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impresarios and entrepreneurs to present to Canadian
audiences a vivacious and profound tableau of Canadian
creative expression. The quality will be there, provided the
funds are available to foster and produce it. Subsidies alone
cannot suffice, though for film and television, publishing,
and sound recording, the federal government has made avail-
able new and significant amounts of money. These industries
need also to be in better touch with the financing potential of
their own natural market, the Canadian audience whose
own interest is their raison d’étre. Canadians want these
industries to be healthy because of what they bring to our
lives. We want our access to the cultural output of the world
around us to be unimpeded. But we want and need a choice
which includes our own output, our stories, and our views.
This is more than a matter of creative accomplishment. It is
also a function of economic viability.

In examining our cultural industries and the structures
that determine their strength and stability, this paper explains
the link between creative and economic performance. The
subject matter of these pages is the background information
essential to the efforts of Canadian governments and private
citizens in one of our noblest causes—the strengthening of
our country’s creative and expressive potential. Success in
this endeavor will strengthen the quality of national and
individual life in this country, and thereby, our potential for
contributing to the rest of the world.

Flora MacDonald
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Horizontal consolidation increases potential market share
and permits cross-subsidization of risks in uncertain areas,
such as fiction, by more predictable revenues in areas (such
as textbook publishing) that are technology- and capital-
intensive.

In product development, risk is reduced by accepting
mass consumer appeal as the arbiter of taste. By definition,
the benchmarks of mainstream taste and appeal are those of
the biggest market—even the American products outside
this stream are generally not attractive to the major corpora-
tions in that nation’s film, sound-recording and book-pub-
lishing industries, which are the dominant North American
cultural industries.

Bigger budgets, especially for marketing, are expended
on a narrower and more commercial line of mainstream
products. For example, in the American recording industry,
new releases dropped from 12,025 in 1979 to only 8,545
in 1984, though aggregate sales revenues were considerably
higher. It is estimated, moreover, that of the roughly 2,000
recordings to be released in the United States this year, only
about 200, selected on the basis of early market tests, will be
strenuously marketed. Similar sorts of trends apply to pub-
lishing and film.

Mirroring the cross-ownership ties within the cultural
industries, the traditional distinctions between types of
cultural products become increasingly blurred. Media con-
verge as television programs are made into books, and books
are assessed for their film or broadcasting potential.

A “blockbuster” product may live through many mar-
keting phases: hardcover book, magazine excerpt, paperback
edition, book-club selection, comic book, television special
or series, cinematic release, pay-television release, network
television release, videocassette, or soundtrack recording.
Although few products achieve all these incarnations, some
realize several. Other blockbuster products generate sub-
stantial ancillary profits through spin-off merchandise such
as toys and T-shirts.

The point here is that the merchandising hype for these
products, which also reaches the Canadian public, and the
ability to retail these same products in Canada at lower
per-unit costs place Canadian products at a distinct dis-
advantage. Of concern is not their inadaptability to main-
stream North American blockbuster status, but their ability
to compete even in Canada’s own market, where they
absolutely must succeed.

The chainstore environment

Retail chains and the shopping-mall environment add to
the effect of risk-reduction strategies. Powerful instruments
in the marketing of books, videocassettes and records, chain-
stores, which emphasize high-volume purchasing and quick
turnover of inventory, favor the promotion of bestsellers at
the expense of breadth and depth of selection. Inventories
shrink. The “shelf-life” of products becomes shorter.
Canadian products become marginalized, because they are
comparatively under-promoted. They become under-
financed and quality of production can suffer, contributing
to a further deterioration in the cycle.

Implications for Canada

These global trends have some clearly dark implications
for Canada unless Canadian producers can more effectively
reach their own natural audience in this country.

The risk-reduction strategies of multinationals affect
the availability of all products in Canada’s cultural market-
place. Not only do these strategies result in fewer product
releases, marketed more heavily across Canada with the
reinforcement of the chainstore environment, but the ubig-
uitous blockbusters—based essentially on “mainstream”
American taste—also become the norm, dictating the criteria
for mass acceptance in terms of content, packaging and
distribution.

These strategies, combined with the fact that Canada is
not treated as a separate and distinct market for cultural
products, work to the disadvantage of Canadian creators and
producers. The result is the potential marginalization of
Canadian culture within Canada itself.
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language and physical remoteness from the major importing
nation, France—are offset by its size (six million), which
renders economies of scale even more difficult than in
English-speaking Canada, and by the fact that language is
decreasingly a barrier to the penetration of the Francophone
market.

Itis true that the problems are aggravated by the strategies
of some multinational conglomerates operating in and out of
Canada, but these companies, operating in their self-interest,
cannot be expected to volunteer redress for structural con-
ditions in Canada.

An important exception to this general condition is the
broadcasting industry. Broadcasting enterprises in Canada
must be 80 percent Canadian-owned, and entry to the
industry is regulated. Significantly, Canadian private broad-
casters are profitable partly because revenues derived from
carrying foreign programming can be used to finance
Canadian programming,

Obstacles to financing: Cut off from much of the revenue
in their own national market, Canadian publishing, sound-
recording and film companies often find it difficult to obtain
external capital financing as well. Without significant invest-
ment and loan capital, Canadian firms are generally not well
positioned to adapt to the long-term challenges of tech-
nology and new kinds of consumer demand.

Traditionally, financial institutions have been reluctant
to provide Canadian cultural producers with the financing
they need to operate successfully. Many bankers cite what
they perceive as the unacceptably high degree of risk involved
in lending money to many businesses in these industries.
This assessment is based on the perception of an absence of
significant profits, the difficulty of gauging a product’s
potential success and the often shortened popularity of most
books, films and records, conditions that characterize these
businesses in virtually all countries, but particularly in
Canada.

Many Canadian companies in the cultural industries
have high ratios of debt to equity, making them appear
doubtful loan risks. Subsidiaries of multinational firms, on
the other hand, with larger equity bases and greater financial
backing, are more likely to be considered good credit risks.

The same perceptions that discourage commercial
lenders can also deter capital investment in the cultural
industries. Investors seeking a high return are unlikely to be
drawn to the Canadian-owned cultural industries other than
broadcasting, except where tax advantages (like the capital
cost allowance for film and video) make the investment more
attractive.

