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Figure 1. Natural Gas Spot Prices
{Base Case and 95% Confidence Interval ) Natural Gas Markets
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below $2.50 per million Btu during the closing days of August, and the prospects for average prices well
below $3 in 2002 have improved greatly (Figure 1). Normal weather conditions and a modest recovery in
industrial output during the forecast period are not expected to generate much in the way of new upward
pressure on gas prices through 2002. We believe that production capability is more than sufficient to
balance the U.S. natural gas market without any significant price spikes over at least the next 15 months.

Gasoline Prices

The return of price flare-ups in Midwest gasoline markets in August followed steady reductions in
previously abundant gasoline inventories in July and August, generated in part by unexpectedly high
gasoline demand and punctuated by the loss of a major refinery operation in Illinois in mid August. All
regions saw an end to a downward trend in pump prices that extended from mid May to mid August. By
far the sharpest price increases were seen in Midwest markets. Average Midwest pump prices rose 39 cents
per gallon between August 6 and September 3, reaching $1.73 per gallon in EIA’s latest retail price survey.
Over the same period the U.S. average rose 16 cents to $1.55 per gallon at the beginning of September
(Figure 2). Efforts to alleviate the supply crunch in the Midwest have already succeeded in dampening spot
prices in Chicago, which had surged by 40-50 cents per gallon from August 1 to August 24 but have since
fallen back by about 20 cents. These efforts, however, still leave gasoline inventories at the low end of
normal for the country as a whole. In addition, the increased attention on gasoline production in recent
weeks has contributed to some deterioration in the inventory position for distillate fuel, which already was
lagging behind normal seasonal expectations during the first half of the summer. The potential for
somewhat tighter heating oil and diesel markets for the coming winter has thus increased, and the
probability that gasoline supplies for next spring will be below normal has gone up as well. Nevertheless,
although Citgo’s Lemont refinery is not expected to be back in operation much before the end of the next
heating season, supply increases from other areas are expected to make the worst of the current upswing
short-lived.
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Figure 1. Natural Gas Spot Prices
(Base Case and 95% Confidence Interval )
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Cents per Gallon

Figure 2. Regional Retail Gasoline Prices

(Weekly, Regular Grade, All Formulations)
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World Crude Oil Markets

Crude oil prices gained some ground last month, moving up about $1 per barrel from the July average to an
estimated level of $24.50 per barrel in August for imported oil. Some reinforcement for our general view
that crude markets are likely to tighten some before the end of the year arrived in the form of downward
revisions in OECD oil stocks estimates. In the United States, total oil stocks now seem likely to show a
decline in the third quarter of this year. We had previously projected a more normal-looking slight increase
for the June to September period. With new OPEC cutbacks starting this month, there is good reason to
expect average crude oil prices to rise further (by about $1.50 per barrel) by the fourth quarter of this year.
The loss of UN-sanctioned Iragi exports in June and further OPEC production quota cuts effective
September 1 are expected to further reduce OECD commercial oil inventories over the next few months.
The West Texas Intermediate oil price, which we now expect to average about $28 per barrel in 2001, is
expected to average slightly less than $27 per barrel in 2002.

Macroeconomic Assumptions

In this issue of the Outlook, we have incorporated the historical revisions of GDP and related data released
by the Bureau of Economic Analysis in late July and have revised the macroeconomic forecast accordingly.
Real GDP grew at a revised pace of 4.1 percent in 2000. Growth in 2001 and 2002 is pegged at 1.7 percent
and 2.9 percent, respectively. Manufacturing production, which is now expected to post a 2.9-percent
decline in 2001, may be poised for a better recovery next year than previously thought. We currently
project a 3.5-percent growth rate for manufacturing output in 2002, compared to the slightly weaker 2.1
percent assumed in the August Outlook. Lower expected energy costs and more favorable costs of other
inputs are expected to help durable goods manufacturing expand at a faster pace than previously expected.
While the environment for industry remains weak, some hopeful signs may be emerging. The National
Association of Purchasing Managers' Report, released on Sept 4, indicated that the worst declines for
production may be over. The manufacturing sector began to stabilize in August. Although the overall
activity index remained below 50 (the dividing line between contraction and expansion), several
components crept back over 50: production, new orders and new export orders.

Figure 3. WTI Crude Qil Price International Oil Markets

(Base Case and 95% Confidence Interval)
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World oil prices are expected to rise further
(by about $1.50 per barrel) by the fourth quarter as the loss of UN-sanctioned Iragi exports in June and
further OPEC production quota cuts effective September 1 are expected to further reduce OECD
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Figure 3. WTI Crude Qil Price
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commercial oil inventories over the next few months. The West Texas Intermediate oil price is expected to
average about $27 per barrel in 2002.

