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CONSUMPTION SUBSIDIES IN INTERNATIONAL ACCOUNTS SYSTEMS

(by Bernard CARALP - Planistat Europe)

1. Background in brief (SNA review)

1. Two key questions have been at the heart of the debates on consumption subsidies:

→ which subsidies can be considered to be consumption subsidies?

→ how should consumption subsidies be treated from an accounting point of view?

2. This concept also brings into sharp focus the underlying question of the criteria to be used for
allocating subsidies;  should subsidies be reported in the accounts of the recipient or beneficiary
party?  The response to this question will have an impact on the way in which movements are
assessed and treated, a prerequisite being to identify the true beneficiary.

3. In 1983, J.C. Roman [3] put forward a definition of consumption subsidies which resides in the
beneficiary principle as opposed to the recipient principle generally applied due to the difficulty in
clearly identifying the beneficiary:

"Consumption subsidies comprise all transfers to market producers in order to

1) Finance the production of goods and services which are granted personally to households
and which are intended to relieve households of the financial burden created by the
appearance, or existence, of certain risks or needs, or

2) Ensure that a specific category of households benefits from a price reduction specially
granted to them."

4. He proposed that such subsidies should be treated as individual consumption expenditures by
general government in the SNA 93, a concept introduced in the ESA 95 and SNA 93.

5. This approach raises the tricky problem of identifying the boundary between subsidies (current
transfers paid1 to producer units) and current transfers paid to households as consumers (which
could be social benefits or miscellaneous current transfers outside the social field).  The importance
of this breakdown is clear, given the impact on aggregates such as final consumption by households
and GDP.  Treating subsidies as individual consumption expenditure by general government
increases GDP;  benefits and transfers will effectively increase households’ disposable income, and
accordingly household consumption and GDP at market prices.  Moreover, by removing
consumption subsidies from the subsidies item (D.3), this method will reduce the item to what are
commonly referred to as "subsidies for purely economic reasons".

                                                     
1 The term "paid" may be considered inappropriate.  Subsidies on products are not paid directly to producer units

(valuation at basic price). They are not shown in sectoral accounts, only in accounts for the economy as a whole.
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6. In July 1985, during the "Community National Accounts Working Party", several participants
suggested treating certain consumption subsidies as "welfare benefits".  The transfers, which could
either be treated as social benefits or as miscellaneous current transfers, required criteria to be
defined to enable certain transfers to producer units as having been made "on behalf of"
households.

7. At the 1987 "SNA Expert Group Meeting on the Household Sector", several experts considered that
treating these subsidies as social benefits constituted unjustified manipulation of market prices of
goods and services consumed, at least in the main accounts.  It is true that at the time, no clear
distinction was made between consumption expenditure and actual consumption and that the
experts feared that such benefits would inflate households’ disposable income and their
consumption expenditure.

8. The debate was reopened in December 89 following events in Eastern Europe.  This prompted the
question of how the revised SNA could be applied to the countries concerned.  In a planned
economy, the distinction between general government and enterprises is far more vague.  The
general government make substantial transfers to enterprises to allow their prices to undercut
production costs in respect of certain goods and services.  In terms of the SNA, this is viewed as
heavily subsidized production (and consumption).  Experts of these countries were not really in
favour of applying any specific treatment to consumption subsidies.  They considered that prices
actually paid determine consumer behaviour and they expected the problem to disappear of its own
accord with a rapid transition to a market economy.

9. In December 1990, during the "SNA Expert Group Meeting", the issue was raised once again.
Several experts favoured the idea of certain subsidies (to be identified) on goods and services
intended for final consumption being treated as general government consumption expenditure in
the revised SNA, with others continuing to be treated as subsidies in the strict sense.

10. In April 1991, however, the Expert Group could not come up with a definition which would clearly
pinpoint which subsidies should or should not be encompassed by a consumption subsidies item.

11. As the problems of identifying and defining consumption subsidies remained unresolved, the
Group decided not to change the treatment of subsidies in the revised SNA.

12. Many members of the Expert Group, particularly those concerned with the international
comparability aspect [2], were embarrassed by this decision to abandon the concept.

13. Aside from these overall discussions, certain literature ([1], [7]) points to the intensity of the
problem, particularly in the former Central European countries where this type of subsidy is
widespread. These items focus on raising the problem, essentially by virtually mirroring the line of
argument outlined earlier, without making any further contribution towards identifying a solution.
They also recall the importance of the treatment adopted for GDP comparability and income
distribution, stressing that the effect of these subsidies to smooth income distribution varies a great
deal depending on the type of subsidy involved (housing2 or non-housing).

