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The Collapse 

The price of oil has withstood severe volatility over the last 18 months 
due to a variety of factors. While the world price of oil had been 
relatively stable between 2010 and 2014, it experienced a massive 
decline in the fall of 2014 and has since remained relatively low. Oil 
prices were at their lowest in years in March 2015, with the West 
Texas Intermediate (WTI) Crude opening at $47.63/bbl (USD) (Yahoo 
Finance, 2015). At their highest point in the last eighteen months, WTI 
Crude futures traded at approximately $97/bbl (Yahoo Finance, 
2015). 
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Figure 1: Oil price plunge in North America (March 2014 to January 2015), $USD 

 
For nearly four years leading up to the drop off, crude oil maintained 
a price level in excess of $100.00/bbl (Yahoo Finance, 2015). High 
prices can be attributed to a variety of factors. Soaring consumption 
by countries such as China and conflicts in key oil-producing areas 
such as Iraq has meant that continued full-scale production in more 
stable countries, such as Canada and the United States, simply could 
not keep up with domestic and international demand, sending prices 
substantially higher (FT, 2015). In recent years, however, global 
production increased, spurred by the ‘shale revolution’ in the United 
States. Technological developments in horizontal drilling and 
hydraulic fracturing coupled with high oil prices allowed the United 
States to produce an abundance of oil and natural gas resources 
(Bloomberg, 2015). Since 2009, oil supply from America has 
increased by 4 million bbl/d (EIA, 2015), allowing the United States 
to become the largest oil producer in the world. As major economies 
in Europe weakened, coupled with low U.S. growth and widespread 
fiscal policy changes, the demand for oil tapered and prices began to 
tumble.  
 
The single greatest event that led to the oil price collapse was the 
November 2014 OPEC (Organization of Petroleum Exporting 
Countries) meeting. OPEC, an organization of 12 oil-rich countries 
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that control oil reserve output, decided during this meeting to allow 
prices to skyrocket as global production increased (Raval, 2015). 
OPEC countries’ resources account for 81% of the world’s natural 
crude oil supply (FT, 2015). This group of countries is dominated by 
Gulf producers, most notably Saudi Arabia. Their vast reserves, which 
can be extracted at low variable costs, allow OPEC countries to absorb 
drastic decreases in oil prices. Furthermore, OPEC controls nearly 
40% of the world’s market (FT, 2015). OPEC’s decision came as a 
surprise, because many anticipated that OPEC would curb production 
in order to maintain high oil prices – and its comfortable margins. 
OPEC’s disregard for the international oil market was a move to price 
out the high cost producers – those mainly doing business and 
conducting operations in Canada and the United States. Stumbling 
prices, specifically, a sub $50/bbl oil environment, threatens to price 
new entrants with high costs out of the market, forcing industry 
consolidation through M&A or resulting in these companies ceasing 
operations altogether. 
 
There are other notable factors that have played a role in the collapse 
of oil prices. China’s transition towards a self-sufficient consumer-
centric growth model has drawn attention to its carbon emissions. 
China plans to cap the increasing rate at which it consumes energy and 
to double the amount of energy it consumes from zero-emission 
sources by 2030 (FT, 2015). Moreover, demand in the advanced 
economies of North America, Europe, and Asia has been declining for 
nine years, decreasing by 5 million bbl/d since 2005. This has been a 
result of the widespread trend toward using more environmentally-
friendly fuel sources (FT, 2015).  
 
While some may argue that the trend away from greenhouse-gas 
emitting energy sources is positive for society, North American oil 
producers, and subsequently their economies, have been 
experiencing the negative consequences of what could be the first 
event to trigger major industry changes. 

 