Bankers and investors in Canada are now becoming
more disposed at least to look with interest at specifically
promising activities in the cultural industries. However,
some of the basic characteristics of the market need im-
provement before external financing becomes available on
a more normal scale.

Obstacles to marketing: The structural and financing
obstacles just described are mutually reinforcing and result
in a third order of difficulty: Canadian firms have inadequate
budgets to promote their products.

This is a major problem in an era when marketing is
central to commercial success. Multinational film, recording
and publishing companies often spend at least as much of
their budgets on marketing as on production.

But effective marketing requires adequate financing.
Without such financing, Canadian companies have difficulty
in competing for the attention of their national audience.

The impact on Canadians

The trends described above, and theirimpact on Canada’s
abnormal market, have been intensifying. As they do so,
even augmented government support may not offset the
market losses suffered by Canadian creators and cultural
industries.

If left unchecked, the impact would be industrial, since
Canadian-owned firms, at pains to compete in their own
market, could succumb to a chronic state of under-financing.
The impact would be economic, because the sector’s capacity
for job and revenue creation would be seriously undermined.
This would affect not only the cultural industries, but many
related businesses and professions providing services to these
industries. Entrepreneurs would be squeezed out of the
market, and the Canadian products available, which are not
abundant, would be replaced by imports, or, at most, mar-
ginalized outside the Canadian mainstream.

But principally the impact would be culturally destruc-
tive. Canadians would have diminished access to an already
scarce resource— Canadian cultural products that reflect
their own experiences. The right of Canadians to choose
freely what they wish to read, see and hear would be limited
by a narrowing choice. Decisions about what is to be made
available would increasingly be taken outside Canada.

It is in response to these trends that the Government of
Canada has recently set in motion a wide-ranging set of
interrelated measures to strengthen Canadian cultural
industries including enhanced industrial and cultural support
as well as a new film policy and specific provisions in the
Investment Canada Act. These responses are examined in
detail in the following chapters.
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Canada being imported), only 32 percent of the volume in
imported books is in fact handled by Canadian-owned com-
panies. Canadian publishers need better access to the large
reservoir of market revenues that could render them more
fully self-financing, and could help them in their role as
catalysts for the development of new Canadian talent.

Difficulty in gaining access to this potential revenue is
greatly aggravated by two related problems. One is the wide-
spread international failure to recognize Canada as a separate
national market for publishing rights. The rights to publish
foreign titles in Canada are generally sold as a part of
American publishing rights. Were it a more common practice
to sell Canadian rights separately, Canadian publishers could
more frequently bid for the chance to publish profitable
foreign authors in this country.

The second problem is the common practice of “buying
around,” which harms all publishers in Canada regardless of
ownership. Buying around refers to the practice whereby
Canadian purchasers (booksellers, wholesalers as well as
some publicly funded institutions such as libraries and
educational institutions) acquire books directly from abroad
rather than from the authorized agent in Canada. In particular,
import business is lost to U.S. wholesalers with sophisticated
ordering systems and rapid turnaround. This pattern of
buying around not only undermines the agency business, it
also has implications for the distribution of Canadian-
published titles, since imported titles and indigenous titles
move together in the distribution system. The Government
of Canada, through the Department of Communications’
Book Publishing Industry Development Program, has ad-
dressed distribution-related issues by supporting the Freight
Consolidation Plan and the Canadian Telebook Agency. While
some improvements have been made at the ordering and
distribution levels, a great deal of work remains to be done.

Bookstores: Concentrated largely in the trade sector of
the market, Canadian-controlled publishers rely heavily on
retail bookstores to make their product available to con-
sumers. Of the estimated 1,860 bookstores in Canada, 1,255
carry primarily English-language books, and 605 primarily
French-language books.

At least 40 percent of this market is now occupied by
chain stores, principally the Coles and W.H. Smith chains in
English Canada and the Garneau chain in French Canada. As
in the record and film markets, chains tend to concentrate on
mainstream releases, which promise quick inventory turn-
over and high sales volume. It is estimated, for example, that
chain bookstores in Canada carry an average of 4,000 titles,
while independent bookstores may carry between 5,000
and 10,000 titles.

The concentration of retailing (and hence inventory
selection) in fewer hands, combined with the tendency to
reduce the number and variety of titles for sale, can limit the
ability of many smaller Canadian publishers to secure outlets
for their products.

In Quebec, a partial solution to this problem has been
devised. A measure introduced in 1971 and modified in 1979
(Bill-51) requires provincially funded institutions in Quebec
to purchase their books (excluding textbooks) from pro-
vincially accredited bookstores. To become accredited,
bookstores must be wholly Quebec-owned and must devote
at least 20 percent of their inventory to Quebec titles. Using
its jurisdictional authority over the retail market and public
libraries, the Quebec government has acted effectively to
encourage the demand for Quebec books, while simulta-
neously reinforcing their presence in the retail market.

Financing problems: In addition to their difficulty in
becoming self-financing from sales revenues, Canadian-
controlled publishers have trouble obtaining adequate ex-
ternal financing from banks or other financial institutions.
Apart from their low retained earnings, most Canadian-
controlled publishers do not possess sufficient fixed assets,
such as property or machinery, with which to secure loans.
Lending institutions do not recognize publishers’ current
assets—mainly inventory and accounts receivable —as
collateral.

This is a problem shared by other cultural industries.
Commercial lenders are concerned that these businesses are
simply too risky. Business prospects are hard to assess
because the market, especially in trade publishing, is highly
unpredictable; even when books have been sold to retailers,
they are on consignment and can be returned to the publisher
for full credit.

The undercapitalization of many publishers has pre-
vented them from realizing their potential for growth by, for
example, entering the educational field, or by developing the
infrastructure that would enable them to attract import
business.

The two provinces where most of Canada’s book pub-
lishers are located have attempted to address the financing
problem. Ontario has created a loan-guarantee and interest-
subsidy program to help Ontario publishers obtain bank
credit. The province has also attempted to stimulate capital
investment in book publishing through its small-business
development program. Quebec, through its Société de
développement des industries de la culture et des com-
munications, makes loans and loan guarantees available to
entrepreneurs in the book industry. As valuable as they are,
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however, these and other provincial programs, even when
added to support available from the Government of Canada,
do not satisfy all the financing requirements of the Canadian
publishing industry.

