Weekly Energy Update
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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.

January 12, 2023

Crude oil prices continue to come under pressure on worries over economic growth, although
there is some evidence that prices may be basing between $72 and $82 per barrel.
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Crude oil inventories jumped 19.0 mb compared to a 3.0 mb draw forecast. The SPR declined
0.8 mb, meaning the net build was 18.2 mb. The unusually large build was caused by a large
drop in exports, a rise in imports, and continued depressed refinery operations due to the deep
cold snap late last year.
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In the details, U.S. crude oil production rose 0.1 mbpd to 12.2 mbpd. Exports fell 2.1 mbpd,
while imports rose 0.6 mbpd. Refining activity rose 4.3% to 84.1% of capacity. The Christmas
cold snap closed in a significant level of refining activity, and the industry is slowly recovering.
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The above chart shows the seasonal pattern for crude oil inventories. Because we are starting the
new year, we only have one datapoint for 2023. The chart does show that the usual seasonal
pattern was not followed last year. This is because the average still reflects the restrictions on
U.S. oil exports whereas there isn’t much of a discernable pattern to this data now that exports

are allowed.

This chart shows the sharp drop and partial recovery in refining operations.
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OIL INVENTORIES AND PRICES OIL PRICES AND THE EURO
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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 2001. Using total stocks since
2015, fair value is $107.08.

Market News:

e As China reopens from its COVID-19 lockdowns, it is increasing its oil import quotas.
This decision is likely bullish for crude oil prices. China is expected to buy a significant
amount of Russian crude for this reopening, which should be available as the EU price
cap has reduced Russian exports.

e OPECH+ production rose modestly in December.

e The DOE is forecasting lower oil prices in 2023 and 2024. For 2023, it is expecting
Brent to average $83 per barrel, with $78 per barrel in 2024. Expectations of rising
output are behind the lower price forecast.
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https://oilprice.com/Energy/Energy-General/China-Issues-Massive-Oil-Import-Quotas-As-It-Reopens-Borders.html
https://oilprice.com/Latest-Energy-News/World-News/China-And-India-Are-Buying-Up-Russias-Arctic-Oil.html
https://oilprice.com/Latest-Energy-News/World-News/China-And-India-Are-Buying-Up-Russias-Arctic-Oil.html
https://oilprice.com/Energy/Energy-General/Russian-Crude-Oil-Exports-Plummeted-At-The-End-Of-2022.html
https://oilprice.com/Energy/Energy-General/Russian-Crude-Oil-Exports-Plummeted-At-The-End-Of-2022.html
https://oilprice.com/Energy/Crude-Oil/OPEC-Production-Creeps-Higher-In-December.html
https://www.eia.gov/outlooks/steo/report/supplements.php?utm_source=newsletter&utm_medium=email&utm_campaign=sendto_newslettertest_politics_policy&stream=top

e We discussed proposed rules for U.S. refiners last year. Further analysis suggests that the
costs of the new rules could lead to about a 700 kbpd loss of gasoline production as older
refineries become unprofitable. Although we could see some “grandfathering,” refining
issues remain a concern.