Oilsands Producers Feeling the Squeeze 

The oil price collapse has had an immense impact on the Canadian oil 
industry. These impacts have rippled through the economy, having 
varied effects on individuals and corporations. While there are some 
positive effects of the price collapse – consumers are feeling richer at 
the gas pumps, for example – the net impact is overwhelmingly 
negative. From an economics standpoint, we have already seen many 
of the effects we would have expected in Canada, given the Canadian 
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economy’s high reliance on the Alberta oil industry: the energy 
industry accounts for about a quarter of Alberta’s economic activity 
(CBC, 2015).1 In Alberta, large oil producers like Suncor Energy Inc. 
and Cenovus Energy Inc. have eliminated thousands of jobs and 
dramatically reduced spending on new projects. Between Q1/14 and 
Q1/15 rig drilling has decreased by 64.2%, manufacturing shipments 
are down by 8.5%, and exports are 14% lower (EIA, 2015). 
Furthermore, March 2015 unemployment was 5.5%, up from 4.7% in 
2014 (Government of Canada, 2015). Finally, retail sales have 
declined, driven by lower gas prices but bolstered by consumer 
uncertainty and lowered consumer purchasing power (Government of 
Canada, 2015). These outcomes have trickled down into the Albertan 
budget and will affect Canadian government revenues. 
 

Low Oil Weighing on Canadian Growth 

 
 
 
 
 
 
 
 
 
 
 

 

Figure 2: Oil price hurting the Canadian Economy (Statistics Canada, 2015) 

 
For the fiscal year ended March 31, the Canadian budget surplus is 
expected to be $464 million, down from the earlier forecasted sum of 
$1.1 billion (Government of Canada, 2015). Former Alberta Premier 
Jim Prentice stated that the oil price collapse has erased 
approximately $7 billion of government revenues (Government of 
Alberta, 2015). This is concerning as the Alberta budget has 
historically been designed around oil and gas royalty revenues, 
dependent on various forecasts which include the exchange rate with 
the United States and the West Texas Intermediate crude oil price. 
With both the exchange rate and oil prices down, billions of 
government revenues that Albertans rely on have disappeared. While 
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the government has reserves and will still post a surplus this year, the 
current scenario is not sustainable in the long run. Interestingly, 
Albertans may have recognized this and recently voted in a New 
Democratic Party (NDP) provincial government, led by Rachel Notley 
(CBC, 2015). Notley’s government will likely not be industry-friendly, 
pledging to review (and likely increase) oil & gas royalties and 
increase corporate taxes, among taking other measures (CBC, 2015).4 
Policies such as those likely to come with the election of the NDP party 
will put even more pressure on Albertan energy producers, and 
threaten to drive Alberta deeper into what may be a more serious 
recession than it appears. 
 
However, one must note that most Albertan producers remain well 
above their break-even points (Financial Post, 2015). While new 
multi-billion dollar projects may be a luxury at this time, high up-front 
fixed costs and low variable costs allow big producers to take 
advantage of economies of scale, resulting in little uncertainty with 
regards to large, pre-existing projects (Council of Foreign Relations, 
2015). This means that existing mines can be profitable even until 
prices venture to less than $30 per barrel (Council of Foreign 
Relations, 2015). Instead, the oil price collapse will be felt by new 
entrants in the industry, and by bigger players as they watch their 
cushy margins erode from their income statements. 

 
Regardless, the effects of lower oil prices will be felt nation-wide. The 
Bank of Canada has recognized the national impacts that will be felt by 
the oil price collapse, firstly by cutting interest rates in January (Bank 
of Canada, 2015). In its most recent monetary policy report, the BoC 
acknowledged that the negative effects of depressed oil prices are 
“materializing rapidly,” and seem to be “more frontloaded than 
expected (Bank of Canada, 2015).” The figures above show the weight 
of low oil prices on the Canadian economy, and demonstrate the extent 
to which the impact will be felt in each province. Not unexpectedly, 
Alberta is expected to be hit the hardest. What is rather concerning, 
however, is that these effects are felt when the Bank of Canada 
forecasts an oil price of US$60 (Bank of Canada, 2015) The Bank 
neglects the fact that oil prices could fall lower, depending on a 
number of extraneous factors such as OPEC’s supply decisions or the 
number of shale producers that are pushed out of the market in the US 
(FT, 2015). If this were to be the case, in the long-run, we would see a 
rebalancing of the economy. In fact, some may argue that this is 
already occurring, with the recent departure from Conservative 
politics and election of the NDP party in Alberta, which will lead to 
higher taxes, increased government spending, and less special 
treatment for oil companies. 
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One must also note the impact of the oil price collapse on the Canadian 
exchange rate. Since January, the Canadian dollar has depreciated 
massively against the U.S. dollar, since it is so closely tied to oil prices 
(Bloomberg, 2015). Furthermore, since 2011, the Canadian dollar has 
depreciated by approximately 27% (Yahoo Finance, 2015). This has 
varied economic effects, and it is unclear whether the net impact will 
be positive or negative at this time. Cross-border shopping, foreign 
imports, and many consumer goods have become more expensive as a 
result of the Canadian currency depreciation. Additionally, the 
government now has an increased debt burden as a result of some of 
its debts being denominated in foreign currencies (Government of 
Canada, 2015). On the other hand, a depreciated currency boosts 
exports and could therefore help to boost different industries in 
Canada (Government of Canada, 2015). Additionally, Canadians’ 
investments abroad become more valuable when they are repatriated, 
which also helps to boost economic growth as individuals’ wealth 
increases (Government of Canada, 2015). 