                                                     
2 The example of housing raises a crucial question.  If the criteria adopted in the SNA 93 and ESA 95 to

distinguish between market and non-market producers were actually applied, would this not be sufficient to
eliminate certain payments made by general government from the (consumption) subsidies field, given that, by
agreement, any subsidy on products only relates to market production in respect of own final use?
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2. What the ESA 95 allows

14. The few years’ interval between the SNA and ESA reviews has enabled the experts responsible for
the new ESA 95 [5] to be slightly more explicit on this issue.

15. First and foremost, it should be noted that no clear, precise definition of consumption subsidies has
attracted unanimous acceptance, even though there is consensus for considering certain payments
made by a general government unit to producer units in order to lower the price of certain goods
and services consumed by certain household categories, as consumption subsidies.

16. The ESA 95 defines subsidies as follows:

"Subsidies (D.3) are current unrequited payments which general government or the
Institutions of the European Union make to resident producers, with the objective of
influencing their levels of production, the prices or the remuneration of the factors of
production ..."

17. The ESA 95 identifies two types of subsidy:

→ subsidies on products (D.31) which are paid per unit of item or service produced or
imported;

→ other subsidies on production (D.39) concerning production factors (subsidies on payroll,
work force, to reduce pollution and for interest relief).

18. Only payments made by general government to market producer categorised as subsidies on
products can qualify for consideration as consumption subsidies;  payments classified as other
subsidies on production being disproportionate to the quantities produced or imported.

19. In order to create uniformity between the differences in treatment between the Member States prior
to revising the ESA 95, the GNP Committee considered the following two situations:

→ in Denmark, with regard to subsidies paid by the State to producers of pharmaceutical
products, orthopaedic equipment, doctors, dentists and other health service providers.  These
payments were considered as general government consumption expenditure.  As for housing
subsidies, these were treated as household transfers;

→ in France, with regard to public transport.  Subsidies granted to enterprises to enable them to
lower charges for certain user categories were treated as social benefits or miscellaneous
current household transfers, according to the case in point.

20. Following deliberation by the GNP Committee, the ESA 95 advises

→ to exclude from subsidies (paragraph 4.38j)

"Payments made by general government to market producers to pay entirely, or in
part, for goods and services that those market producers provide directly and
individually to households in the context of social risks or needs, and to which the
households have a legally established right.  These payments are included in individual
consumption expenditure by general government (P.31) and subsequently in social
benefits in kind (D.631) and actual individual consumption of households(P.41);
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→ To consider as other social benefits in kind (D.6312) (paragraph 4.105)

"… social transfers in kind, except reimbursements, made by social security funds to
households. Most of other social security benefits in kind are likely to consist of
medical or dental treatments, surgery, hospital accommodation, spectacles or contact
lenses, medical appliances or equipment, and similar goods or services in the context
of social risks or needs.  The service is provided directly to the beneficiaries, without
reimbursement, by market or non-market producers and should be valued accordingly.
Any payments made by the householders themselves should be deducted."

→ To consider as social assistance benefits in kind (D.6313) (paragraph 4.105)

" … transfers in kind provided to households by government units or NPISHs that are
similar in nature to social security benefits in kind but are not provided in the context
of a social insurance scheme.  Are included, if not covered by a social insurance
scheme, social housing, dwelling allowance, day nurseries, professional training,
reductions on transport prices (provided that there is a social purpose), and similar
goods and services in the context of social risks or needs.  Any payments made by the
householders themselves should be deducted."

21. Hence, within the context of protecting against certain social risks and needs, the ESA 95
accepts that there are alternative ways of treating subsidies, and on this point is more precise
than the SNA 93.  It involves treating goods or services purchased, in whole or in part, from a
market producer by a general government unit or a NPISH such that they can be offered to
households at a reduced price to cover social risks and needs, as social benefits in kind (D.631).

→ to consider as miscellaneous current transfers (D.75) (paragraph 4.139h)

"current transfers from general government to households in their capacity as
consumers, if not recorded as social benefits."

22. The ESA 95 effectively clarifies the way in which certain consumption subsidies should be
treated where an individual social benefit can be identified (paragraph 4.38j).

23. Although this clarification undoubtedly makes a significant contribution to dealing with the
problem in question, consideration must, nevertheless, be extended to take account of the full
area encompassed by the consumption subsidies concept.  How should payments made by the
general government to market producers in order to fund goods and services which they supply
to households outside the social field be treated (e.g. funding by a municipality for the exclusive
benefit of local residents for recreational, cultural or sports facilities)?  Should this be viewed as
a transaction on their behalf and paragraph 4.139h applied accordingly?  As a general rule,
however, the ESA and SNA as they currently stand do not provide for any special treatment to
apply to such instances.

