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Summary

Our short-term outlook for a wide array of energy prices has been adjusted
upward as international and domestic energy supply conditions have tightened.
We think that crude oil prices are as likely as not to end the year $2 to $3 per
barrel higher than our previous projections.  Thus, we think that the probability
of West Texas Intermediate costing an average of $30 per barrel or more at
midwinter is about 50 percent.  On their current track, heating oil prices are
likely to be about 30 percent above year-ago levels in the fourth quarter.  Prices
for Q1 2000 seem more likely now to match or exceed the high level seen in Q1
2000.

Tight oil markets this year and an inherent propensity for high gas utilization in
incremental power supply have resulted in rising North American natural gas
prices.  The impact here has been exacerbated by declining or stagnant natural
gas production over the last few years.

Average natural gas wellhead prices this coming winter are likely to be nearly
double the level seen last year, a development that would generate an average
increase in the unit cost of gas delivered to residential consumers of about 25
percent.

A break in the current general strength of fuel prices could come if winter
weather is mild.  However, assuming normal winter temperatures, the
combination of higher expected consumption and higher prices would be
expected to yield average increases in heating fuel expenditures of 20 to 40
percent this heating season, depending on the heating fuel used.

Below-normal cooling degree-days have kept third quarter electricity demand
growth below the pace seen in the first half of the year.  This was particularly
true of July, when cooling degree-days were 22 percent below the national level
posted in July 1999, and about 11 percent below normal.  Temperatures in the
South and West have remained high this summer, so the cooling off nationally
has not been evenly distributed.  Still, with cooling degree-days running about
normal in August, chances are good that third-quarter electricity demand this
year will be down about 1.3 percent from Q3 1999.



International

Crude Oil Prices. The monthly U.S. imported crude oil price rose in August to
an estimated $28.68 per barrel ($31.26 estimated for West Texas Intermediate
crude oil), about  $1.60 more than in July (Figure 1) and only slightly less than
June's price of $29.11 per barrel, which was the highest level in the decade since
the Gulf War. On August 14, the average OPEC basket price over a 20-day period
rose above the $28 level that OPEC had set as an upper limit for its target price
band during the March OPEC meeting, and stayed above it throughout August.
Barring a dip in prices, the OPEC basket price will have exceeded the $28 level
for 20 business days on September 8 - two days before OPEC's next scheduled
meeting on September 10.

EIA estimates of world oil supply and demand suggest that the monthly U.S.
imported crude oil price will remain above $28 per barrel for the remainder of
the year (corresponding to over $30 for West Texas Intermediate crude oil).
Prices are then expected to gradually decline in 2001 and average a little less than
$25 per barrel, about $3.00 below the annual average for 2000. This 2001 price
projection is about $2 per barrel higher than the August Outlook projection.

International Oil Supply. At its June meeting, the OPEC 10 (Organization of
Petroleum Exporting Countries excluding Iraq) agreed to increase their
production quotas by 708,000 barrels per day beginning July 1. After this latest
round of quota adjustments and production increases, only Saudi Arabia, Kuwait
and, to a lesser degree, the United Arab Emirates will have significant capacity to
expand production.

Concerns that this quota adjustment would not be sufficient to significantly
lower prices led Saudi Arabia to announce on July 3 that it wanted to bring the
OPEC basket price down to $25 per barrel and that crude oil supplies would be
increased by an additional 500,000 barrels per day if oil prices remained high.
Additional increases of that magnitude have not been apparent in the third
quarter, but EIA assumes that OPEC will decide to enhance production at their
September 10 meeting by about this amount. The forecast assumes that OPEC 10
production in the fourth quarter of 2000 will be 0.5 million barrels per day higher
than in the previous quarter, but does not assume further increases in OPEC 10
production (Figure 2).

Iraqi crude oil production is estimated to have increased from 2.3 million barrels
per day in the first quarter to 2.8 million barrels per day in the second quarter of
2000. Although Iraqi production fell during June-July as a result of logistical and
marketing problems, Iraqi oil production is projected to increase to 3.0 - 3.1
million barrels per day through the remainder of the year, and increase to 3.3



Figure 1. U.S. Monthly Crude Oil PricesFigure 1. U.S. Monthly Crude Oil Prices

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, September 2000.
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Figure 2. OPEC Crude Oil Production 1999-2001Figure 2. OPEC Crude Oil Production 1999-2001

