUTION SERVICES CONTRIBUTION TO ADJUSTMENT AGENCIES

The Issue

The Canadian Government instituted quota protection systems as part of
a program of support for the Apparel, Textile and Footwear
manufacturing sectors. A recently announced adjustment program for
the apparel/textile sector (one is likely to be introduced for
footwear also) does not appropriately recognize either the policy
support which can be provided by the distribution services sector or
the impact trade restrictions have on this sector. ‘

Recommendations

1. The new agency established to administer the textile and clothing
sector adjustment program include on the Board distribution
services sector representation and provide continual consultation
with that sector. ’

2. Similar agencies, if established, for example on footWear, need
distribution services sector representation.

The Rationale

In the announcement outlining the new policy for the textile and.
clothing sector, Messrs. Gray and DeBané indicated that the industry
was to restructure towards more viable lines of production. The
agency to be established to administer the program and provide a
service for firms requiring modernization and restructuring will
"decide the merits of company applications and allocate its resources
accordingly”.

For a manufacturing firm to be viable, there must be a market for its
k products. While retailers are ostensibly the purehasers of the output
from the Canadian clothing manufacturers, they, of course, are
. .re-selling to the ultimate consumer. Retailers' livelihood depends on
N an accurate interpretation of the needs, demands, purchasing power,
fashion consciousness and the vagaries of the consumer. Because of
this, they are in the best position to provide a marketing orientation
and appropriate input to the deliberations of the agency. The lack of
such a perspective appears to have been a factor contributing to the
current difficulties.of those‘manufacturing sectors.

In addition, the adjustment agency is charged with encouraging mnew
firms (from other sectors) to locate in areas in which there may be a
surplus of workers due to restructuring, and to assist in the job
relocation process. Members of the distribution sector, which is a
large employer, generator of capital investment and utilizer of new
technology, are ideally suited to assist in this process also.

1
‘4
i}
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APPENDIX I

ACCELERATED WRITE-OFFS

In 1972, the Minister of Finance introduced a provision giving
manufacturing and processing firms the right to write off new
machinery and equipment over two years. This tax concession was
implemented to partly offset the deleterious effects of inflation, but
more importantly, was an attempt to stimulate investment, and,
consequently, the manufacturing sector.

The cost of depreciable assets is normally amortized against
profits through annual depreciation charges over theé course of: the
useful (or accounting) life of an asset. This enables a firm to
withhold sufficient resources to replace the depreciable assets when
their useful life has ended. During periods of inflation, because
depreciation must be based on historical rather than replacement cost,
the accumulated depreciation charges fall far short of replacement
cost. '

Chronic inflation of the kind Canada has experiénced during the
past and present decade creates a number of adverse consequences for a
firm: . -

(1) An additional tax burden is imposed on a firm since the
capital cost allowance (deprec1at10n) it may charge against,
taxable income has become 1ncrea51ng1y inadequate.

A
(2) The shortfall in depreciation charges lead to oYerstated
distributable earnings causing the payment of excessive
dividends, and impair a firm's financial position.’

- (3) A firm's accumulated depreciation becomes insufficient in
relation to ultimate replacement cost, leading to postponed
and reduced investment, and declining efficiency. ‘

The effects of inflation on profits .and investment are as
pernicious for firms in the distribution services sector as for firms
in manufacturing and processing, but the sector is unable to take
advantage of the two-year write-offs and is consequently placed in an
unfair tax situation. Consequently, relative to firms in other
sectors, the taxable profits of firms in the distributive trades are
artificially high, the accumulated capital cost allowances are too
low, and the incentive and ability of the firms to invest have been
reduced. The distributive trades sector is encountering these
disadvantages at a time when there is a special need for increased
investment in energy*sav1ng processes and equipment, in labour*saving
electronic equipment, in cost-saving automated warehouse and"
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goods—handling machinery and equipment. In short, the distribution
services sector 1is moving towards a more capital intemse position to
parallel the manufacturing sector. The ability of firms trades to
increase productivity and improve efficiency has been hampered, the
upward pressure on prices has not been mitigated, and the demand for
energy-saving, electronic and mechanical equipment from the thousands
of firms in the distributive trades has been lower than would have
been the case under accelerated write—offs.

An accelerated capital cost allowance would help to ameliorate
the investment climate under which wholesalers and retailers conduct
their business. At the same time, no tax revenue 1s irrevocably lost
by permitting accelerated write~offs. Advancing the claiming of the
capital cost allowance shields otherwise taxable income from tax in
the years that the accelerated write~offs accrue, and allows the
potential of a more positive cash flow to the sector, which can be
used to lower prices and/or stimulate demand for manufactured goods.

In later years, firms which have claimed accelerated write-offs
would have more of their income exposed to tax because the "shield"” of
normal capital cost allowance 1s not available; however, judicious
decision-makers will have made their companies more productive and
efficient. With a negative economic environment being established (re
consumer dollars going to energy as opposed to consumer goods), this
kind of measure 1s particularly needed at this time.
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APPENDIX II ~ 1

THE IMPACT OF INVENTORY -ACCOUNTING PROCEDURES ON
THE DISTRIBUTIVE TRADES

Relationship between inflation, real incomes and cash flows
of firms, and tax policy is becoming increasingly well known. Current
Canadian accounting practices by definition creates gaps between real
values of assets and liabilities and the nominal values reported in
financial statements. Under existing tax rules inflation results in
the imposition of additional tax burdens, to the extent that in highly
inflationary times, business decisions on investment and inventory
level are interpreted in a negative fashion. The fundamental problem
is that, before a business can report earnings on capital invested, it.
must provide out of earnings for all the costs associated with
maintaining that capital (or inventory).

While inflation affects depreciation, for distributors the main
impact of inflation lies in inventory valuation. For many retailers,
inventory is the major asset they have and in most cases ‘this is
already financed. To pay tax on phantom income becomes particularly
onerous. Tax laws dictate that for inventory accounting, goods are
sold in sequence in which they were purchased. The following
insidious efects of inflation are widely recognized:

(i) Taxable profits are overstated, because cost of sales
- (inventory) is understated, ‘

(ii) the implicit cost of holding inventory is increased and an
incentive exists for firms to reduce their inventory (equally
applicable to manufacturers),

(iii) overall cash flow is reduced,

(iv) the possibility exists that firms overstate distributable
‘ earnings and pay excessive dividends, )

(v) management would be taking decisions on apparent cash flows
rather than on real returns and, for small business in
particular, liquidity problems arise, and

(iv) more and more companies are being forced into greater:
dependance on financial markets.

All decision makers need to be aware that conventional accounting
practices can be very misleading and can mask situations where both
inventory and capital can be frittered away.



In support of the recommendations, a review illustrating the
situation in other countries is attached. (Appendix II -~ 2)* 1In most
countries, this problem is approached by an augmentation of
‘traditional financial statements.

In Canada, 1977 saw a partial solution to the problem. The
government introduced an inventory deduction of 3 percent of opening
inventories which does give significant benefit to distribution
businesses from spurious inventory profits. The effect of this has
been a reduction on their taxable income and improved liquidity and
cash flow.

An analysis of the results of the 37 inventory credit and the
last~in-first~out inventory (LIFO) accounting was done based on what
would have happened 1if all companies had used LIFO.** 1In all years
reported the taxes saved with the inventory deduction would have been
only a percentage of the maximum taxes that could have been saved by
LIFO (LIFO being a true indicator of real taxable profits). As
inflation rates rise, the inventory deduction becomes less suitable as
a mechanism to resolve the problem.

* Prepared by Financial Policy & Liasion Branch, IT&C, August 1981

*% Prepared by Distribution Services Branch, IT&C, August 1981.
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APPENDIX II -2

TAX TREATMENT OF INVENTORIES
OECD NATIONS

Inventory may be valued at cost (full absorption cost) market\selliﬁg
value or replacement value, which serves the same end as would a LIFO
accountin system. : ,

Austria

The inventory for tax reporting purposes must agree ‘with the books.
Inventory must be valued on a moving average basis and other methods
(e.g. LIFO) are only permitted if they accord with the facts.

Belgium

Inventories usually stated at the lower of cost or market. LIFO is
accepted for tax purposes. :

Denmark _
Lower of ‘cost or market replacement. Inventories so stated may be
written down by 30% for tax purposes. A write—~down need not be

reflected in the books. LIFO is not permitted for tax purposes.

Finland

Inventories may be written down.to 50% of lowest of direct FIFO CoSt,l
replacement cost less obsolesence or net realizable value.

s

France

Inventories must be valued at the lowest of cost or market. Cost must
be determined in. accordance with FIFO or average cost methods. The
LIFO method is not permitted.

Germany (Federal Republic)

Inventories are normally valued at the lower of. cost or actual cost,
replacement cost or net realizable value. Both FIFO and LIFO are not
acceptable for tax purposes unless it is shown that the method accords
with the facts. - ‘

\



Greece

Inventories are stated at the lower of cost or market (replacement
value). LIFO is not permitted.

Ireland

Lower of cost or market in accordance with the facts. Special reliefs
give deductions for increase in value due to inflation; this makes the
end result equal to LIFO accounting. :

Italy

Tax system lays down a method consistent with LIFO. Companies‘ma§
elect to use another method. There must be consistency between books
and tax return for LIFO to be accepted. ‘ '

Japan

~ Acceptable methods of inventory valuation include LIFO, FIFO, weighted
average, moving average, straight average, most recent purchase,
retail and lower of cost or market. Conformity between book and tax
reporting is required. ‘

\

Luxembourg

Lower of actual cost or market. LIFO and FIFO not acceptable for tax
purposes unless it can be shown that it conforms with the facts.

’

The Netherlands

In general, inventories stated at lower cost or market. Cost may be
determined on basis of FIFO, LIFO, base stock or average cost.

New Zealand
Lower of cost or market. LIFO is not permitted.

Norway ‘

Lower of cost or market. FIFO is also acceptable for tax purposes,
but not LIFO. Conformity between book and tax reporting is required.

Spain
In the absence of an identification of the various purchases, LIFO,

FIFO or average cost methods are accepted. Conformity between books
and tax returns 1s required. C
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Sweden

Lower of acquisition or replacement cost. Acquisition cost determined
by FIFO. LIFO is not permitted. Conformity between books and. tax
returns is required. Appropriations may be made to an inventory.

reserve.

Switzerland

Lower of cost or market. A reserve for unexpected decreases in value
can be set up and deducted from income.

United Kingdom

Inventories stated at lower of cost or market. LIFO not permitted.

Special tax deduction is available for the effect of monetary
inflation on inventories.

United States

Inventories generally stated at lower of cost or market. LIFo; if
used for book, can be elected for tax purposes.




