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November 2000

Overview

Oil prices are defying gravity, remaining well above $30.00 per barrel ($33.10 for
WTI in October and similar levels for the first week of November).  This situation
persists despite estimates of significant world production above demand
requirements and despite another round of announced OPEC increases.
Israeli/Palestinian tensions notwithstanding, we do not see how prices can
remain detached from the corrective forces of the world market if production is
as high as is implied by OPEC statements and by typical estimates of non-OPEC
output currently in circulation.  Sooner or later (probably before the end of
winter) we expect crude oil prices to fall (perhaps by $4 to $5 per barrel from
current levels) under the weight of excess supply if the world oil market balance
we are currently projecting is close to being correct.  Continued high prices and
lack of hard evidence that world oil inventories are increasing significantly will
be taken as a sign that our projected balance is not correct and that the inevitable
market “rebalancing” will take longer than we have been expecting to this point.

With the first month of the heating season in the United States out of the way, we
offer consumers first the good news: so far heating demand has been below
expectations (October heating degree-days were about 12 percent below normal).
Now the bad news: despite strong efforts by U.S. refiners to increase heating oil
output this season, heating oil stocks remain well below normal and below
previous expectations.  This description of current heating oil market conditions
leaves aside the fact that the newly established Northeast Heating Oil Reserve
(NHOR) is completely filled (2 million barrels).  The NHOR volumes are
relatively small and are assumed to be unavailable under any but the most
extreme circumstances.  We recognize that some of the unusually high output of
heating oil observed between August and October probably made its way into
secondary and tertiary inventories (these are held at the dealer and consumer
level, and hence are not in our accounting of primary stocks) ahead of schedule
this year.  Perhaps because of this, we are as much as 6-8 million barrels better off
at this time than the official inventory figures suggest.  It is important to note that
this early downstream stockpiling, to whatever extent it actually occurred, really
has no net effect on the adequacy of winter supply because it is a one-time shift
in timing, not an increase in overall storage.

North American gas drilling activity continues at a torrid pace in terms of active
rigs drilling and expected well completions for 2000 and 2001.  The overall gas
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supply situation is improving somewhat, and we have increased our estimates
for production growth in 2001 to about 350 billion cubic feet (1.9 percent) from
240 billion cubic feet (1.3 percent) in previous Outlooks.  Meanwhile, near-term
natural gas prices have fallen from the recent highs seen in mid-October.  We
expect spot and futures prices to remain quite sensitive to indicators of demand
or supply changes, such as weather or storage.  Spot and average wellhead
prices, while still relatively high, should ease further away from the $5-per-
thousand-cubic-feet level through 2001 than previously projected.

Our electricity balance this month includes preliminary adjustments to 1999
nonutility output and fuel consumption based on the newly released annual data
for 1999 in EIA’s Electric Power Annual 1999, Volume II.  More precise seasonal
estimates will be incorporated when they become available.  On an annual basis,
the adjustments boost 1999 nonutility output upward by 37 billion kilowatt-
hours (7.2 percent) compared to estimates previously reported from EIA’s
monthly nonutility survey.  Total power output (utility and nonutility combined)
for 1999 was consequently revised upward by 1.0 percent, resulting in a  revised
estimation for growth between 1998 and 1999 of about 3 percent in the United
States from 2.0 percent reported earlier.

As always, weather patterns intrude into discussions of short-term energy
market assessments.  Once again, despite the statistically justifiable and
straightforward application of weather-as-normal in our base case projections,
warmer-than-normal conditions have prevailed thus far in the early 2000-2001
heating season.  With consistency of mission, we assume normal temperatures
for the rest of the winter in this Outlook.  Our view of “normal” temperatures
involves higher ones than those widely published by the Commerce Department
in the form of 30-year averages.  But that only serves to enhance the significance
of what has transpired so far: October 2000 heating degree-days were about 12
percent below normal nationally.  The bulk of the winter lies ahead, of course,
and the National Oceanographic and Atmospheric Administration’s winter
weather outlook still calls for significantly lower average temperatures this
winter compared to the previous two winters in the main heating demand
regions of the country.

