Weekly Energy Update

By Bill O ’Grady, Thomas Wash, and
Patrick Fearon-Hernandez, CFA
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In this report, we recap the Department of Energy’s weekly report on oil inventories and related factors. We
include our euro and inventory oil model as well. Although the inventory data will be the primary focus of the
recap, we will add other data when required.

April 8, 2021

Prices continue to consolidate in a tight range between $62 and $58 per barrel.
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Crude oil inventories fell 3.5 mb compared to the 2.0 mb draw expected. There was no change
in the SPR. Refinery operations have normalized to pre-Texas freeze levels.
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In the details, U.S. crude oil production fell 0.2 mbpd to 10.9 mbpd. Exports rose 0.3 mbpd,
while imports fell 0.1 mbpd. Refining activity rose 0.1%.

Crude Qil Inventory Seasonal
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This chart shows the seasonal pattern for crude oil inventories. We are well into the winter/early
spring build season. Until the Texas freeze, we were seeing a counterseasonal decline. This
week, stockpiles declined modestly but usually don’t this time of year. We are currently at a
seasonal deficit of 25.5 mb.

OIL INVENTORIES AND PRICES OIL PRICES AND THE EURO
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Based on our oil inventory/price model, fair value is $41.56; using the euro/price model, fair
value is $62.94. The combined model, a broader analysis of the oil price, generates a fair value
of $50.90. The divergence continues between the EUR and oil inventory models, although
recent dollar strength has reduced the projected fair value generated from the euro/price model.
Since late February we have seen rising demand. Although consumption remains below average,
the gap is narrowing rapidly. The gradual reopening of the economy is contributing to the

recovery in consumption.

GASOLINE CONSUMPTION
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Market news:
OPEC+ compromised on a gradual increase in oil production starting next month. The

KSA will increase output by 0.25 mbpd in May, 0.35 mbpd in June, and 0.4 mbpd in
July. The rest of the cartel will add up to 0.5 mbpd in the coming months.

e CP Salman has the long-term goal of diversifying the Saudi economy. This process is
difficult because the economy is overly dependent on hydrocarbons. Salman is pressing
Saudi Aramco (2222, SAR, 35.45) and other firms to increase their investments outside
of energy. The Saudi oil firm has maintained its dividend despite low oil prices; we note
the company is considering the sale of a minority stake in its oil pipelines. The KSA has
been steadily monetizing its state-owned assets as oil steadily falls from favor.
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https://www.ft.com/content/4a88ce3e-42aa-43de-ae3f-cd6d10c1c9e4?emailId=60669d31c0811f0004411529&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/45bd9c88-3e86-442f-8ab5-4e1511d851b2?emailId=6064ed8d09ad0e00046adae8&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.wsj.com/articles/aramco-weighs-minority-sale-of-pipeline-assets-to-group-for-more-than-10-billion-11617734753?st=tlsr1dfug5qqmfo&reflink=desktopwebshare_permalink

Geopolitical news:

e The U.S,, although on the sidelines, is at least in the same building where the other
members of the Iranian nuclear deal are in talks to revive the 2015 pact. The Biden
government remains hopeful that progress will be made.

Alternative energy/policy news:

e The administration infrastructure plan extends beyond the usual activity of road building,
dams, etc. One of the goals is to foster the transition from fossil fuels. The plan also
hopes to lift employment; often, environmental changes raise energy prices and adversely
affect the less affluent. It remains to be seen how much of the package in this area gets
passed.

e The EU is planning to implement carbon border taxes, which would raise the cost of
goods produced abroad with lower environmental standards.

Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative purposes
only and should not be construed as individualized investment advice or a recommendation. Any investment or strategy discussed
may not be suitable for all investors. Investors must make their own decisions based on their specific investment objectives and
financial circumstances. Opinions expressed are current as of the date shown and are subject to change.

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based
upon sources and data believed to be accurate and reliable. Opinions and forward-looking statements expressed are subject to
change. This is not a solicitation or an offer to buy or sell any security.
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https://www.washingtonpost.com/world/iran-nuclear-deal-us-talks/2021/04/02/24d718d6-9326-11eb-aadc-af78701a30ca_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F31aa216%2F606a8a469d2fda1e56e2cf6c%2F596b53f6ae7e8a44e7d597a3%2F43%2F77%2F606a8a469d2fda1e56e2cf6c
https://apnews.com/article/donald-trump-europe-iran-iran-nuclear-united-states-89c05e61075a25d2ebce1cf366d328c9
https://apnews.com/article/donald-trump-europe-iran-iran-nuclear-united-states-89c05e61075a25d2ebce1cf366d328c9
https://www.washingtonpost.com/climate-environment/2021/03/31/biden-climate-infrastructure/
https://www.woodmac.com/news/opinion/president-biden-aims-for-higher-employment-and-lower-emissions/?utm_source=newsletter&utm_medium=email&utm_term=energypulse&utm_content=ed2021114iss116&utm_campaign=inside-track
https://www.axios.com/climate-policy-low-income-impact-4b3913d1-442f-49f6-a594-c3b6431b065c.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/climate-policy-low-income-impact-4b3913d1-442f-49f6-a594-c3b6431b065c.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/d31ec6c9-453a-4705-b47b-1c9e46de817a?emailId=6065a12d71fdf30004a56488&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2