THE EFFECT OF THE 3% INVENTORY ALLOWANCE
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APPENDIX 2

TOTAL ALL INDUSTRIES

Companies having $10 million or more total assets

1977 1978 1979 1980

1. Opening inventories'(SOO0,000) 26,175% 27,915 29,973, 36,933
2. 3% of opening inventories ($000,000) . 785 837 899 1,108
3. Income before provision for income

Tax ($000,000) 13,168 15,885 23,197 25,771
4. Adjusted income before tax ($000,000) 12,383 15,048 22,298 24,663
5. Tax rate on stated income 30.9% 27.7% 27.7% 26.57%
6. Taxes payable on adjustable income ($000,000) 3,826 . 4,168 ~ 6,177 ‘7,029
7. In?entory profits ($000,000) o 1,832 1,787 3,087 3,878
8. Inventory adjustment allowances as a % of

inventory profits ‘ 42.8% 46.8% 29.1% 28.6%

Y4

%At end First Quarter, 1977



WHOIESATE INIUSTRY \
Canpanies having $10 mi1lion or more total assets

Food Limber & Buflding Products Other Wolesale
1977 1978 1979 1930 1977 1978 1979 1980) 1977 1978 1979 1980
1. Opening inventories ($000,000) 366% 450 504 606 2% 272 2% 307 11,338 1,355 1,599 2,061
2. 3% of ope:ﬂ.ngAinventories ($000,000) 11 14 15 19 9 8 9 9 40 41 29 (V]
3. Incame before provision for incame _ '
Tax ($000,000) 80 112 14 156 51 8L 103 73 198 310 497 483
4. AMjusted income before tax ($000,000) 69 B 126 138 42 73 % 64 158 269 449 . 421
5. Tax rate cn stated income 30.0% 34.8% 33.3%7 20.24 33.3% 29.6%7 29.1% 24.74 47.5%7 39.0% 42.5% 42.07
6. Taxes payable ca adjustable income ($000,000) 1 21 34 42 39 14 2 27 16 75 105 191 177
7. Inventory profits ($000,000) | 26 29 52 &4 20 17 30 32 % 87 | 165 216
8. Tventory adjustment allowances as a % of |
inventory profits 42.3%  48.3% 28.8% 28.14 45.0%0  47.1%  30.0%2  28.MY 42.6%  47.07%  29.1%Z  28.7%
*At end First Quarter, 1977
2




RETATL INIUSTRY

Companies having $10 million or more total assets

1. Opening inventories ($000,000)
2. 3% of opening inventories ($000,000)

3. Income before provision for income
Tax ($000,000)

4. Adjusted income before tax ($000,000)

5. Tax rate o stated income
" 6. Taxes payable an adjustable income ($000,000)
7. Tventory profits ($000,000)

8. Tnventory adjustment allowances as a % of
: inventory profits _ :

*At end First Quarter, 1977

ok . - - - - - - - N -
[ . . . . .

Other Betail

Food Department Stores

1977 1978 1979 1980 | 1977 1978 1979 190| 1977 1978 1979 1980
Su% 636 6% @4 | 1,516 1,86 1,%8 2,47 | 513 618 62 919
6 19 2 % | 4 55 59 “| 15 19 20 28
W2 172 206 264 | 21 242 36l 369 | 159 218 246 248
126 153 185 240 | 166 18 32 295 | 144 28 26 248
BLS% o 39.0% 38.3% 333 36.5% 19.4% 26,07 293 46.5% 4307 4517 42.74
2 e 7. | 6 3% 79 &| 6 8 102 %
8 "4 - 7L 8| 106 117 23 20| 3% 4 0 %
017 46,37 29.60 28.2] 2.5 41.00 29.1% N7 k157 28.6%

28.5%.

29.1%

Iz
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.APPENDIX IIT Ct

THE ECONOMIC IMPACT OF MOVING TO 75% OF WORLD PRICES
BY 1985* '

A simulation expioring the macro—economic impacts of the crude
petroleum oil pricing schedule designed. by the Distributive Trades
Consultative Committee was performed using the Economic Council of
Canada's econometric model, CANDIDE 2.0. The commlttee was
particularly interested in the impact of the pricing policy on various
items of consumer expenditure, both in terms of price and of
'spending.

Assumptions
= Crude Petroleunm

The basic premise underlylng the assumptions 1s that the wellhead
price of crude petroleum should reach 75 percent of the F.O0.B.
international price by 1985 and be tied to the world price at that
ratio for the remainder of the projection period to 1990. In order to
reach the 75 percent mark by 1985, it was assumed that the wellhead
price would further increase by $2 00 per barrel on November 1, 1981,
thereby averaging $18.85 for the year, and would then increase by
$7.17 per year until 1985 ($7.15 in 1985) at which time it would reach
$47.24, 75 percent of the world price of $62.99.

The prices for new oll (tertiary recovery) and for tar sands oil
are assumed to Increase from their respective levels of $30.00 and
$38.00 in 1981 at the real rate of increase in the international
price - 2.0 percent - plus a projected increase in the Consumer Price
Index. The international price (F.0.B.) i1s $42.41 in Canadian dollars
in 1981 and increases by 2 percent real growth plus the rate of
inflation in the U.S. Wholesale Price in the November 1980 Wharton
Base Case. In 1990, it reaches $97.10.

It was assumed that with the resolution of the pricing impasse,
the two large oil sands projects would resume operations at full
speed, with the Alsands plant reaching full production of 137,000
barrels per day by 1989 after coming onstream in 1987. The disbanded
Cold Lake in situ project was assumed to reach full construction
activity after only an 18 month period to reassemble its staff, and to
come onstream in 1987 and to reach full two train production level of
140,000 barrels a day by 1991, beyond the projection period. A third
project, involving Petro—Canada, was assumed to come onstream in 1988
and to reach full 140,000 barrel per day production level by 1990.

*Prepared by the Economic Council, August, 1981
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Because of the more generous wellhead pricing provisions, it was
assumed that considerable progress would be made with enhanced
recovery production techniques, and that by 1990, 100,000 barrels a
day would by forthcoming, adding to the present estimates of
conventional production available taken from Energy, Mines.and
Resources. It was also assumed that, with an oil pricing agreement,
Alberta crude petroleum conventional production would be returned to
pre~cutback levels in 1982. '

Canadian demand for crude petroleum was assumed to decline .35
percent per annum over the 1981-1990 period, with only minimal
exports, mostly of heavy crude, (with additional exports under the
swap arrangement) allowed. Imports of crude petroleum are a residual,
that is, total demand is subtracted from total available domestic
supply to determine the required level of imports.

~ Natural Gas

The domestic and wellhead prices for natural gas have remained at
the values in the base case which are close to those suggested in the
National Energy Program. The export price of gas has been tied to the
movements in the international price of crude petroleum. The
rationale behind the gas pricing pattern is one of providing an
incentive to substitute to natural gas from crude petroleum. In terms
of b.t.u. equivalency, thé natural gas price falls from 85 percent in
1980 to 69 percent in 1990.

The supply estimates and domestic and export demand for natural
gas are taken from the November 1979 "Gas Report” issued by the.
National Energy Board. Total primary demand for natural gas,
including that scheduled for expanded markets in Eastern Canada, is
estimated in the NEB report to increase at 6.6 percent per annum over
the 1980~90 period. Consumer demand for gas has been set to increase
in the simulation at an annual average of 5.5 percent over the
decade.

Table 1 presents the various price estimates for crude petroleum
and natural gas.

The Results of the Simulation

The assumptions were incorporated into the Economic Council of
Canada's Spring Reassessment Base Case described in detail in "The
Medium~term Outlook: Spring 1981 Reassessment” published in early.

June 1981.

As a result of the shift to higher wellhead prices in the early
part of the decade, the rate of inflation is considerably higher in
the impact solution than in the base case from 1981 through 1985 (see
Table 2). However, on average, throughout the period the rate of
inflation in the shock is 10.5 percent versus 10.4 in the base. Over
the decade, the level of the consumer price index is on average 2.1



percent higher than in the base. What has happened is that inflation
‘throughout the decade is not much higher, however, it has shifted
forward to the first half.

In terms of real growth we see a slightly different story. The
higher inflation in the economy impacts all sectors of the system
resulting in a cumulative loss in real gross national product
throughout the period of $9.7 billionl, despite an exogenous
increase in crude petroleum
and natural gas mining investment of 1.9 billion 1971 dollars

throughout the period. The loss is centered in the 1982-86 peribd, and-

by 1990 real GNP in the shocked solution is just 370 million $1971
lower than the base case. By the end of the period the effects of the
higher inflation have taken their toll and the economy is on the road
to recovery. It is interesting to note that this redistribution of
GNP results in similar average rates of growth over the period.

Total nominal investment as a percentage of gross national
product remains almost the same in both solutions. The additional
energy investment has been offset by a reduction in investment in
other sectors of the economy. It is in the area of the government
balances and the current account balance where the greatest impacts
can be seen.

The federal government moves into a surplus position in 1985,
rather than in 1986 in the base case, and by the end of the decade
this surplus is $1.6 billion higher. This arises from a combination
of factors including lower debt servicing charges on a stock of debt
that is reduced $9.7 billion by the end of the period and some
increase in net energy revenues. These factors have been offset to
some degree by reduced corporate taxation revenues from the reduced
activity in the system.

The provincial governments' surplus increases quite dramatically
as a result of increased royalty revenues accruing to the
energy-producing provinces. In the assumptions for the impact,
solution, we have assumed no change from the base case in the
provincial royalty structure which, in Alberta, 'is designed to capture
close to 50 percent of any inecremental revenues on convential oil
production. The provinces also benefit from reduced debt servicing
costs on a debt stock which is reduced by some $14 billiom by 1990.

Because of the additional crude petroleum production both from
early production from tar sands and from the additional enhanced
recovery production, the level of crude petroleum imported into Canada
has been reduced. By 1990, imports supply only 17 percent of Canadian
requirements compared to 22 percent in the base case, and are 32
billion barrels lower in 1990. As a result of the lower imports there
is an improvement in the current account balance, measured as a
percentage of GNP in Table 2. By 1990 the current account balance has
improved by $3.8 billion, a fairly substantial improvement.

1l Real GNP in the shock is 169.4 billion 1971 dollars in 1990.

30
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Table 3 indicates the impacts of the Consultative Committee's
pricing strategy on the various consumer expenditure items detailed in
CANDIDE Model 2.0. Compared to the Spring Reassessment Base Case, the
shocked solution results in some reduction in consumer spending,
especially in durable goods, and in an average increase over the 10
year period of 1.7 percent in the consumer expenditure deflator.

While the suggested pricing pattern has higher inflationary
impacts in much of the decade and results in some reduction in real
growth, it has also resulted in improved deficit positions both for
the federal government and on our international accounts.
Furthermore, the Canadian economy is a good step closer to self
sufficiency in 1990 than it is in the Council's Spring Reassessment.