World Qil Inventories. Although OECD commercial stocks were initially estimated to be at the upper end
of their normal range in spring 2001, the International Energy Agency has revised each of their monthly
stock estimates for 2001 downward. EIA estimates indicate that they were continuing to move towards the
lower end of their normal range during mid-summer as the loss of UN-sanctioned Iraqgi exports in June
resulted in decreased imports of Iraqi oil by end-July. OECD commercial stocks are currently projected to
remain at the lower end of their normal range during the latter half of the year and much of 2002 (Figure 4).
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.

International Oil Demand. EIA has not changed its projection for world oil demand growth, and it remains
at 1 million barrels per day for 2001 (Figure 5). Although EIA has lowered its demand projection in
previous Outlooks because of lowered expectations for world economic growth, no further significant
revisions are expected. World oil demand during the past decade has generally grown by 1 - 2 million
barrels per day, except during conditions which do not hold in 2001, such as periods of serious
international crises or periods of rapidly increasing world oil prices. This pattern of demand growth is
expected to continue because although there has been an economic slowdown, world oil markets have not
faced any periods of crises or worldwide recession, and oil prices have generally been declining.

International Oil Supply

In June and July, the OPEC 10 increased production to partially offset lost UN-sanctioned Iraqgi oil exports,
producing roughly 500,000 barrels per day above their May levels in July. With the return of Iragi exports,
OPEC 10 production in August fell back toward May levels.

Effective September 1, OPEC cut their production quotas for the third time this year, with the decrease
totaling another 1 million barrels per day. With OECD and world commercial inventories tightening, the
OPEC 10 are not expected to adhere closely to this quota, and OPEC overproduction is expected to be
almost 900,000 barrels per day in the fourth quarter. OPEC production should increase again in 2002, as
world oil demand growth will continue to increase by more than non-OPEC production.

Iraq is not bound by the OPEC 10 quotas. Iraqgi average production continued to increase, rising by 300,000
barrels per day in August from their July level, with similar increases expected for September. Although
temporary decreases in production have come to be expected at rollover times for the oil-for-food program,
no ongoing restriction on Iragi exports is assumed in this Outlook (Figure 6).

Non-OPEC production is expected to increase by 0.8 million barrels per day in 2001. Announced delays in
opening the Caspian Pipeline Consortium pipeline to transport oil from Kazakhstan to world markets will
not affect the Outlook for 2001, as this pipeline was not expected to support greater Caspian production
levels until 2002.

U. S. Energy Prices

Gasoline Prices. After declining for 10 weeks in a row, national average retail motor gasoline prices
rebounded with a surprisingly strong late summer price surge. However, most of this price jump was
concentrated in the Midwest and, to a lesser degree, the Rocky Mountain and West Coast regions of the
country. Prices on the East Coast on the other hand, have remained fairly steady or continued to decline
until early September. A major refinery shutdown that occurred on August 14 in Lemont, Illinois,

(Energy Information Administration/Short-Term Energy Outlook -- September 2001)
3



Figure 4. OECD Commercial Stocks
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Figure 5. World Oil Demand Growth
(Change from Year Ago)
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Figure 6. OPEC Crude Oil Production 2000-2002
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exacerbated an already tight supply situation in that area of the country. As a result, regional spot prices for
gasoline soared. Within the last two weeks of August, pump prices in Minnesota, for example, shot up 40
cents per gallon. Meanwhile, pump prices in New York fell by about a penny. During the week of
September 3, upward price movement was evident in all regions, and the U.S. average pump price for
regular gasoline touched $1.55 per gallon.

Last June, the Midwest (and to a lesser extent, the nation as a whole) experienced a similar spike in motor
gasoline prices. Prices plunged soon afterward in response to increased supplies pouring in from other
regions. Although EIA does not yet have fina weekly import data for the end of August, the trade
publications indicate that product imports have been moving quickly. For example, (from the Reuters Wire
of August 27), "The soaring prices have attracted fuel tankers and barges, which are now heading to the
region. An officia at Venezuelas state oil giant PDVSA, Citgo's parent, said the company will guarantee
fuel supply to clients of its U.S. subsidiary. Last spring, the national average retail gasoline price hit an all
time high (in nominal terms) as refinery troubles and significantly reduced inventories of gasoline plagued
the nation (Figure 7). However, by mid-summer the supply situation reversed and prices at the pump
quickly retreated. Stocks remained at or above "normal” levels for June through August (Figure 8). We had
anticipated that prices would continue to drift downward through the remainder of the year. However, the
unexpected happened: a fire on August 14th caused Citgo Petroleum's refinery in Lemont, Illinois to shut
down until early next year. The result was a sudden reduction in gasoline supplies during the peak
summer driving period, leading to Chicago spot price increases of 20 cents per gallon in a period of 2 days.
Corresponding price spikes at the pump soon followed throughout the Midwest. Less than 2 weeks after
the Citgo fire, some refineries on the West Coast had experienced outages, causing spot prices in that region
of the country to rise rapidly. However, these reported shutdowns are only expected to last 1-2 weeks
compared to an estimated 6-month downtime for the Lemont refinery in Illinois. Thus, any price increases
at the pump, which would soon follow, may be short-lived. Interestingly, spot prices in the East Coast and
Gulf regions of the nation have not risen as much as the prices in those other regions, though demand
pressure from the "troubled” regions is stirring the markets throughout the nation.

