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PREFACE 

This paper presents a preliminary manual for "A System of Grant Accounts'ç so 

that, if the system is implemented by statistwal agencies, a reliable database on grant 

transactions can be developed and made avaikzble through official  publications for 

economic analysis. The manual outlines the System of Grant Accounts (SGA for short) 

and covers concepts, classification, a framework  and procedures needed to compile 

grants data at the macro level for the four main sectors of the economy (i.e. Persons, 

Business, Government and Non-Residents) and summarizes the sectoral transactions 

into a set of nine standard analytical tables. These tables are aimed at producing 

sectoral grants data showing the gross and net flows  for both domestic and 

international transactions of the economy. They will help to answer crucial questions 

such as who is giving grants, who is receiving them, and what is the net outflow  from 

the donors to the donees. The manual also introduces a new approach of analyzing 

grant net flows  by a Grant OriMinatinM formula (QQ for short) and applies it to the 

four sector model. The four sector model used here is the same as the one used in the 

System of National Accounts, so that consistency in the sectoral data can be 

maintained between the exchange economy measured in the System of National 

Accounts (SNA) and grants economy measured in the System of Grant Accounts 

iv 
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(SGA). The two systems, namely, the System of National Accounts (SNA) and the 

System of Grant Accounts (SGA), are complementary to each other and they represent 

the total macro-economic analytical framework by providing vital statistical 

information to researchers regarding exchange economy on the one hand in the SNA 

and about the grants economy on the other hand in the SGA. The availability of 

database for the total economy as well as for the grants economy within a consistent 

sectoral framework will enable researchers to focus more attention to the grants and 

their analysis. The database will also be useful  to the policy makers to evaluate the 

effectiveness of the income redistribution transactions in the economy. 

Over 25 years ago, in 1968, the late Professor  Boulding mentioned in his 

presidential address delivered to the Michigan Economics Association that the grants 

economy was surprisingly neglected in economic studies despite its increasing 

importance. He observed as follows on the state of the grants economy at that time. 

"Economists from the very beginning of their science have been preoccupied 
with the phenomenon of exchange.....If we concentrate on the exchangeable 
rather than on the act of exchange itself, however, a whole new area of social 
life opens up which ought to be in the province of the economists and yet 
which has been surprisingly neglected in economic studies. This is the sector 
of economic life  that may be called "Grants Economy'ç that is, the study of 
that segment of the total economy which deaLs with one-way transfers of 
exchangeables." 

"The size of the grants economy has been rising quite rapidly at both the 
domestic and the international levels. Within the United States, Dr. Martin 
Pfaff has estimated that grants have risen from about 3% of the gross national 
product in 1910 to about 13% today. This is a major structural change, 
comparable in size to the decline of agriculture or the rise of the war-industry. 
At the international level also, the volume of grants has risen substantially in 
the last generation or so especially with the development of foreign aid. In the 

v 
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light of its rising quantitative importance, the neglect of the grants economy 
by economists, and indeed by all social scientists, is all the more surprising". 

The points which were made in that presidential address are very valid even 

today. The quantitative importance of grants has been rising while the attention given 

to the subject has not kept pace with it. For example, let us take the area of statistics. 

The exchange economy is adequately covered in the System of National Accounts by 

statistical agencies of many countries which have fully developed National Income 

Accounts and Sector Accounts and all the essential statistics about production and 

disposition of goods and services are made available through key indicators such as 

the Gross Domestic Product, factor income, investment, consumption, imports, exports, 

inventory changes, etc. In contrast, a suitable grants database within a consistent and 

systematic framework in a time series on a continuous basis is still lacking even 

today. There is, however, some information  on transactions of "transfers" in the System 

of National Accounts, but unfortunately  some of the items included in those data do 

not meet the grant criteria. At best, those items included in those "transfers" of the 

SNA can be properly called as "non-quid pro quo transactions'ç but not as "grant 

transactions". Consequently, all those items have to be filtered through grant concepts 

before they can be used for grant analysis. This lack of adequate database on grants 

is a serious gap in the area of statistics and poses a problem to analyze the income 

redistribution transactions of the economy. The possible reason for such a state of the 

Kenneth E. Boulding, "The Grants Economy, presidential address deliuered to the Michigan 
Economics Association, Grand Vally State College, Michigan, March 22,1968 at the Annual Meeting 
of the Michigan Academy of Science, Arts, and Letters, Michi,&an Academicjan, Vol. 1, No. 1, Winter 
1969, P. 3. 
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grants economy may perhaps be, as Professor  Boulding observed in his speech, that 

"economists from the very beginning of their science have been preoccupied with the 

phenomenon of exchange"2  and that "it may well be that the reason for the neglect of 

the grants economy by economists is that it does not fit well into their existing 

theoretical framework, which is built primarily around the concept of exchange, as we 

see for instance in the case of welfare  economics"3 . 

Whatever reasons there might be for the present situation, the fact remains that 

something ought to be done to focus more attention on the content of the grants 

economy in the same way as the exchange economy for its proper evaluation in line 

with its growing importance. 

As observed earlier, in the case of exchange economy, a database is available in 

a fully developed System of National Accounts and analysts use that basic central 

source for their studies. Such a convenience, namely, the availability of a suitable 

database on grants in one central source (e.g. an official publication) with a systematic 

classification framework of donors and donees at the macro level seems to be the pre-

requisite to attract more attention to the subject and to facilitate further studies and 

analysis. 

2 Jbi4d., p 3. 

3 	P.3. 
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Therefore, as a first step, it is necessary to implement a System of Grant Accounts 

by all countries as well as international statistical agencies in order to create and 

release the database in a time series (e.g. annually) through official publications in the 

form of standard analytical tables. The availability of such data in official  sources 

would, I believe, activate the interest on the subject and generate more analysis and 

dialogue on the subject of grants economy. In fact, as we all know, the same position 

is true for any discipline, because without such adequate and proper statistical 

databases quantifying  and summarizing the transactions, it will be difficult,  if not 

impossible to conduct any analytical studies. 

In summary, the proposed System of Grant Accounts would, on its 

implementation, give equal importance to the grants economy similar to what the 

System of National Accounts gave to the exchange economy and provide time series of 

grants data at the national and international levels in official documents within a 

systematic framework. Besides such availability of data for further studies, the grant 

transactions at the macro level would also be more transparent by donors and donees. 

Accountability would be facilitated as the essential information on income 

redistribution transactions would be available not only to answer crucial questions, 

but also to monitor budgets and costs and benefits associated with grants. 

viii 
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The conceptual and analytical framework recommended in this System of Grant 

Accounts was implemented in an earlier study entitled "The Need For A System of 

Grant Accounts" presented at the 19th Annual Meetings of the Eastern Economic 

Association, Washington DC, during March 1993. In that study, the SGA conceptual 

framework was applied on an experimental basis to the Canadian SNA Government 

transfers data i.e. transfers  to and from the Government Sector. The results which 

were presented in that study are repeated here just to give an idea of the Canadian 

Grants Economy at least on a partial basis. The coverage is partial because the study 

covers only the SNA transfers,  but does not cover the grants arising in situations such 

as bankruptcies, loans losses, etc for which special research studies and additional 

surveys are needed to compile the necessary information.  Unless and until those 

situations are also covered by the appropriate studies and surveys, a complete and 

comprehensive picture of the Grants Economy would not be available for analysis. 

With this known limitation, let me now present some results of the partial data 

just to give a comparative idea of the growing Grants Economy and the shifts that 

have been taking place during the last 3 decades as far as the Government Sector is 

concerned. (See Appendix 8) 

Based on the Canadian experience, the net Grant Originating (GO) in 1961 from 

the Personal, Business, and Non-Resident Sectors to the Government Sector was czta 

positive level for a combined total of about $2.3 billion which was 5.6% of the GDP. 

ix 
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In other words, the Government Sector was the net beneficiary  while the other sectors 

played the roles of donors in the Canadian Grants Economy. (Appendix 8) However. 

by 1991, that position changed significantly. First, there was a marked upward trend 

in the level of net Grant Originating from the Personal Sector in contrast to a sharp 

declining trend in the net Grant Originating from the Business Sector. The personal 

sector's net Grant Originating which was $849 million in 1961 or 2.1% of the GDP 

rose substantially by 1991 to about $62 billion or 9.1% of the GDP; but the Business 

Sector's net Grant Originating which was about $1.4 billion in 1961 or 3.4% of the 

GDP declined by 1991 to a low level of about $300 million with an insignificant 

proportion to GDP. 

Second, the Non-Resident Sector's role of a donor in 1961 got shifted  to that of a 

donee as it became the net beneficiary by 1991. In 1961, the Non-Resident Sector's net 

Grant Originating was $60 million while in 1991, it became the net beneficiary to the 

extent of $1 billion. 

These results indicating which sectors of the economy were the net donors or net 

beneficiaries would not be available without the new Grant Originating (GO) formula 

advocated in the SGA, because the traditional method of analyzing gross flows  would 

show only one side of the picture. 

x 
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It should be noted, however, that the results of the Canadian &perience mentioned 

above are based on partial database covering the SNA transfers  only. If other areas 

such as bankruptcies and loan losses etc. are also included, the magnitude of the 

Canadian Grants Economy would certainly be larger. Therefore,  further research is 

needed to pull together all the data of "other areas" (i.e. bankruptcies, loan losses, etc.) 

to develop a complete picture of the Grants Economy. It is recommended that national 

statistical agencies and international organizations should give top priority to this 

area of research for the development of the separate grants database in view of the 

growing importance of the Grants Economy. 

This proposed System of Grant Accounts would also be a fitting  tribute to the late 

professor Boulding, the father of Grants Economics. 