International Petroleum

Crude Oil Prices. The monthly U.S. imported crude oil price in October was an
estimated $30.75 per barrel ($33.10 estimated for West Texas Intermediate crude
oil), about  $1.10 less than in September (Figure 1), but still the second highest
monthly average level in the decade since the Gulf War. On August 14, the
average OPEC basket price rose above the $28 level, and stayed above it through
October.
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Figure 1. Figure 1. WTI Crude Oil Price:  Base Case and 95%WTI Crude Oil Price:  Base Case and 95%
Confidence IntervalConfidence Interval

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, November 2000.
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During its March 2000 meetings, OPEC set a target range for the OPEC basket
price of oil between $22 and $28 per barrel and adopted an informal price-band
mechanism to adjust OPEC supply in order to maintain world oil prices within
that range. This mechanism was not activated through September. However,
with the OPEC basket price continuing to remain above the $28 level since
August 14, OPEC renewed the count to activate the mechanism on October 1.
Following an additional 20 trading days of an OPEC basket price above the $28
level, OPEC activated the mechanism effective October 31 in an effort to reduce
world oil prices.  This step increased aggregate OPEC production quotas by
500,000 barrels per day.

EIA estimates of world oil supply and demand suggest that, while the monthly
U.S. imported crude oil price may remain above $28 per barrel for the remainder
of the year (corresponding to over $30 for West Texas Intermediate crude oil), a
significant developing oversupply should start to move prices down soon.  From
currently inflated levels, we believe that prices may move downward by $3 to $4
per barrel before the end of winter.  Prices are expected to continue declining in
2001 and, on an annual basis,  average about $24 per barrel, or close to $4.00
below the annual average for 2000.

International Oil Supply. At its September meeting, the OPEC 10 (Organization
of Petroleum Exporting Countries excluding Iraq) agreed to increase their
production quotas by 800,000 barrels per day beginning October 1. Concerns that
this quota adjustment might not be sufficient to significantly lower prices led
OPEC to restart the count on its informal price-band mechanism concurrently
with the October 1 quota adjustments, whereby crude oil supplies would be
increased by an additional 500,000 barrels per day if the OPEC oil price basket
remained above $28 per barrel for 20 consecutive trading days. This condition
was met, and OPEC announced that it would increase its oil production by this
amount effective October 31.

The EIA forecast assumes that OPEC 10 production in the fourth quarter of 2000
will be 0.6 million barrels per day higher than in the previous quarter (Figure 2).
After this latest round of quota adjustments and production increases, only Saudi
Arabia, and to a lesser degree, the United Arab Emirates, will have significant
short-term capacity to expand production within the OPEC 10 countries.
However, we believe this level of OPEC production cannot be sustained into the
spring without resulting in large downward price pressures.  EIA's Outlook
assumes that OPEC 10 production will begin to decline by spring 2001 by 600,000
barrels per day.

Iraqi crude oil production is estimated to have increased from 2.3 million barrels



Figure 2. OPEC Crude Oil Production 1999-2001Figure 2. OPEC Crude Oil Production 1999-2001

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, November 2000.
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per day in the first quarter to 2.9 - 3.0 million barrels per day in August and
September 2000. This production is projected to increase to 3.0 - 3.1 million
barrels per day through the remainder of the year, and increase to 3.2 million
barrels per day by end-2001. These projections of Iraqi crude oil production are
assumptions that do not reflect any official U.S. Government view, and are less
than Iraq’s own estimate that production could reach as high as 3.5 million
barrels per day in 2001.

Non-OPEC production is expected to increase by 1.3 million barrels per day in
2000 and by another 0.8 million barrels per day in 2001, primarily from the
former Soviet Union, with smaller increases from other regions (Table 3). Oil
production from the former Soviet Union has risen as Russian production has
recovered, and further increases are expected at end-2001 with the opening of the
Caspian Pipeline Consortium (CPC)'s pipeline to transport oil from Kazakhstan
to world oil markets. No further increases are expected in the North Sea in 2001
as output from new fields is not expected to outstrip declines in maturing fields.