Table 1

Energy Sub~Committee Energy Pricing Scenmario

1985

1981 1982 1983 1984 1986 1987 1988 1989 1990
Crude Petroleum Prices (per barrel)
International Price (§ Cdn. F.0.B.) 42.41  47.50 52.54 57.63 62.99 68.79 74.98 8..80 89.16 97.10
International Price at Montreal ($§ Cdn.)k 44,06 4920 54.28 59.43  64.85 70.70 76.95  83.83  9L.25  99.25
Domestic Blended Price at Toronto City Gate 26.11  34.33  41.85 48.98 55.922  6l.14 66.63 72.91  79.13  86.52
% of Intemational F(B Price 6l.6 72.3 79.7 85.0 88.8 88.9 88.9 88.9 88.8 89.10
Domestic Wellhead Price — Conventional 0i1  18.58  25.75 32.%2  40.09 47.24  51.59 56.23  61.35 66.87 72.8
% of Intemational FB Price 43.8 54.2 62.7 69.6 75.0 75.0 75.0 75.0 75.0 75.0
- New Oil 30,00 33.42 37.06 40.40  45.01  49.60 54.90  60.45  66.62  73.48
~ Tar Sands 38.00 42.33 46,95  52.06 58.00 63.9 70.75 77.90 85.85  %4.69
Matural Gas Prices (Per MCF)
Dmestic Price at Toronto City Gate 2.9 3.40 3.85 4,41 5.09 6.02 7.05 8.08 9.11 = 10.24
Domestic Wellhead Price 1.64 1.75 1.8 2.30 2.79 3.50 4.29 5.04 5.74 6.51
Export Price at the Field 6.03 6.71 7.34 8.13 8.85 9.74 10.68 11.73 12.8  14.08

(3]
[ 3]




Table 2

Comparison of Energy Sub-committee Pricing Schedule Impact and Spring Reassessmént Base Case

Source: FEconomic Cbtildl of Canada, Asgust

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990
Real QE (percent change)
Fnergy Sub-committee Impact 2.7 2.8 3.5 3.0 2.2 3.0 2.5 2.2 2.9 2.4
Spring Reassessment 2.9 3.0 4.0 3.0 2.4 2.6 2.9 1.7 2.4 2.4
Consuner Price Index (percent change)
Energy Sub-committee Impact 11.9 13.3 - 12.5 11,2 1.2 "~ 9,9 9.5 9.0 8.4 8.2
Spring Reassessment 11.4 11.9 11..5 10.5 10.8. 10.3 10.4 9.8 9.3 8.6
Unemployment Rate (percmt) ‘
Energy Sub~comilttee Tmpact 7.2 6.4 5.6 5.3 5.4 5.6 5.8 6.3 6.4 6.6
Spring Reassessment 7.2 6.5 5.5 5.3 5.4 5.6 5.6 6.2 6.5 6.8
Federal Deficit (billions of dollars) ' -
En.ergy&lb_cmitt% Immct ""703 _505 ""304 _101 - 01 1-4 2-3 3-1 ) 502 701‘
. Su.ing Rms%smt _8-1 "'709 _400 —104 - 01 -5 1-9 2:1 306 . ,SOS
Provincial Surplus (Bil]ioris of d.o]_Lars)‘.
Energy Sub~committee Impact - 2.60 4.6 4.8 5.8 6.6 8.1 91 9.8 12.1 14.0
Spring Reassessment = = 2.7 3.6 3.4 4.3 5.0 6.4 7.7 7.7 9,1 1.2
Current Accomt Balance (% of G\IE)
Swj.ng ReasseSSﬂE‘lt : ""0-8 _104 _104 _2o0 - ""204 ""2-7 _300 ""2.5 ""203 ""109
Investment as a Pércmtage‘ of GNE
Energy Sub-committee Impact 23.5  23.5 244  25.0  25.2 - 25.6 = 25.4 249 248 247
Spring Reassessment - 23.5 23.7 24.4 25.1 . 25.4 25.6 - 25.8 25.2 24.9 24,5
1980

P - . .

X8
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Table 3
Difference in Impact Between the Pricing
Schedule of the Distributive Trades Consultative Committee and That
Of the National Energy Program
10 Year Average 10 Year Average
Impact on Spending» Impact on Price

Total Consumer Expenditure ’ o ’ -0.90 - 1.67
Durable Goods - =1.27 0. 69
Recreation Equipment -0.75 0.91
Furniture & Carpets : -1.80 1.00
Household Appliances -1.91 0.95
New and Used Autos -1.89 0.38
New Autos -1.85 0.37
Used Autos -2.09 0.39
Fepalrs & Parts ' - -0.68 0.84
Semi~-durable Goods 4 -0.46 1.03
Men's and Boy's Clothing -0.22 ’ 1.05
Women's, Girl's & Infant's Wear -0.58 1.37
Footwear & Repair -0.31 0.99
sooks, Newspapers & Magazines ' : 1.05 0.69
Semi~durable Household Furnishings -0.78 0.76
Jewellery, Watches & Repair -0.72 '0.82
Norn—~durable Goods ' -1.00 - 2.94
Food & Non—alcoholic Beverages -0.13 - ' 1.13
Alcoholic Beverages -0.91 . 0.76
Tobacco . 0425 ' 0.61
Non-durable Household Supplies -0.26 . 0.34
Drugs & Sundries ’ -1.17 0.97
Toilet Articles & Cosmetics -1.05 1.17
Electricity ' ' ~0.56 0.96
'as , ‘ 6.28 0.00
- Other Fuels 6.28 ' 15.86
Gasoline, 0il & Grease ~l4.44 13.81
Services A -0. 64 1.24
Travel Expenditures ) -1.94 0.00
Travel Receipts -1.65 4.18
Recreational Services . =1.28 1.23
Educational & Cultural Services ' ' 0.84 , ) 1.29
Laundry & Dry Cleaning 0.00 0.97
Domestic Services ‘ -0.26 1.91
Other Household Services - =1.89 0.91
Medical Care , o ~0.04 0.99
Doctors' Fees : -1.40 3.36.
Dentists' Fees . -0.52 0.93
Other Practitioners ~ -0.75 0.58
Hosplital Care -0.00 ’ 0.74
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Table 3 (Cont'd)
10 Year Average 10 Year Average
Impact on Spending Impact on Price

Services (Cont'd)

Other Medical Care Expenses ~2.75 0.91
Personal Care ~1.08 ' 0.98
Expenditures on Restaurants, Hotels -0.59 0.96
Financial, Legal & Other Services -0.95 1.45
Operating Expenses of Non—profit Organ. -0.77 1.74
Gross Imputed Rent -0.22 1.46
Gross Rent Paid -0.21 1.11
Other Lodging -0.65 1.03
Other Auto Related Services -0.99 1.12
Purchased Transportation -1.59 1.60
Addendum: . :
Doctors, Private & Government ~1.40 1.22
Medicare ] -1.40 1.03
Hospital, Private & Government . -0.00 0.86
Hospital Care, etc. -0.00 0.74
Permanent Income Proxy -0.93 _ 1.67-
Comsumer Price Index ' NA 2.10

Source: Economic Council of Canada, August, 1981.




APPENDIX IV

COMPETITION LEGISLATION

In view of the Committee, the proposals for amending the Combines
Investigation Act introduced by the Honourable Andre Quellet, the
Minister of Consumer and Corporate Affairs, in April 1981, will retard
rather than enhance the competitive climate within Canada. A

- Particularly do they appear unsuited to the distributive trades,
characterised as they are by competition within local markets, many of
which are small. It is the strong recommendation of the task force
that the direction contemplated be changed in favour of one which
deals with the misuse of a dominant position in case of actual
behaviour, or the acquisition of a dominant position in the case of
mergers and acquisitions.

The more significant of the Committee's views in relation to the
proposals can be summarized as follows: :

1) The structuralist approach adopted in the proposals is the subject
of spirited controversy in economic circles everywhere. Whatever
its application to large markets such as those of the U.S5.A., it
would appear to have little relevance to the small, sparsely
populated market of Canada. Empirical experience including that
in the retail trade, shows that the vigor of competition is not
determined by the number of entrants. In fact, in many retail
trades, the most vigorous competition only develops after a sector
becomes somewhat concentrated;

2) The question of the definition of a "market" is particularly
important for the distributive trades. Decisions have to be made
in relation to whether a "market" is in fact a local trading area,
and also whether levels of competition should be determined by
commodity rather than by store type. In the view of the
Committee, a trading area is the competitive market for
distribution trade purposes, and competition has to be judged by
commodity or merchandise grouping rather than by store type. This
latter consideration is particularly relevant in an era of
"scrambled merchandising";

3) A decision on the forum in which competition cases are dealt with
will likely be substantially influenced by the nature of the
process. Questions of jurisdiction may also influence whether a
civil or criminal law approach is taken. All things being equal,
the Committee would prefer to see the Federal Court used as the
forum, and all except comspiracy cases dealt with by civil rather
than criminal law. Even if a court procedure is used, however, it
is felt that there should be an ultimate appeal to a political
authority to deal with cases where there are some overriding
considerations which are unlikely to be capable of resolution in a
court. Otherwise, court procedures do provide the facility.of
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5)

6)

7)

8)
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appeal on routine matters and a civil jurisdiction avoids the
unecessary stigma which the criminal jurisdiction casts over the

present procedures. It is noted that in any event, the civil

remedies may be substantially more onerous than the fines which
flow from the successful criminal prosecution.

If the type of procedure eventually decided upon raises any
constitutional issues (as it is likely to do) it is the
Committee's recommendation that constitutional doubts be resolved
through the Federal Government obtaining the appropriate rulings
from the Supreme Court on matters relating to constitutionality.

In place of the use of a pre-designated market share to test
whether a horizontal merger or acquisition should be permitted, or
permitted with suitable strictures, we believe attention should be
focussed on the state of competition which will exist after the
merger. Because of retailers' problem with "market" and "market
share"” we do not think it is realistic to establish any arbitrary
figure at which a retailer would be deemed to have a "dominant
market position". All over Canada there will be thousands of
establishments, independents and branches of multi-unit merchants,
who would be deemed to be in a “"dominant market position” in a
commodity or commodities within their trading areas just because
they achieved some share of market which had been laid out in the
legislation.

The concept of joint monopolization as a status -— without
reference to behaviour which is shown to be harmful —- is an
artificial concept which we suggest should not be introduced in
Canada. Four firm market shares ranging from 40-70% are common
phenomena in Canadian retailing markets demonstrating healthy
competition.

We believe that many of the "anti-competitive practices" listed in
the discussion paper may be pro- rather than anti-competitive. We
refer specifically to such listed practices as “"selective price
cutting”, "narrowing by a vertically integrated supplier of a
margin on which an unintegrated competitor is operating”, "the use
of fighting brands", “pre—emptive acquisition of scarce facilities
or resources"”, "market saturating advertising". All of these
practices,. in certain circumstances can, in fact, indicate
strongly pro-—competitive action.

We take strong issue with the proposal to introduce a conscious
parallelism concept into the conspiracy law. We allude to the
findings of the Royal Commission on Corporate Concentration on
this subject. We also point out that there are some negotiated
restrictions on business which have no negative effects on third
parties —— the vendor of a business agreeing with a purchaser that
the vendor will not re—-enter that business within a given
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geographical area for a specified length of time, or one or more
tenants in a shopping centre and the landlord agreeing that the
landlord will not let space to more than a pre—determined number
of similar businesses within that centre. We suggest that a per
se rule in this context is not apt. The action complained of
should be required to be accompanied by a consequence which causes
a third party injury.