Currently, we expect national average monthly prices for regular gasoline to average about $1.52 per gallon
in September, 10 cents per gallon higher than August. Gasoline demand normally falls off after the
summer, and the high spot market prices have been attracting fuel tankers and barges of gasoline from
abroad. Assuming our base case crude oil price path, we expect prices to start easing by the 4th quarter.

Distillate Fuel Oil (Diesel and Heating Oil). The price of diesel fuel, like the price of gasoline, is also
expected to rise this September to $1.45 per gallon, or by about 6 cents per gallon above the August price
(Figure 9). But unlike the price of gasoline, which we project to fall in the winter, diesel prices are expected
to remain firm through the end of the year, as the overall demand for distillate fuels increases during the
heating season. Nevertheless, diesel prices in the fourth quarter of this year are expected to be nearly 15
cents per gallon less than they were in the 4th quarter of year 2000 because, compared to Q4 2000, world
crude oil prices are expected to be about $2.60 per barrel (6 cents per gallon) less, distillate demand is
projected to be dightly lower, and given the current stock situation, distillate stocks are likely to be over 7
percent higher going into the fourth quarter than they were this time last year. Similarly, residential heating
oil prices are projected to be lower this upcoming winter, compared to last winter, as we are likely to enter
the heating season with a more plentiful distillate stock situation compared to last year. Inventories of
distillate fuel oil currently stand at 10 percent above last year's level for the end of August (Figure 10). By
the end of November, when distillate stocks are normally at their peak, we expect U.S. inventories to stand
at 126 million barrels--at the low end of the "normal” range--and about 5 percent above last year’s level.
However, there is some risk that this situation could deteriorate over the next month or so, depending on
how tight world oil markets are and on how willing U.S. refiners are to maintain high levels of output. One
factor that promises to relieve distillate markets of some of the pressure that they were subject to during the
last heating season is the dramatic shift in the net supply situation for natural gas. Plentiful gas this winter
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rate of 5.91 million barrels per day average for the year.

Lower-48 States oil production is expected to increase by 21,000 barrels per day to a rate of 4.87 million barrels
per day in 2001, followed by an increase of 5,000 barrels per day in 2002. Shell started production from their
Ursa field in 1999, and will peak in production late in the year 2001. Shell’s Brutus platform is expected to start
production in the third quarter of 2001 with peak oil production of 100,000 barrels per day in 2002. Qil
production from the Mars, Troika, Ursa, Dianna-Hoover and Brutus Federal Offshore fields is expected to
account for about 10.2 percent of the lower-48 oil production by the 4th quarter of 2002.

Alaska is expected to account for 17.45 percent of the total U.S. oil production in 2002. Its oil production is
expected to increase by 0.4 percent in 2001 and again increase by 5.9 percent in 2002. The increase in 2001 is
the result of adding two new satellite fields, Colville River (Alpine) and Prudhoe Bay (Aurora), which
contributed to the Alaska North Slope production. Alpine averaged 78,000 barrels per day during June and it
is expected to peak at 85,000 barrels per day later this year. Aurora peak production should also occur late this
year. Another satellite field, North Star, is expected to come on in early to mid 2002 and will peak at a rate of
65,000 barrels per day later that year. A substantial portion of the oil production from Alaska comes from the
giant Prudhoe Bay Field. Production from the Kuparuk River field plus like production from “West Sak,
Tabasco and Tarn fields is expected to stay at an average of 225,000 barrels per day in the 2001 and 2002
forecast period. Meltwater, another satellite field, is being developed by drilling and completing wells in
2001.

Natural Gas Demand and Supply

Based on 5 month's worth of monthly survey data on gas consumption, it is now apparent that a decline in
total natural gas consumption for the year 2001 is likely. In the current base case we project a decline of 1.3
percent from the 2000 total level of 22.74 trillion cubic feet (Figure 14). Sharp reductions in industrial gas
demand, particularly related to processes other than the production of electricity, is the reason for the falloff
in overall usage.