International Oil Demand. This month's Outlook assumes growth in world oil
demand in 2000 of a little more than 1 million barrels per day (about 1.5 percent),
to average almost 76 million barrels per day for the year (Figure 3). This is the
lowest growth rate since 1993 with the exception of 1998, when Asian economies
were suffering from a financial crisis. World oil demand growth in 2001 is
expected to be about 2 million barrels per day, similar to the growth that was
seen in the 1995-1997 period.

Non-OECD Asia is expected once again to be the predominant region for oil
demand growth this year, although near-term growth rates there are unlikely to
match those seen in the early to mid 1990s. By 2001, not only is non-OECD oil
demand expected to grow even more, but OECD oil demand growth is expected
to be strong as well.

World Oil Inventories.  EIA does not attempt to estimate oil inventory levels on
a global basis; however, the direction global oil inventories are headed is
discerned from EIA's world oil supply and demand estimates.  These estimates
provide only a rough guide because of what has come to be known as the
"missing barrels problem".  The available limited data for tracking inventories
suggest that inventories have not been building as fast as any of the global
supply/demand estimates (including EIA's) would indicate, and that some of the
oil that is being produced worldwide simply becomes unaccounted for. As a
result, EIA's estimated global inventory increases may be overstated because
they include an uncertain "missing barrels" component. Given these caveats, the
implied global stock changes suggest that inventories have been rebuilding from
their very low levels, particularly when viewed on a forward-cover or days-



Figure 3. Annual World Oil DemandFigure 3. Annual World Oil Demand
(Changes from Previous Year)

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, November 2000.
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supply basis. The increased production levels seen from OPEC in the third
quarter and further expected OPEC production in the next year imply an
expected oil inventory build of as much as 1 million barrels per day in 2000,
followed by a lesser but still large additional build of as much as 700,000 barrels
per day in 2001.   These kinds of builds, including a 1.4 million-barrels-per-day
(counterseasonal) build in fourth quarter 2000, are not consistent with WTI prices
well above $30 per barrel.  Therefore, either the balance that gives rise to the
stockbuild estimates is wrong or oil prices will retreat from the current high
levels soon.

OECD stock levels, which EIA does estimate, are projected to rise from their very
low levels reached at the beginning of the year so that by end-2000 they will be
about 2 days of supply higher than year-earlier levels, leaving world oil markets
less vulnerable to a disruption in oil supplies or an extreme cold snap during
next winter (Figure 4). The increased projected levels of OPEC production are
also expected to result in further stockbuilds in 2001 of almost another 2 days
supply.  Failure to see a turnaround in OECD stocks and a consequent retreat in
prices would imply a much tighter demand/supply balance than we are
estimating and a further delay in the anticipated world oil market "rebalancing."

U. S. Energy Prices

Distillate Fuel (Heating Oil and Diesel Fuel).   Retail heating oil prices have
gained  considerably since late July, increasing by about 27 cents per gallon in the
space of  3 months (Figure 5).   The national average price in October, $1.42 per
gallon, was 47 cents per gallon above the price in October 1999. Over the same
period, crude oil prices have risen by about 22 cents per gallon.  The unusually
low level of inventories for distillate fuel, particularly heating oil, explains the
bulk of the rest of the price gain.    If the currently depressed level of distillate
stocks continues into winter, the result could be a high level of prices for the
distillate fuels through the winter.  Last February, a period of very cold weather
in the Northeast, in combination with notably low stocks of distillate fuel, led to
heating oil and diesel fuel prices that averaged more than $2.00 per gallon in
New England and other areas in the Northeast. It should be pointed out that
except for a period from late January through the first half of February, the
winter in the Northeast  (where 75 percent of the nation's heating oil is
consumed) was actually warmer than normal.

