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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 28, 2022

It appears oil prices are attempting to create a trading range between $105 to $95 per barrel.
That may hold until the SPR release is complete.
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Crude oil inventories unexpectedly rose 0.7 mb compared to a 0.3 mb draw forecast. The SPR
declined 2.9 mb, meaning the net draw was 2.2 mb.
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In the details, U.S. crude oil production rose 0.1 mbpd to 11.9 mbpd. Exports rose 2.1 mbpd,
while imports declined 0.2 mbpd. Refining activity increased 1.0% and is now 91.0% of
capacity. This week’s large and unexpected draw was mostly due to rising exports, although the
increase in refinery operations contributed to the draw.
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This chart shows the seasonal pattern for crude oil inventories. This week’s report is consistent
with last year; also, note that in the average data, we are at the point where the seasonal build
period has ended. Over the next few weeks, we will see if we follow the average path or track
last year.

Since the SPR is being used, to some extent, as a buffer stock, we have constructed oil inventory
charts incorporating both the SPR and commercial inventories.
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Total stockpiles peaked in 2017 and are now at levels seen in late 2008. Using total stocks since
2015, fair value is $85.50.

OIL INVENTORIES AND PRICES OIL PRICES AND THE EURO
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600 1.5

560 4
1.4 4

520 4

480 1.3 4

USD/EUR

440
1.2

400

OIL INVENTORIES (mb)

360 4

320

T
(0] 20 40 60 80 100 120 0

WTI WTI
[Sources: Haver Analytics, CIM] [Sources: Haver Analytics, CIM |

With so many crosscurrents in the oil markets, we see some degree of normalization. The
inventory/EUR model suggests oil prices should be around $60 per barrel, so we are seeing about
$40 of risk premium in the market.

Market news:

e The two most important market events continue to be the China COVID-19 lockdowns
and the Ukraine War; we cover the latter in the Geopolitical section below. China’s
lockdowns in major cities, including Shanghai, have adversely affected economic growth
and thus oil demand. Fears of weaker demand have weighed on oil prices in particular
and commodity prices in general.

e China’s natural gas production has also risen, but LNG demand remains strong.

e This summer will be the second with La Nifia conditions, often coinciding with hot, dry
summers. Warmer-than-normal temps will tend to boost natural gas demand for
electricity production. If the forecasts prove correct, there is limited ability to substitute
for natural gas, which bodes for higher prices. As we noted last week, U.S. LNG exports
are also rising, further boosting prices.

o India and Pakistan are seeing a dangerous heat wave develop.

e One factor constraining U.S. oil production is rising drilling costs. Another worry is that
prices won’t remain strong, leading to the all too familiar “bust” cycle. A recent World
Bank report suggests this worry is misplaced.

e Coal’s future looks bleak, but there is a lot of capacity in the emerging world, and thus
demand may be stronger than expected.

e We continue to watch the oil product markets closely, especially diesel. EU imports
from Russia have declined but remain elevated.
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https://www.bloomberg.com/news/articles/2022-04-22/china-s-oil-demand-is-tumbling-the-most-since-wuhan-lockdown
https://www.reuters.com/business/oil-prices-extend-losses-shanghai-lockdowns-hit-demand-outlook-2022-04-25/
https://www.reuters.com/markets/commodities/china-exposed-commodities-take-covid-control-tumble-2022-04-26/
https://www.eia.gov/todayinenergy/detail.php?id=52139
https://rbnenergy.com/cant-stop-me-now-power-burn-leads-lower-48-gas-demand-gains-on-limited-fuel-switching
https://rbnenergy.com/brand-new-day-global-clamor-lng-us-exports-drill-down-report
https://rbnenergy.com/brand-new-day-global-clamor-lng-us-exports-drill-down-report
https://www.axios.com/dangerous-heat-wave-india-pakistan-b2f57406-1946-4781-bede-9b2a54ef1e64.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://oilprice.com/Energy/Crude-Oil/Its-Getting-Increasingly-Expensive-To-Boost-US-Oil-Production.html
https://www.nytimes.com/2022/04/26/business/energy-environment/oil-us-europe-russia.html?smid=url-share
https://www.nytimes.com/2022/04/26/business/energy-environment/oil-us-europe-russia.html?smid=url-share
https://www.wsj.com/articles/world-bank-projects-elevated-energy-food-prices-keeping-upward-pressure-on-inflation-11650978002?st=osp9foxb6w1evpn&reflink=desktopwebshare_permalink/
https://www.wsj.com/articles/world-bank-projects-elevated-energy-food-prices-keeping-upward-pressure-on-inflation-11650978002?st=osp9foxb6w1evpn&reflink=desktopwebshare_permalink/
https://globalenergymonitor.org/wp-content/uploads/2022/04/BoomAndBustCoalPlants_2022_English.pdf?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.axios.com/newsletters/axios-generate-5ceab558-12c6-466e-9419-27958e104fb1.html?chunk=0&utm_term=emshare#story0
https://www.reuters.com/business/energy/europes-russian-diesel-imports-drop-still-dominant-2022-04-27/