P.S.K Murty 
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A SYSTEM OF GRANT ACCOUNTS 

by 

P.S.K Murty4  

I Introduction 

"Grant", of course, has the same definition as the one assigned in Grants 

Economics. In Grants Economics, Boulding et al. define a grant as "a one-way 

transfer of exchangeables, which in an accounting sense increases the net worth of the 

The author, P.S.K Murty is the Chief of Public Sector, Input -Output Division, Statistics Canada 
and thanks his colleagues YusufSiddiqi,  Dave LeBlanc, Louis David, and Dave Van Luven for their 
valuable comments. The views expressed here are those of the author and not necessarily those of 
Statistics Canada. This paper draws on the materials presented in the previous papers: (1) 
"Government Expenditures on Goods and Services and Transfer  Payments in Canada, 1961-1985" 
by P.S.K Murty and Yusuf Siddiqi presented at the joint session of the American Economic 
Association and the Association for the Study of Grants Economy held in Atlanta on December 30, 
7989; (2) "New Paradigm to Analyze Government Transfer Payments with Special Reference  to 
Canada" by P.S.K. Murty presented at the Second Annual Convention of International Congress of 
Political Economists held in Boston, January 9-12, 1991; (3) "A New Paradigm to Analyze 
Commodity Indirect Taxes and Subsidies, 1986-1989" by P.S.K Murty and YusufSiddiqi,  an extract 
of which was published in the Canadian Economic Observer, Statistics Canada, Catalogue 11-010, 
Ottawa, May 1997; (4) "Scope of Public Grants Economy in Canada" by P.S.K Murty and Yusuf 
Siddigi presented at the joint session of the American Economic Association and the Association for 
the Study of the Grants Economy held in New Orleans, January 3-5, 7992; (5) "Transfer  Payments 
in National Accounts and Grants Economics" by P.S.K Murty and Yusuf Siddiqi presented at the 
22nd General Conference of the International Association for Research in income and Wealth held 
in Flims, Switzerland, August 30 - September 5, 1992; (6) "Scope of the Public Sector Grants in the 
Canadian Economy Revisited" by P.S.K Murty presented at the joint session of the American 
Economic Association and the Association for the Study of Grants Economy held in Anaheim, 
California, January 5-7, 1993; (7) "A New Approach To Analyze Public Sector Grants: A Case Study 
of Canada" by P.S.K. Murty presented at the Fourth Annual Convention of Congress of Political 
Economists (COPE) International held at the American University of Paris, Paris, France, January 
8-72, 1993; (8) "A Blueprint for the System of Grant Accounts" by P.S.K. Murty presented at the 
Research Seminar, College of Business Administration, Butler University, Indianapolis, Indiana on 
February 79, 1993; and (9) "The Need for A System of Grant Accounts" by P,S.K Murty presented 
at the 79th Annual Meetings of the Eastern Economic Association held in Washington, DC, March 
79-2 1, 1993. 
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recipient and diminishes the net worth of the grantor". In other words, if A gives 

something exchangeable to B and if B gives nothing exchangeable to A, the transaction 

will fall in the definition  of a "grant" or a "one-way transfer".  As restated by. Professor 

Janos Horvath in his paper on "Rural America and the Grants Economy'ç the "Grant 

is such a transaction which involves no recompense". "A decrease of the donor's net 

worth and an increase of the donee's net worth signify the occurrence of granting' 4. 

In the context of this grant concept, quantitative data are needed on grant flows 

cross-classified by donors and donees to know who is giving, who is receiving, and 

what are the net grant outflows after offsetting the receipts from the payments for a 

complete evaluation of the transactions by types of donors and donees. In other wordé, 

a complete and comprehensive database on grants on a continuing basis within a 

consistent framework is a prerequisite for studies on grants transactions. In fact, the 

same position is true for any discipline, because without such adequate and proper 

statistical databases quantifying and summarizing the transactions, it will be 

difficult, if not impossible to conduct any analytical studies. 

In the field of economics, there are two distinct categories, namely, (a) Exchange 

Economy covering quid pro quo transactions; (b) Grants Economy covering grant 

6  Kenneth E. Boulding, Martin Pfaff, Janos Horuath, "Grants Economics: A Simple Introduction", 
American Economist, Spring 1972, p.20. 

6  Janos Horuath, "Rural America and the Grants Economy", American Journal of Agricultural 
Economics, December 1971, 53 (5), p. 740; also see Janos Horvath, "On the Eualuation of 
International Grants Policy", Public Finance, 1971, 26(2), p.  381. 
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transactions 7. (See Appendix 1) The statistical database for the Exchange Economy 

is adequately covered by the "System of National Accounts" which has already been 

fully developed to provide, among other things, the conceptual framework, sectoral 

classification, and methods of examining statistical information  for economic analysis. 

However, a similar system to analyze the Grants Economy has not yet been developed 

and this paper deals with that gap. 

Let me elaborate this point. The System of National Accounts (SNA for short) is 

built around the central concept of Gross Domestic Product (GDP) and deals mainly 

with the production, investment, incomes accruing to the factors of production, and 

consumption. In other words, it provides a basic statistical picture of the key economic 

processes of the exchange economy and measures the economic activity associated with 

the production and disposition of goods and services in final markets. However, it 

also contains "transfer"  transactions between sectors as a subsidiary item for the 

measurement of total income and expenditure and to derive sectoral savings of the 

economy. As the SNA's main area of attention is the exchange economy with emphasis 

on the quid pro quo transactions, the SNA "transfers"  include all other non-quid pro 

quo transactions including payments out of trust funds, etc. Consequently, the SNA 

"transfers" do not necessarily conform to the "grants" concept of Grants Economics and 

they cannot be equated to grants. In view of this, the transfer transactions of the SNA 

Kenneth E. Boulding, 'The Grants Economy'ç Presidential Address delivered to the Michigan 
Economics Association, Grand Vally State College, Michigan, March 22, 1968 at the Annual Meeting 
of the Michigan Academy of &ience, Arts, and Letters, Michan Academician. Vol. 1, No. 1, Winter 
1969, Ann Arbor, Michigan, P.3. 
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would require rigorous treatment in a separate system containing conceptual and 

statistical framework similar to that of the SNA to focus proper attention exclusively 

on grant transactions. Such a system would facilitate an analysis of grants in terms 

of the flows  as well as the direction of those flows  from one sector to the other. It is 

an essential system which is urgently needed to know more about the income 

redistribution transactions and their impact on the economy8. To fill  this gap, "A 

System of Grant Accounts" (SGA for short) with its supporting tables is presented here 

exclusively for the study and analysis of grants database. 

II Advantages of the System of Grant Accounts (SGA) 

Let us then see some of the advantages of the System of Grant Accounts. The SGA 

provides a coherent framework for recording and presenting the grant flows.  It 

organizes, classifies, and presents the grants data for all sectors on the same basis. 

If it is used for data of all countries, consistent databases for inter-country 

comparative studies can be obtained to draw meaningful conclusions on grant 

transactions and to study the effect of government grant giving policies. 

It should be recalled here that the System of National Accounts (SNA) contains, 

among other things, Sector Accounts and other related aggregates such as transfer 

payments and receipts from one sector to the other. These "transfers"  do not 

8  For a more detailed discussion, see 'The Need For A System of Grant Accounts" by P.S.K. Murty 
presented at the 79th Annual Meetings of the Eastern Economic Association at Washington, DC, 
March 19-27, 7993. 
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necessarily conform  to the grants concept as defined  in the Grants Economics and 

therefore they cannot be equated to grants. For example, government sector transfer 

payments contain transactions such as pensions to the retired employees and payments 

made to other institutions to deliver services on behalf of the government. This type 

of grouping meets the SNA criteria for classification,  but it does not meet the "grants" 

definition. Consequently, the SNA "transfers" which include "non-grants" cannot be 

used as synonymous to grants and the SNA cannot be used as a source for grants 

data. If, however, in the absence of pure grants data, SNA "transfers"  are used as 

"gra nts" for policy evaluation, the analysis resulting from such an exercise would only 

give misleading results and any policy decisions based on such misleading results 

would be unrealistic. This situation would be remedied if the proposed System of 

Grant Accounts (SGA) is implemented for the development of statistical information 

on grants. Such a system would be complementary and supplementary to the SNA. 

As mentioned by the late professor  Boulding, the distinction between a grant and 

an exchange is subject to some ambiguity 9. If the SGA with its own conceptual and 

classification framework is in-place for grant transactions, any problems and 

ambiguities in the classification of individual transactions involving transfer  of funds 

can be better evaluated and dealt with more effectively. The introduction of the new 

database on grants in the SGA would give a complete picture of the total economy as 

Kenneth E. Boulding, "The Grants Economy, Presidential Address delivered to the Michigan 
Economics Association, Grand Vally State College, Michigan, March 22, 1968 at the Annual Meeting 
of the Michigan Academy of Science, Arts, and Letters, Michwan Academician, Vol. 1, No. 1, Winter 
1969, op. cit. P.3. 
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the existing SNA measures the exchange transactions on the one hand while the new 

SGA would measure the grant transactions on the other hand. Thus, the total 

economy which consists of two parts, namely (a) exchange economy and (b) grants 

economy'°  (Appendix 1) will be adequately covered and measured in these two systems 

(i.e. SNA and SGA) for analysis and policy decisions. Both systems are essential for 

the presentation of important macro-economic statistics, because, while the SNA deals 

with the exchange economy i.e. production and disposition of goods and services and 

reflects the quid pro quo transactions, the SGA deals with the grant economy and 

reflects only grant transactions. 

As the SGA provides a comprehensive system covering gross and net flows  of the 

grants economy into consistent statistical series at the national and international 

levels, it facilitates the data availability within a consistent and integrated framework 

particularly at a time when the grants economy is growing and becoming more 

important. Also, the grant transactions would be more transparent by sectors of 

donors and donees and administrative accountability would be facilitated as the 

essential information would be available not only to answer crucial questions on 

income redistribution programs, but also to monitor budgets and costs associated with 

grants. 

10 TJ.A 
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Over the last several years, grants, particularly those of the public sector, have 

been gaining importance. They have been increasing in relation to exchange economy. 

For example, in Canada, the public grant outflow grew faster than the expenditure on 

goods and services from 1961 to 1991. In 1961, the total government spending on both 

goods and services and grants combined was about $10 billion 11 . Of this amount, the 

public grants were about $2 billion and constituted 20% of the total spending. By 

1991, the total government spending rose to $215 billion with a 21-fold increase. On 

the other hand, the public grants rose to about $58 billion with a 29-fold  increase and 

constituted 27% of the total spending. Thus, the public grants as a proportion of total 

government spending increased from 20% in 1961 to about 27% in 1991 with a 

corresponding decline in the expenditure on goods and services from 80% in 1961 to 

73% in 1991. (Appendices 2 and 3) In terms of the Gross Domestic Product at market 

prices, the Canadian public grants rose from about 5% in 1961 to about 9% by 1991. 

(Appendices 4 and 5) It is possible that other countries might have the same 

experience. In view of the growing trend and magnitude of the grants economy, there 

is an urgent need to develop an exclusive grants database with its special analytical 

framework to answer crucial questions on the grant flows  and the net beneficiaries. 

The proposed System of Grant Accounts, if implemented, meets this urgent need as it 

provides the essential database along with a special analytical framework to answer 

these and other questions on the grant flows.  Further improvements to the system 

" Murty, P.S.K, 'The Need for a System of Grants Accounts'ç Technical Series no. 56, Input-Output 
Division, Statistics Canada, Ottawa, Canada, 1993, p.  40. 
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involving disaggregation of items or extension to items could be made later depending 

on the analytical requirements. 

III General Concepts of the System of Grant Accounts (SGA) 

This section contains five  parts. The first  part deals with concepts while the 

second part contains a new analytical approach of net flows. The thi rd part describes 

the use of a four sector model and six data dimensions. While the fourth part contains 

general classification procedures for some special situations, the fifth part deals with 

sectoral classification  of grants data. 

A. Concepts 

1. Grant 

Grant, by definition,  is "a one way transfer  of exchangeables, which in an 

accounting sense increases the net worth of the recipient and diminishes the net 

worth of the grantor" 2. 

Following this definition  of grant, if A gives something exchangeable to B 

and if B gives nothiiw exchangeable to A, the transaction is a grant. However, 

the transactions have to be examined further to exclude those which may look 

like grants on the surface, but may not meet the criteria of grants. The 

following situations are examples of some of those transactions. 

