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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.  
 

August 25, 2022 

 

Crude oil prices remain under pressure on fears of a deal with Iran and weakening economic 

growth. 

 

 
(Source: Barchart.com) 

 

Crude oil inventories fell 3.3 mb compared to a 2.5 mb draw forecast.  The SPR declined 8.1 mb, 

meaning the net draw was 11.4 mb.   
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In the details, U.S. crude oil production fell 0.2 mbpd to 12.0 mbpd.  Exports fell 0.8 mbpd, 

while imports were unchanged.  Refining activity rose 0.3% to 93.8% of capacity.   

 

 
(Sources: DOE, CIM) 

 

The above chart shows the seasonal pattern for crude oil inventories.  Clearly, this year is 

deviating from the normal path of commercial inventory levels although the past two weeks are 

consistent with seasonal behavior.  We will approach the usual seasonal trough for inventories in 

mid-September.  

 

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 last seen in 2003.  Using total stocks since 

2015, fair value is $106.51.   
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With so many crosscurrents in the oil markets, we are beginning to see some degree of 

normalization.  The inventory/EUR model suggests oil prices should be around $64 per barrel, so 

we are seeing about $24 of risk premium in the market. 

 

Market news: 

• In a surprise move, OPEC+ is apparently mulling production cuts in response to weaker 

prices and an apparent “disconnect” between the physical and futures markets.   

• The Freeport LNG plant, which suffered a fire earlier this year, will be at 85% of capacity 

by late November and full capacity by March 2023.  This restart is later and less than 

expected, leading to a decline in U.S. natural gas prices.   

• The courts giveth and taketh away.  An appellate court ruled against the Biden 

administration’s pause on oil and gas leases on Federal lands.  However, it isn’t clear if 

this ruling will lead to immediate new activity.  On the other hand, another court ruled oil 

companies can be held accountable for the impact of climate change.   

o We note that U.S. energy capital spending remains restrained. 

 

 
(Source:  Strategas) 

https://www.reuters.com/business/energy/oil-prices-rise-after-saudi-says-opec-could-cut-output-2022-08-23/
https://www.wsj.com/articles/saudis-allies-open-door-to-oil-output-cut-to-keep-prices-high-11661268794?st=93h1h5frpcshayc&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/saudis-allies-open-door-to-oil-output-cut-to-keep-prices-high-11661268794?st=93h1h5frpcshayc&reflink=desktopwebshare_permalink
https://www.bloomberg.com/news/articles/2022-08-22/saudi-prince-says-oil-futures-disconnect-may-force-opec-action#xj4y7vzkg
https://oilprice.com/Latest-Energy-News/World-News/Freeport-LNG-Pushes-Back-Restart.html
https://www.reuters.com/business/energy/freeport-lng-expects-further-delays-resuming-texas-plant-operations-2022-08-23/
https://www.reuters.com/business/energy/freeport-lng-expects-further-delays-resuming-texas-plant-operations-2022-08-23/
https://www.ft.com/content/2b36c282-8ddc-4e65-b279-d845e0829991
https://www.reuters.com/business/energy/us-judge-reinstates-biden-administrations-federal-oil-gas-leasing-pause-2022-08-17/
https://www.reuters.com/business/energy/us-judge-reinstates-biden-administrations-federal-oil-gas-leasing-pause-2022-08-17/
https://www.npr.org/2022/08/18/1118188330/federal-judges-deal-the-oil-industry-another-setback-in-climate-litigation
https://www.npr.org/2022/08/18/1118188330/federal-judges-deal-the-oil-industry-another-setback-in-climate-litigation
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• Russia announced a three-day closure of the Nord Stream 1 pipeline in late August.  By 

itself, this isn’t a huge issue, but with natural gas supplies tight, the fear is that the three 

day closure will be extended.   

o There are rumors that German industry has stopped hedging natural gas for future 

purchases.  This may suggest that (a) the costs of hedging have become 

prohibitive or (b) they intend to simply buy in the spot market and if the price is 

too high, they will stop buying.  In any case, if true, it would suggest the potential 

for a near halt of German industrial activity.   

o The primary link of European natural gas prices to the U.S. is through LNG and 

the earlier-mentioned Freeport news does dampen U.S. prices a bit.  Still, 

American exports are lifting the price of U.S. natural gas.  There is a risk of 

political blowback.   