As we have been stating in the last several Outlooks, a risk exists this winter for
distillate fuel price spikes similar to what happened last February unless
inventories are built to sufficient levels by the end of the year.   For the U.S.,
distillate stocks are currently about 29 million barrels below the low end of the
normal range (Figure 6).  Admittedly, EIA's definition of the average range for



Figure 4. Total OECD Oil Stocks*Figure 4. Total OECD Oil Stocks*

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

*Total includes commercial and government stocks
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Figure 5. Figure 5. Residential Heating Oil Prices:  Base CaseResidential Heating Oil Prices:  Base Case
and 95% Confidence Intervaland 95% Confidence Interval

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, November 2000.
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Figure 6. U.S. Total Distillate Fuel StocksFigure 6. U.S. Total Distillate Fuel Stocks

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, November 2000.
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petroleum product stocks is based on only 3 years of monthly data (January
1997- December 1999), while the end-of-October distillate stock levels for those
three years were high by historical standards.  Nevertheless, the current supply
of distillate fuel oil is low relative to expected demand. The additional supplies
of crude oil released from the Strategic Petroleum Reserve under an exchange
program late last month should help ameliorate the situation, resulting in an
estimated 3-5 million additional barrels of distillate fuel added to the U.S market
this winter.

Higher-than-expected apparent demand for distillate fuel in general (and heating
oil in particular) since mid-summer suggest the possibility that product has
flowed beyond the primary supply system into distributor and consumer
stockpiles somewhat ahead of schedule, a development that would seem to
mitigate some of the apparent deficiency in primary supplies.  We estimate that
this might enhance early-season supplies by about 6-8 million barrels of heating
oil fuel [see Recent Developments in Distillate Product Supplied in the
Appendix).  Since early stockpiling has a one-time impact on observed supply
patterns (i.e., it cannot be repeated as the season moves on), implications of such
a development include a slowing down of shipments (perhaps to below-normal
levels) and a strong recovery in primary stocks this month.  Failure to observe
this pattern would reduce the likelihood that early downstream stockpiling was
a significant factor in observed supply patterns this year.  In and of itself, early
stockpiling has little or no effect on the winter market because it is just a minor
timing issue, not related to any effective increase in capacity or aggregate
product in storage.

We do expect distillate inventories to grow through November, but the mid-
winter levels are not likely to be sufficient to provide much of a buffer against
severe weather conditions in the Northeast.  Unless the winter in the Northeast is
unusually mild or world crude oil prices drop significantly, the projected high
prices for heating oil and diesel fuel will continue until next spring.  There is a bit
of comforting news for heating oil consumers: national average retail prices have
actually eased slightly in the last 2 weeks.  This was due to unusually mild
weather in the Northeast in October combined with a fall in the price of crude oil
from the high levels reached in late September.

Assuming normal heating demand, with tight stocks and relatively high crude
oil prices, we expect that winter residential heating oil prices will average $1.40
per gallon, or about 25 cents more per gallon compared to the last winter (Table
4).  We note that this average is about 3 cents per gallon above our winter
average projections reported last month.
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Motor Gasoline.   Assuming that our base case crude oil price path holds, we
project that retail motor gasoline prices will recede this winter and continue to
decline until next year's driving season begins in the spring. By year's end, the
monthly average retail price of regular unleaded (self-service) motor gasoline is
projected to be about $1.45 per gallon (Figure 7).  However, the currently low
supply situation for motor gasoline--caused in part by the need to produce more
heating oil--may flatten the normal seasonal price declines for gasoline (Figure
8).  For 2001, we expect an annual average price dip of about 11 cents per gallon
at the pump, assuming, again, that our base case crude oil price path holds.

Natural Gas.  Since June, spot wellhead prices have been averaging over $4.00
per thousand cubic feet.  For most of September and the first three weeks of
October, these prices hovered above $5.00 per thousand cubic feet, more than
double the price of one year ago (Figure 9).   Spot prices have never been this
high for such a sustained period of time. Although high oil prices have
contributed to the current strength in gas prices, the predominant reason for
these sustained high gas prices was, and still is to some extent, perceptions about
the supply situation going into the winter.  For much of the summer, low levels
of underground storage raised concerns about the availability of winter supplies.
On the other hand, there was some feeling among observers of the gas industry
that the market may have overreacted.  The downward tumble in spot prices
over the last few weeks may be evidence of this.    Storage injections picked up
recently due to warm weather in the last half of October.  This produced a spot
gas price drop of over $1.00 per thousand cubic feet in a period of less than three
weeks.   But November may be the more critical month in terms of determining
gas supplies and prices for the remainder of the winter.   The month of
November is generally the last month available in the year for injections into
storage.  Given the presently low state of natural gas inventories, a cold
November would curtail net injections into storage and could send spot prices
over $5.00 again. Furthermore, cold weather for prolonged periods this winter
would strain supplies and result in even higher spot prices. Given the recent
variability in the natural gas spot market, spot prices of natural gas are likely to
hit or breach the upper level of the uncertainty bands if the winter in the gas
consuming regions of the country turn out to be severe.  On the other hand, we
have seen from what happened in October that spot gas prices would be
expected to fall sharply if warm weather continues.

