
 

Send Alberta’s Oil East: Support for a national pipeline 

One of Canada’s major sectors of economic activity has recently found itself in a serious crisis 

that could severely limit its long term growth and have dire consequences for the Canadian 

economy. The oil sands industry has long played a vital role in Canada’s economy and could 

continue to do so in the future, provided that it can adequate access to new markets. With the 

Keystone and Northern Gateway pipeline projects currently at a standstill, Canadian oil sands 

industry must look for other routes along which to send their oil. A promising proposal, 

which has received warm support among politicians and banks alike, is a West-to-East pipe-

line, which would spread the economic benefits of the oil sands to the Eastern provinces and 

keep the revenues and jobs created by the new pipeline within our own borders. 

A recent report by TD Bank estimated that Canada’s oil and gas sector accounted for 20% of 

Canada’s economic growth in 2010 and 2011. Within this sector, Alberta’s oil sands industry 

has a prominent role, employing 75,000 Canadians in 2010. Future economic projections for 

the oil sands industry are very promising. A recent report by the Canadian Energy Research 

Institute (CERI) predicts that the industry will employ 905,000 workers by 2035, of which 

126,000 will be sourced outside of Alberta. Between 2010 and 2035, the report estimates that 

oil sands investment and operations will have a total GDP impact of $2.106 billion (about 2% 

of Canada’s  GDP in 2011).  However, the oil sands’ potential may be unfulfilled, as the in-

dustry is presently constricted by pipeline bottlenecks, resulting in insufficient access to mar-

kets. Between 2010 and 2035, the report estimates that oil sands investment and operations 

will have a total GDP impact of $2.106 billion (about 2% of Canada’s  GDP in 2011).  How-

ever, the oil sands’ potential may be unfulfilled, as the industry is presently constricted by 

pipeline bottlenecks, resulting in insufficient access to markets.  
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With pipelines already running at close to full capacity, the crude oil industry is in desperate 

need of more buyers. The current oil glut being experienced by the industry has led to signifi-

cant price discounts for Canada’s oil, as a result of being unable to send large quantities of Cana-

dian oil to key markets.  A barrel of Canadian crude oil (Western Canada Select) currently sells 

for about thirty dollars less than the North American benchmark (West Texas Intermediate) and 

fifty dollars less than the global benchmark (Brent Crude).  According to Charles St-Arnaud, 

economist at Nomura, these price differences are resulting in revenue losses of $30 billion/year 

for Canada (or 1.6% of GDP). In a recent article in The Globe and Mail, Jeff Rubin, former 

chief economist at CIBC World Markets, termed this loss in revenue as a “Canadian oil subsidy 

to the U.S.” Estimates by CERI predict that if the industry continues to have its long term 

growth restricted, Canada could lose as much as $1.3 trillion of GDP and $276 billion in tax 

revenues from 2011 to 2035.  

Currently, the oil sands are dependent on one market and one market only: the U.S. Midwest. In 

2011, 90% of Canada’s energy exports went to the U.S.  But with the rise of domestic oil pro-

duction in the U.S., American demand for Canadian crude oil is likely to fall. In fact, the Inter-

national Energy Agency recently estimated that America may become the largest oil producer in 

the world by 2020 (though Saudi Arabia will surpass the U.S. in the mid-2020s) and become 

energy self-sufficient (in net terms) by 2030 (World Energy Outlook, 2012). This claim was also 

supported by a report from the Belfer Centre at Harvard University which predicted that with 

the rapid increase in unconventional methods of oil extraction from shale and tight oil fields, 

the U.S. could become the second largest producer of oil after Saudi Arabia by 2020. Clearly, as 

the U.S. becomes increasingly energy independent, Canada needs to look for other buyers of its 

crude oil. 

Some options for pipeline routes on the table include the Northern Gateway pipeline to the 

B.C. coast, which would provide access to the Asian markets, as well as the Keystone pipeline, 

towards the U.S. Gulf Coast. Both of these projects have yet to be approved though, primarily 

due to environmental concerns.  Although the Keystone pipeline project recently got approval 

from Nebraska’s governor, with the U.S. looking to distance itself from dirty oil and John Ker-

ry’s, newly appointed Secretary of State, strong stance on climate change, chances that the pipe-

line could still go through are slim. In addition, with the Keystone pipeline looking less attrac-

tive due to falling demand in the U.S. as discussed in the previous paragraph, other avenues 

need to be explored.   
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There is high demand for oil in Eastern Canada, which is presently dependent on foreign imports from West Africa and 

the Middle East. In 2011, Quebec imported $10.9 billion of oil and the Maritimes, $13 billion. Given the rising price and 

the instability of foreign oil, a West-East pipeline would not only help to resolve the pipeline bottleneck, but would reduce 

Canada’s trade deficit as well.  

Access to markets in Eastern Canada could be obtained by reversing Enbridge’s line 9 pipeline, which carries foreign oil 

between Sarnia, Ontario and Montreal, Quebec in a westward direction. Last July, Enbridge received approval to reverse 

the pipeline between Sarnia and North Westover, Ontario, and this past November, Enbridge submitted a proposal to the 

National Energy Board of Canada for permission to reverse the remaining portion on its line 9 pipeline. TransCanada is 

also mulling the idea of converting part of its Mainline natural gas pipeline in order to ship oil east. The Mainline pipeline 

is currently being under-utilized, primarily due to increased competition from U.S.’s booming shale gas industry. 