12 Kenneth E. Boulding, Martin Pfaff, Janos Horuath, 92. , p. 20. 
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If A gives something exchangeable to B and if B gives nothing 

exchangeable to A, because B is simply getting back his own resources 

from A. the transaction does not fall in the grant definition.  As B is 

getting back his own resources from A, it is a Trust Fund repayment 

type transaction. 

If,  however, B is suvosed to deliver some services to C on behalf of A, 

then it is a quid pro quo type transaction of an indirect nature. In 

other words, B is not delivering services to A who gave something 

exchangeable; instead, B is producing services and delivering to C on 

behalf ofA. This transaction falls in the exchange economy, but not the 

grant economy. 

Both the above situations are outside the scope of grants for measurement 

in the System of Grant Accounts. As the transactions do not meet the grant 

concept, they are not measured in the SGA 

In the System of National Accounts, distinct names are given to the types 

of government transfer  payments made to the business sector in order to 

distinguish them from those given to other sectors of the economy. The 

government transfers to the Business Sector on current account are called 

??subsidies?s while on capital account are called "capital ass istance' The 

transfers to other sectors are simply called "transfer payments" whether they 
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are for current account or capital account. For the purpose of the proposed 

System of Grant Accounts, however, all such transfers  to the Business Sector 

and to other sectors are considered as "grants" without making any such 

distinction between the current and capital accounts. 

2. Sectors 

The classification  of the four sectors for the SGA is the same as the one used 

in the System of National Accounts. The SNA divides the economy into four 

major transactors or sectors. They are: 

Government Sector; 

Business Sector; 

Personal Sector; 

and (iv) Non-Resident Sector. 

These four SNA sectors are essentially quite different  groups of transactors, 

but are homogeneous within themselves in their motivation and behaviour. 

(i) Government Sector 

The Government Sector represents all levels ofgovernment, namely, federal, 

provincial, and local. It includes government departments, agencies, 

commissions, and boards which operate essentially on a non-commercial basis 

and which carry out various functions delegated to them by public authorities. 

10 
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In Canada, it also includes hospitals which are under the financial  and 

operational control ofprovincial government. The Government Sector does not 

include government business enterprises which form a part of the Business 

Sector, since they operate on the same principles as those of private enterprises. 

This "Government Sector" is also called "Public Sector" as it mainly deals with 

the operations of the public authorities. 

(ii) Personal Sector 

The Personal Sector includes households, individuals and non-profit 

institutions, ideally, unincorporated business establishments such as those 

operated by self-employed  persons (i.e. individual farmers, independent 

retailers, professional  practitioners, and other proprietors who operate their 

own businesses) should be combined with the Business Sector. However, 

practical difficulties  exist in separating the data of the unincorporated business 

between the business account and the personal account. In such a case, the 

data of persons and unincorporated business can be combined together as is 

presently done in the Sector Accounts of the Canadian System of National 

Accounts. Then, Persons and Unincorporated Business constitute the Personal 

Sector for both SNA and SGA. If, however, the SNA separates the 

unincorporated business establishments at a later date, the same classification 

should be used for the SGA also. 

11 





Business Sector 

Ideally, the Business Sector should include all business establishments 

along with government business enterprises whether unincorporated or 

incorporated. However, practical difficulties  of obtaining separate data for 

unincorporated business category of establishments may not permit such a pure 

Business Sector for Sector Accounts. In such a case, the unincorporated 

business establishments can be combined with the Personal Sector as is 

presently done in the Sector Accounts of the Canadian SNA. Then, the Sector 

Accounts of the Business Sector cover only incorporated business 

establishments for both SNA and SGA. Here again, if the SNA separates the 

unincorporated business establishments from the Personal Sector and includes 

them in the Business Sector, the same classification  should be used for the 

SGA also. 

Non-Resident Sector 

The Non-Resident Sector of the economy groups together the transactions 

that take place between the country concerned and the rest-of-the-world.  This 

sector simply meets the need to group all transactions with the rest-of-the-world 

in one category to facilitate the analysis of economic inter-relationships between 

the domestic economy and the rest -of the world. It includes all the other three 

sectors, namely, government, business, and persons as one single group 

situated outside the domestic economy of the country concerned. 

12 
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B. New Analytical APPrOaCh of Net Flows 

The System of Grant Accounts contains a new analytical approach of net 

flows to analyze the grants economy. 

Traditionally, grants are analyzed using gross flows.  As the traditional 

approach will only deal with one side of the transaction, the System of Grant 

Accounts uses the new analytical approach that gross grant outflows 

(payments) to any sector of the economy should be netted against the grant 

inflows (receipts) from the same donee sector (i.e. receiving sector) for better 

evaluation. The net grant outflow  calculated in this manner for any sector of 

the economy can also be called "Grant Originating" (GO) and it can be 

expressed by the formula: 

GO= GPlessGR 

where 

GO = Grant Originating, 

GP = Grant Payments, and 

GR = Grant Receipts. 

Based on this formula, the SGA contains three elements showing grant 

flows, namely, Grant Payments, Grant Receipts, and Grant Originating (GO). 

A positive GO indicates that the Grant Originating is in the donor sector (i.e. 

paying sector) while a negative GO indicates that the Grant Originating is not 

13 
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in the donee sector, but elsewhere in the donor sector or sectors. The SGA 

shows the absolute levels of grants including the direction of the gross grant 

flows as well as net flows. It is the net level of Grant Originating (GO) that 

is crucial in the analysis as it indicates the sectoral role and behaviour in the 

macro-economic analysis. For example, if the net Grant Originating in the 

Business Sector is at a negative level, it indicates that the Business Sector 

received more grants than it paid out and that it is the net beneficiary  of the 

grants economy. If, however, the net Grant Originating is at a positive level, 

it indicates that the sector paid out more grants than it received and that it is 

playing the role of a donor in the income redistribution activity of the grants 

economy. If such net Grant Originating data of all sectors of the economy are 

analyzed, the relative roles played by the sectors would be more revealing in 

the new approach than in the traditional analysis of the gross grant flows. 

By looking at the levels of gross outflows  or  inflows,  only one side of the 

transaction would be seen, namely, how much is the amount involved in the 

donor sector outflows. It would not tell us how much is the amount involved 

in the grant inflow  from the donee sector, nor would it indicate the net outflows 

thereof to give a total picture of grants. To illustrate this point, let us take a 

simple example concerning public grants. If the public grant (i.e. family and 

youth allowances) to the Personal Sector is $100 and if the Personal Sector 

gives back $60 in the form of a grant to the Public Sector (i.e. income taxes), 

14 
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it is the net outflow of $40 ($100 less $60) that reveaLs the scope of the public 

grant to the Personal Sector. The Public Sector in this case got back $60 in the 

form of a grant from the Personal Sector and therefore,  the scope of the public 

grant is not an outflow  of $100. By the same token, the scope of the personal 

grant is not an outflow  of $60 either. The net public grant outflow  in this case 

is only $40. 

There is also another advantage of analyzing net outflows  of grants. Such 

an analysis of net outflows  would also capture the changes in the grant giving 

techniques. For example, let us suppose that the Public Sector, instead of 

increasing the grant outflows (i.e. family and youth allowances) of $100, 

chooses to decrease the direct taxes (i.e. income taxes) payable by the donee 

sector to $45 from $60. In such an event, to take the first  example, the net 

Public Sector grant outflow  will increase to $55 ($100 less $45) although the 

gross outflow  of $100 remains the same. This change in the net outflow  will 

not be captured in the time-series analysis of gross outflows  which show no 

change at all as they remained at $100 in both cases. 

Sometimes, there may not be a net grant outflow. There may in fact be a 

net grant inflow.  Let us take another simple example in which the public 

grant (i.e. family and youth allowances) to the Personal Sector is $60 while 

the personal grant (i.e. income taxes) to the Public Sector is $100. Based on 

15 





these transactions, there is no net grant outflow from the Public Sector; but, 

there is only a net inflow  of $40 from the Personal Sector to the Public Sector. 

In this case, the Grant Originating is from the Personal Sector to the Public 

Sector as the public grant outflow  is smaller than the Personal Sector outflow. 

Therefore, in order to obtain a more meaningful and realistic total picture 

of the grant outflow from each sector, both the gross outflows  and the gross 

inflows should be studied along with the net flows  as outlined in this new 

analytical approach. 

C. Four Sector Model and Six Data Dimensions 

The SGA provides a conceptual and classification framework to capture the 

grant flows at the gross and net levels. It uses the four sector model of the System 

of National Accounts (SNA) covering the Government (or Public) Sector, the 

Business Sector, the Personal Sector and the Non-Resident Sector. The advantage 

of using the SNA's four sector model is two-fold.  First, all the grant transactions 

can be summarized into the same four main categories of transactors or sectors as 

those of the SNA for consistency between the two systems. Second, the intra-

sectoral grant transactions need not be measured as the payments and receipts 

offset each other within the same sector. It is only the grant transactions crossing 

sector boundaries that will be measured for the SGA in the same way as the SNA's 

measurement of exchange transactions. The SGA also shows the database for the 

FA 





three elements of the GO formula, namely, GP, GR, and GO for each of the four 

sectors. Thus, it presents the grant transactions for the inter-sectoral net flows  in 

the following six dimensions using the new analytical approach and ignores the 

intra-sectoral flows. 

Grants between the Government Sector and the Business Sector; 

Grants between the Government Sector and the Personal Sector; 

Grants between the Government Sector and the Non-Resident Sector; 

Grants between the Business Sector and the Personal Sector; 

Grants betiveen the Business Sector and the Non-Resident Sector; and 

Grants between the Personal Sector and the Non-Resident Sector. 

It should be noted that only actual grant transactions are measured in the 

above six dimensions. Discounts and premiums which are usually reflected  in the 

market prices are not counted as grants, because they are, by definition,  parts of 

price fixing  mechanism of the market and are reflected in the market prices 

measured in the exchange economy of the SNA. If,  for example, a buyer in a 

market transaction gets a 10% discount on the normal list price, the seller is not 

giving a grant of 10% to the buyer. Instead, the market price for that buyer is 

10% lower than the list price. Based on this principle, the market prices could be 

different from one buyer to the other depending on the circumstances. It should 

not be assumed that there is only one market price in the economy i.e. list price of 

the manufacturer or retailer. Under normal circumstances, both the seller and the 

17 
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buyer seek prices suitable to them for the transactions and those prices at which 

the transactions are finalized  become the market prices in the measurement of 

exchange economy. Also, barter transactions of goods and services where prices 

are not explicit are a part of exchange economy and will be reflected  in the SNA 

items based on the market prices of the relevant commodities. As such, they are 

outside the scope of the SGA. For example, if the Business Sector gives free food 

and clothing to its employees, the value of those goods will be measured as wages-

in-kind for services rendered and reflected  in the labour income and consumer 

expenditure for the GDP. If,  for example, those goods are shipped abroad in 

exchange for some other goods from non-residents, they will be measured and 

reflected in exports and imports respectively for the GDP measurement. In other 

words, the Commodity Balancing Method of the SNA's Input-Output Accounts will 

capture the transactions of the commodity flows of barter transactions in order to 

account for the total supply of the commodities concerned. 

If, however, there is no barter in such commodity flows, and if the transaction 

is only a one way transfer flowing from one side only without any exchange, then 

it will fall in the grant definitions  and will have to be measured and reflected  in 

the SGA. 

