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THE IMPACT OF AN INCREASE

IN THE DOMESTIC PRICE FOR OIL

This impact study examines the effect of a $1, one
time increase in the domestic price of crude oil. The shock
occurs in 1981. The domestic price of natural gas is the only
energy price that adjusts directly as a result of the oil price
increase since it's price is tied to the domestic price of oil
by government policy. As in the reference case, we assume that
the Federal government receives 25% of the increase in royalty
payments with the remainder going to the producing provinces.
It is also assumed that no recycling of funds associated with
either the increase in royalty payments or the reduction in the
0il import subsidy bill occurs. Neither have we assumed any
increase in oil and gas investment which might result from the
improved profitability of the industry itself. Reactions by
governments or industry might be expected to offset the negative
effects on real growth associated with the price increase. The
results of this study are illustrated on the following tables
and graphs.



EFFECT OF $1 PER BARREL INCREASE IN DOMESTIC OIL PRICE
1981

SHOCK: DOMESTIC OIL & GAS PRICE UP 4.26% IN 1981

IMPACT: Rough estimate of the sources of impact on the CPI

s c.p.I.1  prrect”  wacEs PRODUCTIVITY INDIRECT
1981 .26 . .09 .07 .05 .05
2 .44 .09 .15 .06 .14
3 .48 .08 .18 .06 .16
4 .48 .07 .19 .06 .16
5 - .46 .06 .19 .05 .16
6 .43 .06 .17 .05 .15
7 .38 .05 .16 .04 .13
8 .34 .05 .14 .03 .12
9 .30 .04 .13 .02 .11
0 .29 .04 .11 .02 .10

* Price of Gasoline, 0il & Grease, Fuel 0il & Natural Gas

1 Difference from the Base Case
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14PACT ON MAJUR ECORQMIC INUTCATOKS
(IM LEVELS FORM UWLESS UTHEKRWISE INDICAIEL)
UIL PRICE LHUREASE V5 RFFFRENCE CASE
1988 0o 1989, 00 199¢9,.00
ARARAAARRANATIONAL EXPERDAITURES (MN S197 1) ankaakankn

1 LNEXPK GHUDS NATLOHAL PRUDUC! -291,175 -281,063 -270.19
2 CIn CUNODUHFPY JUN -157,.15 -154,69 -149,715
S5 CDURIK DYRABLES -54 .4 =52, 34 -n9,16
q CDIIYK AUTUS -14,39 -135,93 -15.17
S LHURIK SEML=-DUKRABLES 21,67 -20.91 -19.79
6 CNUKWIK NUN=-DURABLES =32.53 =31.290 -29,79
7 CNF1uK Fuvu -11.18 -10.98 -10,80
8 CSERIK SERVILES -49,0R8 -50,24 -50,35
9 BUSTnY BUS INESS INvalMENT -29.09 -?b.19 -29,07
U IR RESIDENTIAL =1.45 -1.36 -1.26
1 HS HUUSLNHNG SlARIb (000'"s) Yo 0,0 V.0
2 CluPx NON-hEleENll -27.01 -24,48 -23.84
3 1nKC SIRUCIURES -13,43 -12.14 -13.,13
4 ME MACNINtNV AND EUUIPIHENT -14,14 -12.14 -10,71
19 wiIVvPCK VALUE PHYSICAL CHANGLE Iin INVEWTURY B8.16 5.23 3.88
0 GOVEAK® GUVERNMENT EXP, ON LOUDS & $FKRVICLS -3b,.11 -32,.58 -28.86
7 LLCURKK CURKERT EXPENUDITUKES -30,16 -26.81 -23,¢2
B LGFCUNK FEOERAL -0,.496 =9%.719 -4,52
9 GFwASK WAGES AnD SALARIES -4 ,89 -4,07 -3,22
20 LJUIKK NUN F:DtRnL -25.19 -21.02 -18,70
21 bJInASK GtS AnD SALARIES ~-1¢.97 -11.69 -10,38
22 GFICAK CAPIIAL EXPENDIILUIKES =-9.95 =5.17 -95.64
23 NEJXPK® NET EXPURIS OF 6GOUDS ANMU SERVICLS =77.00 -73.4¢2 -7u0,.32
24 xPITxK EXPURIS OF GOUDS ANL SERVICLS -65.18 -649.10 -64,52
29 WXGMAK MtRLHANUISE -45,63 -4b,99 -a7.86
26 18wvxK SERVICES =-19.55 -18.11 -16.67
27 1IMPIMK IMPURIS UF bOUDb AND SERVICLS 11.82 8,42 $.80
28 UILNMK MERCHANDIS 3.04 1.23 0.06
29 I1SKVMK Sth!LFS 8.78 7T.09 S5.74
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