9) We believe that the exemptions listed in the present section
32(2), of the Act, should be retained. Such useful activities as.
refining product for standards, introducing accepted size and
welght norms, establishing packaging levels or quality, have often
been undertaken at the request, and with the support, of
Government. It is argued that no protection is needed if such
procedures are not in themselves anti-competitive. Howeverm the
mere removal of the section is likely to induce suspicion in
relation to activities which can be legitimately and safely

- carried on under its protection. We recommend retention of the
status quo.

10 We concur with the proposal that suppliers be required not to
refuse supply to customers simply because such customers wish to
take delivery of the product in some other location where the
suppliers are offering the product to other customers.

The members of the Committee have had an opportunity to review the
submission to the Minister of Consumer and Corporate Affairs on this
subject prepared by Retail Council of Canada, and dated June, 29,
1981. The thrust of that submission is broadly acceptable to the
members of the Consultative Committee.




39

APPENDIX V

DISTRIBUTIVE TRAIDES —— STATISTICAL NEEDS

Management decisions within the distributive trades, the businesses
which supply and service them, and in the public sector, are being
severely handicapped because of the paucity, poor quality and lack of
timeliness of statistics reflecting the fast changing patterns of
distribution activity.

Particularly serious has been the cancellation of thé planned 1981
census of merchandising and the threat that this census will not now

be undertaken in 1982, in a streamlined form, as orlginally seemed
likely. v

In addition to the periodic merchandising census which is the keystoune.
of all distributive trade information, a number of other studies
deserve to be updated, expedited, and in some cases, instituted. ALl
of these subjects were addressed in a paper prepared on behalf of a
task force of information users directed to the Chief Statisticiam,

and dated February 17, 1978. The views expressed in that paper are
still completely relevant, and the detailed recommendations contained
in it are proposed for adopttiom. :

Merchandising census data are counsidered vital because of the
following factors:

1) Essentiality —— accurate benchmark figures which only the census
can supply are indispensible. No individual organisation can
obtain an exact count of businesses, sales and revenue, locatious,
breakdown by kind of business, and matching employment data;

2) Comprehensiveness —- no other source of data provides detailed
figures for all areas and for all types of merchandising
enterprises;

3) Reliability —- the method of collecting and analysing census data
eliminates sampling bias;

4) Continuity and comparability ~— the consistency of methods used in
collecting and reporting census data make the information
extremely valuable in demonstating longer term trends;

5) Availability -- the census data are availible to all users at low
cost.

The private sector makes use of the data in determining the most
economic location of stores, warchouses, shopping ceuntres and
manufacturing facilities. It needs it to form an understanding of
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shifting trends and shopping patterns, and structural changes in
distribution. It provides a measure of market potential for given
products. It permits the allocation of outlets, sales staff and
advertising to markets in proportion to their significance.

The federal, provincial and municipal governments are also users of
the information in the formulation of economic policy and sector
related programs. Provinces and municipalities need it for urban
planning and for a variety of subsidlary uses. Other sectors of the
economy, including academic institutions, publishers, private and .
public research organizations, utilities and transportation companies,
consultants, are either primary or intermediary users of the
information. These users plan an important role in improving the
efficiency of the economy as a whole.

It is instructive that the United States, after eliminating the census
of business, manufacturers and mining in 1953, felt obliged to
reinstate the economic census in 1954 in a truncated form, and has
since consistently upgraded the extent and quality of the information
derived from its economic cesuses.

The February, 1978 paper recommends a number of other improvements in
information reporting including:

(1) News Surveys

Weekly reporting of department and chaln store sales by major "kind
of business™ categories;

Annual financial operating ratios covering individual sub—sectors.
over a three year timeframe;

Bi-annual reports of shopping centre developments to track major
structural changes within retailing;

Bi~annual reports or voluntary group stores to track major
structural changes in retailing.

(i1) Expansion and Improvement of Existing Programmes

Monthly retail trade estimates: expanded to encompass major census
metropolitan areas such as Calgary, Edmonton, Hamilton, Ottawa,
Quebec City and Halifax;

Merchandising inventories (monthly or quarterly): to include a
breakdown of independent retail stores by dollar level, by "kind of
business”;

The labour force: include breakdown of commerce into sectors or
sub—sectors;

Industrial corporations: include breakdown of retail and wholesale

trades into sub-sectors, using same basis as employment earnings
and hours.
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In the United States the breakdown of communication between
statistical users in the private sector and the planners of the U.S.
government's business statistical services which was manifested in the
precipitate abandonment of the 1953 census and the agitated éfforts to
restore the damage in the mid-~ and later 50's resulted in the
formation of a "Statistical Users Conference". This body was designed
to provide the U.S. Government with a sensitive reading of the
statistical needs of the commercial community. There is a parallel
need for such a body in Canada. It is recommended that such a body at
least be formed for the distribution trades or, if an overall advisory
body is contemplated that there by a strong distribution sector
created within it.

With Statistics Canada currently reviewing its priorities and
function, establishment of such an advisory council should be regarded
as a high priority issue.

In framing all these recommendations the Committee is sensitive to the
desirability of minimizing the paper burden on businesses. The census
and the surveys which have been suggested can be so undertaken that
they are economical of time and effort in the private sector. In any
event, the results should recompense the providers of the information -
many times over for the effort expended on their completion.
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SUMMARY

The distributive trada sector is large, diversa, important,
and neglected. Thera are over 230,000 wholesale, retail, and trading
house establishments in Canada, compared with about 50,000
nanufacturing establishments. Over 12 per cent of the Real Domestic
Produéﬁ (1977) stems from the activities of the distribucive trades
compared with 9.5 per cent from Transportatioﬁ, Storage, and
Communication -~ another Important service industry sector. Within the
goods producing sector,* Construction accounts for 6.5 per cent;
Trangsportation Equipment for 2.8 per cent; and Textile, Knit;ing and

Clothing combined for 1.6 per cent.

The distributive trades employ nearly 8 times as many-peo@lé
as Textile, Knitting and Clothing, and over 9 times a3 many as. the
Trangportation Equipment industries. Nearly cue in every five employed
Canadians (17 per cent) works In the distribution system and, unlike
the concentration of maanaéturing employment in specific tegiods and
locations, émploﬁment in the distributive trades takes place in small
as well as large communities in every part of Canada. Yet, in spilte of
the size and extent of the gector, govermment lacks Information about
it and may seem to Industry to be indifferent to the problems and

changes in the distributive trades.

* The industries that are Included in the goods producing sector ars
ligted in Table VII.



THE DISTRIBUTIVE TRADES IN PERSPECTIVE

The distribution servica sectof is defined as the wholesale
and raetail trades.* It is composed of all firms that distribute goods
from ﬁanufaccurers and/or primary producars in the markat channels
supplying consumers in Canada and forelgn markets. The sector 1s
composed of a wide assortment of wholesale and retail entities with
orientatious towards particular types of markets. Thus, each individ-
ual firm makes decisions based on the types and range of products
carried, its gize, locatlon, harket philiosophy, and its perception of
consumer demand and service requirements.. Even the largzest corporate
entitles are spaecialized along commodity lines and regions, although
thare 13 a growing trend.towards genaralized product mix by the larger

companies.

Characteristics of the Distributive Trades

In its $implest terms, the distributive trades.provide the
market channels through which production is transformed into
consumption. Their functlon ensures that consumers cbtain possgssion
of the products they want at the time and place best suited to thelr
needs. How the various activitlies are carried cut varies by

commodity(s), distance from supply, size of all firms interacting

and/or competing, philoscphies of all firms related to their perception’

of the market place, and the firm's social and eccnomic environment.

* For purposes of this paper, wholesale is inclusive of wholesalars,

brokers, jobbar, commission agents and the other forms of buslnesses
which interact between manufacturers and ratailer.
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Firms vary according to counsumersa' parception of quality_and price,
€.8., discbunt écores‘through to very expansive retail ou;lets. As a

‘ group,‘rétailerg cover all poséiﬁle consumer éxPenditnra levels, and
within any locale there is a very definite sttacificacicn-cf retall
outlets., Firms tend to stay within their strata bacause to do otherwise
would necessitate changes in image, consnmefs, suppliefs, ete. The
chief exception are large chains; they sometihes create more than one
image aimed at different consumef markets. _This combination of factors
means that there are literally hundreds of different wmarketing
channels, all of which are "optimum” only for particularAfirms at

particular times in thelr business evolution.

Some ratailers are broadening thelir market apbeal by selling
services such as insurance or travel. While this tybe of activity dis
found mainly ocutside the retall sector, it 1s seen by retallers as a

move towards "one-stop” shopping.

Underlying all aspects concerning the behaviour of the
distributive trades are the concepts of demand ttanslatiom and gervica.
A retailer's survival .depends on his ability to perceive consumer
demand and predict where it i3 treanding. This anticipated demand is
then communicated back to the productive system, largely through buying

patterns but increasingly by product specilfication.
Competitive Environment
A fuller understanding of the sactor's behavioural patterns

and the possibilities for partnership can be obtained by looking at the
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enviroument in which a firm operates. In the case of the distributive

trades the envirounment fluctuatas, but tends. to be intensely

competitive,

For wholesalers, competition is derived from other types of
buginess as much as from firms with an exclu#ive wholesale function.
They stay in business as long as they ensure that (1) the retailer
raceives the right quantity of a product at the right price, time and
place, and (ii) the manufacturer selisvhis product according to his
production scheduie. The wholesaler must constantly maintain and
improve his efficiency to guard against the tendency of both retailers
and manufacturers to assume part or all of the wholesaler function in

order to "eliminate the niddleman.”

A wholesaler remains ia business by specializing in the type
of goods he assembles, stores and delivers. Counsequencly, types of
wholegsalers vary: general-merchandise (carrying a broad assortmeat of
unralated products), general line (completely supplying one line of
items), and specialty (handling a limited aumber of items). Another
type of wholegaler 13 the full-service wholesaler. These bﬁsinesses
not only supply products, but offer a full range of services.
Wholagalers staf ia business because they perform market functions at a
lower cost than manufacturers or retgilers. They flourish by providing
small and medium=—sized manufacturars and retallers with such services
ag buying for customers and selling for supplliers, assembly, delivery,
warashousing, credict, assumﬁtion of risk and to an increasing axtent

advise on the various "how-to” aspects of distribution.
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Wholesalers are maintaining their competitive edga by

providing an economical transfer of goods and by inecluding a greater

and greatar degree of service In their transaction price. Wholesalers

generally exist as iandependeat businesses, but can be an arm of a
larger corporation (either tvatailer or manufacturer), ot can belong to 1
groups of manufacturers or retallers who have banded together iato

cooperatives or voluntary assoclations.