Underground working gas storage levels are currently about 8-9 percent below
year-ago levels (Figure 10).   Thus, assuming normal weather for the remainder
of the heating season, wellhead prices this winter should probably stay above
$4.00 per thousand cubic feet levels. We are projecting that natural gas prices at
the wellhead will increase by about 90 percent this winter (October-March)
compared to last winter.  Of course, higher end-use prices will result from higher



Figure 7.  Retail Motor Gasoline Prices*: Figure 7.  Retail Motor Gasoline Prices*: Base CaseBase Case
and 95% Confidence Intervaland 95% Confidence Interval

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

* Regular unleaded self-service
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Figure 8. Gasoline StocksFigure 8. Gasoline Stocks

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, November 2000.
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Figure 9. Natural Gas Spot PricesFigure 9. Natural Gas Spot Prices: Base Case andBase Case and
95% Confidence Interval95% Confidence Interval

Sources: History: Natural Gas Week;  Projections: Short-Term Energy Outlook, November 2000.
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Figure 10. Working Gas in StorageFigure 10. Working Gas in Storage

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, November 2000.
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projected wellhead prices. If our base case projections hold, residential prices for
natural gas would be about 29 percent higher than last year during that period.
For the entire year 2000, the average wellhead price for natural gas is projected to
average $3.37 per thousand cubic feet (Table 4).

Electric Utility Fuels.  The rapid rise in gas prices this summer and fall has
pulled delivered gas prices above heavy fuel oil prices, on a cost per Btu basis.
(Figure 11). As this situation is likely to persist, we anticipate some recovery in
the amount of oil used for power generation over the very low levels seen since
late 1999.

U.S. Oil Demand

For the year 2000, total petroleum demand is projected to be 70,000 barrels-per-
day, or a 0.4 percent increase over 1999 (Figure 12).  For the first half of the year,
overall petroleum consumption lagged behind that of 1999.   Despite continued
robust, broadly-based economic growth, oil consumption growth was dampened
by several factors.  Among these were: record mild weather of the first quarter
despite the cold snaps in January and February; the Y2K-related shift of
shipments (primarily transportation fuels) from early 2000 into late 1999; price-
induced declines in motor gasoline consumption, especially during the second
quarter; and fuel substitution away from heavy fuel oil in the price-sensitive
electric power sector.   Third-quarter consumption registered only slight growth.
That period--the peak driving season--witnessed continued but more moderate
declines in motor gasoline shipments as prices began to retreat from their earlier
levels.  The combination of high prices and cooler-than-normal weather resulted
in year-to-year declines in electricity sales, undercutting fuel oil purchases by
power generators.  Distillate sales to residential and commercial customers,
however, registered sizeable gains: consumers began filling their tanks earlier
than normal as a result of concerns that supply disruptions, which sent retail
prices in some markets above $2.00 per gallon last winter and disrupted
deliveries, might be repeated (see Appendix).   Residual fuel oil shipments
during the third quarter have been buoyed by purchases by electric power
generators. The decline in the relative price of fuel oil to other fuels in that sector
results from the combination of oil-price declines from their high summer highs
and the recent sharp increases in natural gas prices.   In the fourth quarter, the
relative price of heavy fuel oil is projected to decline further, boosting sales to
electric power customers, at least on a year-over-year basis.