Shale Boom to Bust in the USA 

With regards to the United States, the shale boom has fueled growth 
unlike any other industry in recent time (Oil Price.com, 2015). The 
subsequent fall in prices has been devastating for oil producers, 
especially new entrants. However it has not had as negative an effect 
in the US as the price collapse has had in Canada, due to greater 
industry diversification in America (WSJ, 2015). 
 
The growth in exploration and production in the US created thousands 
of jobs, increased overall investment and greatly reduced America’s 
dependence on foreign energy imports (Bloomberg, 2015). In 
contrast, becoming an energy producing country, and not solely 
energy consuming, the US, like Canada, now feels the substantial 
effects of even a slight drop in the price of oil. However, on an 
economy-wide basis, inexpensive oil has profoundly positive effects 
for individual private consumers and other oil-reliant industries such 
as Aviation and Manufacturing in the United States. For example, with 
low oil prices, overall transportation costs are significantly lowered.  

 
Strong, consistent oil prices has been encouraging for oil exploration 
and production companies in the past few years. Faced with a stable 
price environment, oil and gas companies commissioned a record-
breaking number of rigs in order to have the ability to bring ample 
supply to market (Bloomberg, 2015). Historically, over the last 15 
years, the Baker Hughes operational count has remained in a range of 
200-400 active rigs (Baker Hughes, 2015). However, the shale gas 



QGM 
 

7 
 

revolution in the United States caused the active rig count to grow 
exponentially. Beginning in late 2009, the number of active rigs 
jumped from a low of 200 to a high of 1600 in mid-2014 (Baker 
Hughers, 2015). Even more notably, rig counts remained above 1300 
from Q4 2011 until Q4 2014, which can be attributed to producers 
racing to extract the first oil, and the subsequent profits. 
 

Shale Producers Cutting Back on New Wells 

 

 

 

 
 
 
 

 

 

 

 

 

 

 

Figure 3: Baker Hughes Rig Count vs. WTI Price (Baker Hughes, 2015) 

 
The drastic fall in oil prices has resulted in a drawdown of the number 
of operational rigs. As of the week ended June 12, 2015, the Baker 
Hughes rig count had fallen for 27 consecutive weeks to an operational 
total of 859 (Baker Hughes, 2015). In order to combat low crude oil 
prices, production was cut back across the board beginning in Q4 2014 
and Q1 2015. However crude oil prices have rallied nearly 40% from 
a low of $43.46 to $59.68 from March 2015 to June 12, 2015 (Yahoo 
Finance, 2015). So, what does this mean for production? In short, the 
turnaround in oil prices is a relatively unexpected occurrence. During 
the oil price collapse, rig activity declined, and deferred well 
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completions became more common. Postponed wells or fracklog has 
helped keep oil prices at a moderate level. Drillers across the U.S. have 
been keeping approximately 322,000 bbl/day underground to date as 
total fracklog has roughly tripled (Doan, 2015). As prices bounce back 
and companies begin to work through their project pipeline, the 
market will see those unrealized barrels hit the market, which could 
put downward pressure on prices yet again.   
 
Nonetheless, with oil prices finding support at $50/bbl, companies 
turned the spigots back on. This is somewhat alarming, because if 
prices recover further and find support at the $60-$65 level, we may 
see an additional 500,000 barrels a day come to market, for a total U.S. 
production of 7.67 million bbl/d (Bloomberg, 2015). According to US 
Energy Information Administration (EIA) estimates, production 
actually increased by a total of 9.6M barrels for the month of May (EIA, 
2015). Conversely, the same outlook from the EIA states, “production 
is expected to decline from this month until February 2016” (EIA, 
2015). Going forward, with current support levels for crude oil, 
producers potentially risk destabilizing prices, as they are more likely 
to bring barrels to market and hastily finish wells as WTI and Brent 
Crude recover. 

