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Autumn 1999
WHAT A DIFFERENCE A YEAR MAKES!

A year ago, the price of oil was $11.50 per barrel and on its way down, and
natural gas was $1.50 per mef. The winter saw oil prices in the $9.00 range
and natural gas remained around $1.60. A substantial volume of oil production
was shut in resulting in a decline of more than 5 million barrels from that of
1997, Natural gas production declined by about 80 billion cubic feet.

A large number of marginal wells were shut in. a number of small service
companies closed their doors, and layoffs were common. Consultants checked
frequently to make sure that their phones were still working, and the Legisla-
ture had to seramble to find other funds to support on-going programs. Truly,
this was the domestic petroleum industry’s winter of discontent.

Today, ol prices are in the $18.00 range (the NYMEX closed on 9/1/99 at
$21.99 per barrel), and natural gas was at the highest August level since 1985
(the NYMEX settle price for 9/1/99 was $2.91). While the activity has not
reached the level of the “feeding frenzy™ of the early 1980s, consultant’s phones
are ringing, employment listings are increasing, and most operators are cau-
tiously beginning to smile.

What could have happened to produce such a change in about 12 months?
World ol supply has declined by about 800 thousand barrels per day or about
one percent. The world currently consumes about 74 million barrels per day.
Some of that decline has come from reductions by major exporting countries,
but more than one-third has come from a decline in U.S. production. These
declines, coupled with the economic recovery taking place in the Far East have
produced a dramatic turn around in oil prices.

Can this recovery last? A lot depends upon the willingness of four major
exporting countries (Saudia Arabia, Venezuela, Mexico, and Iran) to sustain
their reductions, and the extent of recovery of U.S. production. The rest de-
pends on the economic health of the world economy, and especially that of the
U.S. Contrary to the many skeptics, I believe the major exporting countries
like these higher prices, and will continue to constrain production. This as-
sumes that earlier efforts to encourage increases in Iraq’s production will not
continue. Again, contrary to the higher wisdom of others, I am convinced that
the doubling of Iraqi production in one year was the primary reason for the
precipitous decline in world oil prices. Iraq is now the fifth largest exporter of
crude oil to the U.S.

Natural gas, however, presents a different set of issues. Unlike crude oil,
world supply of natural gas has little to do with U.S. supply. Up to prices in

the range of $5.00 per mef (the price at which the importation of LNG becomes
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