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Backgrounder: Dutch Disease and Canada’s Manufacturing Sector

Introduction:

Premier McGuinty kicked off a much needed debate this week about the impact that
the rising value of Canada’s oil exports is having on Ontario’s manufacturing sector:

"The only reason the dollar is high, it's a petro dollar, driven by the global demand
for oil and gas to be sourced in Western Canada...If I had my preferences as to
whether we have a rapidly growing oil and gas sector in the West or a lower dollar
benefiting Ontario, I stand with the lower dollar."

With the oil industry poised to triple tar sands production, with the support of the
federal government and Alberta, it's essential to understand the impact rising oil
exports are already having on jobs elsewhere in Canada.

Canada's Petro-Dollar
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Source: Monthly Cushing, OK WTI Spot Price - Energy Information Administration
(http://tonto.eia.doe.gov/dnav/pet/hist/rwtcM.htm); Canada/US exchange rate - Bank of Canada
(http://www.bankofcanada.ca/rates/exchange/monthly-average-lookup/)
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e Parts of Canada are being affected by “"Dutch Disease” — a term coined in the
1970s to describe the hollowing out of manufacturing in the Netherlands
following the discovery of a large natural gas field that drove up the country’s
currency, pricing its manufacturing products out of international markets.

e A 2008 OECD study warned that Canada was at risk of Dutch Disease and
needed to ensure vulnerable sectors like manufacturing were not ‘crowded out’
as a result of the rise of commodity exports."

e A recent study from the University of Ottawa that examines the impact of
resource exports (e.g. oil) on the dollar and manufacturing jobs finds that Dutch
Disease has a big impact in Canada. It estimates that 42 per cent of
manufacturing job loss in Canada due to rising currency has been a result of
Dutch Disease stemming from growing oil exports.'

e Canada’s geography presents a unique challenge in dealing with the impacts of
Dutch Disease."” While Alberta reaps the majority of the job benefits of tar sands
development, it's Ontario and Quebec that feel the pain of jobs lost in the
manufacturing sector. Seventy-five per cent of Canada’s manufacturing industry
is located in these two provinces.” Between 2004 and 2008, Quebec and Ontario
lost 86,700 and 198,600 manufacturing jobs respectively.” B.C., New Brunswick
and Nova Scotia also lost a combined 35,000 jobs.""

e The Government of Ontario estimated in its fall 2010 Economic Update that, for
every 5 cents appreciation of the dollar, the province’s GDP shrinks by up to
0.8% in the first year and 1.2% in the second year, or $4.6 billion and $6.9
billion respectively.""

¢ Desjardins has warned that “"Dutch disease” will resurface as an issue during this
period of economic recovery as oil prices rise, driving up the value of the
Canadian currency and hurting the manufacturing sector in central and eastern
Canada.™

e The Canadian Automotive Partnership Council cited the rising dollar as a concern
and reason for Ottawa to provide assistance.* Canadian Manufacturers and
Exporters also identified a Canadian dollar above parity as a major risk factor for
the economic outlook of the manufacturing sector.”

e To date, Canada has not had a debate about how to manage the impacts of
rising oil exports. But, it doesn’t need to be this way — Norway adopted policies
to minimize the impacts of Dutch disease, and as a result has built up a $450
billion wealth fund.*"

For more information, contact:
Gillian McEachern, Deputy Campaign Director
gmceachern@environmentaldefence.ca; 613.292.4416
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