
Markets for both oil and natural gas in North America face
the reality of resource supplies that are increasingly
expensive to extract, and domestic prices that are held down
by oversupply at existing centres of distribution. 
Though North American markets for both oil and natural

gas are large, prices are competitive. In fact, production
costs, combined with transportation costs, leave very little
profit margin at current continental prices. The result, for
natural gas, is low or negative profitability; for tar sands oil,
the prospect is that decreasing profitability may soon
discourage new investment. 
However, for both Canadian oil and gas, better returns

beckon through access to Asian markets which are linked to
higher, world-wide Brent pricing. The price differential
between North American and offshore markets for both
commodities can be significant enough to make it well
worthwhile making substantial investments in
unconventional production and operating costs.  

Raising North American Prices
Selling both oil and gas to Asia at more advantageous world
prices would most likely lead to higher prices domestically.
Indeed, Enbridge’s estimates of economic value of its
proposed oil pipeline depends on raising prices throughout
North America to Asian levels—for the next 30 years!
New transportation routes to reach Asian markets

require large capital investment and substantial increases
in operating costs of pipelines, upgrader plants, or ships.
Currently, there is considerable pressure on governments
to permit the construction of export facilities: over the past
year, we have seen proposals for the US Keystone-XL,
Enbridge’s Northern Gateway, and Kinder Morgan’s
Vancouver oil pipelines, and for natural gas pipelines and
LNG plants at Kitimat and Prince Rupert. These are multi-
billion dollar projects, to which must be added the cost of
production facilities and the input energy they require.

LNG Pricing In North America
Until quite recently, liquefied natural gas (LNG) was
imported to North America to augment domestic supply.
The advent of hydraulic fracturing has led to the production
of natural gas in many locations across North America.
Because these are connected by an extensive pipeline
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The price at which oil is actually traded depends not only
on the benchmark (WTI or Brent) at the time it is actually
delivered, but also on how close the crude oil is to the
benchmark’s specification. Discounts depend on how
much processing is required, and on the availability of the
necessary upgrading, refining and processing plant. In
addition to this price adjustment, the actual price will
depend on shipping and pipelining costs. 
Both North American West Texas Intermediate (WTI)

and worldwide Brent benchmark prices are also
influenced by extensive financial markets which trade in
‘futures’ contracts: the price of oil for delivery in future
months. These contracts may be satisfied by actual
delivery of the oil, or alternatively by cash payment. The
quantity of oil represented by futures contracts
outstanding can often exceed the total quantity actually
delivered in a given time period: besides expectations of
supply and demand, the oil futures markets are closely
tied to other financial markets, foreign exchange markets,
other energy prices, and, particularly in the case of Brent
(traded worldwide), international political and economic
news. 
The financial tail may be wagging the trading dog.

What’s more, there is significant trading in derivatives;
that is, bets on whether the prices of futures will go up or
down. To summarize, the benchmark prices for both
Brent and WTI respond not only to actual supply and
demand, but also to widespread speculation.

An Oil Pricing Primer
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network, prices have become equalized across the continent;
in recent years, they have dropped significantly. 
Natural gas spot and futures prices are set at the ‘Henry

Hub’, a confluence of thirteen pipelines at Erath, Louisiana.
Natural gas futures contracts at Henry Hub prices are traded
on the New York Mercantile Exchange (NYMEX), and are
influential in setting North American prices; currently, they
are in the $2-$3 per million British thermal units (MMBtu)
range. 

Avoiding Henry
Asian natural gas prices are quite different and linked to the
Brent oil price. To reach Asia, natural gas for export from
Northern British Columbia would not go through Henry
Hub. It is proposed that it would travel by pipeline to
Kitimat. It would still likely be influenced by NYMEXpricing.
Exporting LNG requires considerable energy input for

compression and liquefaction. Conventionally, this process
is driven by gas turbines, spun-up by electrical power.
British Columbia, anticipating three LNGplants on the north
coast, plans to use only BC Hydro-supplied electrical
power—no gas turbines—for at least two of the plants.
(Essentially, this is equivalent to the export of hydro-electric
power; nothing has been said about what BC Hydro will
charge for it—a domestic, industrial, or export price? It could
become a significant subsidy.) 
The object of direct export is, of course, to obtain a higher,

Asian price for Canadian natural gas. There are significant
supplies of natural gas from central Asia, delivered through
LNG facilities or pipelines. And currently there seems to be
potential for oversupply in east Asia (China). Internal
Chinese prices have been around $5/MMBtu, but the
government is now allowing a gradual rise in domestic
prices, while bargaining for reductions in import prices. 
However, recent Asian prices have been as high as

$13/MMBtu, which includes the price of pipelining from
central Asia, or LNG transport from Australia, Indonesia or
Qatar. 
Now, that’s a big difference from Henry Hub!

