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Weekly Energy Update

By Bill O ’Grady, Thomas Wash, and
Patrick Fearon-Hernandez, CFA

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 15, 2021

After consolidating for a month, prices are starting to move higher.
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Crude oil inventories fell 5.9 mb compared to the 2.4 mb draw expected. The SPR fell 1.1 mb,
meaning without the addition from the reserve, commercial inventories would have declined 7.0

mb.
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In the details, U.S. crude oil production rose 0.1 mbpd to 11.0 mbpd. Exports fell 0.9 mbpd,
while imports fell 0.4 mbpd. Refining activity rose 1.0%.

Crude Qil Inventory Seasonal
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This chart shows the seasonal pattern for crude oil inventories. We are about three weeks to the
end of the winter/early spring build season. Until the Texas freeze, we were seeing a
counterseasonal decline. This week, stockpiles declined more than forecast. We are currently at
a seasonal deficit of 30.3 mb.
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Based on our oil inventory/price model, fair value is $43.89; using the euro/price model, fair
value is $64.06. The combined model, a broader analysis of the oil price, generates a fair value

of $52.74.
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For the first time since December 2019, gasoline consumption has reached the five-year average,
further evidence of economic recovery.

Market news:
The IEA is forecasting oil demand will reach 96.7 mbpd this year, up 5.7 mbpd from last

year’s depressed levels. Supply is recovering from the Texas disruption.
In a similar vein, OPEC is also optimistic about this year’s consumption, citing stimulus

programs and vaccinations.
Saudi Aramco (2222, SAR, 35.60) has made a deal to sell a 49% stake in its pipeline

business. The company received $12.4 billion for the sale.

Geopolitical news:

Iran’s nuclear facility at Natanz was attacked last week. The bombing destroyed some
centrifuges for enriching uranium and also disrupted electrical power. The damage was
extensive and will set back Iran’s nuclear program. Despite the attack, Iran declared it
would enrich uranium to the 60% level for the first time ever. Although this is still below
nuclear weapons strength, getting to 60% demonstrates Iran is approaching the nuclear
weapons threshold. We suspect Tehran is making this move to enhance its position in
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https://www.iea.org/reports/oil-market-report-april-2021
https://www.wsj.com/articles/opec-sees-oil-demand-boosted-by-stimulus-and-vaccine-programs-11618315209?st=c74pdz4oreg9zr8&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/aramco-to-sell-49-stake-in-oil-pipelines-to-consortium-led-by-eig-mubadala-11617999881?st=k4uyr4wycwc51ag&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/iran-blames-israel-for-attack-on-nuclear-facility-vows-to-retaliate-11618229993?st=zlwsw0hh4zphg0i&reflink=desktopwebshare_permalink
https://www.nytimes.com/2021/04/12/world/middleeast/iran-israel-nuclear-site.html?smid=url-share
https://www.wsj.com/articles/iran-nuclear-negotiator-says-tehran-will-increase-purity-of-uranium-to-60-11618326331?st=4xkujfav05v8oz9&reflink=desktopwebshare_permalink
https://apnews.com/article/iran-nuclear-enrich-uranium-60-percent-5ee1f4cdca4ea2470c564ff3908015a0
https://www.nytimes.com/2021/04/13/world/middleeast/iran-nuclear-natanz.html?smid=url-share

indirect negotiations with the U.S. Iran is demanding that the U.S. remove sanctions put
in place during the Trump administration. The Biden government has indicated this isn’t
going to occur without Iran pulling back from uranium enrichment. We believe that
current negotiations to return to the Obama-era nuclear agreement will likely fail; simply
too much has occurred since it was established, and trust levels are too low.

Alternative energy/policy news:

The state of New York is restricting pension investments in oil sands. The goal of the
state is to have its investments to net-zero greenhouse gas emissions by 2040.
The Biden infrastructure package has a $16 billion provision to fund the plugging of
abandoned oil wells. These abandoned wells often emit methane, a potent greenhouse
gas. Reception for the idea is mixed. The oil industry is mandated to plug wells when
they are abandoned. The industry has a habit of selling older wells to smaller, less
capitalized firms that often can’t afford to cap the wells. Thus, they abandon them when
the wells stop producing. The worry is that if the government pays for them, the industry
will have an even greater incentive to shirk its duties. On the other hand, the program
would employ former industry workers who often lack other attractive job opportunities,
and the wells probably won’t be addressed through normal channels. We would not be
surprised to see an attempt to put a user tax on oil drillers to prevent the moral hazard this
proposal creates.
There is an effort by the EU to create a law against “ecocide,” the deliberate and systemic
destruction of the government. If approved, it might create a movement to bring
ecological destruction to the level of genocide, making it an international crime.
The U.S. is moving toward the electrification of its transportation system. Making this
change will require different materials than internal combustion engine vehicles. Many
of these materials fall into the category of “rare earth” minerals. Although the U.S. does
have some capacity in this area, China remains the primary source of these goods. It will
be years before the U.S. and others can overcome China’s dominance.
o There are increasing concerns that the mining industry might struggle to meet the
demand for copper.
o One area of interest is the development of the solid-state battery. It would be
safer than current batteries, recharge quicker, and hold a greater charge capacity.
A recent decision by South Korean battery groups to settle a legal dispute
removes a potential snag in supply.
o The CME is launching a lithium futures contract. The creation of a contract will
improve price transparency.

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.politico.com/news/2021/04/09/iran-nuclear-talks-opposition-480561?nname=playbook-pm&nid=0000015a-dd3e-d536-a37b-dd7fd8af0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=964328
https://www.politico.com/news/2021/04/09/iran-nuclear-talks-opposition-480561?nname=playbook-pm&nid=0000015a-dd3e-d536-a37b-dd7fd8af0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=964328
https://www.osc.state.ny.us/press/releases/2021/04/dinapoli-moves-state-pension-fund-toward-net-zero-target-restricts-investments-oil-sands-companies
https://www.ft.com/content/6d1707d0-7a35-4caa-861a-4c77cc9348e9?emailId=6074cb5a17885b0004e7a1fe&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.ft.com/content/6d1707d0-7a35-4caa-861a-4c77cc9348e9?emailId=6074cb5a17885b0004e7a1fe&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.politico.eu/article/ecocide-environmental-crime/
https://www.wsj.com/articles/u-s-faces-uphill-climb-to-rival-chinas-rare-earth-magnet-industry-11618133603?st=mu6q0ras9b82y09&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/u-s-faces-uphill-climb-to-rival-chinas-rare-earth-magnet-industry-11618133603?st=mu6q0ras9b82y09&reflink=desktopwebshare_permalink
https://www.woodmac.com/news/opinion/build-or-buy-are-the-copper-majors-rising-to-the-growth-challenge/?utm_source=newsletter&utm_medium=email&utm_term=metals-and-mining&utm_content=ed2021115iss117&utm_campaign=inside-track
https://www.woodmac.com/news/opinion/build-or-buy-are-the-copper-majors-rising-to-the-growth-challenge/?utm_source=newsletter&utm_medium=email&utm_term=metals-and-mining&utm_content=ed2021115iss117&utm_campaign=inside-track
https://www.ft.com/content/c4e075b8-7289-4756-9bfe-60bf50f0cf66?emailId=606e86ede7530d0004888eff&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/25379f57-8a45-4a58-9d55-685b6c4488f4?emailId=6074cb5a17885b0004e7a1fe&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.wsj.com/articles/cme-seeks-to-tap-electric-car-demand-with-lithium-futures-11617899631?st=rg39ymwvpnnn6z2&reflink=desktopwebshare_permalink

