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Highlights

International Oil Markets

International Oil Supply:  This forecast assumes that OPEC 10 (Organization of Petroleum
Exporting Countries excluding Iraq) crude oil production will be 25.2 million barrels per day
in the second quarter, 0.9 million barrels per day above first quarter production levels (Figure
1). This is about 0.5 million barrels per day above their production target of 24.69 million
barrels per day. The forecast then assumes another 0.1 million barrels per day increase in
OPEC 10 crude oil production in the third quarter and an additional 0.5 million barrel per day
increase in the fourth quarter of 2000.   If OPEC fails to increase production in the third or
fourth quarters of 2000 as assumed in this forecast, higher oil prices would be expected. 
Continued steady production increases are expected throughout 2001.

Iraqi crude oil production is assumed to average over 2.3 million barrels per day in the first
quarter of 2000 and increase through the remainder of the year to average about 3.0 million
barrels per day in the fourth quarter of 2000. This is not as much as the Iraqis have said they
will be producing by the end of the year, but it is our best assumption of what we think Iraq
will be actually producing. Iraqi oil production is assumed to increase even more in 2001. Our
projections of Iraqi crude oil production are merely an assumption and do not reflect any
official U.S. Government view on the future of Iraqi oil exports.

Non-OPEC production is expected to increase by 0.6 million barrels per day in 2000 and by
another 0.9 million barrels per day in 2001, primarily from the North Sea, Mexico, South
America and Africa (Table 3).

International Oil Demand:  This month's forecast assumes growth in world oil demand in
2000 of 1.3 million barrels per day (about 1.7 percent), to average nearly 76 million barrels per
day (Table 3). In 1999, world oil demand grew by 1.0 million barrels per day (1.4 percent).
World oil demand growth in 2000 and 2001 is expected to be much less than the 1.5 - 2.0
million barrels per day growth that was seen in the 1995-1997 period. The U.S., which
accounted for more than half of the growth in world oil demand in 1998 and 1999, is expected
to supply about 8 percent of world oil demand growth in 2000 and about 23 percent in 2001.
As Asia continues to recover from the economic crisis of 1997-1998, it is expected to once again
become an important engine for world oil demand growth. However, overall demand growth
in 2000 is expected to be slowed by high oil prices, even for a relatively inelastic commodity
such as oil. By 2001, oil demand is expected to grow substantially, increasing by nearly 1.9
million barrels per day to nearly 78 million barrels per day.

In 1999, world oil demand growth was mainly due to growth in OECD countries, particularly
the U.S. In 2000, non-OECD Asia is expected to once again be the predominant region for oil
demand growth, although growing much less than before the economic crisis as it may take
some time before many Asian economies fully recover. By 2001, not only is non-OECD oil



Figure 1. OPEC Crude Oil Production 1999-2001Figure 1. OPEC Crude Oil Production 1999-2001

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, May 2000.
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demand expected to grow even more, but OECD oil demand growth is expected to be strong
as well (Figure 2).

World Oil Inventories:  While EIA does not attempt to estimate oil inventory levels on a
global basis, we can discern the direction oil inventories are headed from our world oil
supply and demand estimates. Following a 0.7 million barrel per day implied draw on world
inventories in 1999 (based on world oil consumption averaging 74.7 million barrels per day
while world oil supply averaged 73.9 million barrels per day), oil inventories are expected to
be drawn down by an additional 0.3 million barrels per day in 2000. This leaves global oil
inventories in a particularly precarious position. The additional draw in 2000 is a result of our
world oil demand, OPEC production, and non-OPEC production estimates discussed above.
In 2001, we expect a 0.3 million barrel per day build in world oil inventories, as supply
exceeds demand once again.

However, OECD stock levels, which we do estimate, are expected to remain well below 1996
levels throughout 2000 (Figure 3). The difference between normal OECD oil inventories and
2000 levels is expected to widen after the first quarter, even if OPEC 10 crude oil production
increases by 0.9 million barrels per day in the second quarter of 2000 as assumed in our
forecast. This is because the assumed increase in production is insufficient to build
inventories during the second and third quarters relative to the normal pattern. This would
lead to extremely low inventories by the end of the year, leaving almost no flexibility in the
world oil system to react to a cutoff in oil supplies somewhere or an extreme cold snap during
next winter.