Government measures for book publishing

In 1972, after a series of events which suggested that the
Canadian-owned sector of the book-publishing industry was
in danger of disappearing, the Canadian government began
providing financial support to book publishers. These events
included the sale of Ryerson Press and Gage Publishing to
foreign interests, and the near collapse of the leading trade
publisher in English Canada, McClelland and Stewart. At the
same time, Quebec publishers were struggling against French
publisher-distributors who were making significant inroads
in an already restricted market. Accordingly, grant programs
were instituted at the Canada Council (now totalling some
$5 million annually) to support cultural objectives in book
publishing,

The Government broadened the scope of its support
when it introduced the Book Publishing Development
Program in 1979, using industrial development incentives
instead of the usual production subsidies. The various com-
ponents of this program have provided contributions totalling
up to $9.7 million annually from the Department of
Communications to strengthen the economic base of
Canadian book publishing. The Canada Council and the
Department of Communications programs have been com-
plementary in providing badly needed working capital to
Canadian-controlled book publishers.

A more indirect form of federal support is the postal
subsidy for mailing published materials in Canada. A
Publishers Book Rate was introduced in 1968. Some
$60 million of the total postal subsidy of $225 million is now
applied to the mailing of books. Bookstores, wholesalers,
direct-mail companies, book clubs and consumers, all benefit
from the measure. This program is being reviewed and
consolidated.

Provincial governments also make financial assistance
available to book publishers, mostly in the form of publication
grants. As noted, additional forms of financial assistance are
provided by Ontario and Quebec. Provincial governments
also have a crucial influence on book publishing through
their guidelines on textbooks for elementary and high schools
and through their funding of public libraries.

A positive approach for the future

In the past, government programs have performed an
essential cultural role by stimulating the supply of a rich
diversity of Canadian titles, and by helping many publishers
weather a decade of severe inflation culminating in the 1982
recession and its after-effects. But nearly 15 years of govern-
ment assistance have not substantially increased Canadian
control of the domestic market or brought about enduring
improvements in the financial viability of the Canadian-
owned sector, though considerable gains have been made in
the actual availability and indeed popularity of Canadian-
authored books.

New policy approaches, and particularly industrial
incentives, were required if Canada was to enjoy a culturally
and economically healthy book publishing industry, on more
of an across-the-board basis. Such an industry would be one
in which:

* more Canadian-controlled firms of all sizes, but particularly
the larger ones, become self-financing from market
revenues;

* Canadian publishing of cultural importance but low com-
mercial viability flourishes with government support.

For some publishers, the solution to the self-financing
problem lies in diversification of their operations through
access to the most lucrative parts of the market: educational
books and import distribution. Such a strategy would depend
on enhanced access for Canadian-controlled publishers to
financing and industrial support programs. Improving the
efficiency of the Canadian ordering and distribution system
will also be a critical factor in developing financial indepen-
dence. A strategy based on diversification would represent a
positive response to the current global trends of corporate
concentration and homogenizing of markets and products.
But it is no panacea: culturally oriented subsidies are more
than ever necessary for smaller, particularly regional, pub-
lishers, whose authors include many of the most authentic
voices of this country.

In its February 1986 budget, the Government of Canada
allocated $65 million over five years to the book-publishing
sector. These funds will be directed towards both the industrial
and cultural needs just described. On the industrial side, the
Department of Communications has launched a new Book
Publishing Industry Development Program with a budget of
$8.2 million per year. This new program will focus on en-
hancing the viability of the Canadian-owned sector which in
turn should improve the ability of Canadian publishers to
finance themselves and grow within their own domestic
market. With regard to the cultural dimension of publishing
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policy, an amount of $4.8 million per year will be allocated
to the Canada Council in 1988-1989 in order to stabilize
and rationalize support for culturally significant titles that
can never be fully financed by the market.

A policy adopted by the Government of Canada in 1985
provides a general framework within which the diversifica-
tion strategy will be implemented. In July 1985, the Cabinet
declared that the establishment or direct acquisition of book-
publishing companies in Canada by foreign investors would
be welcome, but only on condition that the investment is
made through a joint venture with Canadian control. In the
case of indirect acquisitions (where a Canadian subsidiary is
purchased as part of the assets of a foreign corporation), the
foreign investor would have to undertake to sell control to
Canadians within two years, at fair market value. The policy
creates opportunities for Canadians to improve their access
to lucrative areas of the Canadian book market through joint
ventures with foreign investors.

In the meantime, and in addition to programs and policies
outlined above, the Government of Canada is formulating
related measures to build stronger indigenous publishing
capabilities, which in turn will benefit regional cultures and
economies as well as national life. Such measures include
strengthening the territorial integrity of the Canadian market
for publishing and distribution rights, and federal-provincial
co-operation to improve Canadian publishers’ access to
financing and to enable Canadian publishers to compete in
the educational market.

In June 19835, a tariff on imported books in English was
adopted in response to U.S. tariff action on Canadian wood
products. The selection of books for a tariff response has
been controversial, though there were hardly any other
industrial sectors which provided the opportunity for an
unbound tariff action. The impact of this tariff on the
Canadian publishing industry was kept under close scrutiny.
As a result, the federal government announced the removal
of the tariff in its recent budget.
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Record of government measures

Canadian government policies have had an important
impact on structuring a fairer market environment for peri-
odicals. A complex mix of interrelated postal, taxation,
customs and subsidy measures has contributed to the growth
and stability of the industry.

Postal rates: The most fundamental measure of govern-
ment support dates from the inception of the Canadian
postal system, when preferentially low mailing rates for
newspapers, and shortly afterwards for periodicals, were
established. At the time newspapers and periodicals
were among the few available means of communication and
education, and the Government was seeking to ensure that
all Canadians enjoyed inexpensive access to print material.
The preferential postal rates for periodicals are in effect
older than Confederation itself.

Today, 50 percent of Canadian periodicals are circulated
by post, and a complex system of mailing categories and
rates has developed. The benefits of subsidized postal rates
are shared among publishers, advertisers and consumers,
and the postal subsidy has become deeply built into the
cost-structure of the industry. Other countries have provided
a similar service through their postal systems.

