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third quarter. While this represents a 1.6
million-barrels-per-day increase above the estimated June level due to Iraq’s disruption of supplies, it is
only a 200,000 barrels-per-day increase over the second quarter OPEC average. There should be enough
demand growth to absorb the implied increase in world output and reduce the extent to which inventories
have risen above year-ago levels (Figure 1). The spot market price of West Texas Intermediate (WTI) crude
oil, which averaged $27.60 per barrel in June (down from $28.60 in May) is expected to regain some strength
in the near term and reach approximately $30 per barrel by September. The WTI average would be
expected to be about $28 per barrel for all of 2001 with a very similar average expected for 2002.
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Gasoline Prices

EIA’s July 2 survey of gasoline retail gasoline prices marked the fifth consecutive weekly decline in national
average prices, with regular gasoline reaching an average level of $1.47 per gallon, 24 cents below the high
of $1.71 per gallon reached during the week of May 14 (Figure 2). The downturn in retail prices followed
predictably the sharp reversal in spot gasoline prices that resulted from the dramatic response in gasoline
production during April and May to the shortfall in domestic inventories that developed at the end of last
winter. The extent of spot price reductions since mid to late May in most regions (Figure 3) has been
sufficient to warrant confident expectations of additional retail price declines to come. The June average for
regular gasoline was about $1.62 per gallon. Currently, we expect the July average to be slightly below
$1.44 per gallon. Overall, the Q3 2001 regular gasoline price is expected to be about $1.45 per gallon, 7 cents
per gallon below the Q3 2000 average. Some weakness in gasoline demand in recent weeks may be
responsible for the extent of average declines expected in the near term. The spike in refinery profitability
per unit of gasoline produced has all but disappeared over the last several weeks.
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Figure 1. OECD Commercial Stocks
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Figure 2. Retail Gasoline Prices by Region
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Figure 3. Spot Gasoline Prices*
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Natural Gas and Electricity

Continued high levels of natural gas storage injections and lower demand have led to a higher-than-
previously- anticipated storage build thus far, causing natural gas spot prices to fall to below $3 per million
Btu (mmbtu) from about $4 per mmbtu as recently as mid June. Contributing factors in these events have
been the relatively mild weather in most of the U.S. and also lost demand in the industrial and utility
sectors. Electric utility demand for natural gas is estimated to have fallen by an average of about 8.3 percent
in the first six months of 2001 from year-ago levels, as electric utilities turned away from natural gas in
favor of other fuels due to high prices. Industrial gas demand growth, which was generally flat or negative
in the first 4 months of this year, began to turn around in May as gas prices fell and the differential between
gas and fuel oil prices narrowed.

In the event of higher temperatures in July and August in regions that use large amounts of gas for power
generation, the competition for gas supply between cooling and storage sources could lead to some increase
in gas prices. However, the likelihood of any significant summer jump in gas prices now seems remote.
Spot natural gas prices at key regional market points have come down dramatically since the spikes of
December 2000/January 2001 (Figure 4). Even prices at the Southern California border have collapsed
toward the national average after spending the November to May period elevated to well above other spot
market prices. Aside from the fact that gas storage stocks ended June nearly 5 percent above the 5-year
average after falling to 33 percent below at the end of March, some specific factors that may keep gas prices
from resurging toward higher levels this summer are: the likelihood that conditions will be cooler in Texas
this summer than last summer; the tendency for new gas-fired generating plants installed since 1999 to be
more efficient than average existing plants; and the potential for slower-than-expected economic growth in
California and the rest of the country.
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However, world oil prices are still
expected to strengthen over the course of the rest of the summer as the cutback in Iragi production in June
is expected to negatively affect OECD commercial oil inventories in the coming weeks. OPEC has said that
it would not increase production quotas this month to make up the lost Iragi oil supplies, and no quota
increases are expected during summer 2001. With no major increases in world oil production, West Texas
Intermediate crude oil prices are projected to rise by another $2 from average June levels, and approach $30
per barrel by September. With no major changes in OPEC behavior expected for 2002, the West Texas
Intermediate oil price is expected to average $28 per barrel in 2002.
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Figure 4.Comparison of Key Natural Gas Spot Prices
Monthly Average Delivered to Pipeline Prices in 2000
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Figure 5. WTI Crude Qil Price
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World Oil Inventories. Although OECD commercial stocks at the beginning of 2001 were well below
normal levels, EIA and International Energy Agency data indicate that they rose to normal levels during the
past few months. EIA does not attempt to estimate oil inventory levels on a global basis. However, the
direction in which OECD commercial oil inventories are headed is discerned from EIA's world oil supply
and demand estimates. Rising oil demand during the second half of 2001, combined with the loss of Iraqi
oil-for-food exports in June, is expected to move United States and other OECD commercial stocks to below
normal levels by end-summer. OECD commercial stocks are then expected to remain there for most of 2001.

