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MAKING CANADIAN OIL PRICES

MORE EQUAL:

Canadian Energy Centre

EXAMINING THE FACTS

ABOUT INCREASED PIPELINE ACCESS

Overview

Building new oil export pipeline infrastructure over the
long-term, such as the Trans Mountain Expansion (TMX),
Keystone XL, Northern Gateway and Energy East, is
critical to enhancing North American energy security
and diversifying markets, especially to emerging and
developing economies in the Asia-Pacific region.

Market diversification will result in Canadian oil fetching
higher prices, reducing the discount on diluted bitumen
prices (expressed as Western Canadian Select blend or

WCS) relative to global benchmarks such as West Texas
Intermediate (WTI) and Brent.

In this CEC Fact Sheet, we examine key metrics associated
with the addition of new export pipeline capacity, including
how this impacts market access, the oil price discount,
global oil demand, and the accrual of benefits to the
Canadian economy.
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Canadian export pipeline expansion is
needed for oil producers to meetrising
global oil demand, particularly from
emerging and developing economies

Additional Canadian export pipeline infrastructure is
needed for oil producers and citizens to benefit from rising
oil demand from emerging and developing economies over
the next three decades.

According to the International Energy Agency (IEA), global
crude oil demand is expected to rise from 96.6 million
barrels per day (mb/d) in 2019 to 103 mb/d in 2050, an
increase of 6.4 mb/d (IEA, 2021b).

Most of the increased crude oil demand growth is expected
to come from emerging and developing economies, where
consumption is projected to increase from 45.6 mb/d in
2019 to 63.2 mb/d in 2050, an increase of 17.6 mb/d, or
nearly 39 percent (see Figure 1) (IEA, 2021b).
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Canadian crude oil production has the
potential to take advantage of growing
global oil demand

Canadian crude oil production is projected to rise over the
next 30 years and has the potential to meet growing global
oil demand.

According to the Canada Energy Regulator (CER), crude oil
production under its Current Policies Scenario grows from
4.9 mb/d in 2019 to 6.6 mb/d in 2050, an increase of 1.7
mb/d, or nearly 35 percent (see Figure 2) (CER, 2021).
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Nearly 88 percent of those crude oil exports moved by
pipeline - 3.21 mb/d in 2020, even with effects of COVID-19
lockdowns (CER, 2021).

Canadian crude oil pipeline exports
continue to be strong

In 2020, the use of export pipelines to transport crude oil

to U.S. markets continued to be strong, even in the face
of COVID-19 and pipeline constraints, establishing the
opportunity for new export pipeline infrastructure.

According to the Canada Energy Regulator (CER), in 2020,
total crude oil exports from Canada were nearly 3.7 mb/d
(CER, 2021).

Between 2010 and 2020, crude oil exports by pipeline grew
from over 1.7 mb/d to over 3.2 mb/d, an increase of over 1.4
mb/d or 84 percent (see Figure 3) (CER, 2021).
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Canadian export pipeline expansion
projects positioned to meet the needs
of target U.S. and offshore international
markets

Canadian export pipeline infrastructure expansion is
needed to increase market share in target U.S. markets,
which are hungry for heavy oil feedstock like WCS.
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U.S. refineries are growing increasingly reliant on Canadian
crude oil, including heavy oil from the oil sands. The total

percentage of heavy oil that the U.S. imports from Canada
as a share of all imports of Canadian oil has increased from
25.1 percent in 2000 to 55.8 percent in 2019 (see Figure 4).
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Figure 4 U.S. Imports of Canadian Heavy Oil
2000 to 2019, as a percentage of all Canadian oil imports
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New export pipelines mean higher prices
for Canadian oil on world markets

There is a price discount between the U.S. benchmark West
Texas Intermediate (WTI) crude oil price and the Canadian
benchmark Western Canada Select (WCS). This differential
reflects the heavier quality of WCS relative to WTI and the
additional costs associated with transportation of WCS oil
to U.S. refining hubs in the Gulf Coast. Wider discounts
occur when Canada is not able to get its oil to United States
and Asian markets because of pipeline constraints.