Competition in fecailing occurs in a number of different
wWaySs. Entry into retailing 1s velatively easy. Capital costs ara low,
and inventory ié-obtainabie on credit. Superficially, even the skills
requirgd appear to be within the capabiiicy of mosgt people. In |
addition to entry being relatively easy, opportunities for entry are .
also perceived to exist because of new products, concepts and
locations; Thusg retailing and, by extension, parts of the service
industry have become the most accessible opportunity for individuals

who want to establish their own business.

Compeqition also occurs between firms already ia the
industry. All retailers are constantly expaandiag or reducing their
product mix depending on the economic climate and changes in demand and
supply. Some stores, e.g., food storesg, are trying to capturae a
market share In a greater range of commodities Sy addiqg lines not
normally asgoclated with the store, other stofes are speclalizing in a
narrower product mix in order to capture a larger share of a smaller

market base.
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Loug term strategy 1s basad on anticipated population changes
and economic conditions. ALl large companles have five to ten year

plans for expansion into unew markets and locations and the coampetition

for future choice locations is intense.

Concentration

The wholesale industry is fragmented -- no individual firm
holds more than 2 per cent of the market, even though some general
merchandise wholesalers are extremely large in terms of dollar sales

(Table I).

Within the general merchandise category, however, there has
been some concentration. An example is hardware lines, where
stock-keeping is costly. A number of technologically sophisticated
wholesalers have developed in this area and one firm has captured
10 per cent of the market.* This 1s not an unusual situation in
hardline goods, where manufacturers are relinquishing the wholesale

function.

In food, the 10 largest wholesale firms accountad for $4.8%
billion of a total market of 5ll.6 biilion (1978) .%* Mogt of the large
firms in this field are closely identified with, and provide a number
of services and price advantages to, the independenc segment of the

retall grocery market.

* Dun and Bradstreat, Annual Reports, and D.S.B. estimates

**% Statistics Canada, Catalogue No. 63-008.
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. . TABLE I :
PERCENT- DISTRIBUTION OF NUMBER OF ESTABLISHMENTS FOR
WHOLESALR AND RETAIL TRADE BY SALES GROUP, 1978

-

f

TOTAL
UP TO LO0ST  5004T 184 S8 108M
99.9$T 499.9$T 999.9$T 4.9$M 9.98M OVER N/R
WHOLESALE TRADE
- TOTAL 16.1  27.6 1.2 -15.5 2.3 2.0 - 25.2 100
Food 1i.3 23.9 125 20.3 4.0 4.2 23.8 100
Drugs and
Sundries 15.2  22.2 9.6 l4.4 3.6 3.6 31.6 100
General |
Yerchandise 14.7 25.4 10.5 15.0 2.5 1.5 30.2 100
Other* 16.8  28.4 11.2  15.1 2.1 1.8 24.6 100
RETAIL TRADE
- TOTAL 4.3 341 5.6 53 0.5 0.6 20.9 100
Food 33.3  32.2 5.0 3.3 0.2 0.2 25.8 100
Drugs etc. 10.6 51.6 14.1 7.7 . 0.4 0,3 - 16.0 100
General ‘
Merchandise 38.7  33.4 5.6 3.4 0.3 0.2 1A.5 100
Automotive &
Aleohol 27.6  36.9 6.3 7.5 1.6 0.8 19.4 100

Source: DNun and Bradstreet. (IST). June, 1979.
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The uholesala.pharmaceutical-industty s a little more
conéenﬁrated with nine coupaniles accounting for 51 per cent of the .
markat in 1978.* Again, these wholesalers support the independent
retailer. As well, there are many small distributors of specia1$zed
drug products and most pharmaceutical manufacturers have a @irect

selling arm to retailers.

There 13 a greater degrée oE_concentration at the retall
lavel of the general merchandise aréa: oﬁe corporate entity has 11 per
cent of the market. In Department store sales, the Hudson's Bay
Company, Sears and Eatons have a combined market share of more than 75
per cant.** Competition is beginning to mount from specialty chain
rvetallers who compete directly with department stores on a commodity

basis.

Gross sales of the five largest grocery chains were
appfoximately $8.4 billion in £iscal year 1978.* This total rveflects
consolidated sales. of the chains and their subsidiaries and so cannot
be directly coampared to cofal sales of $§16.3 billion by supermarkets
and grocefy stores.*** Tt is estimated that the chains held 60 per
cent of the market in 1978, down slightly from 1977.%#%** Compatition

is growing from convanience store chains and specialty stores.

* Dun and Bradstreet, Annual Reports, and D.S.B. estimates

* Individual company annualltapotts and Statistics Canada,
Department Storsa Sales and Stocks, Catalogue $3-002.

. k%% Statistics Canada, Catalogue No. 63-005.

*%%* Maclaagn~Hunter Research Bureau, based on Statistics Canada Nata.




The market share of chain stores in drug retailing is
astimated at 49.5 per cent (1979), with franchiss groups accounting for

56.8 per cent of this total.*
Regional Distribuzion

Regional shares of sales are, of course, closely tied to the
size, density aund income of the population. Large urban centres have
more retall outlets and a greater sales volume than théir population
would suggest. The mast, densely papulated proyinces, Ontarfo and
Quebec, accéﬁnt for over 60 per cent oE‘retail sales, but Ontario’s
shafe haé declined during the last decade. During the same period
Alberta's share has increased steadily (Tﬁble II). The growth rate of
retall sales is variable, both nationally and regionally, with Ontario
and Manitoba having the lowest regional growth rates in 1979

(Table III).
PAST PERFORMANCE .

The wholaesale and retall trades, which together make ‘up the
distribution services seccor,fconstitute a large and diverée segment of
the Canadian economy. In 1979, the sector comprised some 230,000
firms (Table IV), employed more than 1.8 million persons (Table V) aund
reported sales of over $160 billion (Table VI). TIts contribution to

the gross domestic product was slightly over 11 per cent (Table VII).

*  Estimated by Distribution Services Branch.
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TABLE II
PERCENT DISTRIBUTION OF ANNUAL SALES OF RETAIL TRADE

FOR CANADA BY REGION, 1960-1979

ANNUAL AVERAGE
(%)

1960-1964 1965-~1969 1970-1974 1975-1979

CANADA 100.0 100.0 100.0 100.0
ATLANTIC PROVINCES 8.4 8.2 8.2 8.1
QUEBEC 25.6 25.9 25.2 25.2
ONTARIO 38.2 33.2 38.2 36.6
MANITOBA 4.7 ANA 4.4 4.1
SASKATCHEWAN 4.8 4.4 3.9 4.3
ALBERTA v - 8.0 - 7.9 8.1 9.6

*PRAIRIE PROVINCES 17.5 16.6 16.4 17.9
B.C., YUKON & NWT 10.3 11.1 12.0 12.0

1974 1975 1976 1977 1978 1979

CAVADA 1060.0 -100.C 100.0 100.0 100.0 100.0
ATLANTIC PROVINCES 8.1 8.1 3.1 8.0 8.2 8.2
QUEBEC 25.4  25.3 25.3 25,2 25.0 25.5
ONTARIO 37.0 37.3 36.8 36.8 36.6 - 35.7
MANITOBA 4.4 4.3 4.2 4.1 4.0 3.8
SASKATCHEWAN 4.2 4.4 4.4 4.2 4.2 4.2
ALBERTA . 8.3 3.9 9.2 9.6 9.9 10.5

*PRAIRIE PROVINCES 17.0 17.5 17.9 17.9 18.0 18.4
B.C., YUKON & NWT 12.4 11.8 11.9 12.1 12.2 12.2

SOURCE: STATISTICS CANADA. RETAIL TRADE. CATALOGUE 63-005.
(CANSTM 2431; 78; 2300), 2 JULY 1980.
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¢ TABLE III
PERCENT CHANGR IN ANNUAL SALES OF RETAIL, TRADR

POR CANADA BY RPGION, 1960-1979

ANNUAL AVERAGE GROWTH RATES
(%) :

1960~1964 1965-1969 1970-1974 1975~1979

CANADA 4.3 5.2 10.4 11.5
ATLANTIC PROVINCES 3.2 6.3 10.7 11.6
QUEBEC 6.8 6.4 10.5 11.5
ONTARIO 4.0 7.5 - 9.4 10.7

MANITOBA 1.1 6.4 11.0 8.1

SASKATCHEWAN 0.5 2.7 13.0 1l.1

ALBERTA 2.6 8.4 10.8 16.7

PRAIRIE PROVINCES 1.6 6.4 11.4 13.3

B.C., YUKON & NWT 5.9 8.7 12.0 11.2
(%)

1974 1975 1976 1977 1978 1979

CANADA 6.7 14 9 11.2 7.8 11.6 11.9
ATLANTIC PROVINCES 17.5 4.6 11.0 6.4 14.0 12.1
QUEBEC 7.4 4.4 11,0 7.7 10.4 l4.2
ONTARIO ) 14.2 15.6 10.0 7.8 10.9 9.2

MANITOBA 17.0 10.2 9.8 4.4 8.5 7.8
SASKATCHEWAN -24.2  17.8 12.5 1.9 11.9 11.5
ALBERTA . 21.6 22,0 16.1 12.0 14.7 18.5
PRAIRIE PROVINCES 21.0 17.9 13.7 7.7 12.6 14.5
B.C., YUKON & NWT 17.0 9.5 12.3 9.3 13.1 11.5

NOTE: 1960 SALES FIGURES FROM: B. THERIAULT, RETAIL TRADE SECTION,
MERCHANDISING AND SERVICES DIVISION, STATISTICS CANADA.
1960 CANADA TOTAL INCLUDES FUEL DEALERS - 323.88M; |
RESTAURANTS -~ 569.44M; AND LUMBER AND BUILDING SUPPLY DEALERS .-
435.95M.

SOURCE: STATISTICS CANADA. RETAIL TRADE. CATALOGUE 63-005.
(CANSIM 2431; 78; 2300), 27 JUNE 1980
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TABLE IV

NUMSER OF ESTABLISEMENTS FOR WHOLESALE TRADE, RETAIL TRADE,

TRADING HOUSES, AND MANUFPACTURING, 1973

Jodr

dok e

khHhk

Jedek Jede

1978
WHOLESALE TRADE - TOTAL 47,334
Drugs & Sundries 564
Food 4,382
Genaral Merchandige® 4,613
Other Merchandise** 37,775
RETAIL TRADE -~ TOTAL 183,465
Drugs & Sundries 4,027
Food*** 56,720
General Merchandise - 87,083
Othep#*+s 35,635
TRADING HOUSES - TOTAL! ’ 1,100
© ALL TRADES - TOTAL 231,899
MANUFACTURING - TOTAL 52,454 *kkkA
Source:

Dun and Bradstreet (1ST) June, 1979.
1. Estimated by Digtribution Services Branch.
Includes wholasalers of general merchandise (SIC 612), tobacco

products (SIC 615), apparel and dry goods (SIC 617), household
furniture (SIC 61%3). -

Includes petroleum products (SIC 609), motor vehicles and
accessories (SIC 619), lumber and building materials (SIC 626),

and wholesalers, n.e.s. (SIC 602, 606, 611, 621, 622, 623, 624,
625, 626, 627, 629).

