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CONSUMER TAXES AND SUBSIDIES
ILLUSTRATIVE COMPILATIONS FOR AUSTRALIA

Introduction

1. As foreshadowed at the September 1998 meeting of national accounts experts, the Australian Bureau
of Statistics (ABS) has compiled an illustrative satellite account for taxes and subsidies, based on a
proposal put forward by Anne Harrison for discussion at that meeting.

2. By doing the experimental recompilations, we aimed to:

- understand the data and auxiliary assumptions required to implement the proposal

- gauge the effect of the alternative treatment on key national accounting aggregates

- assess the degree to which the satellite presentation of taxes and subsidies is more informative,
intuitive or transparent than the SNA93 presentation.

3. The ABS has (or, with a modicum of additional effort, could compile) the estimates of subsidies and
taxes dissected by institutional sector that are required to implement the proposed alternative treatment.
To reap the full presentational benefits of the satellite account, however, we would need to compile
sectoral supply-use tables and production accounts and, perhaps, a set of accounts for NPISHes.
Developing these accounts is on the ABS’s research program.

4. The taxes and subsidies whose treatment is altered by the proposal are fairly large in Australia.  In the
late 1990s, total taxes on products and production were equivalent to around 13 per cent of GDP; and
total subsidies were around 1.3 per cent.  Some national and sectoral aggregates in the satellite account
are appreciably different from their SNA93 equivalents.  The proposed new aggregate "GDP at
production cost" is around 4 per cent lower than GDP at market prices shown in the SNA93 tables.

5. Although our main aim has been to undertake a trial implementation of the Harrison proposal --rather
than re-entering the conceptual debates that occurred at the September 1998 meeting-- we conclude
with some observations about the transparency of the two presentations.  In the ABS’s view, the
Harrison presentation would have the considerable merit of helping analysts understand two reforms of
the Australian public sector, namely the introduction of a goods and services tax and the adoption of a
purchaser-provider model for the delivery of government services.

Overview of the Satellite Account Proposal

6. SNA93 does not recognise consumer subsidies or taxes on consumption.

Taxes on products are bundled together with other taxes on production.

Harrison (1998) argues that associating taxes on products with consumption and the other
categories of final demand would better accord with an economic understanding of the taxes’ aims
and effects.  Moreover, the effects on national accounting aggregates of changing the level or mix
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of taxes may be counterintuitive.  For example, if a value added tax (VAT) is introduced (or
increased) then GDP increases, even if this is matched by a dollar-for-dollar fall in income tax.

When government pays a  "large" subsidy (covering the bulk of the costs) so that an enterprise will
produce some good or service, the activity is deemed to be non-market production, the enterprise is
classified to the general government sector, and the value of output is estimated as the sum of costs.
When government pays a "small" subsidy, the enterprise is classified to one of the non-general-
government institutional sectors, and the market price is recorded as the value of output.

Harrison argues that the borderline between small and large subsidies in unclear.  Also, the effects
on national accounting aggregates of changing the amount of a subsidy are ambiguous, as they
depend on whether the subsidy is small or large.  The effects of a subsidy’s crossing the borderline
between large and small are counterintuitive.

7. Harrison proposes a satellite account to display subsidies and taxes more transparently.  The core
accounts of SNA93 are left intact; a set of auxiliary accounts is compiled for the nation and for
institutional sectors.  Although all categories of final and intermediate demand may be affected by the
proposal, the greatest interest centres on subsidies and those taxes relating to consumption -- and the
changes to the layout of the accounts are most visible in their presentation of consumption.  For
example:

VAT and other taxes on products relating to consumption are presented as "Taxes on
consumption".

Subsidies on production are presented under "Collective consumption" (specifically, that
component of collective consumption that general government purchases from enterprises).
Subsidies on products are presented under "Individual consumption".