In the 1985-1986 fiscal year, the federal government
spent $225.1 million to compensate Canada Post Corpora-
tion for the deficit incurred in providing preferential mailing
rates to print materials. A portion of that amount, $55 million,
was transferred to Canada Post from the cultural budget of
the Department of Communications. The postal subsidy is
by far the largest subsidy program offered to any cultural
industry in this country.

Numerous studies have advocated a review of the
program, which has remained unchanged since 1969. Given
the extreme importance of the postal subsidy to the periodical
industry, changes will have to take into account the economic
and cultural situation of the industry.

Federal sales tax exemption: Like newspapers and books,
periodicals—non-Canadian as well as Canadian—are ex-
empted from the 11 percent federal sales tax. This consti-
tutes another important way to encourage the dissemination
of print materials. This indirect method of stimulating
demand for periodicals by helping to reduce their price is
valued at approximately $90 million annually.

Income Tax Act: Canadian companies may deduct from
taxable income their costs of advertising in Canadian peri-
odicals, newspapers or broadcasting outlets, but not their
advertising costs in foreign media aimed at the Canadian
market. Introduced in 1965 under Section 19 of the Income
Tax Act and amended in 1976, this legislation has been

commonly known as Bill C-58. Its intent is to encourage
advertisers to use Canadian media to reach the Canadian
public. By implication, the measure also discourages foreign
ownership in Canadian periodical and newspaper publishing.
To be defined as Canadian, a publication must have 75 per-
cent Canadian ownership and 80 percent of its material
must originate in Canada. The Canadian periodical industry
attributes a great deal of its success in improving market
share and economic stability to the effects of this legislation.

Customs tariff: Non-Canadian periodicals containing
more than 5 percent of advertising aimed at specifically
Canadian audiences are prohibited from entry into Canada.
Religious, literary and scholarly publications are exempted
from this tariff measure. Complementary to Bill C-58, this
measure is intended to keep Canadian advertising dollars in
Canadian media. Without the tariff, the function of C-58
would be undermined.

Direct grants: Most periodicals in the non-commercial
sector face formidable obstacles in making themselves known
and available to readers, and in realizing their potential level
of circulation. Many are produced by volunteers or under-
paid staff and writers. Yet this economically fragile sector
functions as a research-and-development arm for many dis-
ciplines, publishing advanced creative work by Canadian
writers and scholars.

Publishers in this sector frequently rely for survival on a
subsidy of one kind or another. For artistic, literary and
scholarly titles in particular, federal funding, supplemented
in some instances by provincial grants, is indispensable.

Some $4.5 million is awarded in direct grants to peri-
odicals through three agencies of the Government of Canada.
The Canada Council spends some $2 million assisting about
85 artistic, literary and children’s periodicals; the Social
Sciences and Humanities Research Council awards the same
amount to about 115 scholarly journals; and the Natural
Sciences and Engineering Research Council grants approxi-
mately $0.5 million to 37 scientific publications. These
funding programs sustain a network of culturally significant
periodicals that could not become self-financing on a market
basis, because of their highly specialized nature.

A positive approach for the future

Although Canadian periodical publishing is generally
healthy, both culturally and economically, the industry will
continue to require supportive government policies to sus-
tain that state of health. As the result of the fairer market
climate for periodicals created during the past 15 years, the
Canadian industry has been able to increase steadily its share
of both the reader and advertising markets.
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The most important current issue is the government’s
review of the postal subsidy program, which benefits pub-
lishers, advertisers and retailers, and of course, Canadian
readers. Its modification must take into account cultural,
industrial and social objectives: preserving the accessibility
of all Canadians at an affordable price to periodicals, news-
papers, and books and maintaining favorable conditions
for the development of Canada’s periodical and book-
publishing industry.
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The significance of ownership in the distribution sector
is demonstrated by the fact that Canadian-owned distributors
have handled between 25 and 40 Canadian features a year
during the past five years. Their incentive to distribute
Canadian films lies in their ability to obtain world rights to
them. By contrast, of 29 Canadian features made in 1984,
only one was distributed by an American company based
in Canada.

The case of Quebec: Because of its unique linguistic,
geographical and cultural situation, Quebec progressed
further and earlier than English Canada in developing an
indigenous film industry. The needs of the French-language
market have meant that Quebec has not been as completely
integrated into the Hollywood marketing system. A reason-
ably healthy domestic distribution system developed to serve
the French audience, and those distributors became the first
investors in Quebec films.

However, Canada’s French-language film industry has
fallen on hard times. Rising production costs have made it
increasingly difficult to make films for the small Quebec
market, where theatre admissions are declining, particularly
outside major urban centres. A recent study showed a
19.5 percent decrease in Quebec theatre admissions between
1982 and 1984.° Expansion by the majors into the dis-
tribution of non-American films in the early 1980s dried upa
vital source of supply for Quebec distributors. For exhibitors,
the decline in business has been due principally to the popu-
larity of the home video market, in which new English-
language films often appear before the dubbed French version
becomes available in the local cinema.

The decline of the Quebec industry, coupled with the
irritant of lengthy delays before French versions of films
appear, led to the passage in 1983 of Bill 109, the new
Quebec Cinema Act. The Act licenses and regulates distri-
butors of both films and videocassettes. The dubbing pro-
visions of Bill 109 have been enacted, and their effectiveness
will be reinforced by the contribution from the new Canadian
feature film and dubbing fund, described later. Other regu-
lations, pursuant to the legislation, have been the object of
discussion with the American majors, leading to a recent
agreement whereby Quebec-based distributors will basically
control the rights to distribute in Quebec non-English-
language films, leaving to the majors the rights to distribute
in Quebec essentially those English films which they distrib-
ute in the American market.

Record of government measures for film and video

On the national level, successive governments have
concluded that a normal Canadian presence in this art form

and industry is desirable. Government efforts began before
the World War II, when the National Film Board (NFB) was
created. Initially producing films as part of the Canadian war
effort, the NFB was given a wider mandate after the war “to
interpret Canada to Canadians.” The NFB became a pioneer
and world leader in both documentary filmmaking and in-
novative animation. Its films have appeared in 60 different
languages and have won over 2,000 international awards.
For nearly 50 years the NFB has demonstrated a Canadian
capacity for excellence in the medium.