It should be recognized, however, that the intra-sectoral transactions will 

cancel out as the payments will equal the receipts within each sector. It is only 
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the transactions that cross the sectoral boundaries that will be captured in the 

database of the six dimensions of the SGA. If, however, sectors are further 

dz.saggregated into sub-sectors, the principle of capturing transactions will have 

to be changed to measure the data that cross the sub-sectoral boundaries and the 

six dimensions mentioned earlier will have to be expanded to capture those sub-

sectoral transactions. Here again, the intra-subsectoral transactions will be 

ignored. 

D. General Classification Procedures 

In order to present the several millions of transactions that take place in the 

economy in a manageable structure, the transactions are classified into those 

belonging to (a) exchange economy and (b) grant economy. The general principles 

that are applicable here are the following: 

If a particular transaction contains the element of quid pro quo, it is 

classified to the exchange economy and it will not be measured in the 

grant economy. 

If, however, the transaction has no element of quid pro quo and if it falls 

in the definition of a grant as defined  in the Grants Economics, it has to 

be measured in the grant economy. 

The SGA will record only transactions that actually take place in the 

economy. No imputation should be made based on value judgements or 

assumptions. In other words, it is only the actual and direct grant 

19 





transactions that will be measured and reflected in the SGA in the time 

period (i.e. month or quarter or year) they happen in the economy. For 

example, if A is supposed to give a grant of $100, but did not give to B, 

there is no grant transaction. On the other hand, if B is supposed to give 

a grant of $150 to A, but gave only $50 to A after offsetting the amount 

which A should have given to B in the first place, there was only one 

transaction, namely, B gave a grant of $50 to A In such a case, the level 

of grant that was observed should not be split into two assumed grant 

flows -- one from A to B for $100 and another from B to A of $150. This 

manner of dealing with actual and direct transactions is similar to the 

general procedures used to record exchange transactions in the SNA and 

will not create any problems to observe the transactions and to obtain the 

necessary statistical information  for the observed transactions. 

In addition to this general principle of transaction approach, the SGA 

treatment of some special situations is discussed below. 

1. Loans 

In the case of loans, the lender gives funds and the borrower is supposed to 

repay them back to the lender usually with some interest. Both the transactions 

of giving and repaying of loans have neither quid pro quo nor grant elements. 

PLO 





if, however, the loans become bad and get written off  due to the inability of 

the borrower to repay, the transactions fall in the definition  of grants and the 

lender becomes the donor while the borrower becomes the donee. 

Loans can also be given out at lower interest rates than those prevailing in the 

market. The difference between the market rate and the lower rate is not a grant 

because the lower rate has to be deemed to be the market rate in such a 

transaction. This type of transaction is similar to sales discounts given by 

vendors to their customers reflecting  lower prices than those listed as selling 

market prices. In this context, interest-free loans have to be taken as loans with 

"O" rate of interest and there is no grant involved in such a case either. 

Deposits 

Deposits in barth accounts or trust funds for safe  keeping and withdrawal 

later by the depositors have neither quid pro quo nor grants elements. if, however, 

the deposits are not repaid due to causes such as bankruptcies, they fall into the 

definition of grants. 

Interest Received by Government Sector 

The "interest" received by the Government Sector has to be examined taking 

into account the transactions generating that interest income. As the general 

government is not in the business of lending money for interest like the financial 

21 
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institutions, and as the interest is generated on delayed payments from other 

sectors, the amount of interest should be considered as delayed payment at a 

higher rate for the main transaction. In other words, when payment is delayed, 

the rate at which the payment is due increases; otherwise both the level ofpayment 

and the rate at which it is due remain the same. In such a case, the payment for 

the main transaction differs  from one point of time to the other. The interest 

earned by the Government Sector on delayed payments should be re-allocated back 

to the original transactions concerned and the relevant items adjusted upwards 

to the extent of interest earned for delayed settlement of accounts. 

However, the interest earned from financial institutions should be treated as 

interest income because it is related to the deposits of funds kept in the financial 

institutions. This is a legitimate transaction that earns interest on the deposits. 

4. Interest Paid by Government Sector 

Interest on the public debt is treated as a transfer  payment in the SNA' 3, 

because national income should not varj simply because of changes in techniques 

of financing  government operations either from taxation or borrowing. This is 

consistent with Boulding's views in his article on "Puzzles Over Distribution"4. 

National Income and Expenditure Accounts, Volume 3, A Guide to the National income and 
Expenditure Accounts, Definitions-Concepts-Sources-Methods, Statistics Canada, Catalogue 13-549E 
Occasional, Ottawa, September 1975, p.  104. 

" Kenneth E. Boulding, "Puzzles Over Distribution'ç Challen2e. November - December, 1985, P.9. 

22 



r ri1 r '  

17 

-d! 
' I 	 I- 

I — 

Ill '  

Ii 	IL 
11 	

1 

— 	 ' 

 

i f  
IT 

III

•-'r  

4111 

,L 

IL 	4 1.  

I 	

' 

	

I 7 	
11.1 	 IIl_III '_ • 	 _: 

i
t 

IL  

: 	 ]4 	.i• 

•L 

i 	

Ir 	
I 	

•I 

It 	
I 	 tItI%r 	 cj 	

:••_ 	'L 

- 	 - 	

I 

II 	1 	
II 	 - 

L 	I 

ILl 	 1 	 IL 	 - 



Here, Boulding writes: "The passive owner of debt... receives an income by virtue 

of pure ownership without doing anything very much, and the interest then has 

something of the characteristics of a grant". But, of course, the SNA treatment of 

interest as a grant is limited only to the public debt interest. 

The current treatment of interest on the public debt in the SNA as a transfer 

or a grant deserves to be re-evaluated because this flow can be considered 

exchange of services from borrowers to lenders' 5. This controversial subject was 

discussed at length in the literature but no definite  conclusion is available at this 

stage'6  However, there are some ideas expressed in the proposals to revise the 

present United Nations System of National Accounts to provide alternatives to the 

existing treatment. One such proposal is to assume "that interest flows consist of 

two parts, including a service charge and a net interest flow" 7. While the service 

charge in this case is a quid pro quo transaction, the net interest flow  becomes a 

grant. If this proposal is accepted in principle, the statistics for the service and 

grant components in the interest would have to be developed by statistical agencies 

and articulated in both the SNA and SGA 

' Sunga Preetorn S., "The Treatment Of Interest And Net Rents in The National Accounts 
Framework," International Association For Research in Income and Wealth, The Review of Income 
and Wealth, March 7967. 

' For example, see Goldberg SA, "The Treatment of Interest in the National Accounts: A Review," 
International Association For Research in income and Wealth, Nineteenth General Conference, 
August 1985. (Mimeographed paper) 

' See paper by Vu Viet, on "The Revision of SNA, input-Output Standards in the SNA Framework'ç 
international Association For Research in income and Wealth, Nineteenth General Conference, 
August 1985, P.44. (Mimeographed paper) 
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Insurance 

Insurance is of two kinds: (a) fire and casualty; and (b) life.  In the case of fire 

and casualty insurance, the general principle used in the SNA is to measure the 

cost of service by taking the difference  between the premiums received by the 

insurers and claims paid to the insured and to route the net premiums as a cost 

of producing the insurance service. In the case of life  insurance, however, 

additions to the actuarwi reserves are also deducted from the premiums besides 

the claims to calculate the cost of producing the life  insurance services. In other 

words, the funds are collected from the participants and pooled together to make 

disbursements out of those funds to the participating sectors if and when the set 

conditions are met. it should be remembered here that the measurement is at the 

sectoral level but not at the individual participant level. In these calculations of 

SNA measurement, both the inflows  and  outflows  (i.e. premiums and claims) are 

taken into account and they will be outside the scope of the SCA. 

Lotteries, Horse Races, Bin,o Games and the Like 

The participants of lotteries, horse races, bingo games and the like pay a 

certain amount which entitles them to enter the contests. Just like the insurance 

business, the funds are collected from the participants and disbursed as prizes to 

the winners if and when the set conditions are met. Here again, the SNA takes 

the net amount after deducting the disbursements from the receipts and routes the 

net as the cost of service. In other words, both the gross inflows of ticket sales and 
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outflows of claims are ignored in the articulation of transactions; instead, the net 

inflow of funds from the sectors concerned is taken as the cost of service. 

Therefore, the outflows  of prizes are not grants for the SGA. 

7, Frequent Traveller Awards and the Like 

Airlines and hotels give frequent traveller awards to their customers based on 

the points earned during their patronage. Such awards are not grants as the 

prices collected from the customers during their patronage include the cost of those 

awards. These awards would then fall in the category of price discounts to the 

various classes of customers and have to be treated as such, but not grants. 

Similar programs of accumulating points can exist at retail stores and they 

all have to be treated as programs of price discounts, but not grants. 

8. Political Contributions 

Political contributions are given by business establishments and persons to 

political parties. As the political parties are associations of individuals for non-

profit purposes, they are regarded as non.profit institutions and classified to the 

Personal Sector in the SNA. In the context of the classification,  the contributions 

made by the persons have to be ignored as they constitute intra-sectoral transfers. 

However, the contributions from the business establishments cross the sectoral 
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boundary (i.e. Business Sector) and they have to be treated as grants from the 

Business Sector to the Personal Sector. 

Cash Versus Accrual 

The grant transactions measured in the SGA should be those that are on a 

cash basis. The transaction occurs when the ownership of exchangeable resources 

passes from the donor to the donee. These principles will be consistent with the 

occurrence of granting, because it is only at the time of actual giving and receiving 

that the net worth of the donee increases with a corresponding decline in the net 

worth of the donor. 

Exemptions of Indirect Taxes 

it is quite common for governments to exempt selected commodities from 

indirect taxes such as sales taxes. This sort of exemption implies that the market 

price for such exempted commodity will be lower than the taxed commodities to 

the extent of the exemption and there is no grant involved here. 

It is also common for governments to exempt selected transactors such as 

diplomats from paying sales taxes. In such a case, the market prices of 

commodities sold to diplomats will be lower to the extent of such exemption and 

there is no grant involved here also. 
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There could be other instances where governments reduce the property taxes 

payable by a certain class of transactors such as specific industries or 

establishments of specific  industries. Here again, there is no grant involved but 

rather the market prices of commodities produced by those transactors will be 

lower as a result of lower property taxes, namely, lower input costs. 

Overpayment of Taxes 

Overpayment of taxes by taxpayers is quite common. In such cases, the 

government on receipt of necessary documentation and verification,  gives back 

such overpaid amounts to the taxpayers concerned by way of refunds.  These 

refunds do not fall under the definition of grants as the taxpayers are still the 

legal owners of the overpayment and the government is simply giving back the 

funds to the respective owners. 

Tax Credits 

Sometimes, the government may authorize taxpayers to reduce the taxes owed 

by a certain amount for a special credit (such as investment credit, child credit 

etc.) and remit the balance. The circumstances of each of these credits would 

have to be examined in detail before  classifying them as grants. 