An Illustrative Recompilation for Australia

8. The proposed alternative treatment of taxes and subsidies has greatest effects on the layout of the
income / use of income and the production accounts (although the proposed satellite suite also includes
the other accounts).  The ABS does not yet compile a production account dissected by institutional
sector.  Thus we have compiled an illustrative income account.  Also, the ABS does not yet compile
any separate sectoral accounts for non-profit institutions serving households -- thus, in our illustrative
compilation, NPISHes are combined with the households sector.

9. Attachment 1 shows an income account compiled according to SNA93.  Attachment 2 shows a
recompilation according to the proposed alternative treatment.  The figures reflect the relative sizes of
Australian aggregates in the late 1990s.  The income account published in the annual Australian
System of National Accounts (ABS Cat. no. 5204.0) shows more detail than is shown in the
attachments.  For clarity, the presentation has been simplified -- all data have been rounded, some
aggregates have been amalgamated, and some minor items have been set to zero.  Some dissections
required to implement the proposal were not readily obtainable from our datasets and have been
estimated fairly roughly for this illustration.

Effects of the proposal:  (1)  Presentation of taxes

10. Table 1 displays the taxes that are recognised in the SNA93 and satellite account presentations.

11. The major change introduced by the satellite account is the regrouping of items into the new
aggregates "Taxes on production" and "Taxes on consumption".



STD/NA(99)25

4

Table 1:  Presentation of Taxes in SNA93 and the Proposed Satellite Account (1)

SNA93 Presentation

Non-financial
corporations

Financial
corporations

General
government

Households

Taxes on production -17,000 -4,000 25,000 -4,000

VAT and other taxes on products -19,000 0 47,000 -28,000

Current taxes on income, wealth, etc. -15,500 -6,500 89,000 -67,000

Satellite Account Presentation

Non-
financial

corporations

Financial
corporations

General
government

Households

Taxes on producers -36,000 -4,000 44,000 -4,000

Taxes on consumption 28,000 -28,000

Current taxes on income, wealth, etc -15,500 -6,500 89,000 -67,000

(1)  Taxes are shown in $A million and with a "receivables" orientation (positive entries for general
government and negative entries for the taxpaying sectors).

Effects of the proposal:  (2) Presentation of subsidies and consumption

12. Table 2 displays the subsidies and consumption aggregates that are recognised in the SNA93 and
satellite account presentations.

13. The major change introduced by the satellite account is the regrouping of items into the new
aggregates "Collective consumption" and "Individual consumption".  A new concept of "Total final
consumption at production cost" is also introduced.
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Table 2:  Presentation of Subsidies and Consumption in SNA93 and the Proposed Satellite Account(1)

SNA93 Presentation

Non-financial
corporations

Financial
corporations

General
government

Households

Subsidies --

Subsidies on production 3,500

Subsidies on products 3,500

Consumption --

Household (private) consumption 330,000

Transfers of individual non-
market goods and services

50,000

Actual collective consumption 55,000

Total final consumption
expenditure

105,000 330,000

Satellite Account Presentation

Non-
financial

corporations

Financial
corporations

General
government

Households

Collective consumption --

Own production 55,000

Purchased from enterprises 3,500 (2)

Total collective consumption 58,500

Individual consumption --

Own production 50,000

Purchased from enterprises 3,500 (3) 302,000

Total individual consumption 53,500 302,000

Taxes payable on consumption 28,000 (4)

Total consumption at market
prices

112,000 330,000

Total consumption at production
cost

112,000 302,000

(1)   All figures are in $A million.
(2)   Corresponds to $3.5 billion in subsidies on production.
(3)   Corresponds to $3.5 billion in subsidies on products.
(4)   Corresponds to $28 billion that households pay as VAT and other taxes on products.
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Effects of the proposal:  (3) Presentation of "GDP at production cost"

14. When articulated through all the accounts, the Harrison proposal results in a new family of aggregates
(including GDP) at production cost.