In 1968 the Canadian Film Development Corporation
(CFDC) was created to stimulate production by the private
sector. The CFDC was equipped with a revolving fund to
assist in financing features that contained established levels
of Canadian creative and technical content. During its first
decade, the CFDC injected $26 million into the industry,
chiefly in the form of equity investment. With the resulting
increase in production, from only a few features a year to an
annual average of more than 20 in the 1970s, a Canadian
feature-film industry began to develop in earnest.

The industry received a further financial boost from the
extension of the 100 percent capital cost allowance (CCA)
to filmin 1974. This attracted private investment to Canadian
productions by offering a 100 percent tax deduction to
investors in certified Canadian films. The result was another
leap in the number and budgets of Canadian features, par-
ticularly in English. In 1979, at the height of the production
boom created by the capital cost allowance, 67 Canadian
features were in production with a total value of $180 million.

The boom, however, was followed by a bust. While the
tax shelter attracted heavy investment in feature filmmaking,
production budgets became grossly inflated, with large fees
paid to promoters, directors and popular Hollywood stars.
Too many of the films were aimed at the second-echelon
American market; they were imitative, frequently disguising
their Canadian qualities altogether. Their value as tax shelters
prevailed over their potential merit as films; about half never
reached the theatres. Few of the “tax-shelter films” became
profitable, and investors were scared away. Beginning in
1981, both private investment and the number of Canadian
feature films being produced declined sharply.

Whatever the artistic merits of the films produced, and
some were remarkably good, a major reason for the failure of
these measures to establish a successful Canadian cinema
was, as stressed earlier, the Canadian films’ lack of access
to effective distribution. Government support to the film
industry must take into account the problem of getting the
films that are being produced into theatres.
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In recent years, provincial initiatives have emerged, in-
cluding a variety of financing and promotional vehicles.
Quebec, Ontario, Alberta and Manitoba have established
their own feature film funds, while Nova Scotia has an-
nounced its intention to do so. Other programs, particularly
those developed in British Columbia, Ontario and Quebec,
concentrate on attracting foreign production to the prov-
ince. These “runaway” American shoots on Canadian loca-
tions are attracted by a low Canadian dollar and excellent
facilities, crews and geographical convenience. They are a
welcome contribution to the economy, but an inadequate
substitute for a long-term Canadian-based industry making
Canadian films.

To try to improve the prospects for the Canadian film
industry, more recent Canadian government policy has em-
phasized new measures to ensure that Canadian film and
video productions obtain access to audiences, so as to give
greater validity to these federal and provincial production
support measures. In 1983, the Canadian Broadcast Program
Development Fund was created at Telefilm Canada, the
successor to the CFDC. Its focus was on Canadian television,
where the distribution bottlenecks are absent since Canadian
ownership and program content are both required by
regulation.

With a total budget of $250 million over the five years
from 1983-1988, the fund is designed to stimulate new
Canadian television programming by private producers—
but only if that programming is guaranteed a television au-
dience. The fund will provide from 33 to 49 percent of the
production cost, on condition that the producer has received
a commitment of airtime and financial backing from a
Canadian television service.

In effect, the fund reoriented production subsidies to a
product for which there is a market— Canadian television. As
a result of this strategy, a remarkably increased number of
Canadian programs—particularly drama—began appearing
on Canadian screens in 1984. Canadian networks and stations
in both languages, and in both the public and private sector,
have participated in the fund, and private film and video
production has been greatly expanded.

Not only that, but much of the resulting programming
has met with high audience approval. The most celebrated
example is the Anne of Green Gables mini-series, which was
seen by more Canadians than any other non-sports tele-
vision broadcast; many other independently produced shows
have also done extremely well.

In its first two years, the Canadian Broadcast Program
Development Fund also funded the production of theatrical
films, provided that their producers had a commitment from

a television broadcaster. Some features, such as Joshua Then
and Now and Les Plouffe, were made both as films and as
mini-series. Ultimately, however, the fund can be fully sub-
scribed for television production alone, where an increased
amount of high-quality dramatic programming remains a
fundamental national objective.

- The non-theatrical film industry has also received con-
siderable attention recently. The non-theatrical sector is
responsible for the production of films and videos designed
primarily for educational, as well as industrial and commer-
cial audio-visual markets. In May 1986, the Non-Theatrical
Film Industry Task Force was established to identify the
problems encountered by the non-theatrical film industry
and, in its report, released in October 1986, it made a number
of recommendations designed to improve the economic and
cultural health of the sector.

The main emphasis of the task force’s report was on
increasing the market for Canadian-produced non-theatrical
material, and on ensuring that an equitable balance exists
between private and public sources of product. The task
force’s recommendations, which are currently under dis-
cussion with the provincial governments, provide a basis for
addressing the particular needs of the sector, in an effort to
ensure a steady flow of production and some measure of
financial stability.

A positive approach for the future

The Government moved ahead on one of the principal
recommendations of its Special Task Force on the Film
Industry, which reported in December 1985, by announcing
onJuly 17, 1986 the creation of the Program to Assist Feature
Film Production, Distribution and Versioning. The Feature
Film Fund, as it is commonly known, consists of $165 million
in investment capital, to be administered over the next five
years by Telefilm Canada. Most importantly, it will parallel
the strategy of Telefilm’s Broadcast Fund: access to the new
fund by Canadian film producers will be conditional upon
a contract with a Canadian distributor. Access to the fund
will also carry the expectation that profits from the pro-
duction will be more closely linked to the market, and a
positive and continuing cycle of investment will be created.

However, the intention is very much that this new fund
will favor films valued for their cultural significance in
Canadian terms. The objective is to enable Canadians to
communicate their stories and perceptions with each other.
The fund helps Canadian filmmakers to finance projects
without having to immerse their values in those of a foreign
commercial market. The gamble is that Canadian cinema
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will, with enough concentrated initial support, earn a suf-
ficient reputation for quality and appeal to permit Canadian
films to succeed elsewhere on their own terms.

Co-productions with other countries will also be en-
couraged, in order to widen the potential international market.
And some $3 million of the Feature Film Fund annually will
be reserved for dubbing and subtitling, to ensure that films
and television programs in both official languages will be
readily accessible throughout the country.

However, the task force report argued persuasively that
a production fund by itself will not address the needs of
Canadian film and video. As stated earlier, access of Canadian
feature films, through Canadian distributors, to adequate
theatrical exhibition must be encouraged.