For 2001, total petroleum demand is projected to increase by about 400,000
barrels per day, or 2.0 percent, despite projected moderation in economic growth.
That would bring the average annual demand for petroleum products within
striking distance of 20 million barrels per day for the first time. Motor gasoline



Figure 11. Fossil Fuel Prices to Electric UtilitiesFigure 11. Fossil Fuel Prices to Electric Utilities

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, November 2000.
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Figure 12. Petroleum Products DemandFigure 12. Petroleum Products Demand
(Year-to-Year Change)

Sources: History:  EIA;  Projections: Short-Term Energy Outlook,November 2000.
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demand in 2001 is projected to increase 1.4 percent as retail prices continue to
decline.   After three consecutive warmer-than-normal first quarters, weather
during the heating season is assumed to display “normal” patterns, boosting
both distillate and propane demand. Residual fuel demand is projected to shrink,
but a recovery in shipments to electric power generators is expected to offset part
of the decline to other sectors.
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U.S. Oil Supply

The steady decline of domestic production of crude oil during the 1990s of about
2.5 percent per year has slowed this year to 0.7 percent or by about 0.06 million
barrels per day (Figure 13).  For 2001, a 0.8 percent increase is expected, which
results in a production rate of 5.88 million barrels of oil per day average for the
year.

Lower-48 States oil production is expected to increase by 45,000 barrels per day to
a rate of 4.88 million barrels per day in 2000,and followed by an increase of 6,000
barrels per day in 2001. Oil production from the Mars, Auger, Troika, Ursa, and
Diana-Hoover Federal Offshore fields is expected to account for about 9 percent of
the lower-48 oil production by the fourth quarter of 2001.

Alaska is expected to account for about 17 percent of total U.S. oil production in
2001. Alaska production is anticipated to dip below 1.0 million barrels per day
starting in May 2000, recovering to over the 1.0 million mark in the first half of
2001 before falling back again. This translates to an expected decrease in
production of 8.4 percent in 2000, followed by a 4.0 percent increase in 2001. A
substantial portion of Alaska oil production comes from the giant Prudhoe Bay
Field.  Other than routine maintenance, no major investments are planned for this
field during the forecast period. Oil production from recent discoveries, such as
Sambuca and Midnight Sun, are marginal and are not expected to substantially
offset the decline in oil production from the Prudhoe Bay and other fields in the
North Slope in 2000. Production from the Kuparuk River,West Sak, Tabasco and
Tarn fields is expected to stay at an average of 236,000 barrels per day in the 2000-
2001 forecast period.  The Alpine field is expected to come on in the last quarter of
2000 at an initial rate of 40,000 barrels per day, and to peak at 80,000 barrels per
day in mid 2001.

Natural Gas Demand and Supply

The forecast for overall natural gas demand growth in 2000 is 3.3 percent for the
year, down somewhat from our projected October growth rate based on recent
monthly data   (Figure 14).  In 2001, the forecast calls for a 2.1 percent growth
rate, with the slowing principally due to higher gas prices relative to fuel oil
prices.

This winter, (October 2000 through March 2001) natural gas demand is expected
to be up by 5.1 percent over last winter's demand, assuming normal weather.
Normal weather implies an 11 percent rise in gas-weighted heating degree-days
compared with last winter, which was much warmer than normal. Residential



Figure 13. U.S. Crude Oil ProductionFigure 13. U.S. Crude Oil Production
  (Year-to-Year Change)

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, November 2000.
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Figure 14. Annual Changes in Natural Gas Demand by SectorFigure 14. Annual Changes in Natural Gas Demand by Sector

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

* Electric utility gas demand changes in recent years in part reflect sale of assets to the nonutility sector

5.6% 5.0%

-2.7%

-11.6%

1.1%

7.1%6.4%

3.3%3.3%

-4.4%

4.3%

0.8%

-16%

-13%

-10%

-7%

-4%

-1%

2%

5%

8%

11%

14%

17%

Pe
rc

en
t C

ha
ng

e

Commercial Utility* Residential Industrial (Incl. Nonutil. Gen.)

1999 20012000

History Projections



11

and commercial sector demands for natural gas in the fourth quarter of 2000 and
first quarter 2001 are both projected to be up by between 10 and 11 percent over
last year, same time, due to the assumption of normal winter weather, i.e.,
weather colder than last winter's.