15. In our illustrative satellite account, the new aggregate "GDP at production cost" is $21 billion less than
GDP at market prices shown in the SNA93 presentation.  The difference is equal to:

(Taxes less subsidies on production and products =$65 billion)
less (Taxes on producers =$44 billion )

or (as we have assumed for simplicity that consumption is the only category of final demand on which
taxes on products fall):

(Taxes on consumption =$28 billion )
less (Subsidies on production and products =$7 billion )

The difference is equivalent to a little under 4 per cent of GDP; although some of our data have been
estimated rather roughly, this may be of the right order of magnitude.

Usefulness of the Satellite Account Presentation

16. At the September 1998 meeting, there was a measure of support for the proposed alternative treatment
of taxes and subsidies.  Some participants raised concerns such as:  the potential for obscuring
institutional differences in arrangements for taxation, subsidy and service delivery; the implied change
to the concept of "producer prices";  the need to take account of consumer subsidies that accrue to
foreigners; and the need to articulate the proposal through to volume measures.  Here, we address just
the concerns about transparency of the satellite account presentation.

17. Presentation of shifts in service delivery.  In recent years, central and State governments in Australia
have progressively introduced new models for delivering services.  One of them, the purchaser-
provider model, envisages that the government department finances a service and that another unit --
sometimes in the public sector, sometimes a private firm-- undertakes to provide the service at a
negotiated price.  Under previous arrangements, a general subsidy may have been provided to the
enterprise responsible for providing the service to the public.  Although there may be concomitant
changes in the quantum or characteristics of the services, the primary aims of the changed arrangement
are to make costs more transparent and to increase efficiency.  In the ABS’s view, displaying own-
production and purchased-from-enterprises consumption aggregates, as proposed by Anne Harrison
would help analysts track the changes.

Table 3:  Effects of Shifts in Service Delivery Under the Proposed Satellite Account

General government

Collective consumption --
Own production Ç
Purchased from enterprises Æ
Total collective consumption unchanged

Individual consumption --
Own production Ç
Purchased from enterprises Æ
Total individual consumption unchanged

Total consumption at production cost unchanged
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18. As indicated in Table 3, total consumption at production cost --and consequently GDP at production
cost-- is not altered by the change in service delivery.  However, GDP at market prices shown in the
SNA93 presentation would increase, even though the same services are still being delivered.

19. Presentation of shifts in the taxation mix.  During 1999 and 2000, the Australian taxation system is
being overhauled.  A goods and services tax (GST) is being introduced, income tax rates are being
reduced and other taxes on production and products are being abolished, reduced or reformed.
Although there may be some incidental change to total taxation revenue, the focus of reform is on
changing the mix of taxation.  In the ABS’s view, displaying the clusters of "Taxes on producers" and
"Taxes on consumption" as proposed by Anne Harrison would help analysts to track the changes.

Table 4:  Effects of Shifts in Taxation Mix Under the Proposed Satellite Account

Non-
financial

corporation
s

Financial
corporation

s

Households
(including

unincorpora
ted

enterprises
and

NPISHes)

All sectors,
other than

general
government

Taxes on producers --
Taxes on production Ç Ç Ç Ç
Taxes on products borne by
producers

Ç Ç Ç Ç

Total taxes on producers Ç Ç Ç Ç
Taxes on consumption--
GST Æ Æ
Other taxes on products
borne by consumers

Ç Ç Ç Ç

Total taxes on consumption Ç Ç Æ
Current taxes on income,
wealth, etc.

Ç Ç Ç Ç

Total taxation Ç Ç Æ unchanged

20. Entries along the lines shown in Table 4 would be consistent with the impacts that many analysts
would expect to see.  Under an SNA93 presentation, however, the increased taxes payable by
households as a result of introducing the GST would not be directly visible in the household income
account.

21. Furthermore, under the alternative presentation, GDP at production cost would fall as a result of the
reduction in taxes on producers, which are a cost of production.  On the other hand, under an SNA93
presentation, there would be an increase in GDP at market prices associated with the switch in the tax
mix from taxes on income to taxes on products.  This result would seem counter-intuitive to many
analysts.

