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Since the oil shocks of the early and mid-1970s, Canada has endured considerable economic pressure, both domestically and internationally, in coping with the dramatic impact of fluctuating oil prices on the world market. Although the most influential groups in Canada, notably the oil companies, have emphasized the effect of these shifting market values on Canadian oil production, refining and exploration, it is the general public who have had to adjust and accommodate to the changes at the base retail level. While surges and bouts in oil prices affect the revenues and profits of the oil companies, they also, perhaps less dramatically, affect the bottom line of the average Canadian consumer. The price of petroleum at the retail level can affect the domestic economy as much as the price of crude oil can affect the revenues of wellhead owners – the critical difference is that the former pays for the latter, and one loses while the other makes abhorrent gains.

 The debate as to who is to blame remains a hotly contested point; nevertheless, it is clear that with each petroleum price increase the oil companies benefit from greater profit and the government benefits from greater tax revenues. But is there a limit to such benefits? Not likely, not for the short term. Oil companies will receive more and more of the national expenditure on energy in the short haul, only to be undermined once alternative sources of vehicle propulsion are finally introduced en masse. Likewise, in the short term governments benefit from increased tax revenues, but face in the longer term a heightened rate of inflation and therefore a potential for economic slow-down or even recession. Clearly, it would appear that government seems at greatest risk, therefore it is incumbent upon the government to legislate policy capable of dealing with this problem. Retail petroleum prices today are exorbitantly high – this is as much a populist perception as it is a simple market fact. Indeed, oil prices are at a very high point currently, but do oil prices alone dictate the retail pricing of gasoline at pump stations across Canada? Taxes account for roughly half of the retail price, a major component, but can retail price increases be attributed to this exclusively either? Both oil companies and the government share the responsibility for retail pricing, but only government is capable of dealing with this issue in the interests of the Canadian public and to that end, it is the purpose of this paper to propose to the federal government a Petroleum Retail Pricing Policy with which it can combat the Canadian gas crisis, a crisis Canada has entered ill-prepared, without the direction or planning needed to serve the Canadian public, their pocketbooks and the economy as a whole. 

Background

Arguably, the pricing of retail petroleum bears the most critical impact on the performance of the modern economy. The price of gasoline affects every major aspect of life in the industrialized world which stems from the cost of transportation –  at the micro level, consumers must pay more to travel to and from work by car or bus, while at the macro level, consumers must absorb the increased cost of transportation through the pricing of goods and services which they rely on. Clearly, “throughout history, the economic development of nations has been highly influenced by the way they develop and use energy. Energy is necessary to most forms of economic and social activity”
. 

The rise in retail petroleum pricing forces an upward pressure on inflation, leading to a general rise in the cost of living and a depreciation in the total disposable income any given Canadian may have to spend elsewhere. Put in succinct terms – at 50 cents per litre, on an average fill-up of 35 litres once per week for one year a Canadian will spend $910, whereas at 70 cents per litre, a level that has become familiar in recent months, the same size fill-up at the same frequency for the same duration will cost $1274, a 140 per cent increase. In other words, the average Canadian, simply in terms of gas purchased at the pump, will have $364 less to spend on other consumables in that year. This is precisely what Canada is facing now. Using a highly conservative calculation, if one were to assume only half of the Canadian labour force (roughly a quarter of the Canadian population) fuels up once a week to travel to and from work, this ‘micro’ $364 amounts to a ‘macro’ $2.73 billion dollars in potential national expenditure lost to pump price increases in lieu of the aforementioned 20 cents rise in price. Although a significant part of this would end up in government coffers and not just those of the oil companies, it would not be in the pockets of Canadian consumers -  those capable of driving or stalling, at least to some degree, the domestic economy.

In 1981, nearly two decades ago, gas revenues for the four main oil companies (Imperial, Gulf, Shell and Texaco at that time) “totaled $22.1 billion…a figure which amounted to a full 6.5 per cent of the nation’s Gross National Expenditure”, in essence, this meant that “one dollar in fifteen spent by Canadians on all goods and services ended up passing through one of these four oil companies”
, a situation which has no doubt worsened since, either as a result of a greater number of automobiles, a heavier reliance on trucking rather than rail services, as a result of higher retail gas prices, or some   combination thereof.

The National Energy Board was created in 1959 to direct and set goals for Canadian energy trade, consumption and regulation. Under the National Energy Board Act, the NEB was given the powers to authorize “the export of oil, gas and electricity, of the construction of interprovincial and international oil and gas pipelines and international powerlines” as well as the responsibilities to review and analyse Canadian “supply of all major commodities including electricity, oil and natural gas and their by-products, and the demand for Canadian energy in Canada and abroad”
. Clearly, the NEB did not play an active role in the Canadian petroleum sector until the oil crises of the 1970s, nor did the government as a whole. As James Laxer suggests, “prior to the oil price revolution of 1973, provincial petroleum policies were relatively passive, as had been the case with federal policies”
.

