
Environmental activists, 
and certain political 

parties, maintain that 

the Canadian oil 
industry is heavily 

subsidized.1 Is this 
statement true? And 

what exactly is meant 

by “subsidies”? 
According to the 

International Energy 
Agency, fossil fuel 

subsidies in the world 

usually take the form 
of consumption 

subsidies. These 
subsidies totalled 

US$409 billion in 2010, 

and led to lower gas 
prices at the pump and 

to lower prices for 

natural gas as well as 
for electricity produced 

from fossil fuels.2 
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Fossil-fuel consumption subsidies are gen-
erally found in countries with a non-
negligible share of the world's oil and nat-
ural gas producers (Iran, Saudi Arabia, 
Russia, Venezuela) for the purpose of keep-
ing prices below their market levels. 
 
In Canada, there are no fossil-fuel con-
sumption subsidies.3 On the contrary, the 
use of these energy sources is systematic-
ally taxed, which discourages their con-
sumption, the opposite of a subsidy's effect. 
In 2012, gasoline taxes in Canada averaged 
39.3 cents per litre, representing approxi-
mately 31% of the pump price.4 Federal 
excise taxes on fuel totalled $5.4 billion a 
year, while provincial taxes amounted to 
$8.3 billion. As a result, each Canadian 
pays an average of $395 a year in taxes re-
lated to fuel consumption.5 
 
Production Subsidies and  
Tax Expenditures 
 
The website of the Global Subsidies Initia-
tive estimates that total fossil-fuel produc-
tion subsidies around the world are on the 
order of $100 billion a year, far less than 
total consumption subsidies.6 According to 

a 2010 study carried out by this organiza-
tion, the federal and provincial govern-
ments subsidized the oil industry to the 
tune of $2.8 billion in 2009, the federal 
government's share being $1.4 billion.7 It is 
this contested study8 that is the main 
source of the claim that the Canadian oil 
industry is heavily subsidized. 
 
A subsidy, as commonly understood, refers 
to government financial support paid out 
to an individual, a business or an organiza-
tion in order to promote a certain activity. 
The payment can take the form of a direct 
expense, entailing actual spending on the 
part of the government, or a tax expendi-
ture, meaning an amount of tax that would 
normally be due but is not collected. 
 
In order to sketch an accurate picture of 
the situation, it is essential to verify which 
expenditures, be they direct or tax expendi-
tures, constitute actual production subsidies. 
Indeed, the Global Subsidies Initiative 
study considers a whole series of programs 
to be subsidies that, for various reasons, are 
not (see the annex on the MEI's website for 
details regarding the programs and 
amounts mentioned). 

This Economic Note was prepared by Youri Chassin, an economist with the MEI 
who holds a master's degree in economics (Université de Montréal). 

 



Tax Treatment Adapted to Natural  
Resources Development 
 
There are two tax expenditure programs 
that can clearly be considered subsidies. 
They constitute a transfer of public re-
sources to oil companies and lead to dis-
tortions in investment decisions. How-
ever, both are in line to be eliminated. 
Accelerated capital cost allowances for oil 
sands projects have fallen to approxi-
mately $90 million this year and will be 
completely eliminated in 2015.9 The At-
lantic Investment Tax Credit, estimated 
at $50 million this year, most of which 
benefits the oil industry, will no longer be 
available for assets acquired after 2015.10 
 
Other tax expenditure programs men-
tioned in the Global Subsidies Initiative 
study must however be considered not as subsidies but as a 
particular tax treatment for an industry faced with a specific 
economic reality, common to the natural resources sector as a 
whole: 
 
 The Canadian Development Expenses program, esti-

mated at $478 million in 2009. These are expenses in-
curred in the drilling, converting and completing of oil 
wells or mine shafts in Canada that can be accumulated 
by an operating company in a Cumulative Canadian De-
velopment Expenses pool.11 

 The Canadian Exploration Expenses program, estimated 
at $233 million in 2009. This program allows oil, gas and 
mining companies to deduct the entire amount of explor-
ation expenses in the year that they are incurred.12 

 The flow-through share program, estimated at $157 mil-
lion in 2011.13 Corporations that have incurred explora-
tion and development expenses can issue what are called 
flow-through shares in order to transfer to investors the 
tax deductions related to these expenses, up to the value 
of the shares.14 

 
Like the mining industry, the oil industry needs large 
amounts of start-up capital for its high-risk undertakings. 
The period between initial investment and commercial pro-
duction lasts a number of years. The exploration stage does 
not lead immediately to production revenue, and companies 
must therefore rely on investors who are ready to support an 

activity with a high risk of failure, but for which success can 
mean sizable profits. 
 
The Canadian Development Expenses program allows a com-
pany to recuperate most of its initial investments before pay-
ing a substantial amount of taxes and royalties at the end of 
the production cycle (see Figure 1). This tax treatment has 
only a very limited effect on the total amount of taxes that a 
corporation must pay.15 
 
The Canadian Exploration Expenses program and flow-
through shares compensate companies and investors that 
take substantial risks. Despite an initial reduction in govern-
ment revenue, these tax expenditures have the potential to 
ensure the economic profitability of certain projects that 
would never have seen the light of day if the companies in-
volved had had to pay their taxes at the beginning of their 
production cycles. This means more tax revenue for govern-
ments when these projects are finally carried through and 
wealth is created. 
 