22. The ABS sees merit in using the alternative presentation proposed by Harrison (as a supplement to the
SNA93 presentation) when tracking the changes in taxes and other national accounting aggregates as
the new taxation system is introduced.
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Issues for Discussion

1. At the September 1998 meeting of national accounts experts, it was suggested that (contrary to ABS
experience) the proposed satellite account could obscure analyses of differences or changes in the
institutional arrangements for taxation and service provision.  What analyses might be hindered?

2. Have any other agencies designed, compiled or planned any alternative presentations of consumer
taxes and subsidies?
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Attachment 1

Income and Use of Income Account, Australia -- SNA93 View (1)

Non-financial
corporations

Financial
corporations

General
government Households NATIONAL

GDP at market prices 556000

Income
Compensation of employees 265000 265000
Gross operating surplus 105000 11000 11000 44000 171000
Gross mixed income 55000 55000
Total factor income 105000 11000 11000 364000 491000
Taxes receivable on production 25000 25000

Taxes less subsidies on production 21500 21500

Value-added tax receivable 0 0

Other taxes receivable on products 47000 47000

Total taxes receivable on products 47000 47000
Taxes less subsidies on products 43500 43500

Property income receivable 11000 66000 11000 55000
Net income receivable from non-residents -20000

Current taxes receivable on income, wealth, etc. 92000
Other income receivable 3000 21000 1500 80000

Gross income 119000 98000 187500 499000 536000

Non-financial 
corporations

Financial 
corporations

General 
government Households NATIONAL

Use of income
Subsidies payable on production 3500 3500
Subsidies payable on products 3500 3500
Property income payable 51000 64000 21000 31000
Current taxes payable on income, wealth, etc. 15500 6500 67000
Other income payable 5000 21000 59500 19000

Non-market goods and services acquired on 
behalf of individuals 50000

Actual collective consumption 55000

Final consumption expenditure 105000 330000 435000
Net saving 6500 1500 -15000 19000 12000
Consumption of fixed capital 41000 5000 10000 33000 89000

Use of gross income 119000 98000 187500 499000 536000

(1)  All figures are in $A million. For clarity, the presentation has been simplified -- all data have been rounded, some
aggregates have been amalgamated, and some minor items have been set to zero.
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Attachment 2

Income and Use of Income Account, Australia -- Satellite Account View(1)

Non-financial 
corporations

Financial 
corporations

General 
government Households NATIONAL

GDP at production cost 535000

Income
Compensation of employees 265000 265000
Gross operating surplus 105000 11000 11000 44000 171000
Gross mixed income 55000 55000
Total factor income 105000 11000 11000 364000 491000
Taxes receivable on producers 44000 44000
Taxes receivable on consumption 28000 28000

Property income receivable 11000 66000 11000 55000
Net income receivable from non-residents -20000

Current taxes receivable on income, wealth, etc. 92000
Other income receivable 3000 21000 1500 80000

Gross income 119000 98000 187500 499000 543000

Non-financial 
corporations

Financial 
corporations

General 
government Households NATIONAL

Use of income
Property income payable 51000 64000 21000 31000
Current taxes payable on income, wealth, etc. 15500 6500 67000
Other income payable 5000 21000 59500 19000

Collective consumption - own production 55000 55000

Collective consumption - purchased from 
enterprises at production cost 3500 3500

Total collective consumption at production cost 58500 58500

Individual consumption - own production 50000 50000

Individual consumption - purchased from 
enterprises at production cost 3500 302000 305500

Total individual consumption at production cost 53500 302000 355500

Taxes payable on consumption 28000  

Total final consumption expenditure at market 
prices 112000 330000 442000
Net saving 6500 1500 -15000 19000 12000
Consumption of fixed capital 41000 5000 10000 33000 89000

Use of gross income 119000 98000 187500 499000 543000

(1)  All figures are in $A million.