3. The issue

24. The issue can be summed up as follows:

Although the SNA 93 and ESA 95 go some way towards providing a response where a
payment by an authority pursues a social objective with regard to specific consumer
groups, they do not put forward any special method of treatment where the payment in
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question could have several recipients (e.g. a global subsidy to a market producer from
which consumers only benefit from one element;  the payment as a whole is treated as a
subsidy paid to the market producer).

25. To initiate thought on consumption subsidies, an initial "classification" of subsidies usually
encompassed by this term (payments which individually benefit to final consumers) appears
essential to this consideration. In terms of this type of subsidy, the underlying idea is to make a
"true" or "false" distinction and thus help to clarify what are subsidies, consumption subsidies
and social benefits.

26. At least two main subsidy categories can be identified:

→ payments for market activities intended for certain household categories with particular
social needs.  For this group, treatment as social benefits in kind (i.e. beyond the scope of
subsidies) is clearly indicated in the SNA 93 and ESA 95.

the aim is to give households access to certain types of service or activity despite their
social circumstances.  A typical example is reduced transport fares for large families;  the
general government subsidizes the transport company, thus enabling the company to
implement price discounts to benefit certain user categories (large families, senior citizens,
the unemployed).

27. Example of a reduced fare (10% discount) for large families:

Transport company General Government Households

Production account

Production:  100

Use of disposable income account Use of disposable income account

Individual
consumption
expenditure:  10

Final
consumption
expenditure:  90

Redistribution of income in kind
account

Redistribution of income in kind
account

Social transfers
in kind:  10

Social transfers
in kind:  10

Use of adjusted disposable income
account

Actual final
consumption:
100

28. In practice, however, it is not always easy to identify this type of subsidy. A rail company may use
its overall subsidy allocation not only to offer cheaper fares to certain passenger categories, but also
to cover overall projected operating losses.  In addition, some fares at preferential rates may be
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discounted purely for commercial reasons, not because they are subsidized.  Payments to be treated
as consumption subsidies only relates to discounts granted individually to certain consumer groups.

29. Another typical example of this type of subsidy are rent subsidies which may assume various
forms (direct housing support, aid to house builders, etc.) and which, in certain countries,
amount to such a percentage of the production costs that the market nature of the good or service
concerned is no longer acceptable.

→ Payments for market services intended for consumers as a whole.  For this group, it could
be asked whether it would be more appropriate to treat general government payments as
subsidies to producer units, or rather as consumption subsidies, reported in the same way as
social transfers in kind as individual consumption expenditure by general government and
actual final household consumption.

30. The aim here is to cut final-consumer charges.  However, subsidies to museums and theatres only
benefit a minority of consumers, and not necessarily the poorest.

31. This also applies to urban transport subsidies which reduce ticket prices for all travellers. In this
illustration, the analysis is slightly more subtle;  cheaper tickets will obviously benefit low-income
families because they make comparatively greater use of public transport.  This type of subsidy,
however, could also be viewed as a means of encouraging all user categories to adopt this method
of transport in order to reduce inner-city congestion and pollution.

32. In the discounted (10%) fare example, the ESA 95 text points to treatment as a subsidy on products
if the discount is given to all consumers, without any clearly identifiable social objective.  The
accounts would accordingly show the following entries:

Transport company
Production account

General government
Allocation of primary income account

Production :  100 Subsidies on
products :  -10

Households
Use of disposable income account

Total economy
Generation of income account

Final consumption
expenditure :  90

Subsidies on
products :  -10

33. Production calculated at basic price = amount received from purchaser (90) + subsidies on
products (10) = 100.

34. Production calculated at market price as perceived by the producer (producers’ price in the
ESA 79) = 90.

35. The following question sums up the problem:
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→ what criteria should be adopted to identify and incorporate in the accounts as consumption
subsidies (once a definition has been adopted) any payment made by a general government
unit to a market producer of which all consumers benefit ?

36. It has to be said that after many years spent debating the consumption subsidies concept, no
unanimous solution has been adopted.  The successive ESA and SNA reviews have enabled the
main stumbling-blocks to be identified:

→ what do we really understand by the term "consumption subsidy"?

→ what criteria should we apply in deciding that one consumption subsidy category should be
considered as opposed to another?