In 2000, natural gas demand in the industrial sector is expected to increase by 6.4
percent, while electric utility gas demand is expected to decline by 2.7 percent.
This dichotomy is due in large part to sales of electric generating plants by
electric utilities to unregulated generating companies, fuel consumption by
which is currently recorded by EIA in the industrial sector.   For the power sector
as a whole (utility sector and industrial sector own use), gas demand is expected
to be 6.3 percent above its 1999 level in 2000 and flat or down slightly in 2001.
The reduced growth rate next year is largely due to the reversal in relative prices
of fuel oil and natural gas which began in June, with fuel oil gaining the price
advantage as gas prices are projected to fall more slowly than oil prices.

Domestic gas production for 2000 and 2001 is expected to increase as production
begins to respond to the high rates of drilling experienced over the past year.
Production is projected to rise by 0.7 percent in 2000 and by 1.9 percent in 2001.
The U.S. natural gas rig count on November 3 was at a high of 845 rigs.   If the rig
count holds at this level through 2001, we would expect to see about 15,000 gas
well completions in 2000 and 2001  (Figure 15).  This level of new gas well
completions has not been seen in the U.S. for at least 15 years.

Also, gas storage levels are expected to begin the heating season at closer to
average levels than previously anticipated, aided by mild weather in October
and a relative price advantage for competing fuels in the Northeast, freeing up
some gas for injection into storage.  Net additions to gas storage during the last
two weeks of October were unexpectedly high compared with last year.   As of
October 27,  gas in storage was about  8 percent below the previous 5-year
average (Figure 16).

Net imports of natural gas are projected to rise by about 12 percent in 2001. During
the winter months, net imports are about 10 percent higher than flows during the
rest of the year and usually increase to full pipeline capacity.  That capacity is
scheduled to rise at the end of 2000, when the Alliance Pipeline begins carrying gas
from western Canada to the Midwest.  Assuming that it will take several months
before Alliance reaches its full capacity of 1.3 billion cubic feet per day, that pipeline
may not fully contribute to advancing new gas supplies until the heating season is
nearly over.  Even if Alliance is near capacity at mid winter, it is likely that a
substantial portion of the volumes contracted for delivery on the system will have
been de-contracted from other systems, particularly the TransCanada Pipeline



Figure 15. U.S. Gas Rigs and Well CompletionsFigure 15. U.S. Gas Rigs and Well Completions

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, November 2000.
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Figure 16. Natural Gas in StorageFigure 16. Natural Gas in Storage
  (Difference from Previous 5-Year Average)

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, November 2000.
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System.  Thus it is an important question as to just how significant Alliance will be
with respect to net new supply from Canada.

Coal Demand and Supply

Utility coal demand in 2000 has been revised downward slightly compared with
the October Outlook due to the generally cooler than normal summer
temperatures overall, and by revised estimates of nonutility electricity
generation. Annual total coal demand growth is now projected to be 2.0 percent
in 2000.  Total coal demand is expected to grow by 2.3 percent in 2001.

Coal production is expected to grow very weakly in 2000 at 0.1 percent. Coal
production will grow by 1.3 percent in 2001, as consumers will also draw down
stocks to meet demand.

Electricity Demand and Supply

Projections of total annual electricity demand growth (utility sales plus industrial
generation for own use) are somewhat lower than they were in the October
Outlook at 2.2 percent in 2000 and 0.9 percent in 2001.

This winter's heating degree-days (HDD) are assumed to be 10 percent above last
winter's HDD, which were well below normal. This winter, total electricity sales
by electric utilities are expected to be up by 2.9 percent over last winter under
normal weather assumptions, driven by increased demand in the residential and
commercial sectors, which are expected to be up by 4.4 and 4.1 percent,
respectively (Figure 17 and Table 10).

