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GST may cause
inflation at first
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It i1s a fact that sales tax in-
creases add to consumer prices.

Why, then, does Finance
Minister Michael Wilson say his
new goods and services tax will not
fuel inflation?

Inflation happens when peuplé "’

pass on price increases like hot
potatoes. The cost of heating oil
rises, so factories raise the price of

wholesale goods to retailers.’

Retailers in turn raise the price to
consumers.

Consumers, meanwhile, are be-

ing hit from more than one side,
They arec paying higher prices
because the cost of making and
selling goods is rising. They are
also paying higher prices for home
heating oil. So they respond by
demanding higher wages, or by
charging more for their services.
It's a viclous circle. '

This vicious circle is crucial to
inflation getting out of hand. This
is what happened in response to the
two big oil price increases by the
Organization of Petroleurm Expor-
ting Countries in the 1970s.

If one group somewhere along
the price chain had absorbed the
price shock rather than passing it
~on, inflation never would have

soared to 12.8 per cent in 1980. The
result was interest rates of 22.75
per cent and the worst recession
since the 1930s.

OPTIMISTIC VIEW

Mr. Wilson seems to be betting
that we have learmed our lesson
and we won't make the same

mistake with the GST. John Crow,
. governor of the Bank of Canada,

.agrees with him. -

Speaking to students at Carleton
University in Ottawa last week,
Mr. Crow explained that inflation
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is a sustained increase in the
general price level over a period of
time. It is not a one-time jump In
prices, as will happen with the

GST. =

As long as workers don't ask for
higher wages and manufacturers
pass on the savings they will enjoy
e new tax system,_ all will
be well, Mr. Wilson and Mr. Grow
believe.

They may be optimistic. It all
depends on the ecopomic environ-
ment in which the new tax comes
to be. If growth is booming in 1990,
the GST will indeed fuel inflation.
If growth is slow, as many
forecasters expect, people will
simply pull in their horns, spen-
ding less to escape the tax’s reach,

A similar argument applies to
higher interest rates. The high cost
of money adds to inflation on the
one hand while curbing it on the
other. Again, it is a question of how
long the higher prices are sustain-
e : :

OPPOSITE EFFECT
As prices rise In response (o

"higher interest rates, people buy

fewer goods and services. Weaken-
ing demand forces prices down
again.

The ebb and flow of supply and
demand paints a different picture
for the GST, one in which prices

dip, or glide along unchanged,
rather than soar. Services will cost
more so people will use them less:
They will eat in restaurants less.
for example. Restaurateurs, see-
ing their business shrinking, may
decide to absorb the GST rather
than pass it on.

More likely, though, the GST will
be mildly inflationary, but the in-
flationary effects will be offset by
the high cost of money. Un-
fortunately, high interest rates add
to the federal deficit. So whatever
money the government brings in in
new taxes will be offset by what it
pays out to service the national
debt. ~

Only when interest ;rates fall will
taxpayers benefit from the full ef-
fects of Mr. Wilson's budget-
cutting and tax-reform measures,
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(Wnting Services)
Specializing in letters of com-
plaint, protest, resumes, forms
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Due io a recent rate increase flat rates

are being revised.

Senior rates are meter price less 10%.
Seniors are also being offered a 20%

discount on

- Tuesdays = and

Wednesdays between the -hours of
9:00 a.m. and 3:00 p.m. -

We ho_pé these changes wikl not
“inconvenience you too much and that

you will take advantage of our Tuesday |
"~ and Wednesdays special discount.

877-1234

877-9311

877-7400

Varian celebrated its 25th anniversary with ahout
350 of its emplovees on Thursday. Ocl. 12, Attending

the
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35th birthday .

“celehration  were  the five longesl  serving the far left, Joe Caldarelli, the generay manager.

emplovees with a combined service of 161 vears,
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Bame
Bellevifte
Bracebniage
Bradford .
Brockville
Cobourg
Collingwood
Gravenhurst
Huntsville
Keswick
Kingston
Lindsay
Midland
Napanee
Newmarket
Orillia
Orangeville
Pembroke
Peterborough
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" The Municipal Trust Company and The Municipal Savings & Loan Corporation are pleased fo announce

that we will scon be opening a full service financial branch in Georgetown — the corporation’s 25th

branch in Ontario. With headquarters in Barrie, Ontario, The Municipal has grown steadily throughout
the province and prides itself in becoming an integral, active member in ali the communilies it S8rves.

And the residents of these towns have discovered that The Municipal offers a comfortable, refreshing
alternative to existing bank services. - -

With several decades of experience behind us, we at The Municipal are looking forward to our future
years in Georgetown and throughout this part of Ontario.

We'd like to meet you. « :

in the very near future, we'll be opening our 0oors $br business. We'd like to mest you and would bg
happy to discuss our full line of banking services. Ask about our investmentichequing accounts, US
collar savings accounts, investment certificates, term deposits, RRSPS, loans, mortgages, travellers
cheques, safe deposit boxes, MasterCard and more. Pius, we offer higher rates and special packages

for those age 50 and over.

Grand Opening Specials! -
Walch for our grand opening specials. They'll be advertised in, this paper at a later date.

The Municipal Savings & Loan Corporation and The Municipal Trust Company are a part of the Municipal
Financial Corporation which has assels in excess of ong
the Canada Deposit Insurance Corporation.
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25 branches across Ontario. Over 31 billion In asseis
Walch for our grand opening al 28 Maln St. Sowth st James.

Member Canada Deposit Insurance Corporation . I
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From left to right Mike Szwee, Norm Long, Marg
(yFlaherty, 8ill McDonald and George Bent, and on
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iition dollars. The Municipal Is a member of




