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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.  
 

December 9, 2021 
 

Oil prices have recovered from the recent selling on easing concerns over the micron variant. 

 

 
(Source: Barchart.com) 

 

Crude oil inventories fell 0.2 mb compared to a 1.8 mb draw forecast.  The SPR declined 1.7 mb, 

meaning the net draw was 1.9 mb. 
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In the details, U.S. crude oil production rose 0.1 mbpd to 11.6 mbpd.  Exports and imports both 

rose 0.1 mbpd.  Refining activity rose 0.2%.  The build season usually ends in mid-November.   

 

 
(Sources: DOE, CIM) 

 

This chart shows the seasonal pattern for crude oil inventories.  As we head into December, 

inventories usually decline.  Note that stocks are significantly below the usual seasonal trough 

but usually decline this time of year.  So, steady stocks are somewhat bearish.  Our seasonal 

deficit is 73.7 mb.   
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Based on our oil inventory/price model, fair value is $63.85; using the euro/price model, fair 

value is $52.45.  The combined model, a broader analysis of the oil price, generates a fair value 

of $57.63.  The recent decline in oil prices has brought the market closer to fair value.  Dollar 

strength remains a bearish factor, and the SPR release has eased the bullish pressure from falling 

stockpiles.  Fears of future supply tightness remain a bullish factor.   

 

Natural gas prices have fallen sharply in the past few days.   

 

 
(Source:  Barchart) 

 

Although the U.S. inventory situation has become less tight, the real culprit behind the decline is 

the weather.  The forecast for the next couple of weeks is projecting very mild weather, and the 

longer temperatures are moderate, the greater the likelihood that prices will decline further.  

Generally speaking, colder weather in late January often has a limited impact on prices because 

utilities will tend to burn down inventory, as winter only has a few weeks to go.  Thus, barring a 

serious cold snap soon, we may have seen the highs for this winter.   

 

Market news: 

• High gasoline prices are hurting the gig worker industries.   

  

Geopolitical news:  

• Nuclear talks with Iran appear to be in deep trouble.  Essentially, Iran is demanding that 

the U.S. immediately lift sanctions and guarantee future administrations won’t 

withdrawal from the agreement.  There is no political will to lift sanctions, and the Biden 

administration doesn’t have the votes to make a treaty with Iran that would provide such 

a guarantee.  If talks stall, the U.S. and regional powers have to decide how to address 

Iran’s nuclear progress.  Israel will be tempted to use covert and overt actions to roll back 

Iran’s nuclear development, and it is possible that Arab states will support their efforts.  

A failure of talks would increase geopolitical risk in the region. 

https://www.cpc.ncep.noaa.gov/products/predictions/814day/index.php
https://www.ft.com/content/68aa98ee-14eb-48c6-a5bc-f003181eafc2
https://www.washingtonpost.com/national-security/us-iran-nuclear-deal-talks/2021/12/03/759d2c00-5460-11ec-8769-2f4ecdf7a2ad_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%2F3573a80%2F61ad98f89d2fdab56bb65660%2F596b53f6ae7e8a44e7d597a3%2F12%2F69%2F61ad98f89d2fdab56bb65660
https://www.nytimes.com/2021/12/03/world/middleeast/iran-nuclear-negotiations-europeans.html?smid=url-share
https://www.washingtonpost.com/national-security/us-iran-nuclear-deal-talks/2021/12/04/d6354816-553e-11ec-9267-17ae3bde2f26_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%2F3573a8d%2F61ad98f89d2fdab56bb65660%2F596b53f6ae7e8a44e7d597a3%2F33%2F69%2F61ad98f89d2fdab56bb65660
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• Venezuela’s opposition is fragmenting, which will solidify Maduro’s hold on power.   

 

Alternative energy/policy news: 

• High fossil fuel energy prices typically support efforts to expand alternative energy 

sources.   

o Additional investment is going into nuclear fusion, which is something of a “holy 

grail” for nuclear energy development.  Fusion, which generates energy in a 

fashion similar to the sun, would be very cheap and nearly self-sustaining.  

Obstacles are daunting, but the potential payoff is enormous.   

o Canada is experimenting with modular nuclear reactors. 

• The transition to alternative energy and away from fossil fuels will be disruptive.  

European automakers warn EVs could eliminate up to 500,000 positions.  Although jobs 

will be created by alternative energy, there will also be job losses from reducing fossil 

fuel production, and the gains and losses may not overlap geographically, leading to areas 

of expansion and contraction.  It should be noted that the need for oil, gas, and coal will 

continue for some time, and it will become difficult to attract workers and investment 

into a sunset industry.  The Saudis warn that the disruption could trigger unrest in various 

oil-producing nations.   

• Although the Biden administration is trying to use tax credits to make union-produced 

EVs more attractive to car buyers, foreign automakers tend to build EV facilities in the 

non-union states.  This expansion is creating opposition to administration plans.  

• China is looking to build a network of ultrahigh voltage power lines to carry electricity 

from alternative energy sites, which are usually far from urban areas.   
 
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. 

https://www.wsj.com/articles/venezuelas-u-s-backed-opposition-movement-in-danger-of-breaking-up-11638739849?st=9s7nbu8vvlze7w3&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/high-gas-and-coal-prices-keep-renewable-energy-rollout-on-track-11638366991?st=8fm6qgu7qxiyx8j&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/high-gas-and-coal-prices-keep-renewable-energy-rollout-on-track-11638366991?st=8fm6qgu7qxiyx8j&reflink=desktopwebshare_permalink
https://www.ft.com/content/40d291c2-0de6-4140-8b44-6d1a6bb26def?emailId=61a81a75e75eb30004a0676d&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.reuters.com/business/energy/ge-hitachi-nuclear-build-small-reactor-canada-2021-12-03/
https://www.ft.com/content/1e0040c9-aab2-4881-828b-e992f23a9f3e
https://www.wsj.com/articles/job-gains-and-losses-from-coal-shutdowns-land-in-different-places-11638709381?st=ue282bwkbv8p883&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/omicron-casts-pall-over-texas-oil-and-gas-meeting-11638792001?st=med2wwpll7nhzh9&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/omicron-casts-pall-over-texas-oil-and-gas-meeting-11638792001?st=med2wwpll7nhzh9&reflink=desktopwebshare_permalink
https://www.ft.com/content/89231064-08d6-49d3-a13e-df8446abfc80?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.axios.com/newsletters/axios-generate-6b3a2a9b-8fe2-47a4-81f6-2354e0cb5ab2.html?chunk=0&utm_term=emshare#story0
https://www.axios.com/newsletters/axios-generate-6b3a2a9b-8fe2-47a4-81f6-2354e0cb5ab2.html?chunk=0&utm_term=emshare#story0
https://www.japantimes.co.jp/news/2021/12/07/asia-pacific/china-green-power-cities/

