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COMMODITY SUBSIDIES IN THE CANADIAN
INPUT-OUTPUT ACCOUNTS, 1986 - 1989
BY
P.S.K. Murty*

I Purpose

The purpose of this paper is to identify, as far as possible, the

commodity subsidies for the period 1986-1989, and to analyze them in

the context of Input-Output Accounts. In the previous paper A New

Paradigm to Analyze Commodity Indirect Taxes 1986 - 1989 three
extensions to that paradigm were explained. One of those extensions is
to classify subsidies into commodity and non-commodity categories and
to add those commodity subsidies to the purchaser price values, so
that price levels of commodities without reducing them by the
commodity subsidy can be estimated. In effect, this paper deals with

that extension of the new paradigm (See Chart 1 for details).

P.S.K. Murty is the Chief of Public Sector in Input-OQutput
division. The author thanks Louis David,David Leblanc,
Margot Greenberg, Duane Hayes, Gordon Johnston, and Béa
Séguin for their valuable contributions in this project.
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II Definition

In the Canadian System of National Accounts subsidies are defined as
follows: "Subsidies represent amounts contributed by governments

toward current costs of production"?

These subsidies can be classified into "producer subsidies" and
"consumer subsidies." Producer subsidies are those which are usually
given to industries to encourage production, to assist them from
special difficulties (e.g. railway subsidies under National
Transportation Act), to protect the producer against a decline in
prices (e.g. Canadian Dairy Commission payments), and to support
activities which are regarded as normally desirable (e.g. Canadian
Broadcasting Corporation). Consumer subsidies are those that are
usually paid to industries to offset losses arising from lower prices

to consumers.'

In both categories, the common factor is that the payments represent
amounts contributed by governments toward current costs of production.
This definition is consistent with the United Nations definition which
states that subsidies are government grants on current account to
business establishments (both incorporated and unincorporated) to

compensate them for "losses resulting from the price policies of

National Income and Expenditure Accounts, Volume 3. A
guide to the National Income and Expenditure Accounts,
Definitions-Concepts-Sources-Methods, Catalogue I3. B543%E
Occasional, Satistics Canada, Ottawa, B 77
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government . "’

In the context of the above definition, it is obvious that the
industries which receive subsidies are supposed to sell their
commodities cheaper to consumers as some of the costs are borne by the
government in the form of subsidies. In other words, the payment of
subsidy to industries is tantamount to sharing the production costs of
the industries concerned, so that the prices fixed by those industries
would be lower to the extent of those subsidies. It follows, then,
that if the government does not give the subsidies to industries, the

production costs and also sale prices would be that much higher.

In the Input-Output Accounts, subsidies are allocated to industries
but not to commodities. For this proposed extension, they should be
classified into commodity subsidies and noncommodity subsidies. The
commodity subsidies are those that are associated with specific
commodities. Examples of this category are: subsidies given to milk
producers, Canada Post Corporation, Canadian Broadcasting Corporation,

etc.

‘ United Nations "National Income Statistics: Main Aggregate
and Detailed Tables, 1984, New York, PXVI.
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In contrast, non-commodity subsidies are not associated with specific
commodities and the industries which received them can offset their
total operating costs irrespective of the level of prices paid for
input-commodities or prices received for outputcommodities. There is
no relationship between subsidies and commodity prices paid or
received in this case. Examples of this category are: subsidies given
to industries to train workers, to give relief for disasters or
drought, to offset high interest costs, etc. Thus, the purchaser price
values of commodities have no relationship to the level of

non-commodity subsidies.

Commodity subsidies, however, can be related to purchaser price values
as the purpose of such subsidies is to reduce the level of prices of
commodities produced by the receiving industries. These commodity
subsidies can be expressed as rates to purchaser price values in the
same way as commodity indirect taxes. As the commodities produced by
industries and their values are known from the Input-Output Accounts,
it could be assumed that industries are using subsidies as a deduction
to their original prices and selling at lower prices. Based on this
assumption, commodity subsidies could be prorated to all commodities
produced by the industries concerned. In cases, where actual data of
subsidies are available, they should be used to replace the estimates

of the proration method.