This dramatically changed in 1980 with the launching of the National Energy Program, one of the most contentious policies of the time. Its goal was “to achieve two great national purposes: the Canadianization of the petroleum industry and the achievement of petroleum self-sufficiency by 1990”
. Indeed, the NEP was the first and most notable instance of Canadian energy policy diverging from that of the United States, as Edward Carmichael remarked in 1988, “Canada’s petroleum pricing policy was diametrically opposed not only to that of the United States but also to those of other major industrial countries”. Nevertheless, despite its patriotic and symbolic aims, as well as its general objective of providing Canada with an abundance of cheap energy, the NEP failed to outlive its creators, as it “proved incapable of achieving its objective of insulating Canada from the developments in world energy markets”
. In the end, the NEP was diluted by Trudeau and eliminated altogether by Mulroney, having performed poorly with the challenges of lower oil prices on the world market in the mid-1980s after the massive increases it was designed to deal with.

The Situation Today

Canada today is faced with petroleum pricing problems not entirely dissimilar to those the government attempted to combat in the NEP in 1980. Oil prices have risen to heights not seen since the Gulf War in early 1991, for reasons that remain, to a large extent, quite elusive. While some argue an increased cohesion in the Organization of Petroleum Exporting Countries, others assert that crude oil prices are simply now reaching their pre-destined ‘natural’ level decided by world reserves and not oil company profit-seeking. Whichever outlook one assumes, it is evident that such high petroleum prices will have a detrimental effect on the Canadian economy, perhaps not in the short term as consumers absorb the costs by not spending on other small items, but in the long term as inflation soars and an increasing proportion of Canadian take-home pay is turned into engine exhaust.

Without question, the influence of oil and petroleum prices is enormous on the Canadian economy. In terms of the energy sector as a segment of the economy, “energy related activity within Canada accounts for close to 500,000 full time jobs”
 or roughly 3 percent of the entire labour force, a significant amount for one sector to control.  Indeed, the “price of energy is particularly important to Canadians because of Canada’s climate and because an important part of Canadian industry is energy intensive; higher energy costs can be a handicap”
. Realistically, higher energy costs are a handicap, in terms of the demand on the GNE as macroeconomic indicator of the overall cost to the Canadian economy; a price increase in crude oil of one dollar per barrel cost the nation some $500 million per year in 1983
 - one can safely assume that in 1999 that figure has, at the very least, doubled. 

Additionally, due to the fact that taxes account for approximately 50 percent of the retail petroleum price, a change in crude oil prices of one percent should only cause a half-percent increase in the price of gasoline
. This puts into question to what degree retail price fluctuations are truly the result of crude oil price increases. While crude oil costs amount to roughly 30 percent of the retail petroleum price, there is a lag time for such changes to affect the retailer and there is no reason for changes to be immediately linked to crude oil hikes; certainly, “changes in crude oil costs are generally reflected in the price of gasoline over time, but pump price and crude oil costs do not move together in lock step”
.

Current Government Policy

As the literature suggests, the current federal and provincial policies on energy are in a fairly consistent and reliable state, promulgating the cautious ‘business as usual’ approach to energy policy. As petroleum policy is intrinsically linked to energy policy as a whole, this rather laissez-faire manner to policy planning and implementation seems inappropriate in relation to the current state of affairs. The Policy Proposal shall soon follow which may help to remedy this situation; nevertheless, Canadian energy policy does bear some trends that should, in the view of the current government (and not necessarily in my opinion) continue for the foreseeable future. Remaining consistent with accords established between the federal and provincial governments in the 1980s, it is safe to assume that “Canadian oil and natural gas prices and markets will remain deregulated. Similarly, the elements of the tax system that affect energy – royalties, corporate income tax, excise taxes on motive fuels and the GST – are assumed to remain in place”.

The Energy Policy Branch is the lead federal energy policy think-tank, dealing with domestic and international energy issues, energy-related environmental issues, sustainable development concerns, fiscal analysis, as well as forecasting. The EPB serves the Minister and the Deputy Minister, as well as other branches of the division. The EPB is accordingly separated into five formal divisions: the Policy Analysis and Coordination Division, responsible for strategic planning and the development of broad federal energy policy initiatives; the International Energy Division, aimed at facilitating trade through trade policy coordination and dealing with energy security and all other issue of international pertinence; the Environment Division, assigned to handling air concerns, climate change, acid rain and urban smog; the Economic and Fiscal Analysis Division, targeted at studying economic, financial and fiscal aspects of the Canadian energy sector; and lastly, the Energy Forecasting Division, responsible for long-term planning via energy and emissions projections, and synthesizing both science and government policy into its projections.
 Clearly, there is a significant policy infrastructure capable of dealing with energy issues at their various levels – surely retail petroleum pricing is one of them.

Proposals

The following is a general outline for a proposed policy on Retail Petroleum Pricing in Canada, to be fleshed out by the numerous divisions of the Energy policy Branch before possible implementation. Many of the proceeding options have been proposed previously to government, but of those seen before, very few have intended to deal exclusively with the problem of retail petroleum pricing.