U. S. Energy Prices

This year, crude oil prices are likely to increase by about $7.00 per barrel compared to the
previous year (Figure 4).  These higher crude oil prices will translate into higher petroleum
product prices, with annual increases averaging 25-30 cents per gallon (Figure 5).  Falling
crude oil prices for next year will mean petroleum product price declines of 10-15 cents per
gallon.

Motor Gasoline.   In March, the price of regular unleaded, self-service retail motor gasoline hit
the highest level ever, in nominal terms, averaging  $1.52 per gallon. But adjusted for inflation,
the projected price was 15 percent lower than the price spike experienced during the Persian
Gulf War in late 1990, and 42 percent lower than the all-time highest price of March 1981. At
the end of March, the pump price started receding in response to lower world crude oil prices.
  Historically, pump prices tend to peak in the late spring or early summer.  However this
spring, the retail price has decreased by 11 cents from the high point of $1.53 per gallon six
weeks ago.   It seems that the driving season's peak prices are behind us with declining pump
prices projected throughout the year.  Yet, the driving season usually does not reach its zenith
until the schools are out.   Furthermore, inventories of gasoline still remain fairly taut.   Thus,
retail prices certainly could drift upwards by a few more cents per gallon over the next several
months, particularly on a regional basis.  We expect that pump prices will average about
$1.40-$1.45 per gallon for the summer driving season.  For 2001, we expect a drop in gasoline
prices, assuming that our declining crude oil price path holds.  There is some uncertainty
about the price of gasoline for the summer.  The range of potential outcomes constitute
approximately 2 standard errors on either side of the base case projection as illustrated for the
average pump price for regular self-service gasoline in (Figure 6). (The range is based on the
normal error distributions associated with the Short-Term Integrated Forecasting System
model.) The probability of prices ranging above (or below) these curves is, for any month,
approximately 5 percent.



Figure 2. Annual World Oil DemandFigure 2. Annual World Oil Demand
(Changes from Previous Year)

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, May 2000.
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Figure 3. Total OECD Oil Stocks*Figure 3. Total OECD Oil Stocks*

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, May 2000.
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Figure 4. U.S. Monthly Crude Oil PricesFigure 4. U.S. Monthly Crude Oil Prices

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, May 2000.
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Figure 5. Petroleum Product PricesFigure 5. Petroleum Product Prices

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, May 2000.
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Figure 6.  Retail Gasoline Price Cases*Figure 6.  Retail Gasoline Price Cases*
(Base Case and 95 Percent Confidence Range)



The gasoline supply situation in California is more strained. California State law requires a
cleaner, costlier type of gasoline.   Tight supplies of this special fuel have boosted spot prices
for motor gasoline by over 20 cents per gallon in the last few weeks.   Unless these spot prices
head back down soon, consumers in California will be seeing fairly robust price hikes at the
pump over the next few months.  

Reformulated Gasoline.  About a third of gasoline sold in the U.S. must meet Federal
reformulated gasoline (RFG) specifications. The Federal RFG program transitioned from
Phase 1 to Phase 2 on January 1, 2000, with new requirements for reducing toxic air pollutants
(TAP) and nitrogen oxides (NOx). While refiners were able to meet these new year-round TAP
and NOx requirements, there are also new more stringent summer requirements for
reductions in volatile organic compounds (VOC) and NOx. This Phase 2 Summer RFG must
be in place at distribution terminals by May 1 and at retail outlets by June 1.

The wholesale (Platt’s U.S. Gulf Coast waterborne cargoes and New York Harbor barges) price
premium for RFG over conventional gasoline has averaged about 2.5 cents per gallon since it
was first introduced in 1995.  This Summer’s Phase 2 RFG price premium is expected to
increase to about 4 cents per gallon (see “Demand and Price Outlook for Phase 2
Reformulated Gasoline, 2000,”
http://www.eia.doe.gov/emeu/steo/pub/special/rfg4.html).