• Santos Limited (STO, AUD, 7.52), an Australian oil company, announced a new project 

in Alaska.   

• The EU is ramping up oil imports from Russia in advance of the December 5 ban.   

• Canada and the EU are discussing future natural gas trade, with Canada building out 

LNG capacity on the Atlantic Coast for export to Europe.  Although this idea might 

improve Europe’s natural gas situation in the long-term, it will probably not help the 

immediate need.   

• Maximizing shareholder value isn’t just a U.S. energy company position as Saudi 

Aramco (2222, SAR, 39.50) is doing something similar.   

• Norway is warning Germany it may be near its natural gas export capacity and won’t be 

able to increase supplies to the continent indefinitely.   

• Colombia’s new president has announced new taxes on the oil industry. 

• The Ukraine War has led the U.S. to increase oil exports to Europe. 

• Higher energy prices are becoming a major burden to U.K. households. 

• Aluminum is sometimes referred to as “molten electricity.”  High electricity prices have 

led to a sharp drop in European aluminum output.   

• High natural gas prices along with higher mining costs have sent fertilizer prices soaring.  

The cost of fertilizer is exacerbating food shortages in Africa. 

• Despite talk about reducing carbon emissions, China is increasing investment in fossil 

fuel production.   

• Even with a concerted effort to reduce oil usage in transportation, the expansion of plastic 

use will underpin demand for oil.   

 

Geopolitical news:  

• Iran continues to add conditions to the most recent “final offer” from the EU to bring 

Tehran back to the nuclear deal.  Despite these conditions to a final offer, Tehran is 

blaming the U.S. for the lack of progress on a deal.  As we noted last week, the market 

expects a jump in supplies if a deal is made, but we are not convinced.  Sanctions regimes 

https://www.cnn.com/2022/08/19/energy/nord-stream-1-shutdown-gazprom/index.html
https://www.reuters.com/business/energy/gazprom-says-nord-stream-1-pipeline-shut-three-days-end-aug-2022-08-19/
https://www.cnbc.com/2022/08/22/european-gas-prices-surge-as-russia-announces-nord-stream-1-shutdown.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.cnbc.com/2022/08/22/european-gas-prices-surge-as-russia-announces-nord-stream-1-shutdown.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://twitter.com/lionhirth/status/1561271218082299905?s=12&t=sb4Q2Tj7FPtqP4hUohmMkA
https://www.axios.com/2022/08/24/europe-energy-natural-gas-supply-crisis?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/santos-approves-2-6-billion-oil-field-development-in-alaska-11660717964?st=yvr4vcnmxvnppj7&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/santos-approves-2-6-billion-oil-field-development-in-alaska-11660717964?st=yvr4vcnmxvnppj7&reflink=desktopwebshare_permalink
https://oilprice.com/Latest-Energy-News/World-News/Europe-Splurges-on-Russian-Oil-As-EU-Ban-Nears.html
https://www.reuters.com/world/ukraines-naftogaz-backs-scholzs-bid-canadian-lng-ahead-trip-2022-08-20/
https://www.politico.com/news/2022/08/22/canada-lng-germany-trudeau-00053144?utm_source=POLITICO.EU&utm_campaign=0c9fd11b85-EMAIL_CAMPAIGN_2022_08_23_03_07&utm_medium=email&utm_term=0_10959edeb5-0c9fd11b85-190334489
https://oilprice.com/Energy/Crude-Oil/Saudi-Aramco-Is-Taking-A-Page-Out-Of-The-US-Shale-Playbook.html
https://oilprice.com/Energy/Crude-Oil/Saudi-Aramco-Is-Taking-A-Page-Out-Of-The-US-Shale-Playbook.html
https://news.am/eng/news/716284.html
https://oilprice.com/Energy/Crude-Oil/Colombias-New-Leftwing-President-Is-Hiking-Taxes-On-Its-Oil-Industry.html
https://rbnenergy.com/if-i-could-change-the-world-growing-crude-oil-export-volumes-reshape-domestic-and-global-markets
https://www.theguardian.com/society/2022/aug/17/two-thirds-of-uk-families-could-be-in-fuel-poverty-by-january-research-finds?
https://www.statista.com/chart/28047/aluminum-production-in-europe/
https://www.ft.com/content/4d746aa5-29e3-4796-b9e6-0b64c6865389?segmentId=98583035-ac35-a0ba-ed44-378e53f8caec
https://www.reuters.com/world/china/china-no-closer-peak-coal-despite-record-renewable-capacity-additions-2022-08-22/
https://sc.mp/19ou?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3189665
https://sc.mp/19ou?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3189665
https://about.bnef.com/blog/the-worlds-addiction-to-plastic-in-five-charts/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://about.bnef.com/blog/the-worlds-addiction-to-plastic-in-five-charts/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.wsj.com/articles/iran-renews-demands-for-u-s-guarantees-in-nuclear-deal-talks-11660763334?st=zzgmx8tflbwtf4u&reflink=desktopwebshare_permalink
https://www.timesofisrael.com/iran-asked-for-adjustments-to-proposed-nuclear-deal-eus-borrell-says/?utm_source=substack&utm_medium=email
https://amwaj.media/media-monitor/will-they-or-won-t-they-iranian-media-confused-over-fate-of-nuclear-deal
https://www.ft.com/content/dc86fe2b-0e94-4976-a7d9-5d965159d025
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tend to deteriorate over time and reports suggest that Iranian oil is “leaking” into the 

