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Figure 1. WTI Crude Qil Price Overview
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World Oil Markets. OPEC’s stated
1 - intention to reduce crude oil output
i M, gt beginning in January has been mostly
V_\/\,\ successful. ~ OPEC-10 crude oil output
EST \ > (OPEC less Iraq) fell by an estimated 1.1
g oo million barrels per day in January, or about
£ o S R 70 percent of the officially announced quota
reductions. Compliance rates at these levels
e Projeations | tend to validate our expectations for
500 steadily increasing average crude oil prices

o in 2002 (Figure 1).
S SSESHEsEESEEEEEEESEREEE Weather Update.  Very mild winter
R S R @"“ weather conditions continue to dampen
heating season energy demand patterns.

Heating degree-days in January 2002 were about 14-17 percent below normal (depending on the region)
and below year-ago levels. Even if temperatures are normal for the next two months, Q1 2002 heating
degree-days would be 8.5 percent below the same period in 2001. For the entire winter heating season (Q4
2001 - Q1 2002), a return to normal for the time remaining will still imply a year-over-year decline of about
17 percent in heating degree days. Despite efforts by refiners to adjust production rates to deal with low
profitability and excess stocks (due in part to the weak heating demand conditions), higher-than-expected
domestic product inventories (especially for distillate fuel) continue to materialize. Wholesale prices for
heating fuels, including no. 2 heating oil, propane and natural gas, have deteriorated in recent weeks,
making more significant the year-to-year decline in average heating fuel prices that we have been observing
all season.

Heating Fuel Expenditures Update. The lower prices and heating fuel usage rates bring another round of
downward adjustments to our broad estimates of household winter fuels expenditures. Updated estimates
of household heating bills for selected fuels (Figure 2) yield the following with respect to the 2001-2002
versus the 2000-2001 heating seasons: a 42-percent reduction in average natural gas heating bills per gas-
heated household in the Midwest, a 36-percent fall-off in oil-heated household heating costs in the
Northeast, and a 37-percent decline in comparable expenditures for households using propane for heating
in the Midwest.

U.S. Natural Gas Markets. Because of the lack of heating demand, the weak economy, and the resultant
excess storage levels for natural gas this winter, natural gas market fundamentals are obviously not
favorable for strong price performance in the near term. Average daily spot prices at the Henry Hub have
slipped below $2 per million Btu on more than one occasion since November, most recently on January 29
of this year. Contrast that price level with the Henry Hub spot average of about $8.30 reported for January
of last year. Still, the surprise (given the high storage levels and weak demand fundamentals) has been
that, for much of the heating season to date (mid-December through mid-January), Henry Hub spot prices
have remained in the $2.30-$3.00 per million Btu range. Whatever the explanation, lower prices have
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Figure 1. WTI Crude Oil Price
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Figure 2. lllustrated Household Expenditures for
Heating Fuels

Natural Gas (Midwest)
Consumption (mcf)
Avg. Price ($/mcf)
Expenditures ($)

Heating Oil (Northeast)
Consumption (gals)
Avg. Price ($/gal)
Expenditures ($)

Propane (Midwest)
Consumption (gals)
Avg. Price ($/gal)
Expenditures ($)

Notes: Consumption based on typical per household use for regions noted.
Prices shown are national average delivered-to-household prices.

1998-1999
Actual

84.5
6.29
532

650
0.80
520

835
0.85
710

1999-2000
Actual

81.7
6.67
545

644
118
760

807
1.02
825

Sources: History: EIA; Projections: Short-Term Energy Outlook February 2002.

2000-2001
Actual

97.3
9.54
928

127
1.37
996

961
1.36
1,309

2001-2002
Base Forecast

80.7
6.63
535

611
1.05
641

797
1.04
829
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reappeared in the spot gas market. A current view of natural gas prices for most of the rest of 2002 centers
near (or perhaps slightly below) the $2.00-per-million-Btu level. A modest recovery in prices by late 2002 or
early 2003 depends largely upon the speed of recovery in the U.S. economy and the net effect on gas
productive capacity of the slowdown in U.S. drilling. The latest statistics from Baker Hughes show that
gas-directed drilling in the United States has fallen to levels not seen since July 2000. We believe that room
for some continued declines exists over the next several months because, on balance, aggregate lease
revenues for oil and gas producers aren’t likely to turn upward again until mid-summer. This will be
particularly true if oil prices remain flat or weaken instead of increasing gradually as expected.

Coal Note: Beginning in July 2001, coal consumption in the Retail and General Industry sector (Table 9,
and Table A7) includes data and forecasts of coal consumed at 22 synfuel plants. Historical data for
January-June 2001 consumption will be adjusted in a later release. Assumed operating rates at these plants
are such that we have increased our projected levels of coal consumed by the Retail and General Industry
category by 34 million tons in 2002 and 2003.

