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Earlier this month, the International Energy Agency (IEA), the U.S. Energy Information Administration 
(EIA) and the Organization of Petroleum Exporting Countries (OPEC) all released revised outlooks for 
global oil supply and demand reflecting increasingly pessimistic assessments of global economic 
conditions. 
 
The January IEA forecast, which projected a sharp contraction in global oil demand this year, 
represented the largest single monthly revision  that the agency has made in recent memory and a 
downward adjustment of some 2.5 million barrels per day (mmb/d) below the forecast the agency 
developed for 2009 only six short months ago.  The new outlook calls for 2009 global liquids demand to 
average 85.3 mmb/d – nearly 500 mmb/d less than total liquids demand in 2008.1  An obvious 
contributor to the reduction was the IEA’s revised estimate for global gross domestic product (GDP) 
growth, which at 1.2% is now half the level of previous forecasts. In the latest IEA projection, U.S. and 
EU demand continue to decline and even Chinese year-on-year growth dropped to less than 100 mmb/d, 
reflecting GDP growth at 6.5%.2 
 
The combined IEA, EIA and OPEC estimates put 2008 demand between 85.77 (IEA) and 85.91 mmb/d 
(EIA).  The projected range of 2009 demand is between 85.10 (EIA) and 85.66 mmb/d (OPEC), 
indicating a year-on-year drop of between 200 and 800 mmb/d. 
 
Projections for non-OPEC supply range from 49.89 to 51.15 mmb/d in 2009 (up slightly from 2008) as 
the U.S. recovers from hurricane damage and Azerbaijan recovers full volumes from the BTC pipeline 
disruption.  The so called “call on OPEC” crude ranges from 29.5 to just under 30 mmb/d, with OPEC 
projecting the low and EIA the high end of the range (see Figure 1).  
 
Given these estimates, it is instructive to look at estimated OPEC output and stock levels to determine 
how quickly the surplus/overhang will be eroded.  
 
 
OPEC Production Decisions and Output 
 
Last September, OPEC members began the process of cutting production in an effort to stem the 
precipitous decline in oil prices that resulted from the global financial crisis and economic downturn.  At 
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that time OPEC-13 production was estimated to be 32.47 mmb/d (this is the number against which the 
new January 1 production target is to be measured), including Iraqi output of 2.39 mmb/d and 
Indonesian production of 840 mmb/d.  Since Iraq currently has no quota and Indonesia left OPEC at 
year end, adjusted September 2008 output from the 11 OPEC members affected by the reduction target 
was 29.32 mmb/d.  December 2008 production from these countries was close to 27.5 mmb/d (30.7 for 
OPEC-13), reflecting a sizeable reduction and better compliance with quota reductions than previously 
suspected by most analysts.3  Notwithstanding these reductions, however, meeting the January 1, 2009 
target (24.845 mmb/d) will require OPEC’s members to cut output even further.4 
 
Some discrepancies in the data, however, may point to a less challenging reduction.  For example, 
several data sources estimate Saudi Arabia’s December oil production levels to have exceeded 8.4 
mmb/d, but Saudi Energy Minister H.E. Ali al-Naimi has publicly stated that the Kingdom’s oil output 
has already been reduced by 1 mmb/d (from 9.5 mmb/d in September) to around 8 mmb/d and that 
January output would be 7.7 mmb/d – a figure below the country’s implied quota level.5  One possible 
explanation may be sales to China for inventory purposes; another may relate to the treatment of shared 
production from the Neutral Zone.  
 
 

Figure 1. Forecasts of Supply, Demand and OPEC Requirements (mmb/d)6 
 

 Forecast 2008 2009 Change 2009Q1 2009Q2 
EIA 85.91 85.10 -0.81   
IEA 85.77 85.26 -0.51   Global Oil Demand 

OPEC 85.84 85.66 -0.18   
EIA 49.70 49.89    
IEA 49.50 50.00    Non-OPEC Supply 

OPEC 50.57 51.15    
EIA 31.28 29.96  29.32 29.30 
IEA 31.30 29.70  29.70 29.40 Call on OPEC 

OPEC 30.84 29.48  29.61 29.07 
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Global Stocks/Inventory 
 
Despite OPEC’s ability to curtail output, global oil stocks remain significantly above the 5-year average 
and between 60 and 80 million barrels are reported to be in floating storage.7  Consequently, even if 
OPEC were to continue to enforce compliance with lower output levels, working off the existing 
inventory (to reduce days of “forward cover”) will nonetheless require several months or potentially the 
better part of 2009.  Absent a major supply disruption or an accelerated economic recovery, prices are 
expected to remain soft well into 2009 and possibly longer.   
 
Further downward price pressure is typically exerted during the first half of the year when oil demand is 
seasonally lower in the OECD nations and refiners cut throughput during refinery turnaround season.  
The projected call on OPEC ranges from 29.3 to 29.7 mmb/d during the first quarter of the year and 
from 29.07 to 29.40 mmb/d in the second quarter.  During this 6 month period, oil prices could weaken 
further, especially as storage facilities become filled. Further, as OPEC’s actual production declines, its 
available spare capacity increases.  This excess or surplus capacity could be used to replace lost supplies 
resulting from disruptions – storms, sabotage or technical problems – without materially raising prices. 
 
It should be noted that as lower prices positively influence economic growth, they also adversely impact 
conservation and efficiency and the timing of new production projects.  Consequently, to the extent that 
persistently low prices stimulate an economic rebound and renewed growth in energy and oil demand, 
lagging investment in supply may recreate a notable supply gap and result in future price spikes.  This is 
particularly true in the case of high cost production like some heavy oils, shales and oil sands.  For 
example, Canadian oil production (largely as a result of exploitation of significant oil sands deposits) 
was once forecast to exceed some 4 mmb/d by 2015.  Now estimates for oil sands output are quickly 
eroding and adoption of carbon constraints (as part of any climate change regulation) may further 
exacerbate that decline.  
 
In the last quarter, drilling rig utilization rates have dipped and capital spending plans for 2009 have 
been substantially reduced – all setting the stage for lower investment and reductions in projected supply 
additions.  Two lessons from the experience of the past year should be readily apparent. First, price 
elasticities are still valid, albeit at higher levels, and second, the business cycle with its leads and lags 
still remains alive and well in the oil sector. 
 
 
 
Separate from the discussion above, we thought it also useful to share some key statistical data 
(preliminary) for U.S. oil consumptions, production and imports.  Those data are exhibited in Figure 2 
below. 
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Figure 2. Summary of U.S. Oil Statistics, 2008 (mmb/d)8 
 

Oil Demand: 19.4 mmb/d* 
Gasoline Demand: 9.0 mmb/d 
Crude Oil Output: 5.0 mmb/d (lowest since 1946) 
Oil Imports (gross): 12.97 mmb/d (66% of demand) 
Oil Exports: 1.80 mmb/d 
Net Oil Imports: 11.07 mmb/d (57% of demand) 

 
*Oil demand was reduced by 1.2 mmb/d, or 6% between 2007 and 2008, the sharpest one 
year decline since 1980 
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