Thus, commodity subsidies could be allocated to the relevant
commodities of the industries concerned. These data could then be

incorporated into the extended paradigm as follows:

Commodity

Industry and Final Demand Purchaser Price value Commodity Subsidy
Category

Rate of Commodity to Purchaser Price Values= Commodity Subsity x 100
Purchaser Price Values

As already mentioned, commodity subsidies are supposed to reduce
purchaser prices or market prices. Based on the rate of commodity
subsidy to purchaser prices calculated in this extension, one could
estimate the commodity prices before reducing them by subsidies. In
other words, the purchaser price values would be increased by adding
the relevant estimated amount of subsidy. Then, the producer prices

before deducting subsidies can be calculated as follows:



(L) + (9) = (g) - (2) = () + (g) =
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The last column "net price after deducting overall indirect taxes and
after adding commodity subsidy" represents the price that producers

fix for the commodity concerned.

The three extensions mentioned above are presented in Chart 1.

Chart 1: New Paradigm and Three Extensions

New Paradigm
To analyze Commodity Indirect Taxes

Extensions
First Extension Second Extension Third Extension
To allocate Non-Commodity To allocate Commodity To classify subsidies
Indirect Texes to Output- Taxes of Input- into Commodity and
Commodities of Paying Commodities such as Non-Commodity
Industries and Final gasoline to Output- categories
Demand Categories Commodities

To Allocate Commodity
Subsidies to Output-
Commodities

III METHOD OF IDENTIFYING COMMODITY SUBSIDIES

A. FEDERAL
The basic source of information for the federal subsidies is the
Public Accounts of Canada. The subsidy programs are reviewed and
assigned to I/O industries. These programs are further analyzed and
classified to commodity and non-commodity types. The commodity
subsidies are allocated to specific commodities produced by the
industries concerned based on the definition mentioned in section I of

this paper.



This exercise is completed for fiscal years 1987-88 and 1988-89. This
analysis is then converted to calendar year values by a ratio derived

from the quarterly subsidy data of (PID).

Calendar year federal subsidy totals for 1986 and 1987 are benchmarked
in the I/O Division to only include the subsidies as defined by SNA.
The 1988 and 1989 subsidy values given by I/E in their publication is
not benchmarked by I/O. An analysis of ~4 content by I/O0 must be made
to exclude items such as capital assistance which do not conform to

SNA concepts of subsidies.

The value of capital assistance for 1989 is estimated since the
1989-907 Public Accounts of Canada are not available. The commodity
subsidies for 1989 are estimated using the distribution to industry

and commodity of 1987.

The industry and commodity allocation of subsidies are completed using
only the basic source information of the Public Accounts of Canada and
reports from Supply and Services Canada. No additional information is

requested from the data supplier due to time constraints.



B. Provincial

The provincial subsidies information is taken from data supplied in

the Public Accounts of each province. As is the case for federal

subsidies, provincial subsidies are reviewed and assied to an I/0
industry. These subsidies are further classified to either commodity
or non-commodity. The commodity subsidies are allocated to specific
commodities produced by industry concerned based on the definition

mentioned earlier.

The data for the 1987-88 and 1988-89 fiscal year are taken from the

various provincial Public Accounts. The fiscal values are converted to

calendar year by using ratios derived from quarterly information
available from the (PID). The calendar year subsidy totals of I/E for
1986 and 1987 are benchmark totals given by-I/0O. The 1988 and 1989
subsidy totals of I/E are not benchmarked. For 1988 I/0 must analyze
this total as to its content and exclude any items that are not
subsidies according to SNA concepts (eg. capital assistance). The
adjustment to the 1989 subsidy total is estimated based on 1987. The
commodity subsidies are also estimated based on the 1987 industry and
commodity subsidy distribution.

The procedure of allocating the subsidies to the proper industry and
commodity is completed with only the use of source information. No

additional information is requested due to time constraints



. Mnnicigal

The basic data source for municipal subsidies is the Public
Institutions Division (PID). They are transportation and utility

subsidies and hence they are commodity specific.

These subsidies are then allocated to the appropriate commodity that

is produced by the industry concerned.

IV Sunmmarx

Based upon the above described procedures, we have identified
subsidies for the commodities as shown in table TI. This table gives
subsidies by commodity for each level of government. The percentages
of commodity and non-commodity subsidies to total subsidies are also
shown in this table. The majority of both federal (95%) and municipal
subsidies (100%) are classified as commodity subsidies. On the other
hand, the majority of provincial subsidies (95%) are classified to
noncommodity subsidies. The lack of better detail for provincial
government subsidies is most likely the cause of this discrepancy.
Additional research and information is needed to improve the accuracy

of the allocation of provincial subsidies to commodities.

Table II gives a summary of total government subsidies. In this table
the total columns from table III are shown in timeseries format from
1986 to 1989. In all years, over 50% of total government subsidies are

coded to commodity subsidies.
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