Weekly Energy Update

By Bill O’Grady, Thomas Wash, and
Patrick Fearon-Hernandez, CFA
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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 13, 2022

Since troughing in early December, oil prices have been steadily rising due to tightening
supplies. We are approaching the highs set in November.
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Crude oil inventories fell 4.6 mb compared to a 1.7 mb draw forecast. The SPR declined 0.3 mb,
meaning the net draw was 4.9 mb.
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In the details, U.S. crude oil production declined 0.1 mbpd at 11.7 mbpd. Exports fell 0.6 mbpd,
while imports rose 0.2 mbpd. Refining activity unexpectedly fell 1.4%.

Crude Qil Inventory Seasonal
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This chart shows the seasonal pattern for crude oil inventories. This week, we reset the chart for
2022, adding 2021 as a reference. The key element to watch is to determine whether inventories
follow the usual seasonal pattern, repeat last year’s path.
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Based on our oil inventory/price model, fair value is $70.20; using the euro/price model, fair
value is $53.68. The combined model, a broader analysis of the oil price, generates a fair value
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of $62.18. Current prices exceed our model projections, but price momentum is likely to push
prices higher.

Although gasoline inventories have been rising rapidly, we note the rise is consistent with
seasonal patterns.
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We would expect gasoline stockpiles to rise another 12-15 mb by early February.

Market news:

e The U.S. is now the world’s top LNG exporter, edging out Qatar and Australia for the
first time. In the late 1990s into the mid-2000s, the U.S. was aggressively building the
infrastructure to import LNG. Remarkably, 15 years later, the U.S. is a leading source of
LNG to the world.

e Higher natural gas prices led to a resurgence in coal consumption this year, leading to a
rise in greenhouse gas emissions.

e Banks are coming under increasing scrutiny over lending to fossil fuel companies. As
regulators restrict lending to the sector, financing will likely come either from internal
cash flow or from the shadow banking system. The bottom line is that the lack of
available financing will tend to make the oil supply less responsive to higher prices.

e Market forces are powerful. Using markets to price carbon could create an investment
case for carbon removal.

¢ In the face of rapidly rising natural gas prices, a British energy supplier suggested
homeowners should “cuddle their pets” to stay warm this winter. It has subsequently
apologized for the comment. It reminds us of our youth and “Three Dog Night,” a band
named after something our ancestors did to stay warm.
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https://www.axios.com/newsletters/axios-generate-3dfab81a-4a59-47f2-8f5f-28e29ea0c432.html?chunk=4&utm_term=emshare#story4
https://www.axios.com/us-carbon-emissions-jumped-2021-coal-rebound-fb2a4b1d-2cfd-4eaf-b453-8f89d6a51b57.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.ft.com/content/73615213-08ce-4786-9b8c-773029552bbc
https://www.npr.org/sections/money/2022/01/11/1071282973/as-carbon-removal-gains-traction-economists-imagine-a-new-market-to-save-the-pla
https://www.npr.org/sections/money/2022/01/11/1071282973/as-carbon-removal-gains-traction-economists-imagine-a-new-market-to-save-the-pla
https://amp.cnn.com/cnn/2022/01/11/business/ovo-energy-apology-gbr-intl-scli/index.html
https://amp.cnn.com/cnn/2022/01/11/business/ovo-energy-apology-gbr-intl-scli/index.html
https://www.youtube.com/watch?v=as8K3H7Rros

Geopolitical news:

Kazakhstan’s president “invited” peacekeepers from various allied countries (mostly
from Russia) as widespread unrest developed. We will discuss the situation there in more
detail in a future Bi-Weekly Geopolitical Report, but it is important to note that the
country is a major oil and gas producer and provides 40% of the world’s uranium
supplies.

Natural gas prices in Europe appear to be manipulated by Moscow to gain leverage over
the EU. This situation will likely continue going forward.

Showing brazen disregard for U.S. sanctions, China increased its purchases of oil from
Iran and Venezuela.

Alternative energy/policy news:

The transportation sector is working to boost fuel efficiency to control costs and reduce
carbon emissions. One experiment is that ships are deploying kites to allow wind energy
to reduce fuel consumption.
EVs are becoming more popular; one reason is that automakers are beginning to electrify
pickup trucks.

o A recent Deloitte report details that Japan and South Korea are leading the world

in consumer attitudes in favor of EVs or other alternative vehicles.

Germany has closed three of its six remaining nuclear power plants.
One theme we have been watching is the oil to metals trend in electrifying the
transportation sector. BHP (BHP, USD, 66.58) is making a major investment in
Tanzania to secure nickel supplies.

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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