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Nothing Canadian About Canadian Oil Prices 

DISSECTING RECENT WCS MOVEMENTS AND THEIR IMPLICATIONS 

 Canadian heavy crude values recently plunged to all-time lows, while 

their discount to light oil benchmarks is narrower than in recent history; 

this warrants further examination. 

 COVID-19-led lockdowns and travel restrictions are increasingly hurting 

refinery margins, and, in turn, appetite for Western Canada’s heavy oil. 

 A considerably weaker crude pricing trajectory adds to existing 

challenges in the Western Canadian oil patch, which now looks likely to 

enter a period of unprecedented economic difficulty. 

GLOBAL GROWTH, OIL PRICES BATTERED 

The ongoing deterioration of global economic conditions and commodity 

prices is well-established. What began as an apparently short-lived COVID-

19 demand shock largely confined to China has exploded into expectations of a 

worldwide economic downturn. Crude values—reeling from a significant slowdown 

in fuel demand, Chinese industrial activity, and investor sentiment—were thrown 

into turmoil by the Saudi-Russian oil price war. Optimism about an output cut 

agreement led to a rally at the end of last week, but prices remain weak. 

Western Canadian oil prices had been somewhat resilient to this trend—

narrowing the spread between the Western Canada Select and WTI 

benchmarks—but more recently came under immense pressure. The 

differential closed below 13 USD/bbl as recently as March 13th—far narrower than 

the gap per-barrel approaching 25 USD before commodity markets began to feel 

the ill effects of the virus’s spread, and below the 10-year mean (chart 1). Last 

week, however, WCS plunged below 4 USD/bbl—an all-time low. That pushed the 

discount higher, though it remains below its 10-year average of 17.70 USD/bbl 

and currently sits within the range consistent with market balance. 

These developments warrant a deeper dive given the extent to which weak 

Western Canadian oil prices and insufficient egress capacity have weighed 

on Canada’s growth prospects of late.  

US REFINERIES FEELING VIRUS IMPACTS 

Under normal conditions, all else equal, a fall in crude values should lift 

refinery margins and activity, as weaker prices translate into lower input 

costs and greater profit opportunities from upgrading. This was observed at 

many refineries across the world during the 2014–15 crude supply surge that 

drove the last commodity price correction. 

But these are not normal times. In addition to plummeting oil prices, the 

COVID-19 pandemic, industry shutdowns, and travel restrictions are now 

hammering fuel demand. That is beginning to show in US gasoline and jet fuel 

consumption, both of which witnessed steep year-over-year declines last week 

and are clearly trending downward (chart 2). 
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Early this year, US Gulf Coast refiners—the primary destination of incremental 

Western Canadian barrels—had been able to preserve healthy margins, supporting 

the WCS-WTI discount as light oil prices plunged. These facilities are able to 

process a wider variety of crude products and tend to have stronger yields. Margins were 

also being supported by exports to Mexico and South America. With lockdowns 

intensifying across the US and broader world, Gulf Coast margins are eroding (chart 3), 

run rates are being scaled back, and demand for Western Canadian oil has fallen. 

DOWNWARD PRICE PRESSURES REMAIN DESPITE RECENT RALLY  

So long as COVID-19-led lockdowns and travel restrictions remain in place, soft 

demand for upgraded petroleum products will be the lay of the land. That, in turn, 

should translate into subdued refinery activity and more pressure on Western Canadian 

crude values as the global oil market grapples with the ramifications of the Saudi-

Russian oil price war. Though the WCS-WTI differential is narrower than in recent 

history, that is a function of WTI weakness more than it is of resilience in WCS. 

Against that backdrop, Western Canadian crude storage capacity is stretched. 

Alberta inventories, for instance, were at or near all-time highs throughout last year and 

remained elevated as of February 2020 (chart 4). This was supposed to be the year 

that Alberta oil producers began to drain their overflowing inventories, prompted by an 

easing of the provincial government’s curtailment program and the support it offers for 

oil-by-rail pricing. Rock-bottom crude values in the near-term would put new pressures 

on many producers to throttle back production or shut down; limited storage capacity 

should exacerbate these pressures as well as those on prices.  

AN EVEN MORE CHALLENGING ECONOMIC ENVIRONMENT 

What does this mean for Alberta’s economy? Expectations of stepped-up oil 

output and export growth in 2020 were key to our pre-COVID-19 growth forecast for 

Wild Rose Country; both of those factors are now clearly under fire as a result of 

weaker pricing and US refinery activity. It also clearly discourages any incremental oil 

and gas sector investment and related hiring—a modest uptick in which we had 

penciled in for this year—while lockdowns should result in job losses across the broader 

labour market. That applies to Saskatchewan as well. Oil and gas industry investment 

in Alberta (chart 5) and jobs in Western net oil-producers have yet to recover from the 

last resource price downturn. Our most recent forecast update outlines real output 

drops of almost 3% this year in both provinces—versus January estimates in the 1¼–

1¾% range. 

One piece of good news for Alberta is that major project activity outside the 

energy industry still largely looks to be going ahead. A major 

telecommunications company, for instance, has pledged to invest some $16 bn over the 

next five years to improve the speed and capacity of Alberta's internet network. 

However, that could change: several mines and construction projects in Canada have 

been idled in efforts to limit virus transmission. That includes a pause in construction 

activity announced by one petrochemicals firm late last week.  

For Canadian impacts, see Scotiabank’s René Lalonde and Nikita Perevalov’s note 

released late last year. The key takeaway is that weak WTI prices should weigh on 

inflation and the exchange rate, while plunging WCS is linked to softer domestic demand 

and exports. 
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A few words on the Alberta government’s decision to purchase a stake in the Keystone XL (KXL) pipeline and accelerate 

construction. This is a positive development—albeit a modest one—for the province’s economic growth in the near-term. The 

proposed April start date corresponds to some incremental additional assistance for capital outlays and job creation in Q2 versus 

our last forecast. Pipelines—and as such, our economic forecasts for Alberta—are subject to unpredictability around project 

timelines and approvals. That’s of particular concern now given the rate at which projects are being idled or shut down to contain 

the coronavirus spread, and the Province’s support increases the likelihood of on-time completion. The US Gulf Coast should 

remain both the main destination of incremental Western Canadian barrels as well as underserved by pipelines. 

Still, Alberta and Saskatchewan’s medium-term growth prospects will be dominated by COVID-19 developments and the 

trajectory of Saudi and Russian oil production. Considerable uncertainty remains about the virus’s course and resulting 

market reactions, but the coming weeks and months are sure to stretch oil patch firms’ balance sheets and test the limits of their 

production and storage infrastructure. 
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