On February 13, 1987 the Minister of Communications
announced that the Government would shortly introduce an
Act of Parliament to establish an import licence system at
the national level that will encourage the emergence and
recognition of a Canadian national film market for rights.
This licensing system will provide the necessary comple-
ment to the investment Canadians have all made and ate
making in film production and in film dubbing.

The new policy will enable Canadian distributors to
have an equitable opportunity to import and distribute films
to the Canadian market. It will further the construction
of a healthy production, distribution, exhibition cycle for
Canadians. Foreign distributors will be able to import for dis-
tribution in Canada films which they have produced or
for which they have secured all rights. Canadians will be
assured of free access to films, whether from Canada or
elsewhere.

Taken together, the elements of Canadian film policy are
aimed at bringing good Canadian films to our screens, to
ensure that some of the revenues of the film industry in
Canada accrue to Canadian distributors and producers, and
to build an industry equal to our talents, our needs, and our
expectations of ourselves. If our techniques are those ap-
propriate to the industry, our goal is profoundly cultural, in
the popular, as well as the qualitative sense. These efforts
represent an affirmation of Canada’s creative place in the
world and parallel the new wave of Canadian films. They are
set in the context of our own cultural internationalism, as
part of the Canadian vocation.

48






















Already coping with the problems of a small domestic
market and physical distance from the major foreign market
in France, Quebec’s indigenous record producers do not
benefit greatly from the multinationals’ presence. The latter
display little interest in producing or distributing Canadian
French-language products, and concentrate instead on market-
ing their English-language inventories to the Quebec market.

Record of government measures

Until 1986, the number of Canadian government
measures developed to support the sound-recording industry
had been unfortunately small. However, the imposition of
the customs duty on imported phonograph records and
tapes (now set at 13.7 percent and 11.3 percent respectively),
and the Canadian-content regulations for radio and tele-
vision, two indirect measures mentioned earlier, have had
profound implications for the industry.

The content regulations adopted by the CRTC in 1971
require that 30 percent of all music played on AM radio
stations between 6 a.m. and midnight be classified as Cana-
dian, according to the CRTC’s criteria. For FM stations, the
criteria recognize that certain types of Canadian-content
music may be less available; hence the regulations vary from
7 percent for classical music stations to 30 percent for pop
music stations.

Federal copyright legislation is also important to the
industry. The Copyright Act defines the performance and
publishing rights of musical creators, and the royalty terms
for artists, composers and companies for airplay of their
recordings. The forthcoming revision of this legislation will
have a crucial impact on the well-being of Canadian recording
artists and companies by increasing their revenues from the
production, sale and performance of recordings and music.

A positive approach for the future

The objective of government policy for sound recording
is to provide Canadian products with equitable access to
markets. Only this will ensure free, fair and ordetly com-
petition within the industry, permitting the Canadian-owned
sector to become self-financing to a reasonable degree.

Also, in parallel to government policy for other cultural
industries, additional measures are required to encourage
Canadian recordings of specialized music that cannot be
financed by the market alone.

With the support of government policies and programs,
Canadian recording companies can develop into financially
and culturally vigorous enterprises. They will achieve this
state if assisted to gain access to the substantial revenue

-

flows of the business for reinvestment in Canadian products
—financing the more risky elements of the business with
revenues from the more stable elements.

This is why in September 1986 the Government an-
nounced a Sound Recording Development Program providing
$25 million over an initial five-year period. One of the
principal objectives of this program is to ensure that the
private sector can produce and market, at home and abroad,
high-quality Canadian-content sound recordings, music
videos and radio programming in both official languages.

The Sound Recording Development Program includes
three major components: production support ($18 million);
promotion, touring and marketing support ($4.5 million);
and business development ($2.5 million). In view of the
special problems of the French-language recording industry
(smaller domestic market, physical distance from major
foreign markets), 40 percent of the funding will go to this
sector. Priority for all funding under the program will be
given to Canadian artists, record companies, music pub-
lishers, managers and other professionals with proven
expertise in the industry. The policy aims at encouraging
investment by Canadians (including investment in joint
ventures with non-Canadians), increasing opportunities for
creators and expanding choice for the listening public.
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tion. In 1986-1987 its parliamentary appropriation is $854.7
million. The total CBC budget for 1986-1987 is $1.1 billion,
with the balance made up by advertising (about $240 million)
and other revenue sources.

With these funds, the CBC operates two national tele-
vision networks, one in English and one in French; four
national radio networks, two each in English and French;
a total of 31 television and 68 radio stations. The CBC raises
Canada’s profile abroad through its external broadcasting
service, Radio-Canada International, which broadcasts in
12 languages. The CBC also provides northern radio and
television services in eight dialects for the indigenous
peoples of Canada, as well as two satellite-to-cable networks
providing coverage of Parliament.

The CBC is a prolific producer as well as a broadcaster
of programs—on radio as well as television. Thus, the
corporation is a major employer of Canadian creative talent.

Both the size of the CBC’s parliamentary appropriation
and the need to generate revenue from advertising lead the
CBC’s television networks to aim for a significant audience
share. Amid the plethora of competing television signals
originating in both Canada and the United States, the CBC
and its affiliated television stations still manage to attract
48 percent of all French-language viewing and 24 percent of
all English-language viewing. Furthermore, the CBC’s share
of English viewing in Canada is about the same as the share
obtained by each major U.S. commercial network in the
United States, while the share of French-language viewing is
almost double. Meanwhile, in an industry where the market
is much more fragmented than in television, CBC English-
language radio (AM and FM) accounts for about 9 percent
of all English-language listening; the Radio-Canada AM and
FM networks together account for just over 7 percent of all
French-language radio listening. CBC radio provides a vital
national forum for current and cultural affairs discussion,
whose value to national life and interests goes beyond con-
siderations of audience size.

The CBC has a long and proud history of cultural
achievement. Nevertheless, the services it provides are based
on a mandate defined 20 years ago, when the CBC was the
only broadcasting service available to many Canadians and
consequently tried to serve every taste. Indeed, the CBC’s
future role is one of the central policy issues facing govern-
ment in the area of culture.

Private broadcasting: The revenues of private radio and
television broadcasters are generated largely by advertising.
Advertising rates are based on audience size; hence, private
broadcasters generally aim to program material that is as
widely popular as possible. In contrast, however, the new

specialty television services are financed in large part by
direct subscriber payments.