International Oil Markets

Crude Oil Prices. World oil prices in January rose slightly from December levels after the new OPEC
quotas took hold (See EIA's OPEC Fact Sheet for details on new OPEC quotas and non-OPEC production
cutback agreements. Although the production cuts have not shown up yet in the form of reduced exports
to the United States, markets were relieved that a price war had been averted and were buoyed by talk of
possible further cuts to come. The U.S. average imported crude oil price in January was estimated at
roughly $16 per barrel, while the U.S. benchmark West Texas Intermediate crude oil price rose slightly to
average almost $20 per barrel (Figure 1). The OPEC basket price also rose slightly from December levels,
averaging a little over $18 per barrel in January. World oil prices are expected to firm later in 2002 as the
new supply cuts by OPEC and others take effect. West Texas Intermediate prices are projected to reach
between $22 and $23 per barrel by the end of 2002, and average $25 per barrel in 2003.

International Oil Supply and Demand. After making 4 production quota cuts totaling 5 million barrels per
day within the past 12 months, EIA believes that OPEC will need to focus more on quota compliance in
2002 instead of planning additional cuts. Although average OPEC 10 production in 2001 was only 665,000
barrels per day less than in the prior year, the OPEC 10 succeeded in reducing their production from
January 2001-January 2002 by almost 80 percent of their planned cuts. EIA's Outlook estimates that the call
on OPEC oil will decline by 600,000 barrels per day in 2002, much less than the quota cut of 1.5 million
barrels per day that took effect on January 1. As a result, the January quota cut should be the last one
required for 2002.

EIA's global oil demand projections for 2002 suggest world oil demand growth of 650,000 barrels per day,
slightly less than the 730,000 barrels per day growth shown in the previous Outlook (Figure 3). With the
expected recovery of the global economy by end-2002, oil demand could well increase to 1.3 million barrels
per day in 2003, with about half of this coming from the United States, where GDP growth is projected to
reach 4 percent annually in 2003.

The slump in global oil demand led to a rise in inventories, as OECD commercial oil stocks continued to
rise above last year's extremely low levels. These stocks ended almost 100 million barrels higher in end-2001
than a year ago, and the unseasonably warm winter in the United States contributed to a further buildup in
stocks in January. With the agreement between OPEC and non-OPEC producers to reduce world oil
supplies for the next 6 months, these additional stocks are projected to be worked off during the latter half
of 2002 and in 2003, building support for firmer world oil prices (Figure 4).
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Figure 3. World Oil Demand Growth
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U. S. Energy Prices

Gasoline Prices: Retail motor gasoline prices have been relatively low over the past few weeks in response
to weak crude oil prices, abundant inventories and the normal winter season driving slowdown. The
January retail price for regular gasoline averaged $1.11 per gallon, a considerable drop from the record high
(in nominal terms) May 2001 price of $1.70 per gallon (Figure5). Refiner spreads (the difference between
the refiner price of gasoline and the crude oil cost) were exceptionally high during the last two driving
seasons as the seasonal transition to reformulated gasoline proved difficult due to low inventories and other

supply problems (Figure 6). Last year at

Figure 7. U.S. Gasoline Inventories this time, gasoline stocks were relatively low.
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Nevertheless, it is still possible that we could
experience price spikes similar to last year's
at the regional level if the seasonal switch to reformulated fuels is complicated by refinery and/or pipeline
problems. In 2003, motor gasoline prices should gain about 10 cents per gallon, as gains in crude oil prices
are expected and as the economy rebounds.

Distillate Fuel Oil (Diesel and Heating Oil): The unusually warm weather in the Northeast (where 75
percent of the nation’s home heating oil is consumed) from September 2001 through January 2002 greatly
lowered demand, boosting inventories of distillate fuel to comfortable levels well within the “normal”
range. By the end of January, distillate stocks were 16 million barrels above last year's levels (Figure 8). As
a result, both heating oil and diesel prices have floundered over the last several months, when normally
they would have peaked. Also, crude oil prices are considerably lower compared to this time last year.
Compared to last January, residential heating oil prices are currently more than 30 cents per gallon lower
(Figure 9). With the heating season two-thirds over, heating oil and diesel prices are projected to be about
30 cents per gallon lower this winter compared to year-ago levels.

