
 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO  63119 | 314.743.5090 

www.confluenceinvestment.com 

1 

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.  
 

June 3, 2022 

 

Crude oil prices continue to grind higher despite reports of OPEC+ production increases and 

record SPR sales.  

 

 
(Source: Barchart.com) 

 

Crude oil inventories fell 5.1 mb compared to a 3.0 mb draw forecast.  The SPR declined 5.4 mb, 

meaning the net draw was 10.5 mb.   
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In the details, U.S. crude oil production was unchanged at 11.9 mbpd.  Exports fell 0.3 mbpd, 

while imports fell 0.4 mbpd.  Refining activity declined 0.6% to 92.6% of capacity.   

 

 
(Sources: DOE, CIM) 

 

The above chart shows the seasonal pattern for crude oil inventories.  This week’s report is 

consistent with last year’s pattern.  If that becomes the path for the next six weeks, a 10% decline 

in commercial stockpiles is in the offing.   

 

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 2005.  Using total stocks since 

2015, fair value is $92.85.   
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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: 

• The biggest news this week was the announcement of a partial oil embargo by the EU, 

but the second runner-up is also critical (the OPEC+ news comes in second).  The U.K. 

has announced a windfall profits tax on energy companies.  The 25% tax is designed to 

offset the cost of subsidies to U.K. households. The argument for such taxes is that an 

unusual event has occurred, which will cause pain to the economy.  Without adjustments, 

households will face the full burden of the event.  A windfall profits tax attempts to split 

the burden of the event.  However, economics teaches that prices are signals; a jump in 

prices signals consumers to conserve and producers to expand output.  A windfall profits 

tax undermines the price effect, leading to more consumption and less supply than would 

occur without the measure. 

• Although a change in power in Washington would likely improve the sentiment for the 

energy industry in the short run, it probably won’t change the long-term situation.  One 

area of concern is that younger engineers are shunning the industry due to the stigma of 

contributing to climate change.  If the industry can’t find workers, it will be tough to 

grow regardless of the pricing environment.   

o We note that the House GOP has released a road map on energy.  It’s mostly an 

“all of the above” plan, with the centerpiece being to streamline the permitting 

process for large infrastructure projects.   

• Over the past year, we have seen several ESG actions taken against oil companies.  We 

note that recently some of these measures have failed to be adopted.  Environmental 

actions at the company level tend to be limited by the goal of supporting the company’s 

continuing operations.   

• As the world attempts to reconfigure natural gas supply chains, LNG is becoming 

increasingly important.  Funding for new projects in the U.S. is increasing.  However, 

https://www.ft.com/content/58b49e45-112f-4ec8-9dd7-69e5bdfc8c21?emailId=6290af6ffe812d0023c55b3b&segmentId=41d35dc7-c65c-1eaf-153e-36ff476dbbb4
https://www.reuters.com/world/uk/uk-must-pay-household-support-without-deterring-investment-minister-2022-05-26/
https://www.reuters.com/business/energy/europes-efforts-shield-households-energy-cost-spike-2022-03-21/
https://www.reuters.com/business/energy/europes-efforts-shield-households-energy-cost-spike-2022-03-21/
https://www.ft.com/content/bd13dd74-d22d-4100-8979-3c8b1a2815ed
https://www.washingtonpost.com/climate-environment/2022/06/01/kevin-mccarthy-climate-change-energy/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.axios.com/newsletters/axios-generate-e2980fe2-6848-4110-b9e9-009bfe2372dd.html?chunk=2&utm_term=emshare#story2
https://rbnenergy.com/piece-by-piece-part-2-whats-powering-the-growth-of-small-scale-lng-producers
https://rbnenergy.com/piece-by-piece-part-2-whats-powering-the-growth-of-small-scale-lng-producers
https://www.ft.com/content/ef4a6f6d-5bb7-4760-8992-a8cdcd065574?emailId=628ea6f7ec59840023dbb672&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
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LNG growth is also affecting the usual seasonal patterns.  U.S. inventories are low 

despite high prices as more gas is diverted to world markets.   

• Despite the EU oil embargo (see below), German consumers are using either EUR or 

USD to make payments on Russian oil.  

o India is increasing its purchases of Russian oil, enjoying a deep price discount.   

o The EU and the U.S. have enacted stricter sanctions on insurance, which could 

make it much more difficult to insure oil shipments.  If sanctions on marine 

insurance develop, Russia could find itself unable to find buyers.   

