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QUEBEC IS STILL A CORPORATE
SUBSIDY CHAMPION
By Alexandre Moreau

Even though corporate subsidies have
often been criticized for their undesirable
economic effects and for discriminating in
favour of certain sectors or companies, they
continue to be very present in the Quebec
economy.
FIFTY SHADES OF SUBSIDIES
Governments have at their disposal a multitude
of measures and agencies to “support” economic development by targeting certain sectors,
and sometimes specific companies:
•

•

•

Transfer expenditures, which correspond to
what are usually thought of as subsidies, are
characterized by the fact that the government acquires no goods or services. These
sums are also granted with no intention of
obtaining a return or an eventual reimbursement. Private Quebec companies received
more than $1.2 billion in transfer expenditures in 2016-2017.1
Tax credits are advantages compared to
the general tax structure aiming to encourage certain kinds of activities or certain
kinds of companies. In 2016, these tax expenditures paid to private companies totalled $1.9 billion.2
Interest-free or reduced-interest loans and
portfolio investments totalled $5.7 billion in
2016-2017. These are generally granted
under conditions that are more favourable
than what the company would have obtained on capital markets. From the point of
view of the government, the subsidy corresponds to the difference between the return
obtained and what would have been saved
if the amount granted had been used to reduce its debt. To this must be added the
loss of capital if the company is not able to

Figure 1
Provincial subsidies paid and GDP, as shares of
totals for all provinces, 2013-2017
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Note: Subsidy figures are weighted averages for the past five fiscal years ending March 31.
Gross Domestic Product, expenditure-based, is for its part a weighted average of the past
five calendar years. Transfers to private, for-profit daycares in Quebec are not included.
See the Technical Annex. Subsidy amounts are converted into constant dollars for the
2016-2017 fiscal year, while GDP is expressed in 2016 dollars.
Sources: Statistics Canada, CANSIM Table 384-0038: Gross domestic product, expenditurebased, provincial and territorial, 2012-2016; Statistics Canada, CANSIM Table 385-0034:
Canadian government finance statistics (CGFS), statement of operations and balance
sheet for the provincial and territorial governments, 2012-2016; Statistics Canada, CANSIM
Table 326-0020: Consumer Price Index, 2012-2017.

reimburse the loan or if the value of shares falls.
However, the available data do not allow for a precise determination of the annual cost of this kind of
subsidy.3
•

Finally, the government can also offer loan guarantees
to companies. As of the 2016-2017 fiscal year, the
Quebec government registered a total of $6.8 billion
in loan guarantees. Thanks to this guarantee, the
company gets a lower interest rate than it would
have obtained on the market. The subsidy corresponds to the loss provision that the government sets
up to cover non-refunded loans. The available data
do not allow for an evaluation of the annual cost of
such subsidies.4
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The total corporate subsidies granted by the
Quebec government, calculated based on the
public accounts, thus come to a minimum of
$3.1 billion in 2016-2017, while government receipts from taxing the income and the capital
gains of private companies amounted to
$7.5 billion.5 This means that for each dollar the
government collects from private companies, at
least 41 cents are spent on various forms of subsidies. Given that the amounts of certain kinds
of subsidies cannot be evaluated precisely, as
explained above, the real figure is likely higher.
19% OF GDP, 29% OF SUBSIDIES
Statistics Canada counts subsidies to private
businesses, which makes it possible to compare
provinces. Using a methodology that differs
slightly from the one we used for our Quebec
estimate, the data show that corporate subsidies
occupy a particularly significant place in the Quebec economy. For every $100 generated by its
economy, the government spends 86 cents on
various forms of subsidies. For provinces like
Ontario, Alberta, and New Brunswick, the corresponding amounts are just 40, 39, and 29 cents
respectively.6 Thus, while Quebec produces just
19% of the provinces’ total GDP, it grants nearly
29% of the subsidies paid out by them (see
Figure 1).
This disproportionate use of subsidies by the
Quebec government does not result in a higher
level of wealth per capita. In 2016, Quebec’s
GDP per capita was $47,443, compared to
$74,343 in Alberta and $58,585 for the provinces not including Quebec.7
Supporting the economy with subsidies is not a
winning recipe, since such a high level of intervention entails adverse effects that undermine
growth.8 Increasing taxes to finance these subsidies creates distortions in the economy, reduces
households’ purchasing power, and discourages
productive activities. Recent studies estimate
that each dollar collected in taxes costs society
from $1.10 to $5.00. Moreover, these are costs
that recur each year and that tend to be amplified over time.9

Also, the existence of subsidies gives rise to “rentseeking.” Instead of trying to be more competitive and
better satisfy consumers, entrepreneurs have an incentive to spend time and resources to try to collect their
share of subsidies. For their part, politicians have an incentive to use subsidies to help certain sectors or companies to which voters are more attached, without regard
for their economic viability, in order to increase their chances of being re-elected.10
By behaving in this way, the government essentially ends
up confiscating money from more successful companies
to spend it on projects that are relatively or completely
unprofitable. Even if it manages to turn a profit from
such activities, the government thereby politicizes entrepreneurship, which prevents an optimal allocation of
resources.
The harmful effects related to the collection of taxes and
their redistribution in the form of subsidies have been
known for a long time. The Quebec economy would be
in much better shape if the government substantially reduced corporate subsidies, and in return, reduced the
corporate tax burden as well. Such a reform would not
have a significant effect on public finances, but it would
improve the competitiveness of all companies, reduce
economic distortions, and promote wealth creation.
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