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Alberta Premier Notley announced on Sunday that the provincial government has
ordered oil producers to cut production by 8.7%, or 325,000 bpd, as of January
2019. The cuts are expected to be rolled back to about 1/3rd of the size by the spring.
Here is a quick look at the impact on growth, policy and government finances:
Impact on the Canadian economy: The hit to GDP will be upwards of 2%
annualized, but we had already built in production cuts of about 120,000 bpd in Q4,
as previously announced by various companies, so the actual impact on Q1 should be
a bit less (more like 1¼%-to-1½% in Q1, annualized). Either way it will put a serious
dent in the GDP forecast to start 2019, with our Q1 growth estimate chopped to
0.7% a.r., from 2% previously. The expected rebound in production later in the
year should contain the full-year 2019 GDP impact and potentially lift 2020 slightly,
depending on timing. Indeed, we currently assume that production comes back online
through the rest of 2019 and cuts are expected to fully unwind by the end of the year.
As such, our forecast for 2019 GDP growth is now 1.8%, down 0.2 ppts, while
2020 is now 1.7%, up 0.1 ppts. Overall, this is a modest downgrade to the growth
call but there’s plenty of uncertainty heading into next year.
Bank of Canada impact: The Bank’s growth forecast will be affected, but the drop in
production is expected to be temporary and therefore shouldn’t have a big impact
on policy. But we may find out their preliminary thoughts this week, with the Bank
of Canada policy announcement due Wednesday and an economic update speech
from Governor Poloz on Thursday. No rate hike is expected this week, but there’s
uncertainty around the tone the Bank will take. The BoC was particularly upbeat in
October, but with oil prices since falling sharply, the Fed sounding a bit more dovish,
and the Q3 GDP details on the soft side, a more cautious tone is expected. The
market will be watching for clues to the potential for a January hike, which is
currently about 70% priced.
Impact on Alberta: We’ve now cut our 2019 real GDP growth forecast for
Alberta to 1.2%, down from an expected 2.4% clip in 2018—we recently had a
forecast as high as 2.5% for next year. We had already assumed that capital spending
budgets would be scaled back next year given the weak price environment, but the
production cut adds a new layer of downside. That said, a few factors temper the
negative tone: The deflator will likely run a bit stronger given a better price
environment; the temporary nature of the cuts probably doesn’t have the same
multiplier effect (on jobs, spending, etc.) as permanents cuts; and the energy sector
has already cut operating costs in recent years, improving its ability to sustain
through a lower price environment. Finally, insofar as the production cut lifts prices,
sentiment could actually improve in Alberta as a result of today’s measures.
Government finances: We’ll reiterate that the federal government doesn’t collect
royalties from the energy sector, but is instead impacted by economic growth and
A publication of BMO Capital Markets Economic Research • Douglas Porter, CFA, Chief Economist • economics.bmocapitalmarkets.com • 416-359-6372

econoFACTS
Page 2 of 2

December 3, 2018, 8:00 am

prices through general corporate and personal tax receipts. That said, our revised
growth forecast could lead to modest downside of about $2 billion in FY19/20 versus
the fall update—that would be covered by the $3 billion contingency, and could very
well be offset by higher oil prices. For Alberta, a $1 change in the WCS differential
adds roughly $210 million to revenues. As such, if production cuts prove to speed up
the narrowing of the differential (presumably the elasticity is strongly positive), the
Province could come out clean or slightly ahead following today’s measures.

General Disclosure
“BMO Capital Markets” is a trade name used by the BMO Financial Group for the wholesale banking businesses of Bank of Montreal and its subsidiaries BMO Nesbitt Burns Inc., BMO Capital
Markets Limited in the U.K. and BMO Capital Markets Corp. in the U.S. BMO Nesbitt Burns Inc., BMO Capital Markets Limited and BMO Capital Markets Corp are affiliates. This document is
issued and distributed in Hong Kong by Bank of Montreal (“BMO”). BMO is an authorized institution under the Banking Ordinance (Chapter 155 of the Laws of Hong Kong) and a registered
institution with the Securities and Futures Commission (CE No. AAK809) under the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong). BMO does not represent that this
document may be lawfully distributed, or that any financial products may be lawfully offered or dealt with, in compliance with any regulatory requirements in other jurisdictions, or pursuant
to an exemption available thereunder. This document is directed only at entities or persons in jurisdictions or countries where access to and use of the information is not contrary to local laws
or regulations. Their contents have not been reviewed by any regulatory authority. Bank of Montreal or its subsidiaries (“BMO Financial Group”) has lending arrangements with, or provide
other remunerated services to, many issuers covered by BMO Capital Markets. The opinions, estimates and projections contained in this report are those of BMO Capital Markets as of the
date of this report and are subject to change without notice. BMO Capital Markets endeavours to ensure that the contents have been compiled or derived from sources that we believe are
reliable and contain information and opinions that are accurate and complete. However, BMO Capital Markets makes no representation or warranty, express or implied, in respect thereof,
takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this report or its contents.
Information may be available to BMO Capital Markets or its affiliates that is not reflected in this report. The information in this report is not intended to be used as the primary basis of
investment decisions, and because of individual client objectives, should not be construed as advice designed to meet the particular investment needs of any investor. This document is not
to be construed as an offer to sell, a solicitation for or an offer to buy, any products or services referenced herein (including, without limitation, any commodities, securities or other financial
instruments), nor shall such Information be considered as investment advice or as a recommendation to enter into any transaction. Each investor should consider obtaining independent
advice before making any financial decisions. This document is provided for general information only and does not take into account any investor’s particular needs, financial status or
investment objectives. BMO Capital Markets or its affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a principal basis. BMO Capital Markets or its
affiliates, officers, directors or employees have a long or short position in many of the securities discussed herein, related securities or in options, futures or other derivative instruments
based thereon. The reader should assume that BMO Capital Markets or its affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy
or sell securities of issuers discussed herein.
Dissemination of Research
Our publications are disseminated via email and may also be available via our web site http://economics.bmocapitalmarkets.com. Please contact your BMO Financial Group Representative for
more information.
Conflict Statement
A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing policy for managing conflicts of interest in connection with
investment research which is available at http://researchglobal.bmocapitalmarkets.com/Public/Conflict_Statement_Public.aspx.
ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and corporate banking products.
BMO serves Canadian retail clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, personal and commercial banking clients are served by BMO Harris Bank N.A.,
Member FDIC. Investment and corporate banking services are provided in Canada and the US through BMO Capital Markets. BMO Capital Markets is a trade name used by BMO Financial
Group for the wholesale banking businesses of Bank of Montreal, BMO Harris Bank N.A, BMO Ireland Plc, and Bank of Montreal (China) Co. Ltd. and the institutional broker dealer businesses
of BMO Capital Markets Corp. (Member SIPC), BMO Nesbitt Burns Securities Limited (Member SIPC) in the U.S., BMO Nesbitt Burns Inc. (Member Canadian Investor Protection Fund) in Canada,
Europe and Asia, BMO Capital Markets Limited in Europe, Asia and Australia and BMO Advisors Private Limited in India.
“Nesbitt Burns” is a registered trademark of BMO Nesbitt Burns Inc., used under license. “BMO Capital Markets” is a trademark of Bank of Montreal, used under license. “BMO (M-Bar roundel
symbol)” is a registered trademark of Bank of Montreal, used under license.
® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere.
™ Trademark Bank of Montreal in the United States and Canada.
© COPYRIGHT 2018 BMO CAPITAL MARKETS CORP.
A member of BMO Financial Group