• As noted in the data section, the U.S. continues to move oil out of the SPR.  Part of the 

reason for the release was to reduce energy prices.  Unfortunately, for most applications, 

crude oil isn’t directly used.  It must be refined into a petroleum product first.  Oil prices 

are high, but product prices, due to the lack of refining capacity, are even higher.   

• The G-7 is pressing OPEC+ to lift production.  

• Low water levels in the Western U.S. are threatening hydroelectric power.   

• Natural gas demand is highest in winter during the home heating season.  We have noted 

steadily rising summer demand as well.  The EIA reports that 88% of households used air 

conditioning in 2020; during the summer, peak demand is often supplied by natural gas, 

and air conditioning is a key driver of demand.   

o During the pandemic, there were state and local moratoria on utility shut-offs due 

to non-payment.  It is estimated that 20 million households are behind on their 

utility bills, a collective arrears of $23 billion.  Although we doubt all these 

households will suddenly have their utilities shut off, this situation is 

unprecedented.  We may see a reduction in utility demand without some sort of 

workout plan. 

 

Geopolitical news:  

• At long last, the EU has managed to put together a partial Russian oil embargo.  Hungary 

demanded an exemption and was granted one. Slovakia and the Czech Republic were 

also granted waivers.  The embargo will be phased in over the next six to eight months.  

In the wake of the decision, Brent crude oil rose above $120 per barrel.  Albeit less than 

perfect, the ban is notable; by year’s end, some 90% of EU imports of Russian crude oil 

will be cut off.  It should also be noted that the nations exempted from the ban will likely 

face tariffs, which will discourage imports from Russia. 

o Russia is said to be selling oil to China via ship-to-ship transfers on the high seas.  

The goal for both parties is to elude sanctions.   

o As is typical of sanctions regimes, Russia is becoming adept at circumventing 

controls on its exports.  Still, the “acid test” of the effectiveness of sanctions is the 

Urals/Brent spread, which continues to trade at a $35 per barrel discount 

compared to under $5 before the war. 

• The most important impact of the sanctions and the partial import ban is that both 

are forcing a restructuring of trade and payment flows.  Over time, Russia will sell 

more oil to China and India and less to the West.  At this juncture, the pipeline 

infrastructure isn’t in place for a seamless adjustment, so supply issues are inevitable.  

It’s also important to note that refineries tend to tailor their facilities to specific types of 

crude oil.  This factor will increase the supply problems and keep prices elevated.   

