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MAIN CONCLUSIONS

■

The economic downturn from COVID-19 is proving to be one of the steepest since the Great Depression
of the 1930s and Canada is already experiencing negative economic impacts. Canada’s economy experienced
a decline of 2.1% in the first quarter of 2020.

■

Canada’s economy has seen sluggish economic
growth in recent years, even prior to the onset of
COVID-19. Between 2010 and 2019, real (inflationadjusted) gross domestic product (GDP) in Canada
grew at an average annual rate of 2.2% compared
to 2.8% in the 2000s and 2.4% in the 1990s. In fact,
Canada’s economic growth over the past decade was
weaker than several other developed countries including the United States, Germany and Japan.

■

Given Canada’s slow economic growth over the
past decade and the fact that this issue is only expected to worsen as a result of the COVID-19 pandemic, governments across Canada would be wise
to adopt policies that support economic growth
post-pandemic.
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■

Empirical research has examined the relationship
between energy consumption and real gross domestic
product (GDP) in Canada and has shown that energy
abundance is an essential input for Canadian economic
growth. Therefore, policies designed to reduce energy
consumption artificially and/or increase energy costs
will likely limit future economic growth. Similarly, policies favouring the abundant availability of energy will
likely have a positive impact on future economic growth.

■

Despite the important role that affordable energy
plays in economic growth, federal and provincial governments in Canada have implemented policies that place
artificial constraints on energy abundance. Ontario’s
Green Energy Act, British Columbia’s conservation programs, and the federal government’s renewable energy
targets are some examples.

■

To promote economic growth and foster a robust
economic recovery, a sound post-pandemic strategy would
see governments abandon demand-side management programs and adopt policies that will foster abundant energy.
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Introduction
The COVID-19 pandemic is having a devastating
impact on economies around the world. Indeed,
it seems like the world economy will experience
its worst recession since the Great Depression
of the 1930s. The International Monetary Fund
(2020) calculates global economic growth falling to −4.9% in 2020 with a cumulative output
loss of roughly US$12 trillion. To put this into
perspective, the losses from this crisis will equal
the economies of Canada, Germany, India, and
the United Kingdom combined. Canada is already
experiencing the negative impact of this recession: 3.1 million Canadians were affected by
either job loss or reduced hours in March. The
unemployment rate increased by 2.2 percentage
points to 7.8% in the same month, which is the
largest one-month increase since 1976 (Statistics
Canada, 2020b). In addition, Canada’s economy
saw an overall decline of approximately 9% in
March, which is the largest one-month decline
in Canada’s gross domestic product (GDP) since
records began being kept in 1961 (Statistics
Canada, 2020a).
While addressing the immediate economic shocks
from the COVID-19 pandemic is critical, discussions should begin to extend to what comes after
the COVID-19 crisis passes. The first step towards
economic recovery is the acknowledgement that
Canada showed signs of economic weakness prior
to the onset of Covid-19. As shown in the first
section of this publication, Canada has had a sluggish economic growth over the past decade and
the pandemic-induced recession will likely make
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matters worse. Therefore, after the public-health
crisis winds down, federal and provincial governments will need to adopt pro-growth policies that
ignite the spark for a robust economic recovery.
As shown in section 2, cheap and reliable energy
sources are one of the drivers of economic
growth. Specifically, this section examines the
relationship between energy consumption and
real gross domestic product (GDP) in Canada and
shows that, based on previous empirical research,
energy abundance is a key driver of Canadian economic growth. Therefore, policies that restrict the
availability of energy, increase the cost of energy,
or both, will constrain Canada’s economic growth.
Unfortunately, despite the important role that
affordable energy plays in economic growth and
prosperity, several Canadian governments, both at
federal and provincial level, have implanted polices that have artificially constrained energy abundance and/or increased energy costs over the
past decade. Examples of these policies which are
documented in the third section of this publication,
are Ontario’s 2009 Green Energy Act and conservation and demand-side management programs.
Overall, placing roadblocks in front of energy
consumption will only hinder our efforts to foster
long-term economic growth. Going forward, governments must stop intervening in energy markets since energy abundance and/or low energy
prices will provide the necessary stimulus the
economy needs.
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1. The recent slowdown in Canada’s economic growth

In addition, other recent reports have examined Canada’s sluggish economic growth into
2019. The Conference Board of Canada found
that the Canadian economy grew by just 0.3%
in the fourth quarter of 2019, its weakest performance since the second quarter of 2016. The
weak results in the fourth quarter are the result
of declines in business investment and exports,
which were only partially offset by continued
strength in consumer spending (Conference Board
of Canada, 2020).
Furthermore, Canada’s economic growth was
slower than that of other developed countries in
recent years. Figure 2 shows the average, real percapita GDP of Canada, United States, Germany,
Japan, United Kingdom and major advanced