This mainstream role of private broadcasting is rein-
forced by the sector’s importance in terms of job creation
and economic benefits as the following figures for 1984
indicate:

Number of ~ Number of ) Operating  Operating  Pre-tax

o stations employees  revenues expenses  profits
($ millions)

Private radio 446 10,025 559 490 24

Private TV 81 7,215 900 676 163

Cable TV 747 6,866 594 366 56

Television: Apart from the privately-owned stations
affiliated with the CBC, the private television element in
Canadian broadcasting comprises the English-language
national private network, CTV; the French-language private
network, TVA; Global Television; a regional satellite-to-
cable service in Atlantic Canada, the Atlantic Satellite
Network; and various independent stations, located mostly
in large metropolitan centres. Quatre Saisons, a new private
French-language service, began broadcasting to most of
Quebec in September 1986.

In general, private television broadcasting has been
extremely healthy, with after-tax profits increasing twelve-
fold from 1971 to 1984. Smaller broadcasters, however, have
seen adownturn in their economic prospects in recent years,
as markets fragment and competition intensifies.

The contribution of private television broadcasters to
Canadian cultural interests is debated almost as much as the
CBC’s role. The profit motive driving the private sector
results in a higher proportion of relatively inexpensive foreign
programming, especially in drama, than is shown by the
CBC. However, the productive use of Telefilm financing in
the last year has resulted in a higher proportion of Canadian
drama. i

Radio: The hundreds of private radio stations operating
in Canada provide a mixture of programming primarily
composed of music, supplemented by news, weather and
sports. As noted in the chapter on sound recording, radio
exposure is a crucial promotional vehicle for records.

Much more than television, radio is a local medium,
relying mainly on local advertising revenues. It is also an
extremely competitive business. During the period from 1971
to 1984, the number of Canadian radio stations increased
from 341 to 446, while total industry profits remained basic-
ally static. Although the industry is profitable as a whole,
many smaller stations have been losing money in recent years.
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Cable television: Cable television is the primary means
by which Canadians receive television programs. Cable is
available to four out of five Canadian households; three out
of five in fact subscribe.

Cable television service is provided by hundreds of
companies that are granted monopoly licences to serve
specified geographical areas. In addition to delivering a variety
of Canadian and American television services, cable com-
panies are required to provide subscribers with a community
channel financed essentially through basic subscription
revenues. Nearly all of cable’s revenues are earned from
installation and basic subscription fees supplemented, in
recent years, by additional charges for pay-television
services.

Discretionary services: Canadian pay-television services
were first licensed by the CRTC in 1982. Services now avail-
able include English- and French-language movie services,
sports, music, and multilingual channels. These are usually
offered to cable subscribers in packages, which often include
anumber of American services. Specialty services now reach
16 percent of cable households for The Sports Network,
followed by MuchMusic with 15 percent and the movie
channels with 13 percent. Such services collectively account
for 2 percent of television viewing in Canada.

Provincial broadcasting: Provincial broadcasting takes
the form of “educational” television services provided by
four provincially owned and operated television networks:
Radio-Québec; TVOntario; Access Alberta (which also
operates an educational radio network); and the Knowledge
Network in British Columbia. In fact, much of the program-
ming of these services, at least in Ontario and Quebec, is
educational chiefly in the sense that it appeals to a wide
range of cultural interests and intellectual tastes.

Record of government measures

The Government of Canada has been directly involved
with broadcasting since the late 1920s. At the urging of
many citizens disturbed over the predominance of American
programming on Canadian radio stations, the Government in
1929 appointed the Aird Commission to advise it on the
matter. Two principles emerged from the commission’s
report, which have guided Canadian broadcasting policy
ever since:

o that the airwaves are a public resource and should be
regulated by the Government on behalf of the Canadian
people; and that use of this scarce resource entails obliga-
tions in the public interest;

e that a publicly owned broadcaster is necessary, within the
broadcasting system, to ensure that broad cultural goals
are met and public needs properly served.

Those goals and needs are, of course, a recurring topic
of debate.

Government has acted in a number of ways to enhance
the broadcasting system’s contribution to Canada’s cultural
expression, the most significant of which was the creation of
the publicly owned, national broadcaster in 1936. Others
were the requirement for domestic ownership of private
broadcasting services, and the establishment in 1958 of
the regulatory function through the Board of Broadcast
Governors, now replaced by the CRTC—steps that have
given Canadians control over their domestic market.

With respect to programming, the most crucial measures
are the Canadian-content requirements for radio and tele-
vision, designed to ensure a strong Canadian presence in
broadcasting.

An important measure to strengthen the economic base
of Canadian broadcasting was the passage in 1976 of Bill
C-58, the amendments to the Income Tax Act already dis-
cussed in the chapter on periodicals. By disallowing the
deduction of expenses for advertising aimed at Canadians
and placed in non-Canadian broadcast outlets, this legis-
lation repatriated Canadian advertising revenues from border
television stations in the United States.

Measures applied to cable television have also been
instrumental in strengthening the Canadian broadcasting
industry. For example, the Canadian priority carriage regula-
tions give Canadian signals distributed by cable precedence
over American signals. The simultaneous substitution regu-
lations require a cable company to substitute the signal from
alocal Canadian station for an American or distant Canadian
broadcaster, when the signals are carrying identical pro-
gramming. The guidelines concerning the packaging of dis-
cretionary services also favor Canadian licensees.

The television programming dilemma

The Broadcasting Act states that programming provided
by Canadian broadcasters must be of high standard, using
predominantly Canadian creative and other resources. But
the availability and popularity of inexpensive American tele-
vision programs have discouraged the production of high-
quality Canadian programming, particularly in the general
area of drama.

In the fall of 1984, 74 percent of the evening programs
shown between 7 and 11 p.m. (including news) on English-
language television were of foreign, primarily American,
origin; English Canadians spent 76 percent of their viewing
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were implemented by the Canadian Radio-television and
Telecommunications Commission (CRTC) and the Depart-
ment of Communications, in accordance with the policy
objectives that were announced by the Government in
December 1984 concerning the reception and redistribution
in smaller communities of broadcasting signals delivered
by satellite.