What Lies Ahead 

Crude supply and demand fundamentals, divergent monetary policies, 
and output decisions of major producers are key factors that will all 
play a major role in determining crude prices, oil production, and the 
success of the North American oil industry as a whole worldwide. In 
turn, the oil industry plays an invaluable role in the health of the 
Canadian, U.S., and global economies. 
 
Recently, the oil industry gained clarity on one of these factors, as 
OPEC decided to leave their production guidance unchanged at their 
June 5th meeting in Vienna (Bloomberg, 2015). While this result was 
largely expected, the cartel’s decision to continue to allow production 
of 30 million BOE/D to flow into international markets will serve as a 
further headwind for crude price recovery. Perhaps more troubling 
than OPEC’s output guidance is the fact that many members have been 
producing in excess of their quota for some time, and have shown no 
signs of reversing this trend. If anything, OPEC is likely to bring more 
crude to the market in the coming months as Iran has publicly stated 
that they will be able to provide an extra 700,000 BOE/d by the end of 
2016. The EIA has forecasted that his development could put 
downward pressure on global crude pricing to the tune of US$5 to 
US$15 per barrel (EIA, 2015). This development, along with other 
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major oil producers’ unwillingness to cut back on production, will 
likely be a headwind for the industry moving forward. 
 
Additionally, as of now a crude oil export ban prevents the US from 
exporting any unrefined crude oil to foreign countries, creating 
inefficiencies and leading to unnecessary refining costs. US oil still 
contributes to a supply glut because the US does not need to import as 
much oil from oil-producing countries. However, if the US were to lift 
its ban on crude oil exports - an idea being put forward in Congress - 
prices would feel even more downward pressure as American 
unrefined crude reaches international markets. 
 
Another major topic in international economics over the past several 
months has been that of the divergence in monetary policy between 
many of the world’s major economies. In a time where the EU, China 
and Canada have all cut interest rates in order to stimulate growth, the 
USA looks poised to hike their own key rate later this year. This shift 
in policy has many investors betting on the further appreciation of the 
US dollar, an event that would put additional pressure on crude prices. 
As the world’s major crude benchmarks, WTI and Brent, are priced in 
USD, any appreciation of the currency makes these commodities 
relatively less attractive to purchase. This trend, if it does in fact play 
out in the markets, would contribute to further crude price weakness.   
 
While there are some potential headwinds facing the oil industry, 
there are also some factors that seemingly bode well for crude 
producers. For example, the strength of the USD has had alternating 
effects – the relative strength of the USD compared to the Canadian 
dollar has actually helped Canadian oil exports and lessened the blow 
to Canadian oil producers (Fraser Institute, 2015). Moreover, demand 
for crude oil from large oil-consuming countries like China and the 
United States has increased in response to weak crude prices; to see a 
prolonged period of crude price appreciation this trend should 
continue. Additionally, US rig counts have fallen steadily since the 
major price fell off, which indicates slowing production from shale 
companies in the United States (Financial Post, 2015). One should also 
note that many producers benefitted heavily last year from derivative 
instruments, which hedged oil price risk and led to some producers 
experiencing comfortable margins, as if oil prices barely declined; we 
expect to see more decreases in rig counts into the next year as 
producers who may have produced profitably while hedged can no 
longer do so in the current price environment (Bloomberg, 2015). This 
factor could be a major boost to crude prices, and would provide relief 
for oil exploration and production companies in North America and 
around the world. 
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As the second half of 2015 approaches, there remains a large amount 
of uncertainty surrounding the direction of crude prices, and with 
them, the health of the oil industry and the broader economy. This 
uncertainty is likely to weigh on producers in North America who 
continue to cut spending, eliminate projects, and sometimes even shut 
their doors. While the shale boom appears far from over, and the 
Canadian oil sands will adjust to lower margins in the long run, the 
second half of 2015 will likely be a tough six months for oil producers 
across North America. We look to decisions made by OPEC, the Federal 
Reserve, in addition to other economic factors to further influence the 
oil industry, and we wait to see how these events shape the North 
American economy – for better or for worse. 
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