Figure 1: Canada’s average annual growth rate (%)
of real GDP, selected decades
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Increased economic growth is the key to higher
standards of living. Unfortunately, however, in
recent years Canada has experienced a slowdown in its real economic growth. Figure 1 highlights the relatively slower growth in Canada’s
real Gross Domestic Product (GDP)1 over the past
decade when compared to the 1980s, 1990s, and
2000s. The 1980s saw an average annual growth
rate of almost 3%, followed by a slowdown in the
1990s to a 2.4% growth rate. Canada’s economy
bounced back to an average annual growth rate
of 2.8% in the 2000s decade (excluding 2008 and
2009)2 before performing sluggishly between
2010 and 2019 at an average annual growth rate
of 2.2%. Overall, the 2010s was the worst performing decade, in terms of economic growth, of
the past 40 years.
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Note: Growth rates for the recessionary years, 2008–2009, were
excluded when the average for the 2000s was calculated.
Source: Statistics Canada, 2020d.

economies—the Group of Seven—between 2010
and 2019. The Group of Seven countries (G7)
belong to an international intergovernmental
economic organization consisting of the seven
largest advanced economies in the world, namely
Canada, the United Kingdom, the United States,
France, Germany, Italy, and Japan. Between 2010
and 2019, the average annual per-capita GDP
growth rate for the United States was 1.6%, compared to Canada’s 1.0% and an average of 1.1% for
G7 countries as a whole. More specifically, over
the same period, the average annual per-capita

1 Real GDP is the inflation-adjusted value of all goods and services produced in the domestic economy.
2 The annual growth rates of the recessionary years 2008 and 2009 were excluded from the calculation to avoid skewed
results and to present a more accurate depiction of prevailing market forces.
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Figure 2: Average annual growth rate (%) of real per-capita GDP, 2010–2019
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GDP growth rate for Germany was 1.7%, for Japan,
1.5%, and for the United Kingdom, 1.1%. Crucially,
Canada’s economic growth during this period was
weaker than that of the United States and the G7
countries, on average.
Clearly Canada’s rate of economic growth is not
healthy and this situation is expected to deteriorate rapidly in the coming year as a result of
the global COVID-19 pandemic and its severe
impacts. According to Statistics Canada (2020a),
economic disruptions from this health crisis
have been both deep and widespread, and are
therefore having a major impact on the Canadian
economy. In particular, Statistics Canada data
shows a drop in real GDP of 2.1% for the first
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quarter of 2020, the sharpest decline since the
first quarter of 2009 (2020e).
While the longer-term economic impact of
the pandemic are unknown, Canada’s largest
banks predict that Canada’s economy is likely to
experience severe declines in the second quarter and will see negative growth in 2020 (Hagan,
2020). The Bank of Montreal (2020) predicts that
real GDP growth will decline by 1.0% in 2020,
and forecasts a second quarter annualized contraction of 10.0%. However, Toronto-Dominion
(TD) Bank predicts that real GDP growth will
decline by 4.4% in 2020, and forecasts a severe
second quarter annualized contraction of 24.8%
(Caranci, 2020).
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2. The relationship between economic growth and energy use
Evidence suggests that the economic activity
and energy consumption tend to have a similar trend over long run, although the economy
grows faster than energy consumption. For
example, from 1980 to 2010, global economic
growth increased six-fold while energy consumption nearly doubled (McKitrick and Aliakbari, 2014).
While there are correlations between energy use
and overall economic activity, the key question is
which variable drives the other. Does economic
growth cause an increase in energy consumption,
or does an increase in energy availability cause an
increase in economic activity, or are both effects
happening simultaneously?
Clearly this question has important policy
implications. For instance, if economic growth
causes increased energy consumption but is
not dependent on it, then policy makers could
restrict energy consumption without impinging
on future economic growth. In this view, energy
consumption is a luxury good, consumption of
which increases with increased wealth. However,
if energy is an essential input to economic
growth, restricting energy consumption would
constrain future economic growth and would
therefore raise economic costs.
McKitrick & Aliakbari (2014) investigated the

causal relationship between energy consumption and economic growth in Canada by applying

time-series econometric techniques to provincial data over the period from 1995 to 2010. They
used annual provincial-level observations on real
gross domestic product (GDP), real gross fixed
capital formation, final energy consumption3 and
employment for the period from 1995 to 2010.
After performing a series of econometric analysis,
the authors found that there is a positive longrun relationship between energy use and real
GDP in Canada. More specifically, a 10% increase
in energy consumption or abundance is associated with a 1.16% increase in GDP. In addition,
the authors found that the direction of causality
between the two variables runs from energy consumption to GDP. In other words, the study found
that increases in GDP do not cause4 increases in
energy use, but increases in energy abundance
do cause increases in GDP. Likewise, decreases
in energy abundance are associated with subsequent decreases in GDP, but the causality does
not function in the other direction. These findings are consistent with some previous studies in
the literature for Canada that found evidence of
causality either from energy to GDP or in both directions (Lee, 2006; Ghali and EI-Sakka, 2004)
Overall, the findings suggest that policies that
aim to cut or constrain energy use (or, equivalently, increase energy prices) limit the growth of
income in Canada.