Natural Gas: Spot wellhead prices are currently averaging around $2.00-$2.20 per thousand cubic feet, or
about one-quarter of what they were this time last year when prices at the wellhead reached record levels.
Last spring the price halved from what it was last winter and by mid-summer it had fallen an additional 30
percent. The mild summer weather and the slowing economy greatly reduced gas consumption compared
to the previous year (2000). This year, the exceptionally warm winter thus far has greatly reduced heating
demand for gas. As a result, the year-over-year change in the level of working gas in underground storage
has become glaringly apparent. At the end of last November, working gas in storage was 30 percent above
levels during the previous November. By the end of January, the storage level was almost 80 percent above
that of the previous year. We expect that by the end of the heating season—only 2 months away - working
gas in storage will be double the level at the end of last March. Consequently, we project that natural gas
wellhead prices will fall throughout the latter part of winter and continue to decline though the spring and
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Figure 5. Motor Gasoline Prices
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Figure 6. Motor Gasoline Spreads
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Figure 7. U.S. Gasoline Inventories
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Figure 8. Distillate Fuel Inventories
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Figure 9. Distillate Fuel Prices
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early summer (Figure 10).  For the year 2002, assuming normal weather and barring any major supply
disruptions, the annual average natural gas price is projected to be just under $1.90 per thousand cubic feet,
or less than half of last year's price. Weak industrial demand and excess underground storage levels should
keep a lid on spot prices until next fall. For 2003, we project that, as economic growth accelerates and as
world oil prices rise, natural gas wellhead prices will rise accordingly, gaining about 50 cents per thousand
cubic feet on average compared to 2002.

Electric Utility Fuels: For the bulk of the forecast period, natural gas is expected to be the more price-
competitive fuel compared to heavy oil (Figure 11). However, we expect that by the fourth quarter of 2003,
gas will become the more expensive of the two fuels on a cost per Btu basis, as heating demand from
winter weather, coupled with the assumption of continued economic growth, boosts the price of gas above
the price of heavy oil. Coal prices are projected to continue their slow decline though 2003 as mining
productivity continues to advance.

U.S. Oil Demand

Available data show that domestic petroleum products demand in 2001 averaged 19.65 million barrels per
day, down 47,000 barrels per day, or 0.2 percent, from the previous year (Figure 12). This is the first such
decline in 10 years, when the economy also contracted. Despite the overall decline in demand, two major
fuels--motor gasoline and distillate fuel oil--continued to experience growth, even after the events of
September 11. Gasoline demand increased by 1.5 percent for both the year as a whole and for the period of
the year following the terrorist attacks. It appears that, during the fourth quarter, the negative effects of a
weakening economy were offset by a switch from air travel to highway travel as a result of the terrorist
attacks. Distillate fuel oil experienced 3-percent growth in 2001. But much of that growth occurred early in
the year due to record high natural gas prices, prompting fuel switching in the power-generation and
industrial sectors.

In 2001, jet fuel demand declined almost 4 percent. Even prior to the attacks, demand growth had slowed
markedly as a result of a slowdown in air capacity growth, declining passenger load factors and a switch to
ground transportation for freight. Due to substantial price declines, residual fuel oil managed to stage a
demand increase of 4 percent in 2001. In the first half of the year, increases in power-generation purchases
offset weakness in the industrial sector but power-generation demand eventually subsided during the
second half in the wake of sharply falling natural gas prices.

During the forecast interval, total petroleum demand is expected to recover. Reflecting projections of an
economic recovery starting after the first half of 2002 and normal weather assumptions, demand growth is
expected to average 105,000 barrels per day, or 0.5 percent. But the first half is expected to witness a decline
of 230,000 barrels per day due to continued economic weakness, recent warm weather and low natural gas
prices. Second-half demand is projected to be approximately 430,000 barrels per day higher than during the
same period last year. In 2003, petroleum demand is projected to climb a further 600,000 barrels per day, or
3.0 percent, bringing the average annual demand above 20 million barrels per day for the first time.

Motor gasoline growth in 2002 is projected to average 2.4 percent. Commercial air activity is expected to
recover gradually, reflecting the continued but still partial reversal of flight curtailments. Commercial jet
fuel demand during the first half of this year is still projected to be down 10 percent, but up 8 percent in the
second half. The weakness in industrial activity, warm first-quarter weather and continued low gas prices,
however, are still projected to result in a decline in distillate demand of 3.8 percent. The presumed return
to normal weather patterns and a resumption of growth in industrial output are expected to contribute to 5-
percent growth in distillate demand in 2003. Residual fuel oil demand in 2002 is projected to slide 16
percent. Much of that decline stems from the profound shift in relative prices as gas prices plummeted
from record highs to almost-record lows. In 2003, residual fuel oil demand is expected to be little changed

(Energy Information Administration/Short-Term Energy Outlook -- February 2002)
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Figure 11. Fossil Fuel Prices to Electric Utilities
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