37. It is useful to recall the main arguments for and against treatment as consumption subsidies:

for:

1) From an economic point of view, the effect of consumption subsidies totally mirrors
the effect of collective consumption by general government or social benefits.  To
overlook this aspect is to under-estimate public economic intervention;

2) Improved evaluation of aggregates ensuring more effective international comparability.

against:

1) Household consumer decisions depend on prices actually paid3.  If payments by general
government are treated as subsidies, production, assessed at market price as perceived by
the producer (producer’s price in the ESA 79) represents the price paid by consumers.  If
the payments are treated as consumption subsidies (by analogy to social transfers),
production, assessed at market price as perceived by the producer, no longer represents
the price paid by consumers because it also encompasses the proportional amount spent
by the general government. T his longstanding argument, however, falls down with basic
price valuation, the system adopted by the ESA 95 and SNA 93.

2) In reality, can a subsidy purely be of benefit to consumers without, in part, also benefiting
producers?

3) If the way in which certain (or all) subsidies considered to be consumption subsidies are
treated involves taking them into account in market price assessments, why not treat taxes
in a similar way and evaluate consumption and production at factor costs based on the
economic theory which treats subsidies as negative taxes4?

This issue was unfortunately the main reason for abandoning the consumption subsidies
concept on reviewing the SNA.  As already outlined earlier, treating certain consumption
subsidies as social benefits is perceived by many experts as unjustified manipulation of
market prices of corresponding goods and services consumed.

                                                     
3 This argument is undermined by the introduction of the actual final consumption concept (covering aspects not

purchased by consumers) in the ESA 95 and SNA 93.

4 This argument should be viewed with caution.  A distinction must be made regarding the similarity between
taxes and subsidies with their effect on prices.  This similarity firstly presupposes that the counterpart for a
subsidy is, perforce, a tax, which is not always the case.  Secondly, this argument infers that valuation at factor
costs reflects the true economic value.
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Transportation costs, trade margins and taxes less subsidies usually mean that the
producer and purchaser of a given product have different perceptions as to its value.

In order to adhere as closely as possible to the perception held by economic operators, the
ESA and SNA report all uses at purchasers’ prices, i.e. allowing for transportation costs,
trade margins and taxes less subsidies, but report production at basic prices, which
excludes these aspects.

We can therefore see the role which subsidies play in enhancing product value and the
repercussions on prices of any change in the way such payments are treated.  If the unit
market price of a product (purchasers’ price) is 100 and the product is subsidized by 10, a
decision not to treat the payment as a subsidy but as a social transfer in kind would
increase the unit purchasers’ price to 110 (because the amount of the subsidy can no
longer be deducted or, in other words, because the amount of the subsidy to be deducted
= 0).

In addition, having reduced the subsidy item by 10, the gross value added at market
prices (and, therefore, GDP) which corresponds to the gross value added at factor costs
plus tax less subsidies will also increase by 10 (without, however, affecting the value
added at basic prices).

Further, as the social transfer in kind item has increased by 10, the higher disposable
income resulting from this new treatment will be offset by higher individual consumption
expenditure by general government, and the higher adjusted disposable income will be
offset by higher actual individual consumption by households, the savings aspect
remaining unchanged.

38. Hence, despite a general consensus on the benefit of introducing the consumption subsidies
concept, there are many points attracting disagreement and, to date, only certain tangible
instances have been able to be resolved.

39. In effect, the real question is as follows:  can the current accounting treatment methods be
considered satisfactory in terms of providing an accurate (and comparable) assessment of key
economic aggregates?

40. It may be tempting to answer "yes" to this question and consider that the consumption subsidies
issue is in some way not a "real" problem;  having found a way of treating certain specific
instances, all that needs to be done is to identify and determine those cases yet to be resolved,
without expressly introducing this concept.

41. This approach is, however, very confined and limited.  For key aggregates, the implications are
totally obscured and international comparisons, difficult.

42. This point of view is borne out in the introduction to the SNA;  the response to this question can
only be negative, more especially given the countries where the amount of consumption
subsidies (as a % of GDP) is far from negligible.

43. Appropriate treatment of these subsidies, helping to provide a more accurate and exhaustive
assessment of key aggregates, and in turn providing greater international comparability, is
necessary.  Several methods of proceeding may be contemplated, but all require changes (of
varying degrees) to be made to the current accounts systems (SNA 93 and ESA 95).
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44. The following paragraph examines a potential way forward in helping to resolve the
consumption subsidies issue.

4. A proposal for the consumption subsidies problem

45. In this section, the proposed treatment method can be fully integrated in the accounts sequences
formulated within the central framework of international reporting systems for national
accounts.