The above is not an exhaustive list of all special considerations and there may 

be other cases requiring further research before a proper classification  can be 





made for the SGA. It should be remembered, however, that each case has to be 

reviewed based on its merits keeping in mind the guidelines regarding the 

concepts involved in the measurement of grants. 

E. Sectoral Classification of Grants Data 

1. Grants to Government Sector from Other Sectors 

According to the grant concept, all collections of direct taxes such as 

income taxes, succession duties, estate taxes, hospital and medical insurance 

premiums, and withholding taxes which are transfers for the SNA, are also 

grants for the SGA which flow  to the Government Sector from other sectors. 

It should be noted that only direct taxes such as income taxes etc. are 

grants, but not indirect taxes as they have an element of quid pro quo. Let me 

elaborate. 

There are two types of indirect taxes: commodity type and non-commodity 

type. The commodity type indirect taxes such as sales taxes are embodied in 

the market prices of commodities -- goods and services -- which have to be paid 

by consumers in exchange for the specific goods and services. They are a part 

of the pricing mechanism. Its the consumer pays the commodity indirect taxes 

and receives back the goods and services, there is a clear quid pro quo visible 

in the transactions concerned. However, in the case of non-commodity type 
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indirect taxes, such as property taxes and business licences, there is an 

invisible quid pro quo, since these taxes are paid in exchange for some special 

privileges and benefits.  For example, the property tax payers get continuing 

title to their property which entitles them to several municipal services, such 

as snow removal, and to that extent their net worth increases; similarly the 

payers of licence fees (e.g. business establishments) obtain a right to carr,' on 

their business activities and their net worth increases to that extent. In this 

context, the indirect taxes have an element of quid pro quo but they have no 

element of grants. Also, in the macro-economic analysis based on the System 

of National Accounts (SNA), property owners who pay property taxes are 

treated as business establishments -- whether incorporated or unincorporated - 

- because they generate rental income which is routed to themselves. For 

example, in the Input-Output Accounts of the Canadian SNA, the imputed rent 

of homeowners is routed as output consumed by themselves while the property 

taxes, among others, are treated as inputs in the cost of operating their homes, 

i.e. their unincorporated business. Thus, the indirect taxes get specifically 

incorporated in the input structure of the output and also in the market prices 

of goods and services produced in the economy. 

Indirect taxes and subsidies are sometimes misunderstood as offsetting 

transactions of the same category. This is not so because they are distinct 

transactions of different categories. While indirect taxes tend to get added to 
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the cost of goods and services, subsidies tend to get deducted from the cost to 

arrive at lower market prices. The only common characteristic in these two 

different types of transactions is that they both affect  the market prices but in 

different directions -- the indirect taxes are an addition to while the subsidies 

are a deduction from market prices. Moreover, indirect taxes being a part of 

market prices have the element of quidpro quo while the subsidies do not have 

such quid pro quo as the grant element is inherent in them. In view of these 

reasons, indirect taxes and subsidies should be construed as distinct 

transactions of different cateRories and they should not be mixed up as one and 

the same category. 

2. Government Grants to the Personal Sector 

Government grants to the Personal Sector include such payments as family 

and youth allowances, old age security payments, scholarships and fellowships, 

payments to disabled persons, among others. The SNA government transfer 

payments to the personal sector contain a mixture of transactions such as 

"trust fund" type and 'quid pro quo" type and they have to be filtered  through 

the grant concept to derive pure grants. (See Appendix 6 for details in the case 

of the Canadian experience). If it is desired to include unincorporated business 

in the Personal Sector, the gouernment grants to the personal sector should also 

include subsidies and capital assistance to unincorporated business. However, 

as a clear disaggregation of subsidy data between incorporated and 

30 





unincorporated business does not generally exist in the official  statistics, 

estimates may have to be made for the required split between incorporated and 

unincorporated businesses' 8  and included in the sectoral data to maintain 

consistency between SNA and SGA. 

Besides giving direct grants to the Personal Sector, the government may 

also give credits and rebates against income taxes payable by the Personal 

Sector. In these transactions the government is, instead of increasing the grant 

payment (GP) to the Personal Sector, reducing the grant receipt (GR) from the 

Personal Sector. There are therefore, no direct grant flows from the 

government through such rebates and offsets  per . it is only counter-flows 

that will be reduced to the extent of those rebates and offsets. In such cases, 

the Grant Originating (GO) from the government sector increases and the grant 

element will be reflected  in the rise of the GO, other things being equal, as 

discussed earlier. It can be argued that the credits and rebates have to be 

measured as grants, and that the income taxes against which they are offset 

have to be grossed-up to measure the proper level of grant inflow. It has to be 

noted, however, that in such cases where these credits and rebates play a role 

in determining the grant flows, it will be impractical and impossible to gross-

up all the numerous transactions that take place in the economy. 

18  Generally speaking, subsidies for agriculture and housing assistance are classified  to the 
unincorporated business for the sectoral classification  as they mostly constitute payments to farmers 
and homeowners respectively. 
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Moreover, attempts to measure transactions which are neither explicit nor 

direct such as credits and rebates only to the extent of observed and known 

items would result in inconsistent and incomplete database for both SNA and 

SGA. Although the argument is valid in theory, it is not possible to implement 

it for all the transactions in the economy. The practical solution to such a 

situation is to measure only direct transactions the way they happen in the 

economy rather than trying to gross-up the level of each transaction. Such a 

solution would also maintain consistency in the databases of both SNA and 

SGA. 

3. Government Grants to the Business Sector 

Government grants to the business sector include all transfer payments 

whether subsidies or capital assistance. By definition,  subsidies are grants to 

business establishments given by the government on "current account" 9  and 

there is no direct exchange of goods or services between business and 

government. As a split between incorporated and unincorporated businesses 

for subsidies is generally not available, estimates may have to be made in this 

regard to separate those relating to the unincorporated business for consistent 

sectoral classification of data for both SNA and SGA. 

' United Nations, National Accounts Statistics: Main Ap.greRates and detailed tables 1986, New York 
1986, p. XVI. 
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The Government Sector can give subsidies to the Business Sector for 

various purposes such as the following to stabilize market prices for some 

goods and services: 

to develop new technologies; 

to conduct research; 

to hire new entrants into the workforce  for job training; 

and (iv) to deliver a good or service that would not otherwise be produced 

by the Business Sector due to its cost and subsequent high 

market price, (e.g. rail transportation). 

in all these purposes, there is an element of cost-sharing by the government 

to the extent of the amount given which is called the subsidy. 

This difference in terminology used in the SNA distinguishes the grants to 

businesses from those given to other sectors of the economy. While the grants 

to businesses are called "subsidies" and "capital assistance'ç the grants to other 

sectors are called "transfer  payments". 

Under normal circumstances, subsidy transactions within the SNA 

conceptual framework are for current account only and arise as follows: 
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Government Sector makes direct payments to the Business Sector to 

reduce the current cost of production and shows them in the Public 

Accounts as "transfer  payments". 

The Business Sector receives the payments and shows in its current 

account as "income" along with its sales revenues. The "government 

transfer payments" are thus reflected in the derivation of the business 

"operating profits"  measured for the SNA. 

As the "government transfer  payments" are not a part of production 

(but a part of grant), the SNA includes them in "subsidies" and 

removes them from  the GDP via the negative entry of "subsidies". 

This is what happens in the measurement of production of any country in 

terms of National Accounts. 

In addition to subsidies on current account transactions, the government 

also gives capital assistance to business establishments. Such capital 

assistance to business is intended to stimulate the purchase of new machinery, 

equipment and new construction. The business sector receives the fiuzds  and 

incurs a capital outlay for those purposes, and here again goods or services are 

not exchanged between business and the government. However, the net worth 

of the government decreases with a corresponding increase in the net worth of 

the business sector. The increase in the net worth of the business sector is 
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synonymous with a profit. In this context, the capital assistance is also a form 

of subsidy aimed at capital account transactions. 

Besides subsidies and capital assistance, the government can also transfer 

funds to the credit of the business establishments to cover losses usually at the 

end of accounting periods. Here again, the net worth of the Business Sector 

increases while that of the Government Sector decreases and such transactions 

would also be considered as grants in the SGA The increase in the net worth 

of the Business Sector is synonymous to a profit and the operating profits  of the 

Business Sector should be adjusted upward for the GDP measurement, if not 

already done by the establishments concerned. 

The government can assist the business establishments in many other 

ways. They can give "outright grants" which are called subsidies as described 

above. They can also build access roads from  highways to the actual locations 

of the business establishments. Such an activity is not a grant as no direct 

payment was made to the business. it is a part of the exchange economy where 

the government purchases goods and services to build the roads. Even though 

the access roads are for the sole benefit of the business establishments 

concerned, the expenditure of the government in the construction of the access 

roads is not a grant to the business establishments, but a direct expenditure of 

the Government Sector on goods and services. Similarly, the government might 
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embark on a nation-wide publicity campaign to promote the sales of domestic 

goods and spend funds for advertising, etc. Here again, the expenditure is not 

a grant to business establishments as it constitutes direct purchases of goods 

and services by the Government Sector. These are just a few examples of 

indirect government assistance to business which do not meet the criteria of 

grant concept mentioned earlier. 

Instead of giving the subsidies to the Business Sector, the government can 

also give funds to the consumers, i.e. Personal Sector, to boost up their 

purchasing power to buy the commodities produced by the businesses. In such 

a case, the Personal Sector, which includes non-profit institutions, would have 

the necessary funds to purchase the goods and services at the market prices 

determined by the businesses and there is no element of price reduction due to 

government intervention in the price fixing process. In such a case, there is, 

of course, the grant element in the transfer  of funds by the Government Sector. 

4. Government Grants to the Non-Resident Sector 

Government grants to the Non-Resident Sector include all transfers  such 

as donations and payments under aid programs including contributions to 

international agencies for development assistance. As pensions to former 

employees do not meet the criteria of grant definition,  and as they fall in the 

Ii 



• 	c 1 	 - 	 • 	 11 	 .r_1 	
. I 

	

1' 	 I  

- 	* 

JF 

- 	 I 

-. 

It 

lk 

jr 

lit yg 

• 

It 

	

jh1 ;1 	

I 

_____ 	
II l 	u 	 IIi1I1 : 

	 I 	 • 

• 

I 	 I 

i;
LrI 	1i 	4 	i  

11 	
rL 	1 	

:1 	
I 

4 	yitr1r1ç1 	 . 	 1' 

4 

Al 

IL  

	

I 	 - 

• 	 • LJ LJL 	 I 



"trust fund" type transactions, such pensions paid abroad are outside the scope 

of the grant definition  and they should not be included. 

The government may give loans to the non-resident sector as a part of aid 

programs. As such loans are repayable, the transactions are jjggrants. These 

loans may, however, generate quid pro quo transactions in the exchange 

economy such as exports from the donor country and imports by the donee 

country. Such transactions are measured and included in the exchange 

economy, i.e. GDP and are outside the grants economy. 

If, however, these loans are not repaid and if the donor country writes off 

the loans, they become grants at that time for measurement in the SGA. 