New export pipeline capacity will reduce oil price
discounts, diversify markets and see refiners compete for

supply.

Additional export pipeline capacity would allow oil
producers to receive up to US$7.00 per barrel more for
their product. This could lift capital investment by an
estimated $10 billion and impact real GDP by an estimated
1.5 percent to 2 percent. Higher production and prices
would boost provincial royalties by up to $10.5 billion over
six years (Government of Alberta, 2018).

Achieving world market access through
new export pipelines has positive impacts
on the Canadian economy.

With market access achieved through the building and
completion of export pipelines, new oil production will

be able to be transported to export markets in the United
States and emerging and developing economies, resulting
in more jobs, higher labour incomes, and more royalties
and income taxes for the federal government and the
provinces.

In 2019, the Government of Alberta estimated that

with market access achieved through the completion

of Keystone XL, Line 3 and TMX, Canadian GDP would
increase by about $19 billion annually, employment
would be 50,000 jobs higher, and Canadian producers
and governments would achieve $43 billion in increased
income due to increased production and investment over
five years (Government of Alberta 2019).

According to the Conference Board of Canada, the TMX
project’s construction and first 20 years of operation would
boost the Canadian economy by $160 billion and result

in over $46 billion to government revenues. This includes
$19.4 billion in Alberta, $5.7 billion in British Columbia and
$21.6 billion shared by the rest of Canada (Conference
Board of Canada, 2016).

Construction and completion of Keystone XL would

have seen nearly 15,000 jobs created in Canada and

the U.S., including jobs in associated trades, retail, and
hospitality services. Keystone XL would have contributed
approximately $2.4 billion to Canada’s GDP, and generated
$30 billion in tax and royalty revenues for governments
(Government of Alberta, 2021b).

The Canadian Association of Petroleum Producers (CAPP)
estimated that over the first 20 years of construction and
operation, the Energy East Pipeline would have generated
over 14,000 jobs, $55 billion to Canada’s GDP, and $10
billion in federal and provincial taxes (Canadian Association
of Petroleum Producers, 2016).

Northern Gateway was estimated to increase Canadian

GDP by more than $300 billion over 30 years, increase
government tax and royalty revenues by over $80

billion, with an estimated 5,500 on-site jobs during the
construction phase, and about 1,150 long-term jobs during
operations (Our Great Minds, 2014).

Conclusion

Recognized as a responsible and secure energy provider

on the world stage, Canada is in a good position to benefit

from the increased global demand for oil in the post-
COVID-19 recovery.

While all oil is not of the same quality, Canada has an
opportunity to reduce heavy oil differentials and make its
oil more profitable by moving forward expeditiously with
new pipeline projects such as TMX, Keystone XL, Northern
Gateway and Energy East.


https://www.canadianenergycentre.ca/seven-reasons-the-trans-mountain-pipeline-expansion-is-good-for-canada/
https://www.canadianenergycentre.ca/one-year-later-keystone-xl-cancellation-represents-a-massive-missed-opportunity/
https://context.capp.ca/articles/2016/feature_transcanada-energy-east-everything-you-need-to-know/
https://theogm.com/2014/04/02/the-northern-gateway-pipeline-transporting-energy-in-a-transformative-direction/
https://www.canadianenergycentre.ca/iea-boss-prefers-oil-and-gas-from-canada/
https://www.canadianenergycentre.ca/iea-boss-prefers-oil-and-gas-from-canada/
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Appendix: Explaining the WCS-WTI
Differential and its Impact on the
Canadian Economy

WCS-WTI differential

There is a natural price discount between the U.S.
benchmark West Texas Intermediate (WTI) crude oil price
and the Canadian benchmark Western Canada Select
(WCS) price. This differential reflects the heavier quality of
WCS relative to WTI and the additional costs associated
with transportation of this oil to U.S. refining hubs in the
Gulf Coast. But even wider discounts occur when Canada
is not able to get its oil to markets in the United States and
the Asia-Pacific because of pipeline constraints.