International Oil Supply. Iragi exports are expected to ramp back to May levels within two months.
However, it is assumed that Iraqgi production in 2001 will not exceed the 3 million barrels per day level
reached as recently as October 2000 (Figure 6).

On July 3, OPEC agreed to maintain production quotas unchanged at current levels rather than adjust
production to account for Iraqgi actions. However, Saudi oil minister Ali Naimi left open the possibility that
OPEC might consider a further output cut when lraq oil exports resumed or if the world's economies
continued to slowdown. Only a few weeks ago, OPEC had called for the extraordinary meeting to consider
if they would need to increase, not decrease, their production quotas.

EIA's projections for the past several months had assumed that any disruptions in Iragi oil supplies at the
June rollover time would be temporary, and that further OPEC cutbacks would not be needed to maintain
world oil prices at or above OPEC's target levels. Further OPEC quota cuts would prevent world oil
inventories from building at their normal seasonal rates, and place additional upward pressure on world oil
prices.

Non-OPEC production is expected to increase by 0.9 million barrels per day in 2001, with much of this
increase coming from Russia. Although the Caspian Pipeline Consortium has begun filling its new pipeline
to transport oil from Kazakhstan to world markets, this is not expected to support greater Caspian
production levels until 2002.

International Oil Demand. World oil demand in 2001 is expected to grow at a slower rate than during the
past year because of a gradual economic slowdown in the industrialized countries (Figure 7). EIA has
lowered its projection for world oil demand growth to 1.2 million barrels per day in 2001 (higher than the
IEA's June prediction of demand growth of 0.9 million barrels per day), with slightly higher demand
growth expected for 2002. Non-OECD Asia is still expected to be the leading region for oil demand growth
over the next two years, although this growth now appears to be weaker than previously assumed.

U. S. Energy Prices

Gasoline Prices. Production problems and very low gasoline inventories pushed gasoline prices (regular,
self-service) to a record monthly average high (in nominal terms) of $1.70 per gallon in the United States
for the month of May (Figure 8). By the first week of July, pump prices tumbled to $1.47 per gallon as
supplies rebounded. End-of-June stocks are well above the "normal” range (Figure 9). The most dramatic
price drops occurred in the Midwest region of the country (where much of the increase was seen earlier)
where the pump price has fallen by nearly 45 cents per gallon since the middle of May. With the exception
of the West Coast, mainly California, which requires a unique and somewhat more expensive cleaner
gasoline, the pronounced regional price differences experienced in May have narrowed considerably.
Moreover, continued improvement in gasoline supply should lead to further erosion of prices over the
remainder of the summer. We now expect national average monthly prices for regular gasoline to range
between $1.45 and $1.64 per gallon this summer. The mean of this range ($1.54 per gallon) for the entire
summer would be almost the same as the record set last year. This year, like last year, the high national
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Figure 6. OPEC Crude Oil Production 2000-2002
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Net imports of natural gas are projected to rise by about 6 percent in 2001 and by 10 percent in 2002.
Electricity Demand and Supply

Total annual electricity demand growth (retail sales plus industrial generation for own use) is projected at
about 2.2 percent in 2001 and 1.9 percent in 2002 (Figure 16). This is compared with estimated demand
growth in 2000 of 3.7 percent over the previous year's level. Electricity demand growth is expected to be
somewhat slower in the forecast years than it was in 2000 partly because the economy is growing more
slowly than it was in 2000. Industrial demand for electricity is expected to be down in 2001 from its 2000
level but revive in 2002 along with the economy.

As a result of deregulation, a considerable number of nuclear generating plants have been sold by the utility
sector to the non-utility sector. In November 2000, two nuclear plants in New York, totaling 1,896
megawatts (mw), were transferred from one sector to the other, while in January 2001, five plants in Illinois
and two in Pennsylvania, totaling 15,086 mw, were transferred. This change in ownership, however, is not
expected to impact on overall generation levels. In 2000, total nuclear generation of electricity in both
sectors increased by 3.5 percent over the previous year. However, in 2001 and 2002 total nuclear generation
of electricity is expected to be up only marginally.

This summer's overall cooling degree-days (CDD) are projected to be 4.2 percent above normal based on
April through September temperatures, and about the same percent above last summer's CDD total.
Summer electricity demand is expected to be 1.9 percent higher than last summer based on economic
factors, i.e., still rising GDP, albeit less rapid than last year, higher housing stocks and employment as well
as weather (last summer was just about normal in temperature) (Table 10).

Hydropower generation in the crucial Pacific Northwest is expected to be down by 16 percent from last
summer, due mainly to lower water levels. According to the National Oceanic and Atmospheric
Association (NOAA), this winter was the second driest winter on record, after the 1976/77 winter. In
addition, California electricity needs during this past winter further drained reservoirs, depriving the
region of hydroelectric generation resources for this spring and summer.
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