Refiners have begun producing the new Summer Phase 2 reformulated gasoline. But the price
premium for the Summer Phase 2 RFG has averaged about 8 cents per gallon in April. While
we expect the price premium to decline as the program fully phases in, there is a significant
new uncertainty in RFG pricing.  On March 29, 2000, the Federal Circuit Court upheld the
validity of Unocal Corporation’s reformulated motor gasoline patent (Patent No. 5,288,393
awarded by the U.S. Patent and Trademark office on Feb. 22, 1994), confirming an earlier
Federal District Court jury award of damages of 5.75 cents per gallon against six refiners that
had infringed on the patent in California.  Roger C. Beach, Unocal chairman and chief
executive officer, suggested in a news release that “Unocal’s patents may have application
throughout the United States.”

Diesel Fuel Oil.   Diesel fuel oil prices tend to mirror the seasonal motor gasoline price path,
but can also be strongly affected by the heating oil situation, particularly during the winter
months.  The price for this fuel, like the price of gasoline, began to slip towards the end of
March as crude oil prices fell.  However, unlike the price of gasoline, which continues to drop,
diesel prices have experienced a slight bump upward in April.   Low supplies of distillate
fuel, resulting from increased gasoline production at the expense of diesel (and other distillate
fuels), has put some upward pressure on the price.  The most recent data, though, shows the
retail price falling along with the growth of distillate stocks.  We expect that diesel fuel prices
will decline through the rest of the year, but at a slower rate than the projected motor gasoline
price decline.

Natural Gas.  Natural gas prices at the wellhead are projected to increase by more than 50
cents per thousand cubic feet this year compared to last year.  Spot prices have been rising
since January in response not only to the sharp jump in oil prices, but primarily due to the
tight storage situation.   Underground storage levels are currently about 5 percent below year-
ago levels, putting upward pressure on the price as we enter the injection season. Wellhead
gas prices are poised to continue to increase through the summer and into next winter as gas
demand growth in the industrial and electric utility sectors is projected to outstrip production
gains.



Electric Utility Fuels. Natural gas is projected to maintain its price advantage over residual
fuel oil as a fuel input for electric utility generation through the year 2000 (Figure 7). Next
year, the advantage for gas is expected to disappear as gas prices continue to climb while oil
prices continue their projected downward slope.

U.S. Petroleum Demand

Total U.S. petroleum demand is projected to continue to increase throughout the forecast
interval.  That growth is expected to witness a sharp slowdown in 2000 before accelerating
once again in 2001. 

Although available data point to continued, broad-based, robust growth in the economy as a
whole, several factors are believed to contribute to minimal growth in petroleum products
demand in the current year, currently projected to increase by only 100,000 barrels per day, or
0.5 percent. The most important factor is the substantial year-to-year increase in both crude oil
and product prices.  For this year, crude oil prices are projected to rise more than 40 percent;
product-price escalations are expected to range from 20-25 percent for retail motor gasoline
and distillate prices to approximately 40 percent for jet fuel and residual fuel oil prices. 
Although several products have exhibited price declines from their mid-March peaks, prices
are projected to remain much higher than last year even as they continue to decline.  Another
factor, which affected beginning-of-year supplies, is the industry response to consumers’ fears
of possible Y2K supply disruptions.  Data indicate additional shipments in late 1999, offset by
lower shipments in early 2000.  Available data show that total petroleum products supplied
for the first quarter 2000 were 300,000 barrels per day less than during the same period in
1999.  An additional factor is the warm first-quarter weather, which turned out to be even
milder than that last year’s warmer-than-normal weather despite the late-January cold snap in
the Northeast. 

The first two factors are expected to constrain the increase in motor gasoline demand to less
than 1.1 percent for this year, less than the growth rate in 1999 (Figure 8).  All three factors
account for much of the weakness in distillate fuel growth: total distillate fuel demand growth
is projected to increase by 1.8 percent, compared to the 3 percent growth recorded in the
previous year.  Residual fuel oil demand is projected to decline by almost 16 percent as that
fuel continues to be displaced by natural gas in both the electric utility and industrial sectors. 
Buoyed by a 5-percent increase in utilization and a 4- percent growth in capacity, jet fuel
demand is projected to climb by more than 3 percent for the year, despite continued increases
in ticket prices.