1. Regulation
One of the age-old solutions to the uncertainty in oil and gas pricing has been government intervention in the form of heightened regulation. Already, the government regulates several aspects of the petroleum industry – from how it is refined to how it is sold to the consumer – yet its regulation does not currently extend to the problem area – retail pricing. While many would argue the benefits of a capping measure aimed at placing a price ceiling on petroleum prices at the pump, to prevent them from soaring further, it would not be in the best interests of consumers inasmuch as such a policy could very easily cap the price at an artificially high level. In terms of government regulation, the more applicable solution would be interventionist monitoring of retail prices – in effect, establishing a petroleum retail pricing watchdog with a vastly more focused role than merely the federal Competition Bureau that would monitor price changes and intervene on behalf of the government to force one or two random retailers at the local level to lower prices to maintain competition in the event of widespread increases. This would give the government the power to ensure competition and prevent regional price stagnation at high levels that is prevalent today.

2. Taxation
Although compared to most European countries, Canada’s petroleum taxation

level remains relatively low, it still accounts for roughly 50 percent of the price of gas at the retail level. In July 1998, according to the Petroleum Communication Foundation, “almost 54 percent of the average price of regular unleaded gasoline in Canada” was attributable to provincial and federal taxes, the latter which are comprised of a 10 cent per litre excise tax, almost 4 cents per litre in GST and an average provincial tax of 14.9 cents
. Clearly, there is room for a reduction in gas taxes in Canada, at the federal, provincial and municipal levels. Canada benefits from the second lowest base cost for petroleum in the world, which in 1998 was a mere 24.4 cents per litre of the total cost, while 28.6 cents per litre was attributable to government taxation.
 Admittedly, this ratio has changed due to increases in crude oil costs since then, however, it remains blatantly clear that the government is in a position to lower the taxation level on retail petroleum when south of the border Americans benefit from a mere 14.8 cents per litre of tax.

3. Refineries
 
Due in large part to the oil shock of the 1970s, Canada’s refining sector, located predominantly in Montreal, was undergoing a dramatic downsizing. Today, it is a mere fraction of what it once was – to many, the refinery sector of the petroleum industry today is as much an oligarchy as are the oil companies themselves. Is there any competition between refineries? Or does all retail petroleum emerge from the same two or three main sites in east-end Montreal? There appears to be a definite need for a dissemination of refining capabilities in order to erode this compact control over the refining of petroleum in Canada, at least in Central and Eastern regions. Whether this should be achieved through government initiatives or private sector oriented incentives, it is highly arguable that an increase in refinery capacity through the construction of new refineries or the purchasing of current ones by independent sources would benefit the retail pricing of petroleum for the Canadian consumer.

4. Self-Sufficiency
Since the NEP, there has been a considerable discourse concerning the Canadianization of the energy industry by seeking out a ‘Made in Canada’ solution. Perhaps accordingly, there remains a strong need for some degree of self-sufficiency in Canada’s capacity to provide for current and future consumption. Although due to the size and composition of the Canadian oil reserve is it “very sensitive to oil prices between US$15 and US$26” and is therefore less exploitable at these levels, at levels above US$26, “all sources are viable” for extraction in the Canadian oil context.
 Perhaps it would be in the government’s best interests, and those of Canadians, to seek out some form and some magnitude of self-sufficiency to insulate Canada from the dramatic fluctuations endemic to international market values of crude oil, and therefore maintain a more secure and stable retail petroleum price.

Conclusion

The four aforementioned points indicate a need for government to take action on behalf of the retail gas consumer and on behalf of the country as a whole. As suggested earlier, of the two benefactors of increased retail petroleum prices, only government is in a position to act for the good of the Canadian public, as much as only government will have to face the proverbial music once higher prices translate into higher inflation – the Achilles Heel of any modern industrialized country. 


As retail prices continue to rise menacingly, for any number of prescribed reasons, the Canadian public must confront increases in transportation costs and in the costs of commodities and services imported or delivered by motor vehicle. It is safe to assume that due to Canada’s climate and geography, its people cannot cope with everyday realities related to travel with retail petroleum prices as they are today. Most certainly, to accommodate the price levels such as those seen in Europe would require not only a great deal of money at the expense of the domestic economy as a whole, but also a massive rethinking of travel and transport. In the long term, this would not be in the best interests of the oil companies as their market would gradually disappear once new alternatives were brought into widespread usage.

Clearly, there remains ample room for government involvement in the petroleum retail pricing arena. While this may counter the free-market values of some business-types, government involvement in the form of these proposed options has the potential to benefit the Canadian public and, in fact, the petroleum industry by not undermining its existence in the way that exorbitantly high prices do. The Petroleum Retail Pricing Policy proposal stands as a sturdy framework for the various federal agencies to amend and develop to suit the needs of the public and the government. With gas prices now reaching 75 cents per litre in several major urban centres, notably in Quebec, it is time to take action.
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