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

0

5

10

15

20

25

30

35

1999Q1 1999Q2 1999Q3 1999Q4 2000Q1 2000Q2 2000Q3 2000Q4 2001Q1 2001Q2 2001Q3 2001Q4

M
il

li
o

n
 B

a
rr

e
ls

 p
e

r 
D

a
y

OPEC 10 (OPEC excluding Iraq) Iraq

History Projections



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 1.1 million barrels per day in
2000 and by another 0.6 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 about 1 million barrels per day (about 1.3 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. While EIA does not attempt to estimate oil inventory
levels on a global basis, the direction oil inventories are headed is discerned from
EIA's world oil supply and demand estimates. Following a 0.8-million-barrel-
per-day implied draw on world inventories in 1999, stocks reached very low
levels when viewed on a forward-cover or days-supply basis.  The projected 2000
oil inventory build of only 0.7 million barrels per day in 2000 and 0.6 million
barrels per day in 2001 suggest that days supply will continue to remain at low
levels as world oil demand continues to grow. OECD stock levels, which EIA
does estimate, will also remain at low levels, leaving world oil markets
vulnerable to a cutoff in oil supplies somewhere or an extreme cold snap during
next winter (Figure 4).



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

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, September 2000.
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Figure 4. Total OECD Oil Stocks*Figure 4. Total OECD Oil Stocks*

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

*Total includes commercial and government stocks
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U. S. Energy Prices

Distillate Fuel (Heating Oil and Diesel Fuel).  Spot prices for distillate fuel oil
have been climbing steadily since late July, gaining about 25 cents per gallon in a
period of 5 weeks.  Over the same period, crude oil prices have risen about 15
cents per gallon (Figure 5). The low level of inventories for distillate fuel explains
the rest of the price gain.    Now that the summer is nearly over, if the currently
depressed level of distillate stocks continues into the heating season, the result
would be a high level of price volatility for the distillate fuels this fall and 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.

As we have stated in the last several Outlooks, a risk exists for price spikes of
distillate fuels similar to last February unless inventories of distillate fuels are
built to sufficient levels by the end of the year. Stocks of high-sulfur distillate fuel
oil (heating oil) particularly in the Northeast, where most of the nation's heating
oil is consumed, have been at considerably low levels since the beginning of the
year (Figure 6).

For the U.S., distillate stocks are currently about 25 million barrels below the low
end of the average distillate stock range (Figure 7). While it is true that EIA's
definition of the average range for petroleum product stocks are based on only 3
years of monthly data (January 1997- December 1999), and that the end-of-
August distillate stock levels for those three years were unusually high by
historical standards, the supply of distillate fuel is currently quite low relative to
expected demand and this situation will require close monitoring over the next
few months.   We are projecting that distillate inventories will increase through
November but the mid-winter levels are not likely to be sufficient to provide
much of a cushion if severe weather conditions occur in the Northeast. Unless
the winter in the Northeast is unusually mild and/or world crude oil prices
collapse, substantial price strength gains for heating oil and diesel fuel are highly
likely.

Assuming normal heating demand, with tight stocks and somewhat higher crude
oil prices, we expect that in the fourth quarter, residential heating oil prices are
projected to average $1.31 per gallon, or about 30 cents more per gallon
compared to the same period last year (Table 4).  That level of heating oil prices
is projected to continue through the first quarter of 2001.

Motor Gasoline. The retail price of regular unleaded (self-service) motor
gasoline reached the highest level recorded by EIA (in nominal, not inflation-



Figure 5. Recent Crude Oil and Distillate Spot PricesFigure 5. Recent Crude Oil and Distillate Spot Prices
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Figure 6.  Weekly East Coast Heating Oil StocksFigure 6.  Weekly East Coast Heating Oil Stocks

Source: EIA, Weekly Petroleum Status Report.
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adjusted terms) in the third week of June at $1.68 per gallon.  (It should be noted
that, in year 2000 dollars, gasoline prices averaged $2.69 per gallon in March,
1981, the high water mark for gasoline prices in U.S. history.)  After peaking, the
average pump price for regular gasoline fell by 23 cents per gallon by the middle
of August (Figure 8). Toward the end of the month, pump prices picked up a few
cents per gallon due to the higher crude costs and the end-of-summer gasoline
demand bump.  Assuming that our base case crude oil price path holds, we
project that retail motor gasoline prices will recede in October and continue to
decline through the end of the year, a typical pattern for gasoline prices as the
peak gasoline demand season passes into fall and winter.  By year's end, the
monthly average retail price of regular unleaded (self-service) motor gasoline is
projected to be about $1.41 per gallon (Figure 9).