e As we went into winter, the worry for the EU was that a cold winter would lead to a
shortage of natural gas and therefore higher prices. Instead, Europe is being blessed with
a historically mild winter. Although these mild temperatures have helped Europe avoid a
price crisis this winter, it could portend a hot, dry summer, which could lift natural gas
prices later this year. Last year’s dry summer caused havoc in Europe, affecting river
travel and reducing nuclear power production, which was adversely affected by the water
being too warm and too scarce to cool reactors. Although summer remains a secondary
demand season for natural gas, rising temperatures will lift natural gas-fired-electricity
demand and may disrupt the inventory cycle, increasing the price risk when the eventual
cold winter does occur.
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o The EU did agree on a price cap for natural gas. Although there are concerns that the
cap might be too low to discourage conservation and boost supply, that probably
won’t be an issue this winter as prices have dropped for EU natural gas.
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https://rbnenergy.com/whats-it-all-about-alky-part-2-could-a-proposed-epa-rule-spur-more-refinery-closures
https://www.reuters.com/markets/commodities/europes-mild-weather-reprieve-this-winter-may-come-bite-by-summer-2023-01-11/
https://www.nytimes.com/interactive/2023/climate/earth-hottest-years.html?smid=url-share
https://twitter.com/us_stormwatch/status/1609829457292066818?s=12&t=JJilTP9s0PSTM_cd20ctsA
https://www.reuters.com/markets/europe/europes-hard-fought-plan-cap-gas-prices-2022-12-19/
https://andreassteno.substack.com/p/energy-watch-1-a-european-disaster?utm_source=substack&utm_medium=email
https://www.reuters.com/business/energy/easy-dodge-eu-gas-cap-unlikely-tame-prices-2022-12-20/
https://www.axios.com/2023/01/04/natural-gas-falls-to-pre-ukraine-war-prices?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top

o The mild winter and sanctions have reduced Russian gas exports to the EU. The U.K.
has officially ended its imports of Russian LNG.

o Mostly mild weather has dampened U.S. natural gas prices as well. However, it is
important to note that natural gas isn’t frictionless as evidenced by high natural gas
prices in California.

The epic cold snap that hit the U.S. during Christmas led to a massive shut-in of refining
capacity. Although there are worries that the restart may be slow, reports suggest it is

underway.
Although oil companies have been reluctant to boost drilling, there does appear to be

increased interest in the Permian Basin by the major oil companies. Smaller companies
are also increasing investment.

One of the side effects of fracking is wastewater, which is usually reinjected into the
well. This practice is controversial, however, because it is thought to cause earthquakes.
Preventing such events may require the water to be shipped to a disposal site, resulting in
increased costs.

The aggressive selling from the SPR has dampened oil prices, and we estimate that in the
absence of SPR sales, oil prices would have reached $135 per barrel. Although the Biden
administration has indicated that it wants to buy 3.0 mb of oil to refill the reserve, the
above charts suggest that this announcement is, at least so far, a signaling device. We do
note that the government intends to offer a fixed price for the oil, suggesting it is putting
in a floor on the market. As we have noted in earlier reports, it appears that the SPR is
being repurposed as a buffer stock.

Despite the easing of sanctions, Venezuelan oil exports fell last year.

The U.S. is likely to become a net exporter of energy in 2023.

Russia is claiming that Germany and Poland are still receiving shipments of Russian oil.

One bright spot for oil supplies is Guyana, which appears poised to rapidly expand
production this year.

Geopolitical News:

President Biden has admitted that the restart of the nuclear deal with Iran is “dead.” Iran
continues to be a geopolitical hot spot for energy. For example, there are reports that Iran
is arming proxies not only in the Levant but also in the south Caucasus. It is also
accelerating its nuclear weapons program. The U.S. has sanctioned a number of Iranian
officials over the protest crackdowns, but given the extensive sanctions already in place,
it seems unlikely that this action will have much of an impact.