46. Based on a precise definition of consumption subsidies, the aim is to clarify the content of this
new item, primarily by re-analysing certain existing items.

47. Consumption subsidies are one of several ways in which general government can assume some
of the cost of certain goods and services consumed by households.  To this end, general
government have several options:

→ to produce such goods and services themselves and supply them free of charge (or virtually)
to households (e.g. social housing, etc.);

→ to reimburse, in whole or in part, household disbursements on such goods and services (e.g.
social security refunds, housing support, etc.);

→ to provide direct subsidies to producers to enable them to apply lower prices in respect of
certain household categories purchasing such goods and services (e.g. subsidies to rail
companies to offset reduced fares offered to certain rail-user categories, etc.)

48. Such subsidies must primarily benefit households as consumers and their effect must be similar to
that of social benefits, i.e. to alleviate the financial burden of households to purchase goods and
services enabling them to cover certain risks and needs.  However, as already mentioned in the
previous section, the boundary between subsidies, consumption subsidies and social benefits is
vague, making the problem a delicate one to resolve.

49. The prime objective of expressly reporting consumption subsidies is to enhance international
comparability, in time and space, by enabling a concept of household consumption to be defined
which does not vary in the light of institutional differences.

50. This observation results in the following paradox :  although the need and benefit of such a
concept are unanimously accepted, the express concept remains elusive and its definition subject
to controversy.  To date, it is but a "phantom concept", so to speak.

51. A proposed definition of consumption subsidies in the light of the foregoing considerations and
express introduction of this expression in the accounts would therefore seem appropriate.

 Definition

52. Consumption subsidies comprise all current transfers made by general government units to market
producer units in order to:

→ lower the price of goods and services consumed by households to protect them against
certain risks and needs which could give rise to social benefits;

→ guarantee preferential rates with regard to certain or a ll household categories.
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53. On the second point, which may correspond to payments which do not have any directly
identifiable social purpose, there is an alternative:  either the payment must allow preferential rates
to be offered to only certain household categories, or the payment can encompass all households.
The views of the working party are sought in this regard.

b) Treatment

54. The consumption subsidies concept in the ESA 95 accounts sequence would be introduced in the
Redistribution of income in kind account.

55. The consumption subsidies concept encompasses certain social benefits in kind (implemented
via a market producer) and consumption subsidies other than social benefits in kind.

56. The Redistribution of income in kind account reflects a broader assessment of household income
by incorporating movements which correspond to social transfers in kind.  It facilitates transition
from the disposable income to the adjusted disposable income concept.

57. The treatment of consumption subsidies involves several parties :  the general government
(which grants the subsidies), the households (which benefit) and the producer units (which
collect and pass the subsidies on to consumers).

58. These would be reported:

→ as resources in the household redistribution of income in kind account;

→ as uses in the general government redistribution of income in kind account.

59. The accounts would accordingly be structured as follows:

Redistribution of income in kind account

Households sector General government sector

Uses Resources Uses Resources
Disposable income Disposable income

Consumption subsidies
other than social
benefits in kind

Consumption subsidies
other than social
benefits in kind

Social benefits in kind Social benefits in kind

Adjusted disposable
income

Adjusted disposable
income

60. Finally, the "Consumption subsidies other than social benefits in kind" item would have to be
reported as a new subdivision of the "Social transfers in kind" item (D.63).

61. Social transfers in kind would encompass:

→ D.631:  "Social benefits in kind";

→ D.632:  "Transfers of individual non-market goods or services";

→ D.633:  "Consumption subsidies other than social benefits in kind".
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62. If there is a requirement to reconstitute the "consumption subsidies" concept as a whole, it will
accordingly be found under the following items:

→ part of D.6312:  "Other social security benefits in kind";

→ part of D.6313:  "Social assistance benefits in kind;

→ D.633:  "Consumption subsidies other than social benefits in kind".

c) Implications

63. The ESA 95 section relating to social transfers in kind (D.63) would need to be reviewed to allow
for introducing the consumption subsidies concept.  These changes would require the introduction
of a new non-social item.

64. Consequently, total consumption subsidies other than social benefits in kind + social benefits in
kind would accordingly exceed the old D.63 item, Social transfers in kind.

65. The classification of distributive transaction would need to be changed. In total economy terms,
this would increase GDP but leave savings unchanged.  The increase in disposable income would
be offset by the increase in individual consumption expenditure by general government, and the
higher adjusted disposable income would be offset by higher actual individual consumption by
households.
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