The basic principle of the government’s policy remains
that Canadians in underserved areas should have the oppor-
tunity to access the same range of viewing options available
to urban viewers.

A northern broadcasting policy, established by the
Government in 1983, is increasing program choice for
northern residents by supporting the production of native-
language programming,.

For linguistic minorities, access to their culture via tele-
vision is essential. The English-language minority in Quebec
has been generally well served by English-language services
available in the province. Francophones outside Quebec
rely on the CBC, through its French radio and television
networks, as their main provider of French-language broad-
cast programming. However, as a result of the findings of
the Caplan-Sauvageau Report, they are now exploring other
possibilities in this regard in consultation with public
authorities. In addition, since January 1, 1987, TVOntario
has been providing to the residents of Ontario a separate
French-language educational television service. This setvice,
consisting of 70 hours of French-language programming
per week, was made possible through joint funding by the
governments of Ontario and Canada.

Ethnic broadcasting is also assuming an increasingly
important role within the Canadian broadcasting system;
radio and television services in minority languages are in-
creasing across Canada. An important related consideration
is the cultural value of participation in mainstream media by
Canadians of all ethnic origins.

All of these concerns are vital. Ways need to be found
to equalize viewing opportunities for all Canadians and to
ensure that the broadcasting system serves the needs of
minorities as well as majorities.

The fundamental review of broadcasting policy

Because broadcasting is such a dynamic industry, in-
volving the interplay of new technologies, changing audience
demands and new investment, there has been an ongoing
need to reassess the situation and reformulate the answers to
questions central to public policy: In serving the Canadian
interest, what is the proper balance between public and

private broadcasting? What is the proper balance between
the cultural needs of the country, and the needs and resources
of the industry? Where is the optimum point between the
recognized need for more Canadian dramatic programming,
expensive as it is, and the need to attract and conserve
audience loyalty with productions of high value, which
are generally the most costly? Is technology taking us
toward further fragmentation or not? Is pay-per-view the
ultimate route?

How should consumers pay for what they consume?
How can the present mainstream system, based on advertis-
ing revenues and driven by a need for a market share as
wide as possible, be complemented by additional alterna-
tives? The new—and still changing—broadcasting environ-
ment forces us to take a fresh look at the relationship between
broadcasting and the pursuit of cultural objectives. Has
broadcasting’s cultural role changed with the times? Should
it> How should our cultural objectives for broadcasting be
adjusted in light of the new broadcasting reality > What means
are most likely to contribute to the achievement of those
objectives? For example, in a prime-time, mass-market
framework, how do riskier dramas and documentaries get
aired? How does our talent get developed ? What is the state
of the arts on television?

The debate on these issues has always been an intensely
public one. Broadcasting policy matters to all Canadians, not
just to government, because it affects the quality of our daily
lives as citizens. It goes to the heart of our need for infor-
mation and our freedom of expression, as well as our access
to our own cultural experience. The strength of the broad-
casting system, therefore, remains a cornerstone of Canada’s
cultural identity and sovereignty.

In May 1985, as the first step in the fundamental review,
the Task Force on Broadcasting was created to develop
recommendations for an industrial and cultural strategy to
guide the future evolution of the Canadian broadcasting
system. The task force was asked to examine the roles, man-
dates and services of public and private broadcasters and
their interrelationships, as well as the balance to be sought
among national, regional and local services. The task force
was also asked to assess the role of policy instruments such
as regulation and public funding, and to examine means of
reducing structural impediments to the broadcasting sys-
tem’s contribution to Canadian life.

The Report of the Task Force on Broadcasting was
released in September 1986. Its recommendations included
proposals for a new Broadcasting Act, tighter Canadian
content requirements for private broadcasters, a more
Canadian CBC and an all-news CBC channel, a recognition
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of the specificity of the French-language broadcasting
system, an increase in the broadcast fund, and the creation
of new national satellite-to-cable public television networks
featuring alternative Canadian programs.

An extensive consultative process has now been insti-
tuted to determine the shape and modalities of action required
in this area of the cultural industries, so central to Canadian
interests and the quality of our national life. But the task
force is clear that more and better Canadian programming is
vital in the national interests. The basic questions begin with
the contributions which can and should be made to this goal
by the various participants in the industry—the CBC, the
private broadcasters, or possibly, potential new services.
They lead us through the financial questions ... how, in the
end, does the goal of more and better Canadian programming
get paid for ... by the Broadcast Fund? By increased budgets
for the CBC? By increased cable or other private-sector
revenues? Ultimately, what do Canadians want? These are
the questions being addressed as this document goes to print.

The report of the task force has been referred to the
Parliamentary Committee on Communications and Culture
for review. The Minister of Communications addressed the
issues in a presentation in February 1987 to the Parliamentary
Committee as they began their review.

At that time the Minister indicated that ultimately our
concern is with what is available to Canadians in the way of
programs ... there are needs which our system is not pro-
viding—the first is for more and better prime-time mass
audience programming of Canadian origin with Canadian
themes and players—the second need is for TV programming
of an alternative kind. And also that it is time we recognized
the distinctiveness of the French-language broadcasting
system and the need for specific policies tailored to its
particular realities.

The 1986 Speech from the Throne said that the Govern-
ment will act to strengthen the Canadian broadcasting sys-
tem. Fulfilling that commitment is a key priority of the
Minister of Communications.
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When Canadian cultural products are better repre-
sented in the market, the public will determine which of
these products will succeed, just as they do in any market.
Canadian companies able to produce and distribute suc-
cessful products will become more self-financing, and hence
more independent; more profitable, and hence stronger;
better positioned to grow, to innovate, to compete effectively,
and thus to make the most of their cultural vocation, in the
public interest and in the interest of Canadian artistic
expression.

More than 1,600 years ago St. Augustine wrote that
“a nation is an association of reasonable beings united in a
peaceful sharing of the things they cherish?’12 Uniting those
“reasonable beings” is not just a tetritorial boundary, or
a government, but above all, a culture. Through healthy cul-
tural industries, Canadians will have a better opportunity to
produce and share those things that contribute to both
a vibrant culture and a stronger country.

As emphasized by the Minister of Communications, on
February 13, 1987, the Canadian government is resolved and
committed to the development of a healthy Canadian culture.
The ability of Canadians to express themselves to Canada
and to the world is not negotiable.
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