Includes retail food stores (SIC 631) — 23,337; and hotels and
motels (SIC 881), lodging houses and residentlal clubs
(SIC 833), camping grounds and traller parks (SIC 3884),
restaurants, caterers and taverns (SIC 886) — 33,383,

Includes ratailers of automotive products

(SIC 652, 654, 656, 658), and liquor, wine and beer stores.
(SIC 696).

Canadian Manufacturers' Assoclation total is approximately
31,500 companies (but this figure is low —=- according to CMA.)
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TABLE V
DISTRIBUTION OF THE EMPLOYED LABQUR FORCE,
BY INDUSTRY, CANADA, 1946, 1977, AND 1979
1946 1977 1946-1977 1979
o ' o Average
Proportion Proportion annual rate Proportion
of total, all of total, all of growth of of total, all

~ Number {industries Number industries employment: Number Industries
(Thousands (Percent) (Thousands) (Percent) (Percent) (Thousands (Percent)

of parsons) of persons) " of personsg)
‘Service producing s

indugtries 1,937 41.5 6,422 66.6 4.0 6,904 66.6
Trade - wholesale ‘ :

and retail 619 13.3 1,A79 17.4 3.0 1,806 17.4
Transportation, .

storage and

communications 413 8.9 819 8.1 1.8 900 8.7
Finance, insurance

and real estate 124 2.7 531 5.0 4.6 553 5.3
Community, recreation,

business and personal

services, and public

administration 731 16.7 3,393 35.2 5.2 3,645 35.1
Goods producing
industries 2,729 58.9 3,226 33.4 0.6 3,466 33.4
Primaryl 1,372 29.4 705 7.3 -7.1 756 73
Secondary? 1,357 29.1 2,521 26.1 2.1 2,710 26.1
Manufacturing 1,148 24.6 1,888 19.6 2,070 20.0
All Industries 4,666 100.0 9,648 100.0 2.4 10,370 100.0

. Source: Statistics Canada Labour Force Survey Catalogue 71-001 (CANSIM 2064)
30 June ,1980

NOTZ: 1. Includes agriculture, forestry, fishing, and amining.
2. Includes construction and manufacturing.



TABLE VI

WHOLESALB.TRADE; RETAIL TRADE AND }
TRADING HOUSES SALES, ARD MANUFACTURING SHIPMENTS, 1979

§ Million

1979

WHOLESALE TRADE - TOTAL*l 72,574
Automotive 5,767
Drugs & Sundries 990
Food B 14,617
General Merchandise 51,200
RETAIL TRADE - TOTALZ : 89,306
Automotive ' 23,546
Drugs & Sundrieg®* 2,398
Faod*#k Y 28,810
Alcoholic Baveragaghik 3,242
Genearal Merchandise 29,310
TRADING HOUSES - TOTAL3 ‘ 5,000
ALL TRADES - TOTAL . 161,559
MANUFACTURING - TOTAL4 150,249

Source: 1 Statistics Canada, Wholesale Trade, Catalogue 63-008, -
’ (CANSIM 114), 1979.
2 Statistics Canada, Retall Trade, Catalogue 63-003,
(CANSIM 2300), 1979.
3 Estimated by Distribution Services Branch.
4 Statistics Canada, Inventories, Shipments and Orders in
Manufacturing Industries, (Catalogue 31-001, 1979.

* Excludes SIC 606. Coal.and Coke products.

*% Includes drug stores including proprietary stores,

**%* Tncludes annual sales of $19,488 M from Statistics Canada Retail
Trade Catalogue 63-005; and annual sales of $9,322 M from Dun and
Sradstreet (Datacrown) to cover sales by hotels and motels,

lodging and clubs, campgrounds and trailer camps, and restaurant
and taverns.

*#*%* Tncludes annual sales of liquor, wine, and beer except in Quebec,

where beer is sold in grocery stores.
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TABLE VI1I
PERCENT DISTRIBUTION OF

GROSS DOMESTIC PRODUCT BY SECTOR,

SELECTED YEARS, (1951~-1978)

b4

1951 1961 1971 1975 1976 1977 1978

Goods Producingl 53.4  41.3 37.5  38.0  36.6 35.9 35.6
Sector i
Manufacturing ' 29.5  26.0  22.9  21.2  20.8  20.4 20.8
. Other "23.9 15.4 14.6 16.8 15.8 15.5 14.8

Service Producing?  45.6 58.7 62.5 62.0 63.4 4.1 64.2
Sector ,

Trade 10.9 12.7 11.9 12.1 12.0  1l.3  11.3

Wholesale Trade 3.9 4.8 5.1 5.1 5.1 4.8 4.8
Retaill Trade 7.0 7.8 6.8 6.9 6.8 6.5 6.4
Other 35.7 46.0 50.6 \ 49.9 51.4 52.8 53.1
Total All '
Industries 100.00 100.00 100.00 100.00 100.00 100.00 100.0

" Source: Statistics Canada, National Income and Expenditure Accounts,

Catalogue 13-00l. (CANSIM Matrix No. 563), 27 June, 1930.

NOTE: 1. Includes agriculture, forestry, fishing, mining, construction, and
manufacturing.

2. Includes transportation; storage; communication; electric power,
gas and water utilities; wholesale trade; retail trade; finance, .

insurance and real estate; public administration, and defence;
community, business, and personal service.




While the asize of the sector is impressive, iés true
importance is situational. It is thé link bstween production and
consumption; the trauslator of demand into supply. Theré is often'very
close cooperation between manufacturars and retallers when markets are
being crgated for new péoducts- To a cartain extent, the sector
determines the quality of lifea: when iﬁ i3 strong, it stimulates the

econony; when it is weak, it dampens the level of economic activity.

Despite its size and Importance, in comparisou te other
sectors there is little intaraction between the sector and the federal
government. At the same time, wholesalers and retallers have entered a
period of instability and opportunity which is unprecedented in
Canadian experience. The industry needs encouragement to grow and to
nodify its inscitutional arrangemeﬁts S0 ag to increase its potential

to serve the Canadian economy.

Since 1975, wholesale and retail sales have grown at an
average annual rate of over 1l per cent (TABLE III). Historicélly, the

sector's growth results from

a) Increases in per capité disposable income;
b) ~ Population growth;

c) Expanded product mix;

d) Higher quallity merchéndise;

a) Aggressive merchandising.

Since 1951, the service producing industries of the economy

have increased thelr share of gross natlonal product from 46.6 per cent
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to 64.4 per cent in 1978. During the same period the wholesale and
retall trade sectors have mainCaqud a relatively stable share with a
low of 10.8 percent in 1951 and a high of 12.7 percent in 1961

(Table VII).

Employmant

There has been a continuous shift in employment to the

gervice producing industries over the past 30 years (Table V). From

1946 to 1979, the labor force has gfown by about 5 million and about

3.4 million of these have been employed in the service producing
sector. Employﬁent in the trade sector increased by over 1 million, in
manufacturing industries it increased by .9 miiliou, while there has

been a decline of 660,000 in the primary industry.

The service sector is frequéntly the first place of
employment and it employs a‘higher proportion of youths, women ;nd
unskilled workers_than the manufacturing sector. The importance of the
sector as an-employer varies from province to province, but it is
particularly significant In the eastern and western regilons where thefe

is less manufacturing.

Workers in the distributive traées generally havg a low level
of skills. Many are first-time workers or second wage earners. There
1s a high degree of turnover and a low level (10 per cent) of
unlonization. Retailing and wholesaling employ 1.8 million workers
(1979) which represents 17.4 per cent of the employéd labor force,

compared with 20.0 per cent for all manufacturing (Table V).
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Capiral Stoek

The rate of growth in capital stock has been lower in the
trade sector than In manufacturing (Table VIII). As a ?asulc, the
capltal stock in the whglesale and retail tradés, as a percentage of
manufacturing, has been falling steadily since 1961, when it was about

30 per cent. It 13 now (1979) estimated at 23.4 per cent.

The growth rata in new investment varied considerably: ic
roge from 2.6 per cent in 1962 to 4 per cent in 1967 and then gradually
declined to 2.1 per cent in 1971. Significant recovery began in 1974
_ but with shrinking profit margins in the trade sector, and the rising
cost of capital, the growth rate of new capital investment fell to a

record low of less than one per cent in 1979.%
Productivity

Output per employed worker has grown more rapidly in goods

producing than in service producing indusfries (Table IX).

Within the cowmercial services sector, output per worker in
transportation and communications has increased rapidly - the industry
being a heavy beneficiary of advanced teéhnology ~ outpacing the
manufacturing average by about 0.8 percentage polnts per year gince

1950. Trade follows with the increase in output per worker averaging

* Statistlics Canada, Fixed Caplral Flows and Stocks,
Catalogue 15-568 (1926~1978) and 13-211 (1972-1978),
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TABLE VIII

ANNUAL GROWTH IN GROSS CAPITAL STOCK AND CAPITAL INTENSITY

IN TRADE AND MANUFACTURIRG,

SELECTED YEARS

Growth in Gross Capital Stoék

Capital Inteasity in Trade
vs. Manufacturing

(5) Trade as % of

Year Trade Manufacturing " Manufacturing Stock

(Current) (Constant) (Current) (Constant) (Current)

¢ 8§ ) (wnms)H)C s H)(19mms) (3

1961 4.9 3.9 4.7 2.6 30.6
1965 5.9 3.0 12.0 6.1 26.8
1971 7.6 2.1 . 10.1 5.0 24.8
1975 15.4 3.7 19.5 4.7 22.9
1976 12.5 3.6 13.5 4.2 22.7
1977 10.7 3.3 11.2 3.3 22.6
1978 9.0 2.7 11.6 3.2 22.1
1979 11.9 2.1 12.6 2.7 21.9

Source: Darived from Statistics Canada, Fixed Capital Flows

29.9
28.9
24.8
23.9
23.3
23.6
23.5
23.4

and Stocks,

Catalogue 15-568 (1926~1978) and 13-211 (1972-1978)

(Constant)
) ( 1971 $ )



TABLE IX
PERCENTAGE CHANGE IN REAL OUTPUT, EMPLOYMENT, MAN-HOURS
OUTPUT PER WORKER ARD PER MAN-HOUR, AND CAPITAL/LABOUR

RATIO, BY SECTOR, CANADA, 1950-77

Average Annual Rates (%)

Cutput Cutput Net capital
Real per Man~  per man- per employed
Qutput Employment Worker hours hour Workaer
All industriesl 4.7 2.5 2.2 1.8 2.9 3.1
Goods sector 4.5 0.8 3.7 0.2 4.3 4.6
Service gector 4,9 4.0 0.9 3.1 1.8 2.0
Commercial service 5.1 2.8 2.3 2.2 2.9 2.3

SeCCOI'2

1 Total

output for all industries excludes owner-occupied dwelling rents

2 The commercial service sector includes wholesale and retail trads,
finance, insurance, and real astats, and transportation and
communications

Sourca:

Economic Council of Canada Data Bank
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2.1 per cent a year; only slightly lower than the national averaga.
Other components of the sarvice producing industries are below national

averages.