For 2001, we expect an annual average price dip of about 10 cents per gallon at
the pump again, assuming 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. Nominal spot prices for gas have reached these levels in
the recent past for a day or even a few weeks. Not only is this price double the
price from one year ago, it also represents a more than $2.00 per thousand cubic
feet increase since the beginning of the year (Figure 10).   In inflation-adjusted
terms, gas prices today are comparable to those seen in the mid-1980's, but less
than those seen in the early 1980's, when real prices were high and gas
deregulation was not yet in place (Figure 11).

Although high oil prices have contributed to the current strength in gas prices,
the predominant reason for these high  (and sustained) gas prices has been the
insecure supply situation.  In short, the injection rate for gas into storage still
continues to be too gradual to calm the market for next winter's heating season.
Underground working gas storage levels are currently about 18 percent below
year-ago levels (Figure 12).  At current injection rates, it is becoming increasingly
uncertain whether or not ready supplies of gas will be available during the
heating season in sufficient quantities to avoid sharp upward price pressure if
winter weather turns out to be very cold.  This is reflected in the volatility and
levels of spot prices over the last three months.  Hot summer weather in portions
of the country, particularly Texas and California (States which consumes large
amounts of gas-generated electricity), has contributed to sub-par storage
injections. If the sweltering heat continues in the Southern Plains regions through
September, the gas storage situation may continue to be strained right up into the
beginning of the heating season.

Overall, demand for natural gas has been gaining due to the growing economy
over the last 8 years and due to the increasing use of gas generation at power



Figure 8.  Weekly Gasoline PricesFigure 8.  Weekly Gasoline Prices

*Regular Unleaded Self-Service Cash

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

Figure 9.  Retail Gasoline Price Cases*Figure 9.  Retail Gasoline Price Cases*
(Base Case and 95 Percent Confidence Range)

* Regular gasoline, self-serve cash
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Figure 10. Natural Gas Wellhead Prices: Composite and SpotFigure 10. Natural Gas Wellhead Prices: Composite and Spot



Figure 11. Annual Average Real Natural Gas PricesFigure 11. Annual Average Real Natural Gas Prices
by Sectorby Sector
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Figure 12.  Working Gas in Underground StorageFigure 12.  Working Gas in Underground Storage
(Percent Change from Year Ago)

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



facilities. While natural gas imports have generally been rising significantly in
recent years, the United States may be running into some short-term supply
constraints.   Several years of relatively low prices have slowed down exploration
and drilling for new sources of supply.  These recent higher prices have caused
exploration and drilling to rebound, but, at this point, we believe that additional
supplies are not likely to expand production in any significant way before the
heating season begins.

We are projecting that natural gas prices at the wellhead will increase by about
87 percent this winter (October-March) compared to last winter. Of course,
higher end-use prices will result from higher projected wellhead prices. If our
base case projections hold, residential prices for natural gas would be about 27
percent higher than last year during that period. For the entire year 2000, the
average wellhead price for natural gas is projected to average $3.40 per thousand
cubic feet (Table 4).  In nominal terms, this projected price would be the highest
annual wellhead price on record; in real (inflation-adjusted) terms, this projected
price represents the highest annual average price since 1985 (Figure 11).

Electric Utility Fuels. Despite the continued strength in oil prices in general, the
rapid rise in gas prices this spring and summer has probably pulled delivered
gas prices above heavy fuel oil prices, on a cost per Btu basis (Figure 13).  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.

Domestic Oil Demand

Minimal growth (about 0.2 percent) over the 1999 level continues to emerge for
U.S. oil demand in 2000 (Figure 14).  Price-sensitive sectors have demonstrated
responsiveness to high oil prices through the first half of the year.  The industrial
and power generation sectors, directly or indirectly, substituted away from oil,
with sharply higher gas consumption the result.  Based on the data available so
far for 2000, motor gasoline demand may not post any growth this year.  If that
happens, 2000 will be the first year gasoline demand did not rise since the
recession-burdened year of 1991.  Available preliminary Federal Highway
Administration data indicate year-to-year declines in highway travel activity in
recent months, underscoring the possible cumulative impact of the price trend
that began in early 1999.  Solid economic growth has maintained strength in the
less price-sensitive transportation sectors (particularly commercial aviation and
freight trucking), resulting in expected growth in distillate and jet fuel demand in
2000 of a combined 130,000 barrels per day (about 2.5 percent) over 1999 levels.
Relative strength for direct heating fuel demand (as well as electric power-driven
increases in fuel requirements) in the fourth quarter, assuming normal weather,
should provide a significant boost to overall petroleum demand in 2000.



Figure 13. Fossil Fuel Prices to Electric UtilitiesFigure 13. Fossil Fuel Prices to Electric Utilities

Sources: History:  EIA;  Projections: Short-Term Energy Outlook, September 2000.
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Figure 14. Annual Petroleum Demand by ProductFigure 14. Annual Petroleum Demand by Product
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Ultimately, however, this would only serve to keep total demand growth for the
year out of negative territory.