market already. 

o There are reports that the U.S. is “reassuring” Israel that resuming the nuclear 

deal won’t increase risks to the region.   

o At the same time, the JCPOA is not popular in Congress on either side of the 

aisle.  The administration is taking a chance that returning to the agreement will 

significantly lift oil supplies.   

o Russia has been improving relations with Iran, and there is a risk that they could 

use Iran as a conduit to avoid sanctions.   

• Recently, we have been reporting on political divisions in Iraq.  The political tensions 

could very well undermine Iran’s influence on the country.   

• Although the Gulf states, Israel, and perhaps Turkey are aligning against Iran, we do note 

that the Gulf nations are also cautiously opening diplomatic channels to Tehran.  If the 

U.S. reduces its influence in the region, some degree of cooperation may be necessary.  

As the U.S. moves its emphasis elsewhere, Russia is attempting to fill the void.   

• Klaus Ernst, a Bundestag member from The Left party, is calling for “negotiations” with 

Russia not only to increase natural gas supplies but to open Nord Stream 2.  The Left is 

not in the government and cooperating with Russia isn’t the policy of the current 

administration.  However, his comments raise concerns that support for sanctions against 

Russia may be under pressure.   

• There is an interesting geopolitical ‘tug-of-war’ occurring between China and Russia 

over the Central Asian nations.  Russia sees these nations as part of its sphere of 

influence whereas China wants them to feel free to export raw materials (include oil and 

natural gas) without concern over Moscow’s position.  We note that there has been a 

suspension of oil loadings on the Caspian pipeline system, which may or may not be due 

to Russian interference.   

• Mexico’s President Andrés Manuel López Obrador is taking steps not just to intervene in 

the oil industry but also to undermine efforts to diversify with renewables.  His policy of 

resource nationalism may not lead to more oil production (it isn’t clear the state oil 

company can do this without foreign assistance) but could lead to less overall energy 

supply.   

• There are reports that China is expanding its capacity to smuggle oil through tanker 

transfers in the open ocean.  The U.S. is increasing efforts to tighten sanctions on Russia. 

• Poland banned Russian coal imports and is now scrambling to build stockpiles.   