Annual taxation, which is the norm in industries that have 
the ability to produce profits on an annual basis, would not 
be well adapted to this kind of industry, and would even con-
stitute a significant handicap for a sector that cannot count 
on production revenue in the short term. This is why, if we 
value the neutrality of the tax system, this kind of tax expen-
diture should not be considered a subsidy. 
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Figure 1 — Evolution of oil company revenues  
over the production cycle 
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                  Source: Fidan Aliyeva, Brief Introduction to Oil & Gas Industry.  



Direct Expenses 
 
Aside from tax expenditures, there are also some direct gov-
ernment expenditures that cannot be considered oil industry 
subsidies. This is the case for several programs related to re-
search and development promoting greater energy efficiency 
and clean energy, as well as infrastructure investments made 
by the Alberta government in the Fort McMurray region. Oil 
industry activity in this region certainly explains the need for 
new infrastructure, but these expenditures cannot be categor-
ized as subsidies to the industry itself. 
 
The direct government expenditures that do appear to be oil 
industry subsidies consist first of all of amounts granted by 
the federal government to finance the start of the Hibernia 
project and of amounts from the government of Newfound-
land and Labrador to encourage oil exploration. The annual 
value of all of these is $39 million. 
 
According to the Global Subsidies Initiative report, the gov-
ernment of Saskatchewan also devotes $1.1 million to sup-
port research and development activities carried out by the 
Petroleum Technology Research Centre, while the federal 
government gives it another $5.2 million. All of this research 
deals partly with environmental innovations and partly with 
oil production. We therefore consider these $6.3 million to be 
subsidies.16 

Finally, an analysis by the Commissioner of the Environment 
and Sustainable Development identified various programs 
that provide support to the fossil fuel sector financed by fed-
eral departments or agencies. Some of these programs, whose 
purpose is for example to support research and development 
in the areas of fuel exploration, recovery, and transportation, 
are subsidies to the industry. Overall, the subsidies identified 
in this analysis represented some $26 million a year between 
2007-2008 and 2011-2012.17 
 
All of these subsidies, totalling $71 million in direct expenses, 
represent a relatively small amount of money considering 

that in recent years, the different governments across Canada 
have collected $18 billion a year on average in taxes and roy-
alties from oil and natural gas exploration, development and 
production activities18 (see Figure 2). They also constitute a 
tiny fraction of the subsidies handed out by the federal and 
provincial governments to various sectors of the economy, 
which amounted to $15.8 billion in 2009.19 
 
Support for Renewable Energy 
 
Among all of these other subsidy programs, several support 
the production of renewable energy. For example, there is 
Ontario's Feed-in Tariff Program, which is one of the larg-
est.20 Electricity consumers are stuck with the bill, having to 
pay, according to one estimate, an extra cost of at least $18 
billion over the next 20 years to finance this program.21 
 
Similar programs exist in Nova Scotia and New Brunswick, 
taking the form of mandatory Renewable Energy Standards 
that force providers to purchase a minimum percentage of 
their electricity supplies from renewable energy sources.22 As 
for Quebec, it grants $695 million a year in subsidies until 
2020 to produce wind power that the province does not 
need.23 
 
For its part, the federal government encourages the produc-
tion and use of biofuels like ethanol and biodiesel as part of 
its ecoENERGY program, which will have handed out $1.5 
billion in subsidies between 2008 and 2017.24 
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In order to sketch an accurate 

picture of the situation, it is essential 
to verify which expenditures, be  
they direct or tax expenditures, 

constitute actual production subsidies.  
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Source: Data from the Canadian Association of Petroleum Producers obtained upon 
request.  

Figure 2 — Government revenue from  
the Canadian oil and gas exploration,  
development and production industry 
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Conclusion 
 
An analysis of oil industry subsidies leads us to conclude that 
these amount to approximately $211 million this year. The 
gradual elimination of the two largest programs starting in 
2011-2012, however, means that only some $71 million will 
remain as of 2016, which is a tiny amount relative to the size 
of the industry. In sum, the Canadian oil industry therefore 
receives very little in the way of subsidies. 

Contrary to renewable energy production, which could not 
survive without government help, the industry that develops 
oil and gas resources is highly profitable and has paid on  
average $18 billion a year in taxes and royalties to different 
governments across Canada for each of the past three years. 
 
A more economically viable approach would be to reduce 
these subsidy programs as much as possible, or eliminate 
them altogether, since they only serve to impoverish consum-
ers and taxpayers. On the one hand, the oil industry does not 
need to be subsidized. And on the other, the transition to 
renewable energy should be done on the basis of the increas-
ing productivity and competitiveness of these types of energy, 
not by artificially supporting them with billions of dollars of 
subsidies, an approach that is being called into question 
around the world. 910 Peel Street, Suite 600 
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All of these subsidies represent  

a relatively small amount of money 
considering that in recent years, 

governments have collected $18 billion  
a year on average in taxes and royalties 

from oil and natural gas activities. 
 