Several factoés have coatributed to these-differeuces in
productivity growth. Among othar things, a lowar rate of capital
employed per worker, a lower lavel of training and required skills and
a fagter decline in the hours of work per employee have all worked to

produce a lower productivity gain by the commercial service sector.

Over the 1950-1977 period, plant and equipment purchases were
about the‘same for service and goods producing industries. Howaver,
because employment In the service sector rose more quickly, the anngal
rate of increase invcapital per worker has been less than -half :hap in
the goods producing sector. In 1977, the service sector had about 37
per cent less capital in plant, machinery and equipment per worker than

the goods sactor.®

Although productivity gains have been lower, workers in the
service ‘industries have managed to obtain wage increases of almost the
same percentage as workers in goods producing sectors. As a result,
;he relative cost of labour has increased nearly twice as fast as

productivicy.

* In 1977, the service sector had about $52,000 in gross capital per
worker , while the comparable figure for the goods sector was about
§83,000. These figures are bagsed on Statistics Canada wid-year
estimates of gross capital stock in current dollars.

Statistics Canada, Catalogue No. 13-568 (1926-1978)

—



The distributive trades have had to be concerned with
efficiency and cost savings, but until the mid-seventies there ha& been
an underlying tendency to concentrate on pricing, rather than cost
Teduction mechanisms, to maintain acceptable levels of profit. Today,
rapidly rising costs an& consumer resistance to price Incresases have
made efficiency a paramount objective of the distributive trades. This
has created a.wide range of new initlatives in terms of business format

and control and a new attention to cost-saving detail.

Gross Margins

Gross marging* have been shrinking in the retail trades over
the past five years, according to an analysis by Statistics Canada.**

For the sector as a whole, gross margins have fallen from 26.7 per cent

to 24.2 per cent.

Supermarkats have‘trended evan lower, with some as low as 19
per cent. Some of this decrease may have been supported by
productivity gains, but most occurraed at a time of rapidly riging wnit
costs of labour, energy and land. The reduction in gross margins is

also due to higher prices and hegitation of retallers to pass on all

cost increases.

Gross margins are also falling In wholesaling; they are now

17.7 per cent, down from 20 per cent five yasars ago.** The marging are

* Gross Margin = Yet sales lasg cost of goods sold.

** Sraglistics Canada. Industrial Corporatioas (Catalogue 61-003)
1979
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lower from the ocutset because the marketing effort at wholesala does

not require the high corporate profile of retaill trada.

It is interesting that gross margins for the total economy
have, for the most éart; ramained unchanged through this five year
period, indicating that cost increases occurring in the manufacturing
and other sactors have generallylbeen pasgsed on. This has not been the
case in the distribution services_where the negative affects of rapidly
rising prices have been borne by this sector to a graater extent than

by other sectors.

Debt

The short term debt load (short-term liabilitias) for the
distributive trades is extremeiy high. The Canadian average for all
rééail ;radé is 136 per cent and for wholesala crade 182 per cent,
compared to 68 per cent for all manufacturing.* This reflects the
impﬁrtance of inventory rather than fixed assets in a typical

distribution business.

The costs of debt are extremely volatile in the current
econonic environment as most is short term and suceptible to
fluctuations in interest rates. This means that increases. in pfime
rates have a more drastic effect on the viability of firms in retail

aund wholesale than on manufacturing companies. The value of defaults

* Statistics Canada, Corporatiocn Financial Statistics,
Catalogue No. A1-207, 1977, Table 24
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through bankruptey has doubled between 1977 and 1978 to $185 million;
'répresencing 30 per cent of national liabilities with the comparable

figures for manufacturing being $38 million and 14 per cent.*
Rates of Rezturn

Statistics available on rates of return cover only the top
one~third of companies in distribution services. While the figuras are
not indicative of the total ssctor, they are nevertheless significant.
"In 1977 the after-tax return on capital employed for larger retailers
wag 15.5 per cent, compared to 6.3 per caent for wmanufacturing. For

wholesale trade it was 8.1 per cent.**
MEDIUM TERM OUTLOOK

The prospects of the wholesale and retail sector will vary
wiqh changes in disposable income and the share allocated to consumer
goods. With rising energy prices and high interest rates, the share of
disposable income spent on energy, shelter and debt servicing will
increase. Cousequently, the total market is not likely to grow
substantially in the forseeable futures, so that any absoiute increase
in the market share of individual companies will be at the expense of
other companies coupeting in the same subsector. Another market

innovation has resulted in retaillers moving into the sale of services

* Statistics Canada. Commercial Failures (Catalogue 61-002) 1979.

** Statistics Canada, Corporatiou Financial Statistics,
Catalogue No. 61-207, 1977, pp. 201, 205 and 209.
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as a means of enhancing their market share. The ragional exceptions
are Albe:ta and British Columbia where population and income are

increasing at a fast rate.

The reverse scenario is equally erue. If consumer
expenditures. increase, then the distributive trades will have .
sufficient leeway to change any numbar of factor#. They could reduce
their substantial debt load, invast in new technologiés, and'increase 
sexrvices as well as increase volume buying and selling. Long term
strategic planning i3 not a strong tradition of the retailing
community; however, manyAmemEers are making decisions based on the

pessimistic outlook for at least the next two to three years.
Labour, Technology, and Productivity

It has generally been agsumed that output and‘employment in
the distribution services sector were relatively.stable and that the
relationship between them, “labour.broducﬁivity", wag relatively
constant. This assumption was based on limited statiétical knowledge
and an agsumption of little technological change; The medium term
outlook cannot continue to rely on this assumption. With the advent of
alectronic daca and ccﬁmunications systems, a great potential now
exists for technological and managerial change in retailiné and whole—
saling. As well, pressure for growth in real wages has hit the labour
intensive service sector heavily. This has forced competitive wmanagers
to concentrate on reducing costs, Iin particular the cost of their

’

labour iaput.

67




- 68

In wholésaling, computerization and automation are
increasingly used to handle a more varied product mix. Growth in sales
may malntain job creation, but at a decreasing rate. As wholesalaers’
become more efficient, they may.capture some of the distributive
functions from manufaét;rers and retailers, reducing labour

raquirements in those sectors.

Technical advances'in the retail sector are just beginning to
impact on employment. Full scanning systems coupled with electronic
cash registers will gfeatly enhance efficiency and. eliminate some job
requirements. . This 13 already taking place in the food subsector which
has gone further with lahour saving devices than other subsectors.
Technical advances will undoubtedly dampen the historical trends of job

creation.

The rapid growth of the western provinces and the relative '
decline of central Canada is leading to a redistribution of
opportunities and labour vequirements across the country. OQuebec and .
Ontario have to be judged as wmature margets with new jobs created
through displacement ouly. These markets may even be over—stored and -
future adjustuents may lead to a stahilization In jobs over the next
few years. Albarta and Aritish Columbia will continue to create jobs in

the distributive trades at a moderate rate.

In response to a rapldly growing consumer demand in the
1970's, the sector depended on job creation (3.0 per cent annually;

Table V) and concentrated on Investment in space rather than
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improved technology. This led to a deterioration in labour

productivity, but has been advantageous to the overall Canadian economy

_ in that large numbers of people were contributing to GNP who would

otherwise be at home or unemployed.

There 1s increasing evidence that the distributive trades are
completely reassessing their productivity and labour requirements.
This reassessment 13 a result of a basic leveling in the growth of

consumer demand causéd by low levels of growth in pdpulation and

_consumer spendihg. Consaquently, efforts to ralse productivity and cut

costs are now the central themes In corporate strategles.

Investment in technology rather than space will te
intensified. The large number of firms in this sector makes the
transition to productive maﬁurity a long one with inherent dangers to
the smaller bﬁsinesses that cannot adapt quiéklﬁ, leaving corporations

with a competitive advantage.

It Is generally predicted that the latter half of the 1980's
will experience labour shortages in the unskilled catagories. Even
now, labour shortages are appearing in one or two snbsectofs, for
example fast food outlets. By increasing productivity, the
distributive trades could be in a position to maintain services to the
Canadian public when labour shortages.projected for the latter 1980's

become acute.
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Efficiency

Rising costs, consumer resistance to price rises;~and
increased conceucration.oﬁ suppliers are some reasous why the
distributive trades have made improvement of efficiancy a paramount
objective. This has created and/or allowed a wide range of new
initiatives in terms of business format and control and an attention to
cost saving detail which wag not apparent five years ago. There is a
revolution taking place in the digtributive trades; the following few

points are indicative of a wide range of new circumstances.

The degree of competition varies from one subsector to
another and from one region to another, but all companies sse expansion
of market area as one of the central‘ériteria for growth. This is the
main déterminant of capital investment, change in store mix, merger
and/or acquisition, and the'other.multitude of decisionsg which
eventually result in a healthy competitive euviroumént and an expansion
of the national economy. In these aspects, the distributive trades are
different frcm'the manufacturing sector yet the criteria currently uséd

to judge the degree of acceptability of structural changes have a

manufacturing bias.

The relationship between the retailer and consumer, and the
tetailér and supplier, have been intarpreted at the government Level
from the point of the supplier and consumer. Obligations have been
placed on the retailer for which there 1Is no compensation and which
entail considerable loss in efficiency. Also, retailers have a “bad

press” in that the suspicion always exists that the retailers’ narket

- TN e o= = =N
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conduct 1s nafarious; note the various provincial price inquiries
directed againgt the retailer, as for exaﬁple in British Columbia.énd
Ontario on the retall food industry. .These suspicions have not
disappearad even though it has consistently been proved that profits

are not excessive.

With rapidly rising energy costs, most large companies have
specialists to coordinrata energy conservation programs. Oné
deveiopmen: 1s the computer countrolled energy management systems.
Given the large number of firms in the sector, the dissemination of
knowledge about what is working and what 1s not 1s going to be vary

slow.

The additional costs of transportation is changing supply
patterns and shipping requirements. To a certain extent, this is
exacerbating supplier/retailer relationships but does present an

opportunlty for more efficient movement of commeoditles.
Management

The distributive trade sector as a whole 1s going through a
period of turmoil which i1s unpreéedented in the Canadlan experience.
Managers of business can no longer complacently agsume that business
will continue in the future as it did iﬁ the past. Today, complacehcyA
weans being bought out or forced out. The last several years have ;een
little or no real growth in retall sales over and above floor space
increaseg, which has meant that the competitive situation withia the

retall trades 1Is becoming even more fierce. In addition, the last



two years has seen a growing consumer registance to rising prices. The’

early 1980's will be a time vhen managers will have to interpret and

‘adjust to a new environment caused by factors such as:

a) A rapidly changing life style of consumers and growth in the

variaety and sophistication of consumer demand, including a

possible overall downgrading of consumer expectations;

b) A geographic supply area which 1s expanding outside normal

channels and familiar business practicas;

c) Naw areas in management/labour relatilons (including

technological labour displacement);

d) An economic enviromment which 1s basically outside the

experience of managers but whoge impact pérvades their

busgsiness enterprisa.