 

Alternative energy/policy news: 

• We continue to closely monitor drought, water levels, and temperatures around the world. 

o In China, a tributary of the Yangtze River has run dry.  Hot temperatures in China 

are boosting coal usage.  Sichuan province has shut down all industrial activity for 

five days due to shortages of electricity.  The province is increasing its 

https://oilprice.com/Latest-Energy-News/World-News/Iran-Set-To-Boost-Oil-Exports-In-August.html
https://oilprice.com/Latest-Energy-News/World-News/Iran-Set-To-Boost-Oil-Exports-In-August.html
https://www.axios.com/2022/08/20/iran-nuclear-deal-israel-biden-concessions
https://gop-foreignaffairs.house.gov/wp-content/uploads/2022/08/MTM-to-Biden-re-Iran-Negotiations-8.23.22-1.pdf?utm_source=substack&utm_medium=email
https://www.iranintl.com/en/202208045073?utm_source=substack&utm_medium=email
https://www.iranintl.com/en/202208045073?utm_source=substack&utm_medium=email
https://www.politico.eu/article/russia-eyes-iran-as-sanctions-busting-backdoor-for-oil-sales/?utm_source=substack&utm_medium=email
https://www.politico.eu/article/russia-eyes-iran-as-sanctions-busting-backdoor-for-oil-sales/?utm_source=substack&utm_medium=email
https://www.wsj.com/articles/iraqs-political-crisis-points-to-irans-weakening-influence-in-baghdad-11661167750?st=xm05ng8v0ehm6ej&reflink=desktopwebshare_permalink
https://amwaj.media/article/inside-story-iran-gcc-rapprochement-advances-but-at-uneven-pace
https://amwaj.media/article/what-russia-s-new-naval-doctrine-says-about-tehran-moscow-relations
https://www.republicworld.com/world-news/europe/germanys-klaus-ernst-calls-for-negotiations-with-russia-amid-soaring-gas-prices-report-articleshow.html
https://www.republicworld.com/world-news/europe/germanys-klaus-ernst-calls-for-negotiations-with-russia-amid-soaring-gas-prices-report-articleshow.html
https://www.cnn.com/2022/08/22/europe/six-months-of-ukraine-russia-war-intl-cmd/index.html?utm_source=substack&utm_medium=email
https://eurasianet.org/perspectives-beijing-and-moscow-clash-over-kazakhstans-oil?utm_source=substack&utm_medium=email
https://eurasianet.org/perspectives-beijing-and-moscow-clash-over-kazakhstans-oil?utm_source=substack&utm_medium=email
https://www.reuters.com/markets/commodities/cpc-suspends-oil-loadings-two-black-sea-mooring-points-sources-2022-08-20/
https://www.reuters.com/markets/commodities/cpc-suspends-oil-loadings-two-black-sea-mooring-points-sources-2022-08-20/
https://www.nytimes.com/2022/08/17/world/americas/mexico-president-renewable-energy.html?smid=url-share
https://www.businessinsider.in/stock-market/news/an-unknown-chinese-merchant-spends-376-million-on-13-cargo-ships-for-risky-russian-oil-transfers-on-the-high-seas-report-says/articleshow/93506337.cms
https://www.wsj.com/articles/u-s-steps-up-enforcement-of-its-long-list-of-russia-sanctions-11661171662?st=fcbamrumaqjsmu3&reflink=desktopwebshare_permalink
https://www.ft.com/content/4ef0336e-c1b9-4c28-a6c0-6f412fa8f195?emailId=6304550acab95c002363555d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/7c2052b9-eaac-4f3e-9386-dfa3ae100206
http://www.chinanews.com.cn/sh/2022/08-18/9830203.shtml?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.reuters.com/world/china/china-warns-yangtze-drought-could-last-until-sept-it-races-protect-harvests-2022-08-18/
https://www.axios.com/newsletters/axios-china-191dfa2d-c03a-4a82-9964-73fd4eec6279.html?chunk=1&utm_term=emshare#story1
https://www.ft.com/content/fc316e81-b584-485e-b349-e313098ac3a7
https://twitter.com/cowboyinny/status/1561005554025107457?s=12&t=sb4Q2Tj7FPtqP4hUohmMkA
https://twitter.com/cowboyinny/status/1561005554025107457?s=12&t=sb4Q2Tj7FPtqP4hUohmMkA
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consumption of coal for electricity, but that hasn’t been enough yet to overcome 

the drought and the loss of hydropower.  Silicon production has been affected by 

the power outages.  The Shanghai Bund light show has been cancelled due to 

electricity shortages and EV owners are finding supplies tight.  Here are some 

pictures of China’s drought. 

o In Europe, hot weather and low water levels have reduced hydropower from 

Norway, reduced nuclear power output, and cut coal shipments.  Although the 

Rhine River levels have improved modestly recently, the chart below shows 

current levels relative to history. 