o One reason for the escalation in actions designed to be opposed by the U.S. is that
there may be divisions within the ruling elite. Ayatollah Khamenei is old and
sick, and it is possible that the Islamic Revolutionary Guard Corps may have
designs on the leadership, which would end the rule of the clerics. The hostile
actions may be due to internal tensions as both sides try to be the most hardline.
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https://www.reuters.com/business/energy/russian-pipeline-gas-exports-europe-collapse-post-soviet-low-2022-12-28/
https://oilprice.com/Latest-Energy-News/World-News/United-Kingdom-Stops-Imports-Of-Russian-LNG.html
https://www.wsj.com/articles/natural-gas-prices-have-fallen-back-to-earthexcept-in-california-11673411627?st=4m5mj1khe5u9zyy&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/natural-gas-prices-have-fallen-back-to-earthexcept-in-california-11673411627?st=4m5mj1khe5u9zyy&reflink=desktopwebshare_permalink
https://oilprice.com/Latest-Energy-News/World-News/Texas-Refineries-Could-Take-Two-Weeks-To-Fully-Restore-Operations-After-Storm.html
https://oilprice.com/Energy/Energy-General/Largest-US-Refinery-Back-Up-and-Running.html
https://oilprice.com/Energy/Energy-General/Largest-US-Refinery-Back-Up-and-Running.html
https://oilprice.com/Energy/Energy-General/Big-Oil-Pours-Billions-In-The-Permian-Basin.html
https://www.wsj.com/articles/oil-and-gas-are-back-and-booming-11673363006?st=6wed750d51enjow&reflink=desktopwebshare_permalink
https://oilprice.com/Latest-Energy-News/World-News/Earthquakes-Increase-Costs-Even-More-For-Texas-Shale-Producers.html
https://www.bloomberg.com/opinion/articles/2023-01-10/the-weaponization-of-oil-in-numbers-as-ukraine-war-drags-on-lcq72do3?cmpid=BBD011123_AUT&utm_medium=email&utm_source=newsletter&utm_term=230111&utm_campaign=authers&leadSource=uverify%20wall
https://www.nytimes.com/2022/12/16/business/energy-environment/strategic-petroleum-reserve-oil-purchase.html?smid=url-share
https://www.axios.com/2022/12/20/biden-administration-strategic-petroleum-reserve?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.reuters.com/business/energy/venezuelas-oil-exports-slipped-despite-big-assist-iran-2023-01-05/
https://www.reuters.com/business/energy/us-poised-become-net-exporter-crude-oil-2023-2022-12-19/
https://oilprice.com/Latest-Energy-News/World-News/Transneft-Claims-Germany-And-Poland-Have-Ordered-More-Russian-Oil.html
https://oilprice.com/Energy/Energy-General/Guyanas-Oil-Boom-Will-Only-Accelerate-In-2023.html
https://www.axios.com/2022/12/20/biden-iran-nuclear-deal-dead-video
https://nationalinterest.org/feature/iran-seeking-new-proxy-war-south-caucasus-206030?utm_source=substack&utm_medium=email
https://www.timesofisrael.com/iran-closer-than-ever-to-weapons-grade-uranium-ex-top-defense-official-says/
https://www.reuters.com/world/us-slaps-new-sanctions-iranian-officials-over-protest-crackdown-2022-12-21/
https://www.reuters.com/world/us-slaps-new-sanctions-iranian-officials-over-protest-crackdown-2022-12-21/
https://www.jpost.com/middle-east/iran-news/article-726332?utm_source=substack&utm_medium=email

o The U.S. Navy seized a large shipment of assault rifles destined for the Houthis in
Yemen.

o lran is suggesting that the Mossad is influencing the Iranian protests.

o A Belgian citizen has been lashed 48 times for his alleged involvement in
espionage. The Belgian foreign ministry has protested the action.

o Iran’s leadership does appear to be softening its position on the hijab issue that
sparked the recent protests.

After several weeks of investigation, there is still no public evidence of who was
responsible for attacking the Nord Stream pipelines.

The Saudi Royal Family has tended to treat the oil riches as their own. Now, there are
reports that the crown prince is using the Sovereign Wealth Fund in a similar manner.

Alternative Energy/Policy News:

In a stunning reversal, Japan is ending its phase-out of nuclear power implemented after
the Fukushima disaster

The Korean firm Hanwha (000880, KRW, 27,200) has announced it is building a $2.5
billion solar manufacturing plant in Georgia.

A new activist group has formed to press major oil companies to reduce carbon
emissions.

The EU expanded its solar power by nearly 50% last year.

As EVs become more popular, recycling the batteries is becoming an important issue.

o We note that China continues to dominate the auto battery market.

Although EVs get much of the attention, hybrids will likely top the automobile space for
the near future.

Because the environmental movement is broad, segments are often at odds with each
other. The goal of protecting a wildflower in Nevada may prevent a lithium mine from
being built.

