


in European production. Greater production by Russia and
Latin America pushed up non-OECD oil supply by approxi-
mately 600,000 barrels per day.

The Organization of the Petroleum Exporting Countries
(OPEC) cut production early in the year in response to low
prices. By the end of the first quarter, OPEC production was
almost in line with quota levels, but as prices increased, so
did production. At year-end, compliance with output quotas
stood at 58 percent, compared with 83 percent in March, and
production was at its highest level in a year. Even after pro-
duction increases, OPEC’s excess capacity remains at 5.5
million barrels per day (Chart 3).

In 2009, U.S. crude oil output grew for the first time since
1991. Due to significant Gulf of Mexico increases, production
is estimated to have risen 7.4 percent (Chart 4). The year-
over-year gain in production was aided by a mild hurricane
season; in 2008, a significant amount of production was shut
in due to Hurricane lke.

Inventories Rise

As petroleum consumption fell in 2009, inventories spiked to
their highest level in 15 years, peaking in May. Inventories
have gradually drifted back to more normal levels, though
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they still stand near their five-year seasonal highs (Chart 5).
Days of forward demand stood at 24 at the end of 2009, be-
low the highs seen over the past year but still elevated com-
pared with previous years.

Gas Prices Rebound

Gasoline prices cratered in 2009, with the spot price falling
under $1.10 per gallon in early January. Prices rebounded in
the latter half of the year as oil prices rose and demand re-
covered. Vehicle miles traveled also increased throughout the
year but have flattened recently as gas prices have gone up
(Chart 6).

Gasoline inventories currently stand at 26 days of supply,
compared with 25 days at this time last year. Distillate sup-
plies, however, rose drastically in 2009 as a result of lower
consumption. They ticked down recently but are still near the
highest levels seen over the past decade.

Distillate Consumption Languishes

Unlike gasoline, distillate—which encompasses diesel fuel and
heating oil—is primarily used in industrial applications. Diesel
often powers heavy machinery and is the main fuel used in
the transport of goods. Because distillate consumption is
closely tied to industrial activity, its use declined significantly
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as the recession sharply impacted the manufacturing and
transportation sectors. The pickup in industrial activity over
the past few months has led to an increase in distillate con-
sumption, although demand continues to languish at low
levels (Chart 7).

Natural Gas Challenges

Natural gas prices fell for much of 2009 as more production
came online from unconventional shale plays. U.S. produc-
tion was up 3.9 percent in 2009 (year-to-date through Octo-
ber), while consumption fell 2.1 percent, leading to bur-
geoning natural gas inventories (Chart 8). However, prices
rebounded sharply as the weather got colder.

As the economy regained its footing, natural gas consump-
tion began to recover. The industrial and residential sectors
were first, turning up from lows in June, followed by com-
mercial use in July and electricity generation in August
(Chart 9). The industrial and electric sectors comprise about
70 percent of natural gas consumption, and their slow re-
covery does not portend a significant increase in demand for
2010.

The EIA expects prices to average $5.36 in 2010, with am-
ple domestic production capacity and continued weak con-
sumption keeping a lid on prices.

—Jackson Thies and Mine Yucel
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Chart 7
Distillate Consumption Rebounds but Remains Low
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Chart 8
Supply of Natural Gas in Storage Still High
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Natural Gas Consumption Edging Up
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