The governments can give services to other countries by way of professional 

services such as engineering services or medical services as a part of technical 

assistance programs. They can also render defence services by sending 

military troops to assist the country in the maintenance of peacekeeping. Such 

expenditures of governments, although they are indirectly benefitting the non-

resident sector, are a part of the regular government operating costs which are 

incurred to promote international peace. There may be recovery of costs for 

such operations either from the international agencies or the non-resident 

sector. As such, they are outside the grants economy. 
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5. Grants from the Personal Sector to the Government Sector 

The grant outflows  from the Personal Sector to the Government Sector 

cover direct taxes such as income taxes, succession duties, estate taxes, hospital 

and medical insurance premiums and the like. If it is desired to use the 

published official data of SNA transfers of the Personal Sector, they should be 

filtered through the grant concept and items which do not meet the grant 

criteria should be reclassified.  For example, the data in the Canadian SNA 

transfers have to be adjusted by reclassifying  the item on "motor vehicle 

licences" to quid pro quo transactions, because there is an element of quid pro 

quo in those licences. In this case, the government, by granting the licence for 

a set fee, is authorizing the motor vehicle licence holder to utilize the vehicle 

on highways and roads. Without such a licence, the vehicle owner cannot, by 

law, use the hig&ways and roads. Such authorization in the form of a licence 

entitles the licence holder to drive the vehicle on public highways and roads 

and the licence should be treated as a "sale of service" by the government and 

a corresponding purchase of a service by the licensee. This is the treatment 

which is recommended here for all sectors of the econom?°.  Following this 

concept, the published data of transfers received by the government from the 

Personal Sector have to be filtered  and adjusted accordingly. (See Appendix 

7 for details in the case of Canadian experience). In fact, all licences such as 

20  At the present time, the Canadian SNA has two different  treatments for the motor vehicle licences. 
While the licences paid by the Business Sector are treated as indirect taxes, those paid by the 
Personal Sector are treated as current transfers, This inconsistency in the treatment of the same type 
of transaction for the sectors can be eliminated if they are treated as "sale of service" for all sectors. 
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hunting, fishing,  and marriage licences which have an element of quidpro quo 

should be treated as sale of service since the licence holders obtain, in exchange 

for the license fees, an additional privilege which they did not possess before. 

To that extent, it can be argued that their net worth increased to the extent of 

the additional privilege they possessed after  they were given the licences. As 

the official published data of SNA transfers  to the Personal Sector do not 

conform to the concept of grants, they should be filtered  through the grant 

concept and adjusted accordingly in the same way as the motor vehicle 

licences. 

Contributions made by persons to political parties have to be regarded as 

intra-sectoral transactions as political parties, being non-profit institutions, are 

a part of the Personal Sector. 

6. Grants from the Business Sector to the Government Sector 

The Business Sector's grants to the Government Sector contain direct taxes 

on profits such as taxes on income and profits.  They may also contain other 

transactions such as contributions made via the Government Sector for disaster 

relief, etc. 
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Grants from the Non-Resident Sector to the Government Sector 

The grants from the Non-Resident Sector to the Government Sector consist 

of direct taces, namely, withholding taxes on earnings such as interest, 

dividends, rents, and royalties. They should also include contributions and 

donations from international agencies for development assistance or relieffrom 

disasters, famine, etc. 

Grants from the Business Sector to Personal Sector 

Business Sector normally gives charitable contributions to the Personal 

Sector. Also, bad debts between the Business Sector and the Personal Sector 

can get written off the accounts. Such bad debts, that become write-offs fall 

into the definition  of grants and they should be included in this category of 

grants to the Personal Sector. 

Also, political contributions made by the Business Sector have to be 

measured here as the political parties are classified to non-profit institutions 

in the Personal Sector. 

Grants from the Personal Sector to the Business Sector 

Personal Sector pays interest on consumer debt to the Business Sector. 

According to the Canadian SNA concepts, the interest paid by consumers on 

the debt has two elements: service element and the transfer element. In the 

40 





SGA, the transfer  element should be treated as grant from the Personal Sector 

to the Business Sector as the service element is already included in the quid 

pro quo type transaction of the Canadian SNA. 

In addition, if the Personal Sector's loans to the Business Sector (e.g. 

corporate bonds) are not paid off due to bankruptcies, such unpaid loans have 

to be treated as grants from the Personal Sector. 

Grants from the Business Sector to the Non-Resident Sector 

Business Sector pays withholding taxes and income taxes to the Non-

Resident Sector on the income or transfer  of funds relating to profits,  interest, 

dividends, rents, etc. and these taxes should be treated as grants to the Non-

Resident Sector. This category of grants should also include Business Sector's 

donations to other countries for relief from disasters such as earthquakes and 

famine or contributions for technical assistance programs. 

Grants from the Personal Sector to the Non-Resident Sector 

Personal Sector pays withholding taxes or income taxes to the Non-

Resident Sector on their earnings abroad. Such taxes are grants. In addition, 

personal remittances to the Non-Resident Sector and donations of non-profit 

institutions such as churches for development assistance or disaster relief 

should also be included in this category of grants from the Personal Sector. 
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12. Grants from the Non-Resident Sector to the Personal Sector 

Non-Resident Sector remits funds to individuals and non-profit institutions 

which are a part of the Personal Sector. These remittances are grants to the 

Personal Sector. Also, donations and contributions of international agencies 

such as the International Red Cross meant for relief of disasters should be 

included in the grants from the Non-Resident Sector going directly to the 

Personal Sector. If the donations are routed through the governments, they 

should be a part of grants to the Government Sector from the Non-Resident 

Sector. 

IV Sources of Data and Standard Analytical Tables 

A. Data Sources 

1. SNA Database on Transfers 

Some of the basic data required for the SGA can be obtained from the SNA 

tables on transfers.  (For example see Canadian National Income and 

Expenditure Accounts21). Before using the data, however, the items contained 

in the transfer  payments and receipts have to be filtered  through the "grant" 

concept. The presently published SNA government "transfer  payments" to 

persons have "trust fund payments'c and "quid pro quo" payments, besides 

"grants". The items relating to "trust fund" type and "quid pro quo" have to be 

2: Statistics Canada, National Income and Expenditure Accounts Annual estimates, 1926-86 Catalogue 
13-531, Ottawa, June 1988; Catalogue no. 13-201 Annual, 1978-1989, Ottawa, December 1990, pages 
64-69; Annual estimates, Catalogue no. 73-201 Annual, 1980-1991, Ottawa, August 1992. 
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removed and the balance retained for data on "grants" onl?2.  (See Appendices 

6 and 7) for details in the case of Canadian experience) 

Also, in the SNA, the data of the unincorporated business are combined 

with the Personal Sector in the Sector Accounts. (See Canadian National 

Income and Expenditure Accounts23). It is essential to use the same grouping 

of institutions in the sectors to maintain conceptual and statistical consistency 

between the two systems (i.e. SNA and SGA). 

2. Other Sources 

Since the SNA transfers alone do not cover the entire universe of grants, 

they represent only partial data as far as grants are concerned. In order to 

cover the universe of grants, additional sources of data have to be identified 

and surveyed  if necessary to reflect  a complete picture in the SGA. 

For example, bankruptcies give rise to unpaid loans. They can also result 

in defaults  to pay the bills which are usually classified to "accounts payable" 

in the Balance Sheet. These transactions which stem from bankruptcies would 

See the previous study by Murty P.S.K and Yusuf Siddiqi, Scope of Public Grants Economy in 
Canada, Statistics Carzo4a, Input.Out7ut Division Technical Series, presented at the joint session 
of the American Economic Association and the Association for the Study of the Grants Economy held 
in New Orleans, January 3.5, 1992. 

The unincorporated business data contain two elements, namely, that which is attributable to 
individuals in the capacity of consumers and that which is attributable to individuals in the 
capacity of business. These two elements are not separated at this time in the Canadian Sector 
Accounts of the SNA. 
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have to be studied and data on grants developed for the SGA This 

recommendation is applicable to all domestic transactions as well as 

international transactions which cross the sectoral boundaries. 

In general, bankruptcies and loans contain a good source of data for 

research as far as the SGA is concerned. Also, disaster relief assistance 

normally given directly by business, international agencies, foreign 

governments, private individuaLs, and non-profit institutions may not be 

included in the SNA data as they are not normally channelled through the 

Government Sector. Some surveys to capture such data may have to be 

instituted b stc:tistieai agencies to collect the statistics on a regular basis from 

the donor institutions. Therefore,  further research is needed to develop a 

complete and comprehensive database for the SGA particularly in the areas 

such as loans, bankruptcies, court cases, and grants involved in the 

international operations of non-profit institutions (e.g. churches etc.) as well as 

international agencies (e.g. United Nations etc.). 

3. Canadian Experience 

The conceptual and analytical framework recommended in this System of 

Grant Accounts was implemented in an earlier study entitled "The Need For 

A System of Grant Accounts" presented at the 19th Annual Meetings of the 

Eastern Economic Association, Washington DC, during March 1993. In that 
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study, the SGA conceptual framework was applied on an experimental basis 

to the Canadian SNA Government transfers  data i.e. transfers  to and from the 

Government Sector. The results which were presented in the previous study 

are repeated here just to give an idea of the Canadian Grants Economy at least 

on a partial basis. It is partial because it only covers the SNA transfers,  but 

does not cover the grants arising in situations such as bankruptcies, loans 

losses, etc for which special research studies and additional surveys are needed 

to compile the necessary information. Unless and until those situations are 

also covered by the appropriate studies and surveys, a complete and 

comprehensive picture of the Grants Economy would not be available for 

analysis. 

With this known limitation, let me now present some results of the partial 

data just to give a comparative idea of the growing Grants Economy and the 

shifts that have been taking place during the last 3 decades as far as the 

Government Sector is concerned. (See Appendix 8) 

Based on the Canadian experience, the net Grant Originating (GO) in 1961 

from the Personal, Business, and Non-Resident Sectors to the Government 

Sector was at a positive level for a combined total of about $2.3 billion which 

was 5.6% of the GDP. In other words, the Government Sector was the net 

beneficiary while the other sectors played the roles of donors in the Canadian 
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Grants Economy. (Appendix 8) However, by 1991, that position changed 

significantly. First, there was a marked upward trend in the level of net Grant 

Originating from the Personal Sector in contrast to a sharp declining trend in 

the net Grant Originating from  the Business Sector. The personal sector's net 

Grant Originating which was $849 million in 1961 or 2.1% of the GDP rose 

substantially by 1991 to about $62 billion or 9.1% of the GDP; but the Business 

Sector's net Grant Originating which was about $1.4 billion in 1961 or 3.4% 

of the GDP declined by 1991 to a low level of about $300 million with an 

insignificant proportion to GDP. 

Second, the Non-Resident Sector's role of a donor in 1961 got shifted  to that 

of a donee as it became the net beneficiary by 1991. In 1961, the Non-Resident 

Sector's net Grant Originating was $60 million while in 1991, it became the 

net beneficiary to the extent of about $1 billion. 

These results indicating which sectors of the economy were the net donors 

or net beneficiaries would not be available without the new Grant Originating 

(GO) formula advocated in the SGA, because the traditional method of 

analyzing gross flows  would show only one side of the picture. 