The lack of pipeline capacity has meant and means a
higher price differential between U.S. and world oil (West
Texas Intermediate and Brent) and Canadian oil (Western
Canadian Select). Without new pipelines, Canadian oil must
be shipped by other methods such as rail, which means
higher shipping costs and thus lower returns for producers.
Without sufficient pipeline access, producers incur higher
transportation costs shipping their crude by rail - about
US$5.00 to $10.00 per barrel higher than pipelines. Without
new pipelines to the west and east coasts for oil exports,
Canada is still largely subject to one main export market,
the United States.

Impact on the Canadian economy

This WTI-WCS price discount means that Canada is
getting lower revenues per barrel for each barrel of heavy
crude exported. The discount negatively impacts federal
government corporate tax revenues, producers’ revenues,
and provincial government royalty revenues.

The impact of the differential in oil prices between U.S.

and world oil (West Texas Intermediate and Brent) and
Canadian oil (Western Canadian Select) has been estimated
by different organizations in recent years. The following
have all accounted for quality differences in the oil (light
versus heavy, for example) and other reasons a “natural”
differential would exist, and then subsequently arrived

at estimates of what pipeline constraints cost Canadian
producers.

The Alberta Royalty Review Advisory Panel noted in its
January 2016 report that discounts on Canadian oil prices
due to constrained market access led to the loss of more
than $6 billion in provincial royalties between 2010 and
2016. (Alberta Royalty Review Advisory Panel, 2016).

In February 2018, Scotiabank estimated that large price
discounts in the range of $25 to $30 per barrel could cost
the Canadian economy roughly C$15.6 billion per year,

or 0.75 percent of GDP, and even at $18 per barrel annual
losses associated with transporting marginal crude by rail
rather than pipeline would be in the range of $7 billion or
about 0.3 percent of GDP (Scotiabank, 2018).

The Fraser Institute estimated from 2013 to 2017, after
accounting for quality differences and transportation costs,
the depressed price for Canadian heavy crude oil resulted
in $20.7 billion in foregone revenues for the Canadian
energy industry. This loss, associated with an average
price differential of U.5.$16.60 per barrel, was equivalent to
almost 1 percent of Canada’s national GDP in 2017. In 2018,
depressed prices for Canadian heavy crude oil resulted in
$20.6 billion in foregone revenues alone for the Canadian
energy industry. This loss associated with an average price
differential of U.S. $26.50 per barrel, was approximately 1%
of Canada’s national GDP (Fraser Institute, 2019).

The Government of Alberta estimated that, without
sufficient market access, the Canadian economy lost
almost $19 billion in 2018 due to steep price discounts.

If no additional pipelines come online, Canada stood to
forgo more than $43 billion in lost income due to reduced
production and investment between 2019 and 2023, or
almost $9 billion per year. The lost income translates into
the loss of about 35,000 jobs per year across Canada.
Steep discounts for Canadian crude also mean that
Canadian consumers lose out. When domestic oil is sold at
steep discounts compared with foreign crudes, domestic
producers take a hit through lower revenue. Meanwhile
consumers, and refineries importing foreign crude, pay
higher prices based on international crudes. Money flows
out of the country and lowers income for the entire nation.
(Government of Alberta, 2019).
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In 2020, IHS Markit noted: of barrels produced each day during the last past half
decade is significant—about $14 billion (U.S. dollars).
that pipeline export constraints have contributed to Moreover, this estimate is likely conservative, since it is
larger differentials, and lower returns for Canadian crude based on differentials only in excess of the uppermost
oil, than otherwise would have been expected. Although bound of the anticipated range and only considers the
the impact on differentials has been sporadic, had there impact on heavy, sour crude oil (IHS Markit, 2020)

not been any transportation constraints over the past

half decade (2015-19), IHS Markit estimates that western According to the Government of Alberta, under a scenario
Canadian heavy crude oil would have obtained, on of no additional pipeline access, foregone resource
average, at least $3.00 per barrel more compared with revenues are estimated to be $4.9 billion between 2021-22
WTI, Cushing. The impact of this lost value over millions and 2023-24 (Government of Alberta, 2021).

Notes
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