An assumed return to normal winter weather, further declines in oil prices, and continued
robust growth in economic activity (projected to be more than 3 percent) are expected to
contribute to an acceleration in petroleum demand growth in 2001 to 440,000 barrels per day,
or 2.2 percent.  Motor gasoline demand growth is projected to accelerate to 1.8 percent and
distillate fuel oil demand is projected to increase by 1.9 percent.  Jet fuel demand is projected
to climb a further 2.5 percent.  Reflecting price declines, residual fuel oil is forecasted to
recover part of its losses, jumping by almost 9 percent.



Figure 7. Fossil Fuel Prices to Electric UtilitiesFigure 7. Fossil Fuel Prices to Electric Utilities

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, May 2000.
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Figure 8. Annual Petroleum Demand by ProductFigure 8. Annual Petroleum Demand by Product
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U.S. Petroleum Supply

Average domestic crude oil production is expected to decrease by 160,000 barrels of oil per
day (bpd), or 2.7 percent, in 2000 to a level of 5.76 million bpd. For 2001, a 1.3 percent decrease
is expected and results in an average production rate of 5.70 million bpd for the year.

Lower 48 States oil production is expected to decrease by 50,000 bpd to a rate of 4.82
million bpd in 2000 followed by a decrease of 33,000 bpd in 2001 (Figure 9).

Oil production from the Mars, Ram Powell, Auger, Troika ,Ursa, Diana, Hoover and
Baldpate Federal Offshore fields is expected to account for about 11.4 percent of the lower
48 oil production by the 4th quarter of 2001.  Shell started production in 1999 in their Ursa
field which will peak in production in the year 2000. Exxon's Diana and Hoover fields will
produce together and will start production in mid 2000 at a rate of 30,000 bpd increasing to
100,000 bpd in early 2001. There have been shut-ins on the Mars platform in December and
January in order to connect production from Shell's Europa satellite field

Alaska is expected to account for 15.8 percent of the total U.S. oil production in 2001. Its oil
production is expected to decrease by 10.5 percent in 2000 and again by 4.1 percent in 2001.

Natural Gas Supply and Demand

The forecast for natural gas demand in 2000 has been revised downward slightly due to
somewhat lower projections for industrial and electric utility demand for natural gas
compared with April's Outlook (Figure 10).  This is due primarily to the rising price of natural
gas.

Net natural gas imports estimates were revised downward in the first quarter 2000 from the
April estimate, based on more complete data collected.  Projected dry gas production is
unchanged, and is still expected to rise by 1.2 percent in 2000 and by only 0.3 percent in 2001
despite the high price of gas and rising demand.  For the remainder of this year at least, it is
clear that the overall domestic supply situation remains tight.

Regarding the developing U.S. natural gas market balance and the market tightness evidenced
by sharply higher gas prices this spring, there is an anomaly in EIA's reported gas balance
(Table 8) that bears mentioning.  With reasonably complete monthly data through all of 1999,
EIA is currently showing an approximately 900 billion cubic foot excess of reported supply
over reported demand, called the "balancing item" .  For most years, some excess reported
supply has been seen.  The consistency of this result (over the last 50 years only 1996 and 1997
have shown excess reported demand) may be attributed to a certain amount of loss of gas
volume from leakage related to long-distance transportation and storage.  However, in no
year for which EIA has estimates (going back to 1949) has the balancing item exceeded 700
billion cubic feet in absolute value.  The average annual value for the past 20 years (1980-1999)
is 350 billion cubic feet of excess reported supply.   The current estimate of 900 billion cubic
feet for 1999 is not expected to hold up as more final annual estimates of U.S. production and
demand become available.  In the meantime some combination of overestimated production
and underestimated demand (presumably accounting for as much as 500-600 billion cubic feet
of the anomalous portion of the estimated balancing item) plague the natural gas demand and
supply estimates for 1999.  The current situation makes it difficult to paint a clear picture of
the risks of escalating gas prices in 2000.  However, one item that is not currently confounded
by serious measurement questions is gas storage, and, ultimately, changes there summarize
what is going on with the U.S. gas balance.  We think it is instructive to observe that, despite