Geopolitical news:

The big news this week is that Russia announced it halted Polish gas flows yesterday.
Warsaw has refused to pay for the gas in RUB. By shutting off Polish gas, it is possible
that some flows to Germany will also be restricted; that hasn’t occurred quite yet.
Bulgaria will also have its gas shut off. Natural gas prices jumped on the news.
Although there is strong pressure for Germany to stop accepting oil and natural gas from
Russia, the impact on Germany’s economy is severe enough that U.S. Treasury Secretary
Yellen advised “caution.” As this graphic shows, the EU will conceivably struggle to end
its dependence on Russian energy. The EU is considering a cap on imports of Russian
oil, which has greater substitutability.

One element of reducing the EU’s reliance on Russian natural gas is to increase the
supply of LNG. To that effect, the U.S. and EU announced a plan to do just that.
However, that goal remains aspirational. The U.S. is reaching capacity on LNG exports.
To build more capacity, the industry would like to guarantee demand through long-term
contracts. But, the EU wants to reduce overall demand, making them reluctant to enter
into such contracts. Interestingly enough, despite difficult trade relations with China,
there have been notable deals between China and U.S. firms that employ long-term
contracts.

As one would expect, Russian oil is finding its way into the world as “black markets”
develop to hide its origins. Tankers without destinations are thought to be carrying
Russian oil, which is sometimes mixed offshore with other oils to mask the Russian oil
characteristics. Such activities have been deployed by other sanctioned nations, e.g.,
Venezuela and Iran. If the experience of these two nations offers any guide, black
markets will not be a full-substitute for normal trade.

As relations between the EU and Russia sour increasingly, European nations are
expropriating Russian energy assets located in Europe. There is growing speculation that
these assets may be used as funding to pay for the rebuilding of Ukraine.

Testimony to that includes reports that Russian oil production has already fallen 10%. As
Russian oil inventory capacity is exhausted, wells will be shut in, and the loss of output
will essentially be permanent.

It may not be obvious whether the events are related, but there has been a rise in
“murder/suicides” among Russian energy oligarchs.

Alternative energy/policy news:

President Biden entered office with an aggressive climate agenda. As energy prices have
soared, he has been steadily retreating from the position. The withdrawal makes political
sense, but it is not without costs. Polls suggest he is rapidly losing support among
younger voters, which may adversely affect his party in November’s midterms.

We have reported that financial firms have been restricting lending activity to fossil fuel
companies. That resistance may be starting to wane.

Until batteries become reliable (and cheap) enough to store wind and solar power during
generation periods when the winds are calm and the sun isn’t out, backup capacity tends
to undermine the business case for alternative energy. Even though the administration is
trying to streamline the process for making batteries, much of the mineral processing
remains in China and is a potential block to expanding battery capacity. The EU faces
similar capacity shortages.