Based on EIA data through May, we estimate that total industrial gas use (including consumption by
nonutility power generators) fell by about 280 billion cubic feet (6.5 percent) during the first half of 2001
compared to the first half of 2000. A firmer estimate of the amount of demand lost during the first six
months of this year should be available for next month’s report. Natural gas use related to electricity
output by independent power producers as well as industrial and commercial cogenerators rose sharply —
by 23 percent in the first quarter and is estimated to grow by a similar amount in the second quarter,
compared to 2000 levels. It is not possible to say definitively how much of the growth from nonutility
generators was from cogenerators, but, inasmuch as this category is strongly (but not exclusively) related to
the level of industrial activity, we suspect that the contribution was small and possibly negative. If one
excludes all nonutility generator-related demand from the industrial category, we would estimate at this
time that such a subtotal of the industrial category fell by over 600 billion cubic feet during the first half of
2001, a 22.5 percent decline from the first-half 2000 total.

A combination of very high gas prices and falling industrial production in gas-intensive industries has
shaken a great deal of natural gas demand out of the industrial sector so far this year. While price
conditions have now swung back in favor of using natural gas, the depressed output situation is not
expected to improve appreciatively until early 2002. From the severely depressed conditions of 2001 we
expect a sharp increase in overall industrial demand in 2002 (approximately 1 trillion cubic feet or 11.3
percent in the base case). While about half of that increase is likely to stem from higher reported use by
nonutility generators, a significant portion should come from non power-related uses due to much more
competitive natural gas prices and a respectable (2.8-percent) increase in gas-intensive industrial output.
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Natural gas demand growth in 2002 is expected to rise by 4.6 percent as the economy picks up again from
its dip in 2001 and as industrial sector demand for gas recovers. The differential between natural gas and
fuel oil prices is expected to turn around in favor of gas in the fourth quarter 2001 and continues to favor
gas through the forecast period.

Increases in natural gas production, the mild summer weather and the loss of some demand for gas in the
industrial and utility sectors, were responsible for collapsing spot prices and the high levels of storage
injections seen this summer. Based on EIA survey data and recent information from the American Gas
Association on early-season storage additions, we estimate that, on an EIA survey basis, working gas in
storage at the end of August was 2,603 billion cubic feet. Storage is well above last year's level and also
above the previous five-year average (Figure 15). In August, spot natural gas prices fell to below $3.00 per
thousand cubic feet (mcf) from recent average monthly levels of well over $5.00 per mcf. Gas storage levels
at the beginning of the heating season (Nov. 1) are expected to be significantly higher (perhaps by as much
as 15 percent higher) than they were at that time last year.

Domestic gas production is estimated to have risen by 2.4 percent in 2000. There remain some important
uncertainties about just how much natural gas was lifted and sent to market during the first half of this
year. Our current preliminary estimates of 1.7 percent growth in dry gas production for the first six months
of 2001 compared to the same period in 2000 may be too low because of unusually high retention of liquids
in the gas stream and because of other short-run behavioral shifts in gas marketing, implemented to take
advantage of very high prices but effected in a way that precludes detection by the usual estimating
techniques. This issue should be resolved with more complete data later this year. Meanwhile, we have
lowered projected production gains for the rest of this year and for 2002 in light of the growing supply
situation and the drastic reductions in gas prices. Year 2002 production growth is currently pegged at 2.1
percent.

Net imports of natural gas are projected to rise by about 4.5 percent in 2001 and by 9.1 percent in 2002.
Strong increases in gross imports have been partially offset this year by increased exports of gas to Mexico
(total gross exports were up by an average of 54 percent for the first 5 months of 2001). We assume that
export requirements will not expand comparably in 2002. Average import capacity is expected to post
gains of 6 percent and 7 percent in 2001 and 2002, respectively.

Electricity Demand and Supply

Total annual electricity demand growth (retail sales plus industrial generation for own use and other direct
sales) is projected at about 1.2 percent in 2001 and 2.5 percent in 2002. This is compared with estimated
demand growth in 2000 of 3.0 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 (Figure 16) partly because the economy is
growing more slowly than it was in 2000. Industrial demand for electricity is expected to be negative in
2001 compared to its 2000 level but revive in 2002 along with the economy. In 2001, growth in residential
and commercial demand for electricity is expected to be 4.0 percent and 3.2 percent, respectively, due to
continued expansion of the customer base as well as weather.

This summer's overall cooling degree-days (CDD) are expected to be about 4.8 percent above normal
(assuming normal temperatures in September) based on April through September temperatures, and about
5.5 percent above last summer's CDD total. This winter's electricity demand growth is expected to be just
under 1.0 percent compared with last winter's 4.7 percent due to the assumption of normal weather (Table
10).
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