Figure 9. U.S. Crude Oil ProductionFigure 9. U.S. Crude Oil Production

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, May 2000.
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Figure 10. Annual Changes in Natural Gas DemandFigure 10. Annual Changes in Natural Gas Demand
by Sectorby Sector
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the weather conditions that drove heating demand during the past heating season well below
normal (the Northeast cold spike in late January notwithstanding), gas in underground 
storage in the United States was driven down from the pre-season peak about as much as one
would expect for normal (i.e., colder) weather conditions.  While storage is currently in the
lower half of the normal range, the expectation that demand increases in late 2000 and early
2001 could be very large, even if weather is normal, drives some concern regarding the ability
of the domestic industry to push gas storage to comfortable levels by the beginning of
autumn.

Summer natural gas futures prices are trading above $3.00/mmbtu, evidence of concerns
regarding possible high summer temperatures and thus higher summer demand in
conjunction with the relatively low level of storage.  For the first time since 1996, stocks were
drawn down in April (Figure 11).  According to the American Gas Association, there were
1,027 billion cubic feet (bcf) in storage as of April 21, or 31% full.    At this level, stocks were
347 bcf lower than they were the same time last year. Stocks in the eastern consuming region
were 175 bcf lower than the same time last year and only 23% full.  The producing region was
at 34% full.  The lack of net injections of storage gas during the first three weeks of April has
effectively reduced the refill period by three weeks, although significant additions in April are
not customary.  Currently high prices appear to be discouraging a higher rate of storage
injections.  Periods of unseasonably hot temperatures could stymie storage injection plans.

Electricity Demand and Supply

Total annual electricity demand for 1999 has been revised upward by about 1 percent
compared with the April Outlook. This is the result of revisions to reported 1999 data.  The
increases are spread across all sectors (Figure 12).  In 2000, electricity demand is now expected
to increase by 2.2 percent and in 2001 by 2.1 percent.  This is still on track with average
electricity growth between 1990 and 1998, which was about 2.0 percent per year.  

Fears of electric power reliability for this summer persist as a result of the power outages and
other problems of last summer. The summer of 1999 (second and third quarters) was 5.0%
hotter than normal, but the month of July, in particular, was a record 14.4 percent hotter than
normal. Of the six power outages that occurred in the week ending July 10, 1999,  four of them
took place in the Mid-Atlantic region.  Affected by the outages were New York City, New
Jersey, Long Island and the Delmarva Peninsula.  Edison Electric Institute (EEI) data show that
electricity output in the Mid-Atlantic region jumped by 27.6 percent above what it was in the
same week in 1998, or by 2,343 gigawatt-hours. Although this additional demand was not
unusual, the circumstances were.  As part of the heat wave that affected much of the eastern
U.S., a severe heat storm on July 6 impacted cables and transformers at the same time that the
additional output was called for, causing outages which affected thousands of customers.

However, our forecast is based on the assumption of normal weather, which implies that this
summer's cooling degree-days (CDD) would be 4.6 percent below last summer's CDD. 
Overall, summer electricity demand is expected to be up by less than 1 percent compared
with last summer's demand. The Southeastern Reliability Council (SERC) has said that electric
power capacity margins have increased by 2 percent since its forecast for the last summer,
indicating that supplies should be adequate to meet expected demand at expected conditions,
but shortages cannot be ruled out if there is a repeat of last summer's record heat. A major
concern for utilities is the possibility of severely spiking power prices during hot spells.

The fuel mix at electric utilities shows the effects of increased price competition between oil
and natural gas, particularly in 2001, due to the assumption of falling oil prices and rising



natural gas prices.  Nuclear electric generation is mostly unchanged from last month's
Outlook, while hydroelectric generation was revised downward slightly following the
addition of lower-than-expected actual output levels for January.



Figure 11. Natural Gas in StorageFigure 11. Natural Gas in Storage
(Difference from Previous 5-Year Average)

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, May 2000.
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