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Overview

World Oil Markets.  Average crude
oil prices strengthened by $1 per
barrel in February on evidence that
the United States and other
industrialized countries trimmed
slightly the year-over-year surplus
in commercial inventories and on
concerns that the U.S. may be
turning its attention toward Iraq in
its ongoing battle against world
terrorism.  The West Texas
Intermediate price in February was
$20.72 per barrel, compared to
$19.71 per barrel in January.  The
expected tendency for commercial

petroleum inventories in the industrialized countries to drift toward the lower end of recent historical
ranges over the course of the next year or two supports EIA’s position that crude oil prices may move up
gradually through the forecast period (Figure 1).  The principal supply-side impetus for rising prices stems
from coordinated cutbacks in OPEC production.  On a much smaller scale, the implementation of the U.S.
program to increase the level of oil stored in the Strategic Petroleum Reserve will, in effect, remove 160,000
barrels per day of crude oil from the world commercial market in 2002, and about 110,000 barrels per day in
2003.

Weather Update.  Population-weighted heating degree-days (HDD) for the 2001/2002 winter are estimated
to be 18 percent below last winter, and 11 percent below normal.  Last winter, temperatures were
abnormally low, particularly in fourth quarter 2000.  This winter, in contrast, is the warmest overall (in
terms of heating degree-days) in 70 years (Figure 2).   The very mild winter temperatures during this
heating season have lowered heating fuel demand and contributed to much higher fuel stocks than would
otherwise be expected.  Despite efforts by refiners to adjust production rates to deal with low profitability
and high stocks, stocks remain high for most fuels, putting downward pressure on prices in the near-term.

Heating Fuel Expenditures Update.  With the heart of the winter complete and with the focus soon shifting
toward the summer outlook for gasoline and electricity, a look now at the household heating fuels
expenditure picture compared to last winter is warranted.  We currently estimate that household heating
bills for the current season will be as follows: typical natural gas-heated Midwestern household: down 43
percent; typical oil-heated Northeastern household: down 36 percent; typical propane-heated Midwestern
household: down 36 percent (Figure 3).  Last October, assuming normal weather, we had projected for these
categories declines of 34 percent, 17 percent and 23 percent, respectively.  Based on the likelihood of a
colder winter next year, our current guesses for the 2002-2003 winter season are: 12 percent increase for
natural gas, 22 percent increase for heating oil and 16 percent increase for propane-heated households.