 

(Source:  Adam Tooze) 

• High temperatures, unexpected flooding, and other weather events are contributing to 

inflation.  The weather has interrupted shipping, damaged crops, and reduced 

productivity.  Adding to worries is that, so far, the Atlantic hurricane season has been 

quiet, but history shows that tropical storm activity tends to rise into mid-September. 

• One of our observations is that we live in a multi-variant world but create univariate 

narratives.  Thus, that the current drought and heat are solely caused by greenhouse gases 

is a common theme.  Clearly, this isn’t the sole cause otherwise how does one explain 

earlier drought periods when greenhouse gases were much less prevalent?  This isn’t to 

say that greenhouse gases don’t matter as there is solid evidence that they do have an 

impact, but the current crisis is likely affected by other factors as well.   

• The Inflation Reduction Act has funding for carbon capture projects.   

https://sc.mp/o2jm?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3189786
https://www.yicaiglobal.com/news/silicon-output-is-at-stake-as-sichuan-triggers-highest-emergency-response-to-power-shortfall?utm_source=substack&utm_medium=email
https://www.ft.com/content/24c51304-ce7d-4df9-815d-52d14e23fa32
https://www.ft.com/content/24c51304-ce7d-4df9-815d-52d14e23fa32
https://www.bbc.com/news/world-asia-china-62644870?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.bbc.com/news/world-asia-china-62644870?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.nytimes.com/2022/08/18/world/europe/drought-heat-energy.html?smid=url-share
https://www.nytimes.com/2022/08/18/world/europe/drought-heat-energy.html?smid=url-share
https://www.axios.com/2022/08/18/inflation-climate-change-economy-extreme-weather?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/2022/08/18/inflation-climate-change-economy-extreme-weather?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.politico.eu/article/hot-dry-aint-bad-1540-yet/?utm_source=substack&utm_medium=email
https://www.politico.eu/article/hot-dry-aint-bad-1540-yet/?utm_source=substack&utm_medium=email
https://www.bbc.com/news/world-europe-62648912?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.nytimes.com/2022/08/22/business/energy-environment/biden-climate-bill-energy-loans.html?smid=url-share
https://rbnenergy.com/way-down-in-the-hole-part-11-carbon-capture-gets-a-big-boost-in-biden-climate-bill
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• The SEC is proposing broad greenhouse gas rules for publicly traded companies.  In their 

current form they would impose these rules on Europe as well.   

• Although there are numerous Gigafactory projects in Europe, nearly all of them are 

facing serious delays.   

• Lithium is the current state of the art for batteries, but research on other battery chemical 

mixes continues and there is growing evidence that sodium solid state batteries may 

prove to be a much better alternative.  Not only is sodium plentiful and inexpensive, but 

the battery should last longer and charge much faster.  However, the battery probably 

wouldn’t be used initially in transportation since salt is heavy, but could be used in 

industrial settings and for utilities.  As the science improves, we could see this later used 

in transportation.   

• Although Australia and Chile dominate lithium mining, China dominates processing of 

the metal.   

• Will Germany close its remaining nuclear plants?  The economics ministry says they will 

close on schedule, but there is a rising call to keep them running.  Meanwhile, in the U.S., 

utilities with nuclear facilities are seeing better performance.  Japan is turning the reactors 

back on to offset the risk of fewer LNG supplies.  

• The gas emissions from farming have become major news in Europe.  The Netherlands is 

implementing nitrogen restrictions on dairy farming that will end up reducing milk 

supplies and put farmers out of business.  We are seeing a strong negative reaction.  A 

similar plan in Canada is also upsetting farmers. 

• Ford (F, $15.31) announced a workforce restructuring to shift toward EV production.   

• Greenland is drawing new attention for sourcing rare earths.  European automakers are 

increasing their focus on Canada as a source for battery metals.   

 
 
 
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 
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https://www.ft.com/content/42188798-0da6-4620-a808-c8a304cef925
https://www.energy-storage.news/nearly-all-lithium-battery-gigafactory-projects-in-europe-face-delays-while-catl-announces-second-facility/
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