We track new developments in battery technology. Sodium/sulfur probably won’t
replace lithium in autos, but it may be a winner for large-scale utility storage.

One of our geopolitical themes is the shift from efficiency to resiliency in supply chains.
U.S. officials are worried about dependence on Asia for solar energy, but shifting
production to the U.S. will undoubtedly lift costs.

o To lower solar panel costs, India is considering lifting tariffs.

One of the problems facing the alternative energy industry is one seen in conventional
energy too—a lack of workers.
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https://www.aljazeera.com/news/2023/1/10/us-navy-says-it-seized-iran-assault-rifles-bound-for-yemen?utm_source=Eurasia+Group+Signal&utm_campaign=43b5037af4-EMAIL_CAMPAIGN_2023_01_11_12_04&utm_medium=email&utm_term=0_e605619869-43b5037af4-%5BLIST_EMAIL_ID%5D
https://www.timesofisrael.com/iran-claims-to-bust-mossad-linked-cells-trying-to-exploit-protests/?utm_source=substack&utm_medium=email
https://www.dw.com/en/iran-sentences-belgian-to-40-years-lashes-over-espionage/a-64344438?utm_source=substack&utm_medium=email
https://amwaj.media/media-monitor/khamenei-sends-dual-messages-on-hijab-as-top-police-appointment-looms
https://www.washingtonpost.com/national-security/2022/12/21/russia-nord-stream-explosions/
https://www.washingtonpost.com/national-security/2022/12/21/russia-nord-stream-explosions/
https://www.wsj.com/articles/saudi-arabia-mbs-mohammed-bin-salman-public-investment-fund-11672766494?st=nm5ttpdtwzn4w2x&reflink=desktopwebshare_permalink
https://apnews.com/article/russia-ukraine-business-japan-climate-and-environment-02d0b9dfecc8cdc197d217b3029c5898
https://www.dw.com/en/japan-plans-reversal-of-post-fukushima-nuclear-phase-out/a-64185316?utm_source=Eurasia+Group+Signal&utm_campaign=d3caacd4d3-EMAIL_CAMPAIGN_2022_12_23_12_32&utm_medium=email&utm_term=0_e605619869-d3caacd4d3-%5BLIST_EMAIL_ID%5D
https://www.axios.com/newsletters/axios-generate-2446d944-7567-493d-af86-8c759e0bf35f.html?chunk=0&utm_term=emshare#story0
https://www.axios.com/newsletters/axios-generate-2446d944-7567-493d-af86-8c759e0bf35f.html?chunk=0&utm_term=emshare#story0
https://www.ft.com/content/c695432d-436a-4784-aa66-a06bfeec186d?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.euronews.com/green/2022/12/20/eu-solar-power-soars-by-almost-50-in-2022-which-country-installed-the-most?utm_source=Eurasia+Group+Signal&utm_campaign=8df62628ac-EMAIL_CAMPAIGN_2022_12_21_12_11&utm_medium=email&utm_term=0_e605619869-8df62628ac-%5BLIST_EMAIL_ID%5D
https://www.topspeed.com/what-happens-to-all-of-the-old-ev-batteries/
https://www.ft.com/content/0d2553ad-e512-4979-af1b-39d08397de82?emailId=0d39ce8f-0b06-427b-995f-be5b22662410&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.technologyreview.com/2022/12/22/1065830/why-evs-wont-replace-hybrid-cars-anytime-soon/
https://www.axios.com/newsletters/axios-generate-54e1d99e-fb4f-4a60-8068-897d6fefb23e.html?chunk=1&utm_term=emshare#story1
https://bigthink.com/the-future/new-battery-cheaper-than-lithium-ion-four-times-capacity/
https://www.axios.com/2023/01/05/exclusive-doe-official-warns-of-solar-supply-chain-risks?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.reuters.com/business/energy/india-may-exempt-30-gw-solar-plants-equipment-duty-sources-2023-01-11/
https://www.reuters.com/business/energy/bidens-climate-agenda-has-problem-not-enough-workers-2023-01-11/

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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