Many managers wili be unahle to cope effectively with these
changes. Those managers who are able will respond by changing supply
vpatterﬁs and merchandising techniques, shifting investment, and
initiacing efficlency and productivity measures In an effort to control
costs. Retallars will gradually shift to more highly skilled labour as
they incorporate new technology into theilr businesses. Managers will
spend more and more time outside the firm to ensure adequate supplies;
preferably from domestic manufacturers, but ércm imports 1f the
Canadian manufacturer 1is unwilling or unable to change commodity lines.

?roductivity improvements through the development of skilled labour and
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management are receiving greater attention in large firms, but remain a
real problem for small and medium sized retaillers. This proceés will
create a new type of entrepreneur wﬁé is alréady beginning to impact on
the business practices qf.the country. Thilis stimulation within and
from the retail trades will provide concepts and products bound Lo be

benaficial Ehrough the Canadian economy.
INVESTMENT CLIMATE

The health of the sector is closely tied td_the general
wall-being of the cohsuming public and general ecounomic conditions.
Consequently, economic and social developments that affect profits and

the availability of, and demand for, funds for laventory, new store -

‘develqpments, and improved technology will also affect the lnvestment

climate Iin the sector.
Profitability

The profits of the distributive trades are, aund will coutinue
to be, squeezed by inflation and unemployment. Rapidly rising prices
are being passed on by manufacturers and Importers, leading to
increased cost of equipment and inventory. At the same time consumers
are vesisting price increases, cutting back on volume, and' substituting
low for hizh value commodities or buylng better quality to obtain
durabilicy of the product. This process has shrunk grosé margins to
the point whers many firms are in serlous finaneial trouble, and the
trend is likely to continue until there is a turnarcund in the economy.

Until this happens, there 1is little incentive for new investment.
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These negative influences are partly offset by an increased emphasis on
improving productivity and tentative moves to capture a markat share in
othar countries, as wall as by buoyancy in Alberta and British

Columbia.

Financing

The need for future financing comes from three sourcsas,
each of which exhibits contradictory trends for capital requirements.

First, inventory filnancing continues td be the major
requirement for most wholesale and rataill businesses. Because of the
current economic situation, a shift 1is taking place in the way buyer
and supplier relate ta each other over credit. This creates problems

that have not been resolved. Many manufacturers and other suppliers

would like to tighten and reduce credit to the distributive trades, but .

attempts to do so have raduced their sales at a time when there is
already a downward. prassure on vclpmes. Retallers also want to reduce
their requirements for inventory capital financing, but they want to do
so by reducing volumes rather than by changing the financial
arrangements with their suppliers. The adjustments to this problem
will be as varied as the number of businesses involved but could causge

a fundamental shift in the way business 1s conducted in the country.

The second area of investment financing relates to long term
capital requirements for new stores, warshouses, etc. Thasge
requirements have been reduced and will continua to decline for

retailers in central Canada Iin response to the slow amarket growth.,
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Expansion will continue in Alberta and British Columbia, dut will not

significantly change the overall downward trend in demand for long term
investment. To a significant degree, developers control the capital
funds needed for future expansion. _It is generally recognized that
further large regional shopping centre develbpments will be very
selective in the East but still common in the West. Community strip
plazas will, howéver, be built, and existing urban space will be
refurbished or upgraded for retail purposes. This change will decrease
capital requirements generally, but again more acutely in central

Canada than elsewhere. -

Thirdly, financing is needed for technological improvements
in existing firms. UYost large companies can finance this investment
because the savings generated by reducing labour costs and other

operating costs, such as enargy, will be large enough to pay for the

investments. Small businesses, which comprise the vast majority of

firms, may not benefit to the same extent and could very well not
obtain the funds required for technological improvements. Ways around
the funding problem could be found in leasing or technical groupings by

ratailers.
DISTRIBUTION CHANNELS

The changed economic and social conditions that have led to
tighter inventory con;rol, less new expansion, and increased use of

computer technology have also affected the chaunnels of distribution.
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The distinct role of the different sectors aud the established routes

from manufacturers through wholesalers and retailers to consumers are

changing in two ways.

First, shrinkiﬁg gross margins have made retallers morae
responsive to what consumers want. They will speund time and money to
ensures that wanufacturers provide goods satisfying given
specifications. In some cases, retallers will helé organize production
lines to ensure that the goods have uniform characteristics and are in
stable supply. Increasingly, success demands that manufacturers keep
- aopen lines of communication with wholesalers and retailers, and are

willing to adapt to new methods and products.

Second, the growing use of computer techmology and increasing
size of some firms have led to lntegration of information systems
between the distribution and manufacturing sector. This trend, started
in response to supply problems, 1s still spotty, but is likely to
expand. One way or another, retailers ares becoming major declsion

makers within the manufacturing process.

The strong Influence of the dilstributive trades on
manufacturing is not so apparent in sectors with export programs. But
even here, manufacturers of consumer goods for export will seek the
advice of wholesalers and retailers because of their knowledge of

market characteristics and marketing challenges.
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EXTERNAL ORTENTATION .

The constant prassure to excel, esgeciélly in a market with
poor growth potential, @as induced several of the larger companies to
investigate the pogsibhility of expanding beyond the domestic market.
The size-and diversity of the industry, its ﬁanagemen: capabllity, 4its
link to the Canadian comsumer and its involvement in overseas trade are
all factors that can allow this sector to make a greater contribution
towards ; positive international trade and balance of paymeuts |
position. This coutribution can bhe broken into at least four inter—
related areas of endeavour — import replacement, export opportunlties,

Invisible outflows and forelgn ownership.
Import Replacement

The potential.for import replacement comes from two areas.
First, the sector is é ma jor buyer of materials and store equipment for
its own use, and second, it is also the direct buyer of counsumer goods
for resale. A significant portion of both types of product is

imported.

In merchandising there is, in addition to new expansion, ‘a
coustant need to revitalize existing stores by upgrading and
modernizing layouts and flxtures im order to malntaln the store's image
and competitive position. Many of these materials and products ére not
Canadlan sourced even though, for ﬁauy items, the Canadian market 1is
sufficlently large to support Canadian manufactgre. To match retail/
wholesale demand with manufacturers' supply will take concerted and

unitad effort at a level not normally found,due to the diversity and



number of businesses. Ratallers are beginning to coalesce iato groups
or utilize groups or agencies able to understand and transmit their
requireﬁents to manufacturers, and éanadian manufacturars need to be
made aware of the raquirements of the sactor and be encouraged to

establish new product lines specifically for this sector.

The distributive trades are very couscious of the fact that,
as a sector, their health depends upon the prosperity of the Canadian
consuming public. Thus, as a group they ﬁave been supportive of
programs and policy that_would increase national prosperity. In fact,
there 1s a congtant flow of information be;ween gome retall companies
and gome manufacturers, but the advantages would be much greater if
this interchange of informatiqn involved all sectors;.distribution,
manufacturing and, where appropriate, govermment. Canadian production
of goods for Canadian consumers would gain from faster and universal

information channels between thesa seckors.
Export Opportunities

The Canadian wholasale and retaill community has begun looking
at new areas of aendeavour In light of a long—term structural slow-down
in the rate of growth in the domestic market. One avenue of expansion
recelving increasing attention 1s marketing abroad; particularly into
the Unlted States, but also into other countries. The basic strength
of the distributive trades is expertise in marketing aod an
understanding of the operation of market channels. Wholasalers in
particular have the advantage of facilities plus a wide range of

products, some of which could be competitive In almost any market.
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Two aréas Sf.hesitation are slowing'the rate of growth of
entry by this type of Cénadian businessman into the export wmarket. The
first i§ thét those who have e.xcellenﬁ contacts for imports have not
actively pushed for an effective two;way flow of commodities. The
second area is falt to be léck of management and management's
unwillingness tﬁ participate in adventures abroad. There is a need to

address these problems as most companies that have entered the

international sphere do become committed to that kind of activity.
Invisible Monetary Flows and Foreign Ownership

In the service sector, Canada has the worst record for
;nvisible monetarf flows in the 0.E.C.D. The recent increase in
acquisitions of small retail chains, in the United States primarily, by
Canadian companies are among the first staeps in the creation of

distribution multi-nationals owned in Canada. Because the capital/

sales ratio is low, acquistions In the service sector do not require as

large an outflow of money as manufacturing acquisition. The
possibilities of royalties, profits and other invisible flows coming
back to Canada would thus occur earlier than would normally be

expected.

The trend so far has been to supply some goods to their
acquisitions from the distribution system in Canada. While this supply
practice has limits, it does provide an additional market channel for
Canadian producers idto.markets where they may have had difficulty

becoming established in the past.



Thera has also been a growing ;rend of foreign acquisition In
the Canadian service industry. It is recognized that such acquisitions
contribute little to the Canédian économy and have the poﬁential to
cause serious long term disruptions to government objectives. This
trend neads to be understood and discouraged in order to retain the
dominaﬁc position of Canadians in this sector, while at the same time
recognizing that the total service sector is becoming more

international in its orientation.

POLICY & REGULATION PROCESS

Government poli;y has Iin the pastc been formulated to mest
particular objectives in primary and secondary sectors or to meet
social objecci&es but the distributive trades have been essentially
left out of poliey development; This situation has come about because
of the innocence with which governﬁénc views the distributive trades; a
situation which government is currently trying to correct through a
formal consultative process. Even though the magnitude and
fietergeneity of Ehe sector seems overwhelming, govermnment 1s trying to
determine how policy written to solve problems in other areas will

impact upon the distributive trades.

The regulatory process 1s another area where frequent and
indepth consultation is needed, even in areas where clieﬁ:ele other
than the distributive trades are baing served. Because of their
function as the domestic market channel, the distributive trades can
make positive comment on a wide range of regularions. In the process

this can raduce possible inefficiencies or loss of profit and can
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anhance the trades' ability to service. the consuming public.

The amount of work required to take action arising from the

.consultative process is substantial buc the pay-offs may be great. In

addition, if and when government/ distributive trades interaction
becomes closer and more complementary, it could lead-to subscantial
increases in the ease with which their respective objectives are met.
Such cooperation requires an informed understanding by government of

the business climate and requirements of the sector, and an informed

understanding of government processes and objectives by businessmen in

the sactor.
SOCTAL CONTRIBUTIONS

The above sections have mainly dealt with the economic issues
of sales, smployment, investment, capital stock, and location. The
primary objective of the distributive tradés is, however, to sarve
consumers by ensuring that they obtain the goods and services they
want, when and where they want them. The efficient execution of these
functions creates a flexible society, éases the attainment of social

and economic goals, and contributes to a rising standard of living for

" Canadians.