3 By energy consumption we mean total primary and secondary energy use. Primary energy use includes coal, oil, natural gas, gas-plant natural gas liquids, and primary electricity, hydroelectric, and nuclear. Secondary energy includes coke,
coke-oven gas, total refined petroleum products, secondary electricity, and thermal.

4 When we refer to energy causing GDP growth or vice-versa, we specifically mean Granger causality, which is is a statistical method to determine causality between two variables in a time series.
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3. Increases in electricity prices and policies contributing
to higher energy costs in Canada
Alongside declines in economic growth, electricity prices in several Canadian provinces have
increased in recent years. Previous studies have
shown increases in electricity prices across most
of the country over the last decade, with the
most drastic increase observed in Ontario (Taylor,
Stedman, Aliakbari, and Green, 2017).
The reasons behind Ontario’s drastic increase in
electricity prices have been extensively examined in other studies.5 In general, research shows
that policymakers in Ontario have made poor
policy decisions in recent years, resulting in rising electricity costs in the province. Ontario’s rising electricity costs have been, in part, blamed on
the province’s 2009 Green Energy Act (GEA). The
centerpiece of the act included a schedule of subsidized contracts to purchase electricity called
Feed-in-Tariffs (FITs). These provided long-term
guarantees of above-market rates to generators
of renewable sources (wind, solar, bioenergy, and
some hydroelectric). To fund these commitments,
as well as the cost of other non-market interventions such as conservation programs, Ontario
levied a surcharge on electricity called the Global
Adjustment (GA). Over the past decade, the GA
has soared, resulting in a drastic increase in the
price of electricity in Ontario (figure 3).6

Since the early 2000s, Ontarians have borne substantial costs from the government’s conservation
and demand-side management programs that
aim to reduce electricity demand and increase
efficiency.7 Many energy-efficiency programs
are justified on the basis that they will save consumers money in the long-run by encouraging
them to make up-front investments in energysaving upgrades to their homes. Although many
of Ontario’s conservation programs have been
repealed by the current government, the province
still has various conservation programs in place
that are delivered by the Independent Electricity
System Operator (IESO). For example, the Retrofit
Program provides incentives for businesses to
update inefficient and old equipment, and the
Small Business Lighting program provides an
assessment as well as incentives for eligible lighting upgrades (Aliakbari and Yunis, 2019).
The federal government has implemented similar
policies that are designed to reduce energy use.
In 2019, the federal government announced the
Energy Savings Rebate program, which provides
funding to eligible retailers to support point-ofsale rebates for energy-efficiency products in
Ontario. The program provides approximately
$200 million for retailers to provide rebates to

5 For additional information, see Aliakbari and Yunis, 2019; and Aliakbari, Green, McKitrick, and Stedman, 2018.
6 In response to Ontario’s rising electricity prices, the new Ontario Government committed itself to lowering the cost
of electricity in the province. Since 2018, the Ford government has implemented a series of measures including cancelling 758 renewable power contracts, repealing the Green Energy Act, eliminating a number of conservation programs, and
reforming the administration of the Fair Hydro Plan in an attempt to reduce rates. However, as outlined in other studies,
despite the several measures being implemented, the primary driver of rising electricity costs in the province—the Global
Adjustment—continues to increase (Aliakbari and Yunis, 2019).

7 For additional information about Ontario’s demand-side management programs, see Adams and McKitrick, 2016.
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Figure 3: Growth in the price ($ 2019) of electricity in Ontario, 1989–2019
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consumers for products such as dishwashers,
refrigerators, and air conditioners certified by
ENERGY STAR® (Environment and Climate Change
Canada, 2019).8
In 2016, the federal government also implemented the Federal Energy Efficient Equipment
and Appliances Program, which is designed to
improve standards for equipment and appliances.
This program updates or introduces minimum
energy-efficiency standards for nearly 50 product
categories. The program focuses on three equipment areas: windows, space heating, and water
heating (Natural Resources Canada, 2020).
Other provinces, such as British Columbia,
have pursued similar conservation programs

in partnership with the federal government.
The province has a $24 million program called
EfficiencyBC, which offers rebates to households
and businesses that switch to high-efficiency
heating equipment and make improvements to
the building envelope to save energy and reduce
greenhouse-gas emissions.9 The program is
co-funded with the federal government under
the Low Carbon Economy Leadership Fund
(Government of British Columbia, 2018).
Other regulatory measures have been implemented to achieve demand-side management. For example, in 2010 the Government of
British Columbia amended the Greenhouse Gas
Reduction (Clean Energy) Regulation to allow utilities to take demand‐side measures to encourage

8 The Government of Manitoba also offers rebates on energy-efficient home products such as refrigerators and dishwashers, see Efficiency Manitoba for additional information (Efficiency Manitoba, 2020).