Benchmark Prices For Crude Oil
The difference between North American crude oil prices and
offshore prices is not as substantial as the difference in
natural gas prices, but it is still enough to provide a real
incentive to pipe it to the coast, put it in tankers, and move
it to Asia. 
Oil is the world commodity most widely traded. There

are two major markets where benchmark prices are
established—the price at a confluence of oil pipelines at
Cushing, Oklahoma, where prices are determined for a
specified grade of crude oil termed West Texas Intermediate
(WTI), and a wider price, originating in Europe, called Brent.
The WTI benchmark price is currently around $108/bbl
(barrel). The more widely marketed Brent is currently about
$126/bbl. 
Cushing experiences an oversupply of oil, now

exacerbated by increasing quantities shipped from Alberta.
In addition, Cushing has insufficient pipeline capacity to
suppy refineries along the Gulf of Mexico coast, the greatest
concentration of refineries in the US. These refineries, which
currently import from Venezuela and Saudi Arabia, have to
buy at a price tied to the higher Brent benchmark. 
Currently, the flow-reversal of the Gulf Coast-Cushing

‘Seaway’ pipeline to transport crude oil from Cushing to the
Gulf Coast will increase the supply of WTI-priced oil for
refining and potential export at Gulf of Mexico plants. The
proposed Keystone XL pipeline, which would bypass
Cushing altogether, would also bring dilbit and synthetic
crude from Alberta’s tar sands to the Gulf Coast. The
possibility of higher export prices provides the incentive for
the construction of multi-billion-dollar pipelines. 
Better access to world markets operating at Brent-based

prices would not only make it possible to export US and
Canadian crude at higher prices, but could also have the
effect of raising the North American (including Canadian)
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Fracturing For Natural Gas
For many years, North America’s conventional wells
produced generous supplies of natural gas for heating,
power generation and chemical feedstocks. As these
reservoirs gradually depleted, horizontal drilling and
hydraulic fracturing took over. The drilling became
more expensive, and the fracturing requires a great deal
of energy and large quantities of water, sand and
chemicals. Further, the fractured wells lose pressure
rapidly; continued drilling of new wells is necessary to
maintain production levels. All this means that the cost
of continuous production rises steadily.
Environmentally, increasing numbers of wells

require increasing surface areas and gathering pipelines,
and result in increasing energy use and GHG
production, from drilling, fracturing, and natural gas
leakage. Fracturing may also be responsible for
watershed contamination and earthquakes. In northern
BC, natural gas is moved by electrically powered
compressors, and thus draws on BCHydro’s limited
sources of ‘green’ power.



price of crude, presently held down to the WTICushing price
benchmark. Similar pricing considerations would apply to
Alberta synthetic crude and dilbit (diluted bitumen) if it
could be shipped across the proposed Northern Gateway
pipeline through Kitimat. To some extent this might also be
true of oil shipped down an enlarged Kinder Morgan Trans-
Mountain pipeline through the Westridge terminal in
Burnaby (see article, page 1). It may be that such shipments
would have a similar price-raising effect on Western
Canadian crude oil prices.

Commentary
Any substantial immediate increase in shipments of oil and
gas to Asia will reduce long-term supplies in North America.
Early price rises for North American energy markets, and
shortages in the long-term, would probably be the result. To
put it bluntly, continued profits for Canadian oil producers
can only be assured at the expense of the rest of the North
American economy.
A commitment to the Keystone XL and/or Northern

Gateway pipelines, and government endorsement of the
export of oil and gas energy products to China, could well
limit the future of both the Canadian and the US economies.
To do this, in the face of a future in which world energy

strategy must inevitably find its limits in climate change, is
a level of short-term political foolishness whose effect will
be felt for generations. 0
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Moving Tar Sands ‘Oil’
Tar sands bitumen is produced by two main methods:
mining and steam assisted gravity drainage (SAGD). Both
require substantial energy inputs in the form of hot water
to separate the bitumen—a thick, asphalt-like form of oil—
from the sands. Mining is carried out with massive digging
machines and trucks. The resultant tarry sludge is treated
with hot water. SAGDinvolves heating the water to steam-
heat, injecting it into the tar sands, and extracting the thick
liquid bitumen from the ground. Both use large amounts
of natural gas to heat large amounts of water.
The resultant bitumen is then either ‘upgraded’ to

synthetic crude oil—really, the first stage of refining—or it
is mixed with ‘diluent’, a thin liquid derived from natural
gas, to render it thin enough to pump through pipelines as
diluted bitumen, or ‘dilbit’. In cold weather, either form
may require heating to make pumping possible. The
thicker the liquid, the higher the pressure required to move
it, particularly over mountain ranges. Dilbit, being
unrefined, also contains quite a lot of abrasive material,
and might be expected to be hard on pipelines.
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