In the fourth quarter of 2000, previously falling demand for oil-fired generation
is expected to turn around relative to gas-fired generation, as the price
differential between fuels in the electricity generating sector shifts to favor oil,
causing those plants which can switch to oil to do so.   The favorable price
differential for oil relative to gas is expected to continue through 2001.
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Figure 17. Annual Changes in U.S. Electricity DemandFigure 17. Annual Changes in U.S. Electricity Demand

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, November 2000.
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Energy Information Administration/Short-Term Energy Outlook -- November 2000
1

Table HL1.  U. S. Energy Supply and Demand
Year Annual Percentage Change

1998 1999 2000 2001 1998-1999 1999-2000 2000-2001
Real Gross Domestic Product (GDP)
(billion chained 1996 dollars) ..................... 8516 8876 9341 9696 4.2 5.2 3.8

Imported Crude Oil Price a

(nominal dollars per barrel)......................... 12.08 17.22 28.11 24.01 42.5 63.2 -14.6

Petroleum Supply (million barrels per day)
Crude Oil Production b ................................ 6.25 5.88 5.84 5.88 -5.9 -0.7 0.7

Total Petroleum Net Imports
(including SPR) ........................................... 9.76 9.91 10.16 10.76 1.5 2.5 5.9

Energy Demand

World Petroleum
(million barrels per day).............................. 73.6 74.8 75.9 77.9 1.6 1.5 2.6

Petroleum
(million barrels per day).............................. 18.92 19.52 19.59 19.99 3.2 0.4 2.0

Natural Gas
(trillion cubic feet) ...................................... 21.26 21.56 22.28 22.74 1.4 3.3 2.1

Coal c

(million short tons) ..................................... 1039 1039 1059 1083 0.0 1.9 2.3

Electricity (billion kilowatthours)
  Utility Sales d ............................................ 3240 3296 3378 3430 1.7 2.5 1.5
  Nonutility/Sales e ...................................... 156 185 181 160 18.6 -2.2 -11.6
  Total ......................................................... 3396 3481 3559 3590 2.5 2.2 0.9

Total Energy Demand f

(quadrillion Btu)........................................... 94.7 96.5 97.6 99.3 1.8 1.2 1.7

Total Energy Demand per Dollar of GDP
(thousand Btu per 1996 Dollar) .................. 11.12 10.87 10.45 10.24 -2.2 -3.9 -2.0

Renewable Energy as Percent of Total g ... 7.0 7.0 6.7 6.7

a
Refers to the refiner acquisition cost (RAC) of imported crude oil.

b
Includes lease condensate.

c
Total Demand includes estimated Independent Power Producer (IPP) coal consumption.

 d
Total annual electric utility sales for historical periods are initially derived from the sum of monthly sales figures based on submissions by electric

utilities of Form EIA-826, "Monthly Electric Utility Sales and Revenue Report with State Distributions." Final annual totals are taken from compilations from
Form EIA -861, ":Annual Electric Utility Report."

e
Defined as the difference between total nonutility electricity generation and sales to electric utilities by nonutility generators, reported on Form EIA-867,

"Annual Nonutility Power Producer Report." Data for 1999 are estimates.
f
The conversion from physical units to Btu is calculated by using a subset of conversion factors used in the calculations performed for gross energy

consumption in Energy Information Administration, Monthly Energy Review  (MER). Consequently, the historical data may not precisely match those published
in the MER or the Annual Energy Review (AER) .

g
Renewable energy includes minor components of non-marketed renewable energy, which is renewable energy that is neither bought nor sold, either

directly or indirectly, as inputs to marketed energy. The Energy Information Administration does not estimate or project total consumption of non-marketed
renewable energy.
SPR: Strategic Petroleum Reserve.
Notes: Minor discrepancies with other published EIA historical data are due to independent rounding. Historical data are printed in bold; forecasts are in italics.
The forecasts were generated by simulation of  the Short-Term Integrated Forecasting System.
Sources: Historical data: Latest data available from Bureau of Economic Analysis and Energy Information Administration; latest data available from EIA
databases supporting the following reports: Petroleum Supply Monthly, DOE/EIA-0109; Petroleum Supply Annual, DOE/EIA-0340/2; Natural Gas Monthly,
DOE/EIA-0130; Electric Power Monthly, DOE/EIA-0226; and Quarterly Coal Report, DOE/EIA-0121; International Petroleum Statistics Report DOE/EIA-0520;
Weekly Petroleum Status Report, DOE/EIA-0208. Macroeconomic projections are based on DRI/McGraw-Hill Forecast CONTROL0900.