We believe that continued (if less torrid) growth in the economy next year, along
with somewhat lower prices, will generate a modest increase in gasoline demand
(about 1.7 percent) to go along with travel demand- and weather-related
increases in other fuels.  This should be sufficient to result in petroleum demand
growth of about 430,000 barrels per day in 2001.  That amount of growth next
year would be about equal to the annual average annual increase seen between
1995 and 1999.

Domestic Oil Supply

Average domestic oil production is expected to decrease by 35,000 barrels per
day, or 0.6 percent, in 2000 to a level of 5.85 million barrels of oil per day.  For
2001, a 0.3 percent decrease is expected and results in an average production rate
of 5.83 million barrels of oil per day for the year (Figure 15).

Lower 48 States oil production is expected to increase by 46,000 barrels per day,
to a rate of 4.88 million barrels per day in 2000 followed by an increase of 6,000
barrels per day in 2001.   Shell started production in 1999 in their Ursa field,
which will peak in production this year. Exxon's Diana and Hoover fields will
produce together and have started production. Additional production has
started on Texaco’s Petroneus and Shell's Europa fields. Oil production from the
Mars, Auger, Troika Ursa and Diana Hoover Federal Offshore fields is expected
to account for about 9.2 percent of the Lower-48 oil production by the 4th quarter
of 2001.

Alaska is expected to account for 16.19 percent of total U.S. oil production in
2001. Its oil production is expected to decrease by 7.8 percent in 2000 and again
by 2.6 percent in 2001.  A substantial portion of the oil production from Alaska
comes from the giant Prudhoe Bay Field.  Other than routine maintenance, no
major investments are planned for this field during the forecast period.
Therefore, the field is expected to follow a steeper decline during this period.  Oil
production from recent discoveries such as Sambuca and Midnight Sun are
expected to partially offset the decline in oil production from the Prudhoe Bay
and other fields in the North Slope in 2000. Production from the Kuparuk River
field plus like production from West Sak, Tabasco and Tarn fields is expected to
stay at an average of 237,000 barrels per day in 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, peaking at 80,000 barrels per day in mid-2001.  Alaska
production is anticipated to remain below 1.0 million barrels per day starting in
May 2000.



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

Figure 15. U.S. Crude Oil ProductionFigure 15. U.S. Crude Oil Production
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Natural Gas Demand and Supply

The forecast for overall natural gas demand in 2000 remains approximately at the
level previously forecasted in our August Outlook. This is a 4.2 percent annual
growth rate.  In 2001, the forecast has been revised downward somewhat to a 2.5
percent growth rate (Figure 16), principally due to higher expected gas prices.
The industrial sector is the leading sector for demand increases in 2000 at 9.3
percent, while electric utility demand is expected to decline by 4.0 percent. This
dichotomy is due in part to sales of electric generating plants by electric utilities
to unregulated generating companies, fuel consumption by which is recorded by
EIA in the industrial sector.

For the power generation sector as a whole, gas demand is expected to be 6.5
percent above its 1999 level in 2000 and 1.5 percent above its 2000 level 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 August, with fuel oil gaining the price
advantage as gas prices continued to rise.

This winter, (October 2000 through March 2001) natural gas demand is expected
to be up by 5.7 percent over last winter's demand under normal weather
assumptions.  Normal weather implies a 12 percent rise in heating degree-days
compared with last winter, which was much warmer than normal.

Several factors have come together to push spot gas prices up sharply and they
are expected to derail the general downward trend in real gas prices (evident
since the mid-1980's) over the next year or so: U.S. gas production has slipped;
expected demand is high under normal weather assumptions; gas storage levels
are below normal, and alternative fuel (oil) markets are tight. Concerns focus
particularly on gas storage levels, which could be about 8 percent below the 5-
year average of about 3,000 billion cubic feet (bcf) if net injections continue at 10
percent below historically average rates through the remainder of the refill
season (Figure 12).  The high price of natural gas reflects the intense competition
between current and future uses of gas supplies and has been a disincentive to
increasing storage injections.

The American Gas Association (AGA) reported that during the week ending
August 25 the total amount of working gas in storage was 2,144 bcf, or 65 percent
full. This implies that stocks are now about 377 bcf (18 percent) lower than at the
same time last year, the equivalent of about 5 days of total U.S. gas consumption
during the peak heating month (January). Working gas in all Canadian storage
facilities were 382 bcf as of August 25 compared with 428.6 bcf a year ago.