It should be noted, however, that the results of the Canadian experience 

mentioned above are based on partial database covering the SNA transfers 
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only. If other areas such as bankruptcies and loan losses etc. are also 

included, the magnitude of the Canadian Grants Economy would certainly be 

larger. Therefore, further research is needed to pull together all the data of 

"other areas" (i.e. bankruptcies, loan losses, etc.) to develop a complete picture 

of the Grants Economy. It is recommended that national statistical agencies 

and international organizations should give priority to this area of research for 

the development of the separate grants database in view of the growing 

importance of the Grants Economy. 

B. Standard Analytical Tables 

As mentioned earlier, six dimensions are needed for the SGA to articulate data 

based on the GO formula. These dimensions could be summarized in the 

following suggested standard analytical tables. In addition to a separate table for 

each of the six dimensions, consolidated Grant Originating Accounts for each of 

the three sectors are also suggested for analytical use. Since this paper provides 

an outline for a System of Grant Accounts, no actual data have been provided in 

the suggested tables that follow. 

Grants between the Government Sector and the Business Sector; 

Grants between the Government Sector and the Personal Sector; 

Grants between the Government Sector and the Non-Resident Sector; 

Grants between the Business Sector and the Personal Sector; 

Grants between the Business Sector and the Non-Resident Sector; 
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Grants between the Personal Sector and the Non-Resident Sector; 

Consolidated Grant Originating Account of the Government Sector; 

Consolidated Grant Originating Account of the Business Sector; and 

Consolidated Grant Originating Account of the Non-Resident Sector. 

Consolidated Grant Originating Account of the Personal Sector 

Table 1: Grants between the Government Sector and the Business Sector 

Grant Payments of 
	

Grant Receipts from Grant Originating 
Year 	the Government Sector 	the Business Sector 	or Net Grant Outflow 

By Level of Government 
such as: 

A Federal Government 
Provincial Government 
Local Government 

Table 2: Grants between the Government Sector and the Personal Sector 

Grant Payments of 	Grant Receipts from Grant Originating 
Year 	the Government Sector 	the Personal Sector 	or Net Grant Outflow 

By Level of Government 
such as: 

A Federal Government 
Provincial Government 
Local Government 
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Table 3: Grants between the Government Sector and the Non-Resident Sector 

Grant Payments of 
	

Grant Receipts from 	Grant Originating 
Year 	the Government Sector 	the Non-Resident Sector or Net Grunt Out/low 

By Level of Government 
such as: 

Federal Government 
Provincial Government 
Local Government 

Table 4: Grants between the Business Sector and the Personal Sector 

Grant Payments of 	Grant Receipts from 	Grant Originating 
Year 	the Business Sector 	the Personal Sector 	or Net Grant Outflow 

Table 5: Grants between the Business Sector and the Non-Resident Sector 

Grant Payments of 	Grant Receipts from 	Grant Originating 
Year 	the Business Sector 	the Non-Resident Sector or Net  Grunt Outflow 
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Table 6: Grants between the Personal Sector and the Non-Resident Sector 

Grant Payments of 	Grant Receipts from 	Grant Originating 
Year 	the Personal Sector 	the Non-Resident Sector or Net Grant Ou/flow 

Table 7: Consolidated Grant Originating Account of the Government Sector 

Grant Origi- 	Grant Origi- 	 Grant Origi- 
nating from the nating from the 	nating from the Total Grant 

Year Business Sector Personal Sector Sub-Total Non-Resident 	Originating 

Table 8: Consolidated Grant Originating Account of the Business Sector 

Grant Originating Grant Originating Grant Originating 
from the Personal from the Non- 	from the Government Total Grant 

Year Sector 	Resident Sector 	Sector 	 Originating 

By Level of Government 
such as: 

Federal Government 
Provincial Government 
Local Government 
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Table 9: Consolidated Grant Originating Account of the Non-Resident Sector 

Grant Originating Grant Originating Grant Originating 
from the Business from the Personal from the Government Total Grant 

Year Sector 	Sector 	Sector 	 Originating 

By Level of Government 
such as: 

Federal Government 
Provincial Government 
Local Government 

Table 10: Consolidated Grant Originating Account of the Personal Sector 

Grant Originating 	Grant Originating Grant Originating 
from the Government from the Business from the Non- 	lb'al Gmnt 

Year Sector 	 Sector 	Resident Sector 	Oinatin, 

By Level of Government 
such as: 

Federal Government 
Provincial Government 
Local Government 

These standard tables constitute the main database of the SGA within the 

conceptual and classification framework discussed in this report. Further 

research is needed in several areas. One such area is the disaggregation of 

interest on the public debt by the receiving sectors. The other area is the 

disaggregation of personal income taxes between personal account and the 

business account to separate unincorporated business from the personal income 

taxes. One might also wish to disaggregate the Personal Sector database by 

income levels in order to identify the groups for grant flows  and changes thereof 

in the time series. There may be several other areas which might come to the 

51 



II. 	-. 	

I 	
t I ,I  !'1 

l t 

1 	

k _ 11  
L 

jT 

Ll 

I 	 L L tZZ 

i1Jj_j_ 	
I 	

I 	

II 

___________ 	1_11, 	

I 
 i1_1L 	

1 	
.1 	

IL 	 : 	

:• t Yj 
 

L_ 
 

II 	
I 	 Ii - 	 I 	 1 	

II 

L1I 	II' 	 11 	 tL_YI•f 	 I LII 1-  
Ij ,I $ 

1 	
1 	

$I iI 

	

A', 	 1h 

I 	I• 	
l 	

r 
II 	

I 	

I ij 	

$ 

II- - 

	

II 	
1I 

I 	
41 	 tIk  

F I 	

II I 	IL
I  

II 	

I 	 - 

I 	 I. 

- 	I 1 	1 1 	 11 	ktI4â.. 



surface in the process of analyzing the SGA database proposed here. Additional 

tables may have to be developed based on extensions to articulate them in the 

System of Grant Accounts. 

It is also advisable to present data on loans and organize them by sectors in 

a set of additional tables for a better understanding of the debt structure by 

sectors. Such tables would be indispensable to monitor the debt by category --

public debt, business debt, and the consumer debt -- as to the levels and changes 

thereof The time series of debt data would be very useful for analysis along with 

the standard tables suggested in the System of Grant Accounts. 

V Conclusion 

In conclusion, there are several advantages in recording and presenting grant 

transactions within a consistent accounting framework called the "System of Grant 

Accounts" (SGA). The main advantage is that the System of Grant Accounts (SGA) 

eliminates the need to adjust the database of the System of National Accounts (SNA) 

for grants. SNA "transfers"  data cannot be equated to "grants" of the Grants 

Economics as they contain other transactions such as pensions which do not fit into 

the grants concept. This is because the SNA measures mainly quid pro quo 

transactions and any transaction which does not fit into the quid pro quo concept is 

routed through "transfers".  Instead of trying to change the System of National 

Accounts which is rather difficult,  a separate System of Grant Accounts which 
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conforms solely to grant definitions  and analytical requirements should be developed 

to provide ready information  for policy formulation on grants. 

If a separate System of Grant Accounts is not developed, the official  statistics of 

government transfer  payments and receipts measured in the System of National 

Accounts should be filtered through the grants concept to obtain a new paradigm 

consisting of grants for a realistic evaluation of the grant transactions. If these two 

options are not followed i.e. if a separate System of Grant Accounts is not developed 

and if the SNA "transfers"  are not filtered through the grants concept, analysts and 

policy makers would not have the true "grants" data for their studies; they would have 

only the data containing all "non quid pro quo" type transactions grouped together in 

one category called SNA "transfers".  The use of such unadjusted SNA "transfers"  data 

for grants analysis and policies is not recommended because misleading results would 

emerge. Also, the SNA transfers  database does not cover the complete universe for 

grants as grant elements contained in the additional sources such as bankruptcies, 

loan losses etc are not in it. Those additional sources have to be analyzed and grants 

data derived and included in a separate exercise to obtain a complete picture of the 

Grants Economy. 

The net outflow approach based on the GO concept recommended in the SGA 

reflects the effect of implicit grants involved in the government policies of grant giving. 

If, instead of giving a certain amount of grant, the government decides to give a 
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reduction in the grant inflow from  the sector concerned, the effect  of the implicit grant 

transaction for which data are normally not available would be hidden. Also, as the 

grant outflows  from the Personal and Business Sectors are mainly income taxes, the 

database of the System of Grant Accounts can be used in studies concerning income 

taxation. 

If a consistent framework such as the one recommended here is used for the 

System of Grant Accounts by all countries, inter-country comparison of grants would 

be possible. As the suggested standard analytical tables relating to the Non-Resident 

Sector reveal the transactions with the rest-of-the-world,  they would be useful  for 

further research on international grants not only for national statistical agencies but 

also for international organizations such as the World Bank, International Monetary, 

Fund, and United Nations. The System of Grant Accounts developed in this study at 

the macro-level using the four sector model of the SNA would be very useful  for policy 

analysts, policy makers and researchers of the Grants Economy as consistent data 

would be available in one central publication just like the data of the SNA. It is 

hoped that all the concerned agencies would recognize the growing importance of the 

Grants Economy and assign the necessary priority for the implementation of the 

System of Grant Accounts. 

This System of Grant Accounts is a preliminary document and may be revised and 

expanded depending on future analytical requirements. 
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Appendix 1. Total Economy and The Systems of Measurement 

Total Economy 

Exchange Economy 
	

Grants Economy 

Production I J Disposition 

I Grant Payments II Grant Receipts 

Measured in themof 	Measured in the System of 
National Accounts (SNA) 	 Grant Accounts (SGA) 

Central Concept = GDP = 
Gross Domestic Product at 

Market Prices 

Central Concept = 
Sectoral GO (i.e. Grant 
Originating) from Each 

Sector to the Other 
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APPENDIX 2. GRANTS FROM PUBLIC SECTOR OF CANADA 
($ Millions) 

04:41:42 PM 
29-APR.1993 1 2 3 4 5 

ToTAL GOVERNMENT TOTAL TOTAL GOVERNMENT 1 AS % 	2 AS % 
EXPENDITURES ON PUBLIC EXPENDITURES ON OF 3 OF 3 
GOODS & SERVICFS GRANTS GOODS & SERVICES 

AND GRANTS 

1961 7848 1907 9755 80.5 19.5 
1962 8467 2141 10608 79.8 20.2 
1963 8896 2251 11147 79.8 20.2 
1964 9494 2463 11957 79.4 20.6 
1965 10699 2610 13309 80.4 19.6 
1966 12485 3077 15562 80.2 19.8 
1967 14074 3631 17705 79.5 20.5 
1968 15698 4113 19811 79.2 20.8 
1969 17247 4559 21806 79.1 20.9 
1970 19608 5045 24653 79.5 20.5 
1971 21933 6028 27961 78.4 21.6 
1972 24104 6298 30402 79.3 20.7 
1973 27106 7250 34356 78.9 21.1 
1974 32916 10775 43691 75.3 24.7 
1975 39540 13511 53051 74.5 25.5 
1976 44560 13870 58430 763 23.7 
1977 50195 15252 65447 76.7 233 
1978 54527 17032 71559 76.2 23.8 
1979 59685 18808 78493 76.0 24.0 
1980 67542 23823 91365 73.9 26.1 
1981 78034 27285 105319 74.1 25.9 
1982 89243 31629 120872 73.8 26.2 
1983 94921 36529 131450 72.2 27.8 
1984 100499 40938 141437 71.1 28.9 
1985 108341 42018 150359 72.1 27.9 
1986 112661 42063 154724 72.8 27.2 
1987 118684 44090 162774 72.9 27.1 
1988 128226 44993 173219 74.0 26.0 
1989 138979 46154 185133 75.1 24.9 
1990 150529 50349 200878 74.9 25.1 
1991 157046 57612 214658 73.2 26.8 