WWW.CONFLUENCEINVESTMENT.COM
4


https://www.ft.com/content/7872ad6a-918a-4d22-833f-4f5bae7b3e36?emailId=6268c50325cf3f002364e9f7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.aljazeera.com/economy/2022/4/26/poland-gas-xxxxxx
https://www.nytimes.com/2022/04/27/business/russian-gas-european-economy.html?smid=url-copy
https://www.nytimes.com/2022/04/27/business/russian-gas-european-economy.html?smid=url-copy
https://www.wsj.com/articles/russia-halting-gas-flows-to-poland-bulgaria-over-payment-terms-11651007170?st=f93c81npnm9wltf&reflink=desktopwebshare_permalink
https://www.ft.com/content/a2eea1a1-f72a-43c4-aa93-4e5477b5ead4?emailId=6268f59d88ac8b0004babc47&segmentId=3d08be62-315f-7330-5bbd-af33dc531acb
https://www.ft.com/content/fc767abf-6fa4-4e0c-943d-f582da3d033b?emailId=626280104aadcd0004c8d8d5&segmentId=3d08be62-315f-7330-5bbd-af33dc531acb
https://www.ft.com/content/0738a816-cb3c-44f9-9257-7a8489bf4c9c?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://ig.ft.com/europes-race-to-replace-russian-gas/?emailId=625f5586cd7bb7002389f229&segmentId=38af067e-f67a-09ef-7f9d-cb40b4153a58
https://www.ft.com/content/23b4e2c2-33a0-480b-9a07-47a4cf434349
https://www.ft.com/content/23b4e2c2-33a0-480b-9a07-47a4cf434349
https://www.whitehouse.gov/briefing-room/statements-releases/2022/03/25/fact-sheet-united-states-and-european-commission-announce-task-force-to-reduce-europes-dependence-on-russian-fossil-fuels/
https://rbnenergy.com/everything-has-changed-plans-to-quickly-wean-europe-off-russian-gas-face-major-hurdles
https://ca.finance.yahoo.com/news/not-sitting-hands-u-pressure-174227327.html
https://ir.energytransfer.com/news-releases/news-release-details/energy-transfer-and-enn-sign-20-year-lng-sale-and-purchase
https://investors.next-decade.com/news-releases/news-release-details/nextdecade-and-guangdong-energy-announce-binding-heads-agreement
https://www.wsj.com/articles/russian-oil-flows-but-increasingly-under-the-radar-11650541684?st=qblqjwq9mi1r36z&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/russia-tried-to-sell-a-huge-slug-of-oil-nobody-wanted-it-11650995897?st=qciw2sacttepiax&reflink=desktopwebshare_permalink
https://www.reuters.com/business/energy/germany-preparing-change-control-rosneft-refinery-minister-2022-04-27/
https://www.reuters.com/world/europe/italy-could-nationalise-lukoil-refinery-sources-say-2022-04-26/
https://www.ft.com/content/91ffdd88-fa02-4ae2-931d-f47f042e9ed4?emailId=6268c50325cf3f002364e9f7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://oilprice.com/Energy/Crude-Oil/Russias-Oil-Production-Has-Dropped-By-10-Since-The-Start-Of-The-War-In-Ukraine.html
https://www.bloomberg.com/opinion/articles/2022-04-21/war-in-ukraine-the-second-wave-of-russia-s-oil-shock-is-starting
https://fortune.com/2022/04/25/deaths-russian-oligarchs-wave-executives-found-dead-gazprom-novatek/?utm_source=Eurasia+Group+Signal&utm_campaign=581fd9f9af-EMAIL_CAMPAIGN_2022_04_27_11_03&utm_medium=email&utm_term=0_e605619869-581fd9f9af-134308033
https://twitter.com/ginamccarthy46/status/1514793779768664071
https://twitter.com/ginamccarthy46/status/1514793779768664071
https://iop.harvard.edu/youth-poll/spring-2022-harvard-youth-poll
https://www.dataforprogress.org/blog/2022/3/28/young-voters-want-biden-to-act-on-climate-and-fossil-fuel-industry-accountability
https://www.ft.com/content/740b55f8-fa2e-4b66-9398-9f84aedbe8d8?emailId=6268c50325cf3f002364e9f7&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2022/03/31/business/economy/biden-minerals-defense-production-act.html?smid=url-share
https://www.axios.com/the-race-to-dominate-the-new-battery-economy-119e0479-46a7-47ec-885f-f00079c4adb5.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.axios.com/the-race-to-dominate-the-new-battery-economy-119e0479-46a7-47ec-885f-f00079c4adb5.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://asia.nikkei.com/Spotlight/Electric-cars-in-China/China-s-EV-battery-materials-industry-set-for-11bn-capacity-buildup
https://www.ft.com/content/72400b96-4c67-4a7f-9a98-53371f5ab421?emailId=626722f6d936e10023c6e1ab&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.ft.com/content/72400b96-4c67-4a7f-9a98-53371f5ab421?emailId=626722f6d936e10023c6e1ab&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320

o We are seeing steady announcements of funding for battery projects.
Modular nuclear reactors are a potential solution to filling the electricity gap as EVs
expand.
While Germany’s decision to end the use of nuclear power is considered a major mistake,
there is little evidence the country is considering changing its stance.
Geothermal energy is clean and abundant, but the initial investment can be daunting.
There is a movement to use abandoned oil wells already drilled to get a “head start” on
tapping this source.
Although Mexico’s President Andrés Manuel Lopez Obrador remains friendly to
traditional oil, he has recently nationalized the lithium industry. It’s hard to see how the
move will support Mexico’s ability to expand this resource.
The U.S. solar panel industry is seeking protection from Chinese imports. The installers
are opposing these efforts.
Canada has set up an exchange for carbon credits. Activity is expanding rapidly.

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.axios.com/battery-storage-yotta-nevada-air-force-base-raises-cash-90f71c75-ef0e-47da-9664-1a3fd0235d27.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.ft.com/content/ee9cc9cd-79e7-4e96-81df-b144e343f1ce?emailId=62628d8f3cbdd30023ef4b84&segmentId=41d35dc7-c65c-1eaf-153e-36ff476dbbb4
https://www.kbb.com/car-news/tesla-dominant-electric-car-competition/
https://www.kbb.com/car-news/tesla-dominant-electric-car-competition/
https://www.ft.com/content/229c21c7-991c-4b44-a2f9-20991670a4ba?emailId=62607b01349e9b0023454cec&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.vox.com/platform/amp/recode/23024204/geothermal-energy-heat-oil-gas-wells
https://www.ft.com/content/5e579b31-c6f0-4911-899a-e2894240ad85?emailId=62607b01349e9b0023454cec&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.axios.com/solar-developers-commerce-probe-048c6e57-ac7e-4ffc-997c-f44871b1c456.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.wsj.com/articles/carbon-credits-are-the-new-canadian-gold-rush-11651019478?st=cguyock47or7gfe&reflink=desktopwebshare_permalink