The idea of a trans-Canadian pipeline has received immediate backing from two of Canada’s largest banks, T.D. Bank and 

CIBC, as well as support from Natural Resources Minister Joe Oliver and from Thomas Mulcair, leader of the NDP, offi-

cial opposition party of Canada. Eastern Canadian provinces will gain from a welcome increase in revenue and employ-

ment opportunities.  Furthermore, there is a strong desire to extend the pipeline all the way from Montreal, Quebec to 

Saint John’s, New Brunswick. This extension has received overwhelming support at the provincial level, with the premiers 

of Nova Scotia, PEI and New Brunswick governments among those endorsing the proposal. Giving these provinces ac-

cess to a reliable and domestic source of oil will be a great boost to the refinery industry, which has struggled with plant 

closures in the past from high feed stock prices. Just recently, the Shell refinery in Montreal closed down, leaving hundreds 

of people without jobs. Further, while a pipeline to the U.S. would create jobs south of the border, the additional refinery 

jobs created by a West-East pipeline will remain at home.  

Proposed Pipeline Reversal by Enbridge 



PAGE 4 FEB 8TH 2013 

  

 

 

 

 

 

 

 

 

Public support for the Keystone and Northern Gateway pipelines has been sparse based on environmental 

grounds and land rights disputes. For Enbridge’s Line 9 pipeline reversal project, the majority of the con-

struction required will take place on Enbridge property and use facilities already in place. Similarly, eighty 

percent of the pipeline required for TransCanada’s pipeline conversion is presently in the ground. One 

common criticism against crude oil pipelines is that Alberta crude oil (diluted bitumen) is more corrosive 

than other types of crude oil and would damage the pipe leading to an increased risk of oil leakages. How-

ever, a recent study by federal scientists at a Natural Resources Canada lab in Hamilton strongly refuted 

these claims. Nevertheless, given the recent spill in 2010 of 20 000 barrels of diluted bitumen into the Kal-

amazoo River in Michigan from Enbridge’s Line 6b, many citizen right groups and environmental groups 

have rightly questioned Enbridge’s safety record.  The Line 9 pipeline goes through 115 communities and 

legitimate concerns about the possibility of oil spills into drinking water and farmland have been raised. 

Clearly, a thorough environmental assessment should be done before these projects are approved. Moreo-

ver, robust contingency protocols and safeguard plans should be instituted.  

Alberta’s oil sands, home to one of the largest crude oil reserves in the world, could continue to play a 

major role in Canada’s economy. However, its development is at a critical stage due to pipeline constraints 

giving the industry limited access to markets. The West-East pipeline can serve to greatly ease the bottle-

neck problem at hand.  

We reiterate that the suppression of Canadian crude oil price attributable to supply glut is harmful to the 

Canadian economy. As TD Economics noted, crude oil exports accounts for 20% of Canada’s economic 

growth in 2010-2011. Developments in the USA’s import of Canadian crude oil portend a pessimistic out-

look. Canada’s share of US Crude Oil import was around 32%, and the parity in Canadian and US Dollar 

has effectively removed the cost competitiveness of Canadian crude oil. Moreover, significant opposition 

to Canada’s carbon-intensive nature of crude oil extraction is less preferred to “cleaner” alternatives. 

TD Bank estimate of Crude Oil shipping cost estimate. 
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The economic argument for the construction of pipelines to enable inter-provincial crude oil trade is 

compelling. Not only are crude oil exports important for growth, augmenting local demand also helps 

support price levels. Crude oil is difficult to transport, and the eastern provinces are reliant on US crude 

oil exports. Hence, if the supply glut in the western provinces is eliminated by channeling the crude oil to 

the eastern provinces, Canada’s overall trade balance is improved, losses from crude oil supply glut is 

eliminated, and jobs are generated within the Canadian border.  

 

Price spread between crude oil computed by TD Economics. It is argued that the supply 

glut in Alberta accounts for the price differentials. However,  this phenomenon is also ob-

served in certain region of the United States of America. Moreover, the greater emphasis on 

cleaner source of energy is likely to penalise the carbon-intensive nature of Canadian crude 

oil. 



Website:www.quantdary.wordpress.com 

Email:quantdary@gmail.com 

Click on the icons below to access our social 

media platform.  

 

 

Quantdary is a student-run, discourse and 

data driven financial journal with an em-

phasis on interactive economic and finan-

cial analysis. We aim to be an accessible 

financial journal to spur discussions 

among students from a wide range of ac-

ademic background. 

Visit our social media platforms to access 

our interactive graphical contents, or ac-

cess the data/technical note incorporated 

in our analysis.  

Quantdary 

 

Editors 

Angela Zheng 

Christopher Law 

Ivan Sanchez 

Katherine Wagner 

Koay Keat Yang 

https://www.facebook.com/pages/Quantdary/316568381793812?fref=ts
http://quantdary.tumblr.com/
http://quantdary.wordpress.com/