Source: Murty, P.S.K. "The Need for a System of Grant Accounts", Technical Series no.56, 
Input-Output Division, Statistics Canada, Ottawa, Canada, 1993, Page 40. 
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Appendix 3. Total Government Spending in Canada 
on Goods & Services and Grants Combined 

1961 
	

1991 
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APPENDIX 4. GDP AND GRANTS FROM PUBLIC SECTOR OF CANADA 
($ Millions) 

11:32:31 AM 
07.APR-1993 

GRANTS FROM GRANTS FROM GRANTS FROM TOTAL GDP AT 4 AS % 
GOVERNMENT SECTOR GOVERNMENT SECTOR TO GOVERNMENT SECTOR TO MARKET OF 5 

TO PERSONAL INCORPORATED BUSINESS NON-RESIDENT SECTOR PRICES 
SECTOR SECTOR 

1961 1600 251 56 1907 40886 4.7 
1962 1845 260 36 2141 44408 4.8 
1963 1892 294 65 2251 47678 4.7 
1964 2068 326 69 2463 52191 4.7 
1965 2165 352 93 2610 57523 4.5 
1966 2400 511 166 3077 64388 49 
1967 2956 493 182 3631 59064 6.1 
1968 3519 461 133 4113 75418 5.5 
1969 3900 515 144 4559 83026 5.5 
1970 4309 535 201 5045 89116 5.7 
1971 4943 884 201 6028 97290 6.2 
1972 5048 1023 227 6298 108629 5.8 
1973 5733 1264 253 7250 127372 5.7 
1974 7820 2623 332 10775 152111 7.1 
1975 9145 3853 513 13511 171540 7.9 
1976 9889 3526 455 13870 197924 7.0 
1977 10894 3815 543 15252 217879 7.0 
1978 12205 3917 910 17032 241604 7.0 
1979 12946 5217 645 18808 276096 6.8 
1980 14836 8307 680 23823 309891 7.7 
1981 17086 9481 718 27285 355994 7.7 
1982 19976 10774 879 31629 374442 8.4 
1983 23435 12111 983 36529 405717 9.0 
1984 25562 14032 1344 40938 444735 9.2 
1985 27681 12941 1396 42018 477988 8.8 
1986 29288 11250 1525 42063 505666 83 
1987 32466 9750 1874 44090 551597 8.0 
1988 33251 9568 2174 44993 605906 7.4 
1989 34453 9649 2052 46154 649916 7.1 
1990 36393 11298 2658 50349 667843 7.5 
1991 41987 13353 2272 57612 674388 8.5 

Source: Murty, P.S.K. "The Need for a System of Grants Accounts", Technical Series no.56, 
Input-Output Division, Statistics, Ottawa, Canada, 1993, Page 37. 
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Appendix 5. Grants from Public Sector of Canada: 
Percentage to G.D.P. at Market Prices 
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APPENDIX 6: SNA TRANSFERS FROM THE GOVERNMENT SECTOR TO THE PERSONAL SECTOR AND GRANTS 

AS PUBLISHED 	 GRANTS 	 TRUST FUND 7YPE 
	

QUID PRO QUO 

A Federal 

l.Family & youth allowances l.Family and youth allowances 

2.Pensions - World Wars I & 11 

3.War veterans' allowances 

4.Re-establishment credits 

5.Rehabilitation benefits 

6. Unemployment insurance 
benefits 

7.Pensions to government 
employees 

8.Old age security payments 8.01d age security payments 

9.Grants from Canada Council 9.Grants from Canada Council 

lO.Schokzrships and grants 1O.Scholarships and grants 
- research - research 

I 1.Adult occupational training I I.Adult occupational training 
payments payments 

IZAssistance to immigrants 12.Assistance to immigrants 

13.Prairie farm assistance act 13 Prairie farm assistance act 

14.Payments to western grain 14.Payments to western grain 
producers producers 

15.Grants to universities 

16.Local initiatives program 

17.Grants to native peoples 

l&Grants to national 
organizations 

2.Pensions . World Wars I & II 

3.War veterans' allowances 

4.Re.establishment credits 

5.Rehabilitation benefits 

6. Unemployment insurance 
benefits 

7.Pensions to government 
employees 

15.Grants to universities 

16.Local initiatives program 

17.Grants to native peoples 

18.Grants to national 
organizations 
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APPEISIDIX 6: SNA TRANSFERS FROM THE GO 

AS PUBLISHED 

19.Grartts. international 
development assist prc'rums 

20.Miscellaneous 

B.Pruvincial 

l.Direct relief 

2.Old age and blind pensions 

3.Mothers & disabled allowances 

4. Workmen's compensation 
benefits 

5.Pensions to government 
employees 

ERNME1JT SECTOR TO THE PE 

GRANTS 

19.Grants - international 
deoelopment assist prgms 

20.Miscellaneous 

1.Direct relief 

2.Old age and blind pensions 

3.Mothers & disabled allowances 

SONAL SECTOR AND GRANTS 

TRUST FUND 2YPE 

4. Workmen's compensation 
benefits 

5.Pensions to government 
employees 

QUID PRO QUO 

6.Grants to post-secondary 
educational institutions 

7.Grants to benevolent 
auociations 

8.Miscellaneous 

C.Local 

1.Direct relief 

2.Grants to charitable & other 
organizations 

D.Canada Pension Plan 

E.Quebec Pension Plan 

8.MisceLlaneous 

1.Direct relief 

).Carsada Pension Plan 

Quebee Pension Plan 

6Grants to post-secondary 
educational institutions 

7.Grants to benevolent 
associations 

2.Grants to charitable & other 
organizations 
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APPENDiX 7: SNA TRANSFERS FROM THE PERSONAL SECTOR TO THE GOVERNMENT SECTOR AND GRANTS 

AS PUBLISHED 	 GRANTS 	 TRUST FUND IYPE 
	

QUID PRO QUO 

A. Federal 

1.lncorne taxes 	 l.lncome taxes 

2.Succession duty & estate tax 

3.Employer & employee contribs 
- pa pensions 

4.EmpLoyer & employee contribs 
- unemploy7nent insurance 

5.Ot her 

B.Provincial 

l.Incor6e taxes 

2.Succession duties 

3.Employer & employee contribs 
ps pensions 

4.Emptoyer contributions to 
workmen's compensation 

5.Employer & employee contriba 
industrial employees vacation 

6.Employer & employee contribs 
to Canada Pension Plan 

7.Employer & employee contribs 
to Quebec Pension Plan 

8.Motor veh licences & permits 

9.Hospital & medical insurance 

1O.Miscellaneous 

C.Local 

D.Hospitals 

9.Hospital & medical insurance 

1O.Miscellaneous 

C.Local 

D.Hospitals 

2.Succession duty & estate tax 

5. Other 

1.Incorne taxes 

2.Succession duties 

3.Empk'yer & employee contributions 
- pa pensions 

4.Employer & employee contributions 
• unemployment insurance 

3.Employer & employee contributions 
- pa pensions 

4.Employer contributions to 
workmen's compensation 

5.Employer & employee contributions 
industrial employees vacation 

6.Employer & employee contributions 
to Canada Pension Plan 

7.Employer & employee contributions 
to Quebec Pension Plan 

8.Motor vehicle licences & 
permits 
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APPENDIX 8. NET  GRANTS TO PUBLIC SECTOR AS PERCENTAGE OF GDP: 
CANADIAN EXPERIENCE ($ millions) 

12:36:56 PM 
16-FEB-1993 	 1 	 2 	 3 	 4 	 5 	2 AS 	3 AS 	4 AS 	5 AS 

	

GDP 	FROM 	FROM 	FROM 	TOTAL % OF 1 % OF I % OF 1 % OF 1 

	

PERSONAL 	BUSINESS NON-RESIDENT 

1961 40886 849 1398 60 2307 2.1 3.4 0.1 5.6 
1962 44408 820 1493 89 2402 1.8 3.4 0.2 5.4 
1963 47678 958 1597 62 2617 2.0 3.3 0.1 5.5 
1964 52191 1293 1775 71 3139 23 3.4 0.1 6.0 
1965 57523 1675 1845 74 3594 2.9 3.2 0.1 6.2 
1966 64388 2008 1844 38 3890 11 2.9 0.1 6.0 
1967 59064 2478 1903 36 4417 4.2 3.2 0.1 73 
1968 75418 3106 2391 76 5573 4.1 3.2 0.1 7.4 
1969 83026 4469 2706 90 7265 5.4 3.3 0.1 8.8 
1970 89116 5668 2535 68 8271 6.4 2.8 0.1 93 
1971 97290 6393 2462 77 8932 6.6 23 0.1 9.2 
1972 108629 7390 2897 60 10347 6.8 2.7 0.1 9.5 
1973 127372 8596 3815 69 12480 6.7 3.0 0.1 9.8 
1974 152111 9392 4428 98 13918 6.2 2.9 0.1 9.1 
1975 171540 9905 3641 -48 13498 5.8 2.1 -0.0 7.9 
1976 197924 12496 3602 49 16147 63 12 0.0 8.2 
1977 217879 14225 3423 -9 17639 63 1.6 -0.0 8.1 
1978 241604 14047 4271 -328 17990 52 1.8 -0.1 7.4 
1979 276096 16506 4821 109 21436 6.0 1.7 0.0 72 
1980 309891 19100 3771 315 23186 6.2 1.2 0.1 7.5 
1981 355994 24096 3315 392 27803 6.8 0.9 0.1 72 
1982 374442 26270 981 299 27550 7.0 03 0.1 7.4 
1983 405717 25511 209 60 25780 63 0.1 0.0 6.4 
1984 444735 26740 952 -244 27448 6.0 0.2 .0.1 6.2 
1985 477988 29339 2622 -327 31634 6.1 0.5 -0.1 6.6 
1986 505666 35991 3323 150 39464 7.1 0.7 0.0 7.8 
1987 551597 40949 7240 -660 47529 7.4 13 -0.1 8.6 
1989 605906 49034 8018 -504 56548 8.1 13 -0.1 9.3 
1989 649916 53857 8869 -515 62211 8.3 1.4 -0.1 9.6 
1990 667843 65756 5553 -939 70370 9.8 0.8 -01 10.5 
1991 674388 61661 296 -1005 60952 9.1 0.0 -0.1 9.0 

Source: See "The Need for A System of Grant Accounts" by P.S.K. Murty, 
Technical Series no.56, Statistics Canada, Input-Output Division, Ottawa, March 1992, p. 39. 
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