
The economic studies used to justify a national economic
strategy based on the massive expansion of the production
and export of oil sands bitumen have major flaws. Marc Lee
wrote about this in Island Tides’April 5 edition. Economist
Robyn Allan, the ex-CEO of the Insurance Corporation of
BC, comes to the same conclusion in her April analysis. 
Her study, entitled ‘An Analysis of Canadian Oil

Expansion Economics’, raises important questions about
the assumptions and methodology used to calculate the long
term economic benefits of continued investments in tar
sands infrastructure, the additional pipelines, and other
facilities said to be required to capture increased crude oil
prices from exports to Asian markets.
She challenges assumptions made in four  major

industry, government and university studies about crude oil
pricing and exchange rates, and their translation into GDP
growth, job growth and increasing labour income, and crude
demand, particularly over periods of time ranging up to 30
years. She also expresses concern over the Canadian
economy’s vulnerability to increasing oil prices and
exchange rate changes.
Pipelines To Access Export Markets

A number of published studies justify major investments in
pipelines, tanker terminals, and shipping based on price
increases which are estimated to range from $3 to $13.60
per barrel; to be obtained from exports to countries which
are presently buying crude oil at international (Brent) prices.
Currently, the Canadian oil industry claims that bitumen
crude sells at a discount of up to $25 per barrel, because
existing pipeline networks limit sales to buyers in the US
midwest, where there is presently an oversupply.

Recalculation
Allan’s report examines in considerable detail the
calculations included in the reports which make up the
economic case for additional export pipelines. Allowing for
some sensitivities and excluding ‘questionable elements’,
she concludes:
• GDP increase for first 30 years, estimated by Enbridge at
$270 billion; Allan estimates $56 billion, or about 20% of
Enbridge’s estimate, and her estimates of additional labour

income, person years of employment, and government
revenue are proportionately reduced;
• oil industry net incremental revenue for first 10 years,
estimated by Enbridge at $28 billion; Allan estimates $14
billion.
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Economic Studies
Ms Allan’s analysis focuses on a series of macroeconomic
calculations contained in several interlocking studies:
• Enbridge’s application to the National Energy Board for the
Northern Gateway pipeline
• Canadian Energy Research Institute’s studies No. 122, 124,
125 and 128
• The University of Calgary’s School of Public Policy’s
‘Catching the Brass Ring’
• The Wood Mackenzie Report prepared for the Government
of Alberta in support of the Northern Gateway pipeline.

Her major criticisms of these reports focus on three
issues:
• The use of an input-output model structure to calculate
GDP growth, employment (jobs) gained from GDP
increases, and resultant labour income
• Reliance on a fixed (and artificially low) exchange rate over
long periods of time
• Reliance on a single optimistic scenario over the long term,
without consideration of the sensitivity of the model and the
Canadian economy to increasing domestic oil prices.

All the studies assume that access to export markets
would result in substantial increases in both export and
domestic prices for crude oil. The Enbridge figures assume
an increase in crude prices of $2-3 every year for 30 years, to
be applied to both export and domestic markets. The Brass
Ring assumes a price increase of $7.20 US to $13.60 US
applied to every barrel produced in Canada from 2016 to
2030; The Wood Mackenzie calculation assumes an $8 per
barrel increase applied to all heavy oil sands production from
2017 to 2025. These price increases are the basis for all
estimates of increasing export revenue and netbacks, and
therefore are vital to justification of billions in new
investment.
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Enbridge’s numbers have been widely quoted by
government, academics, industry and the media. GDP
increases include both the capital investment in facilities,
and the additional revenue from higher-priced crude sales
over 30 years. Allan describes most of the input numbers
for Enbridge’s calculation as ‘phony’. 

Input-Output Models: ‘Bogus.’
Allan points out that input-output models ‘have severe
limitations, exaggerate benefits and ignore economic costs.’
And, she says, all the studies she looked at, except the Wood
Mackenzie model, ‘use a single, optimistic long-term
scenario to derive results’. Thus the studies have ‘no
feedback mechanisms and as such do not incorporate the
effects of exchange rate, price, interest rate, or input cost
changes on production decisions within the oil industry or
the macroeconomy.’
The model ‘will not recognize the dependence of the

Canadian economy on foreign crude oil imports to meet half
its needs, nor the effect higher oil prices have on consumers
and businesses’, she says. This is obviously important in any
calculation of the effect of oilsands export increases on
Canada’s GDP, ‘particularly over extended time horizons.’
She further criticizes the lack of recognition of any
environmental costs ‘and hence important externalities are
absent’. The results, she concludes, are ‘bogus’.

Exchange Rate Impacts
‘It is generally understood’, says Allan, ‘that rising oil prices
lead to an appreciation of the Canadian dollar’. The nature
of this relationship is the subject of some debate, but she
points out that Enbridge and Wood Mackenzie assume a
Canadian dollar constantly valued at 85¢ US (currently, the
Canadian dollar trades around par with the US dollar). ‘The
benefit they calculate automatically receives a minimum
18% increase for no other reason than this exchange rate
assumption.’
She also expresses concern about the ‘negative impact’ of

an appreciating Canadian dollar on the performance of the
Canadian economy, both in its resource and non-resource
sectors, this is commonly described as ‘Dutch Disease’.
‘Unless this reality is incorporated into all analyses of oil

industry performance, estimates of financial returns,

investment, and future supply, will be exaggerated—as will
the benefits cases they are based on. These exaggerated
supply forecasts are then used to support the need for new
pipelines to access the US Gulf Coast and China,’ Allan
concludes.

Avoiding The Real Issues
Allan’s calculations most certainly raise serious questions as
to the validity of the numbers that all the proponents,
including the federal government, have been using. ‘They
have therefore exaggerated outcomes from the development
of the project without adequately acknowledging or
incorporating economic costs.’
Allan’s final suggestion is that any economic study should

be extended to include the alternative of using western
Canadian oil to meet eastern Canadian energy needs; the
NEB hearing structure only allows the consideration of one
option, as proposed by one proponent.
‘At the very least, it is time to stop using unrealistic and

exaggerated economic benefits claims from various studies
as a method to avoid an identification and discussion of the
real and important economic, social and environmental
issues that face Canada.’ 0
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Pipelines Galore
Current pipeline proposals would enable tar sands
bitumen to be shipped by ocean-going tanker from ports
on Canada’s west coast and the US Gulf coast. In addition
to the reversal and expansion of pipelines (currently
under construction) from Cushing, Oklahoma to the Gulf
coast, these proposals include the Keystone XL pipeline
from Alberta directly to the Gulf, the Enbridge Northern
Gateway pipeline system to Kitimat, BC, and the
expansion of the Kinder Morgan Trans Mountain
pipeline to the Westridge terminal in Burnaby. They
would all facilitate tanker access to Asian markets, which
are seen as areas of increasing demand. The west coast
ports would also make shipment to underutilized
California refineries possible. Because they have no direct
pipeline access to the US Midwest, these refineries also
purchase crude oil at the higher Brent prices. 