9 The Quebec government implemented a similar program in 2019, which provided tax credits for eco-friendly renovations, such as the replacement of a central air-conditioning system with an ENERGY-STAR® system (Revenu Québec, 2019),
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customers to switch from higher-emission fuels
to “clean” electricity. Based on the amendments,
BC Hydro is required to meet 66% of its forecast
incremental electricity demand through demandside management. The amendments also allow
utilities to double energy-efficiency programs for
equipment fueled by natural gas (Government of
British Columbia, 2012).
In addition, governments have pursued policies
that extend beyond the electricity sector and are
designed to limit the availability of energy more
broadly. The federal government is currently developing a Clean Fuel Standard to reduce Canada’s
emissions of greenhouse gases (GHG) through the
increased use of lower-carbon fuels and alternative
technologies. The intended purpose of this policy
is to reduce GHG emissions from fuels used in
transportation, buildings, and industry.
In Ontario, regulatory measures have been
designed to reduce the environmental impact
from diesel fuels. As of 2017, 4% of the total volume of diesel fuel must be bio-based. Biodiesel
is considered bio-based as it is a renewable fuel
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made from vegetable oils, recycled frying oils,
and animal fats. The bio-based diesel component
of this blend must have 70% lower greenhousegas emissions than standard petroleum diesel
(Government of Ontario, 2020).
The federal government set a target to have 90%
of Canada’s electricity coming from non-emitting
sources by 2030 (Government of Canada, 2018).
Other provinces have adopted renewable targets.
Under the previous government, the province
of Alberta set the target of using 30% renewable
sources by 2030 (Stephenson, 2019). In 2015, the
Government of Saskatchewan committed itself to
increasing its target for renewable-energy generating capacity from 25% to 50% by 2030 (Canada
Energy Regulator, 2016).
As discussed in section 2, access to cheap and
reliable energy sources is a driver of economic
growth and this is an important consideration for
policymakers. Thus, government policies that are
designed to reduce energy use and/or artificially
increase the cost of energy need to be re-examined
in light of Canada’s recent economic slowdown.
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Conclusion
Canada has experienced sluggish economic
growth over the past decade. Between 2010
and 2019, real (inflation-adjusted) gross domestic product (GDP) in Canada grew at an annual
average of 2.2% compared to 2.8% in the 2000s
(excluding recessionary years 2008-2009), 2.4%
in the 1990s and 2.9% in the 1980s. In addition,
Canada’s economic growth during this time period was weaker than several other developed
countries including the United States and the
G7 group of advanced economies as a whole.
Specifically, from 2010 to 2019, the United States’
average annual per-person GDP growth rate was
1.6%, compared to 1.0% in Canada and 1.1% in G7
countries, on average.
Given that the COVID-19 pandemic is having a
devastating impact on economies around the
world, including Canada, the issue of slow economic growth is only expected to worsen in the
near term. As reported by Statistics Canada, as a
result of the economic downturn caused by the
COVID-19 pandemic, the Canadian economy saw
a dramatic decline of 2.1% in the first quarter of
2020. In addition, several reports predict that
Canada’s economy is likely to experience severe
declines in the second quarter of 2020 and will
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see negative economic growth in 2020. Therefore,
governments should adopt and reform policies to
promote economic growth.
As shown in this publication, energy abundance
is one of the drivers of economic growth in
Canada. Therefore, policies that restrict energy
availability and/or increase energy costs will
constrain Canada’s economic growth. Similarly,
policies that favoured the abundant availability
of energy will have a positive impact on future
economic growth.
Unfortunately, despite the important role that
abundant and affordable energy plays in economic growth and prosperity, several Canadian
governments have implemented polices that
have artificially constrained energy abundance
and/or increased energy costs. The Ontario
Green Energy Act, British Columbia’s conservation programs, and Ottawa’s regulations mandating energy requirements are some examples
of these policies. To promote economic growth
and facilitate economic recovery, Canadian governments should re-examine policies that are
designed to reduce energy use or artificially
increase energy costs.
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