https://www.reuters.com/markets/commodities/global-lng-markets-brace-unknowns-ahead-winter-2022-05-26/
https://www.reuters.com/markets/commodities/payments-euros-or-dollars-russian-gas-are-working-german-govt-sources-2022-05-25/
https://www.reuters.com/markets/commodities/payments-euros-or-dollars-russian-gas-are-working-german-govt-sources-2022-05-25/
https://www.reuters.com/business/energy/indias-imports-cheap-russian-crude-surge-since-ukraine-invasion-2022-05-30/
https://www.ft.com/content/10372dd3-be3c-42b9-982b-241a38efcc88
https://www.reuters.com/markets/commodities/global-refiners-falter-efforts-keep-up-with-demand-2022-05-31/
https://www.ft.com/content/4addbaca-f511-4d83-8a6b-1f768ff49f21?emailId=6290af420de89d0004212e21&segmentId=3d08be62-315f-7330-5bbd-af33dc531acb
https://www.axios.com/2022/05/27/california-west-drought-electricity-grid-outages?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.eia.gov/todayinenergy/detail.php?id=52558
https://www.eia.gov/todayinenergy/detail.php?id=52558
https://www.ft.com/content/ba7dfaf2-15f7-4a06-84aa-40f304c50171
https://neada.org/wp-content/uploads/2022/04/utilitydebtpr4-26.pdf
https://neada.org/wp-content/uploads/2022/04/utilitydebtpr4-26.pdf
https://www.axios.com/2022/05/31/eu-russian-oil-ban-hungary-compromise-ukraine-war?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://ec.europa.eu/commission/presscorner/detail/en/statement_22_3382
https://www.politico.eu/article/eu-leaders-agree-on-russian-oil-embargo/
https://www.ft.com/content/acc55aee-1b63-4f23-b52d-41fe661b0714?emailId=62952e59ac05fe0023a06262&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.nytimes.com/live/2022/05/30/world/russia-ukraine-war/russia-oil-ban-europe?smid=url-share
https://www.reuters.com/world/europe/best-we-could-get-eu-bows-hungarian-demands-agree-russian-oil-ban-2022-05-31/
https://www.ft.com/content/e98313fd-a072-40f6-9e1b-4b52a1b1b20c?emailId=62952e59ac05fe0023a06262&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.axios.com/2022/05/31/eu-russian-oil-ban-hungary-compromise-ukraine-war?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.cbsnews.com/news/russia-oil-ban-european-union/?utm_source=Eurasia+Group+Signal&utm_campaign=d228e912ae-EMAIL_CAMPAIGN_2022_06_01_11_11&utm_medium=email&utm_term=0_e605619869-d228e912ae-134308033
https://www.ft.com/content/065d9946-b762-448b-9ab4-f1f213896d4a?emailId=6296e5091d04800023c8d2fe&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/065d9946-b762-448b-9ab4-f1f213896d4a?emailId=6296e5091d04800023c8d2fe&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://iono.fm/e/1187090
https://www.wsj.com/articles/russian-oil-producers-stay-one-step-ahead-of-sanctions-11654076614?st=f5sgiluib1vfg4h&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/russian-oil-producers-stay-one-step-ahead-of-sanctions-11654076614?st=f5sgiluib1vfg4h&reflink=desktopwebshare_permalink
https://www.reuters.com/markets/europe/eus-phased-in-oil-embargo-allows-russia-time-adjust-say-analysts-sources-2022-05-31/
https://www.bloomberg.com/news/articles/2022-05-26/russia-has-record-oil-volumes-at-sea-as-cargoes-shift-to-asia?utm_source=Eurasia+Group+Signal&utm_campaign=d228e912ae-EMAIL_CAMPAIGN_2022_06_01_11_11&utm_medium=email&utm_term=0_e605619869-d228e912ae-134308033
https://www.bloomberg.com/news/articles/2022-05-26/russia-has-record-oil-volumes-at-sea-as-cargoes-shift-to-asia?utm_source=Eurasia+Group+Signal&utm_campaign=d228e912ae-EMAIL_CAMPAIGN_2022_06_01_11_11&utm_medium=email&utm_term=0_e605619869-d228e912ae-134308033
https://www.ft.com/content/e62a1ef1-22d9-4591-bda4-0a0d5e5f6c15?segmentId=98583035-ac35-a0ba-ed44-378e53f8caec
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o One interesting example of the impact of trade flows is that private Indian refiners 

are benefiting from cheap Russian crude, while state-owned refiners, locked into 

long-term contracts, are seeing their margins contract.   

• The second-biggest story of the week is the OPEC+ announcement that it is increasing its 

monthly production targets to 0.65 mbpd from 0.40 mbpd.  Although the news may 

improve the supply situation, the adjustment is rather modest.  On the announcement, oil 

prices rose.   

o However, we harbor doubts that the cartel producers can hit this number.  Most 

members are already at capacity.  Throughout OPEC’s history, the KSA has 

tended to fill the gaps created by member states that fail to fulfill their quotas.  

Our concern is that the Persian Gulf OPEC members have less spare capacity than 

advertised and thus may simply be unable to lift production meaningfully.   

o The political optics are plain ugly.  President Biden is said to be preparing for a 

trip to the KSA.  During his campaign, he labeled the KSA a “pariah.”  Now he is 

traveling, hat in hand, for increased oil supplies.  The political opposition to 

meeting with the Saudi crown prince is growing.  Going the Riyadh instead of 

Houston to support higher oil production is hard to explain.   

• High levels of corruption in Iran are undermining trust in the regime.  A recent building 

collapse is further evidence of deteriorating trust.  There is also growing civil unrest due 

to rapidly rising food prices.  Meanwhile, the odds that the U.S. will return to the JCPOA 

remain long. Iran is demanding the U.S. rescind its labeling of the Iran Revolutionary 

Guard Corps as a terrorist organization.  That action would make little political sense.  

Reducing the likelihood further are U.N. findings that Iran has enriched enough nuclear 

material to make a nuclear weapon.  Sanctions have become less effective over time.  

Their presence limits the number of buyers of Iranian crude oil, forcing a discounted 

price. 

o One reason the Europeans keep working at talks is that they see Iran as a potential 

source of natural gas.  Even with a deal, there is no guarantee that relations 

between the U.S. and Iran will improve in the future.  Iran lacks the investment 

for boosting exports to the EU, and Europe may be reluctant to make those 

investments only to see them stranded by a change in U.S. policy.   

• Iran seized two Greek tankers in the Persian Gulf in retaliation for the Greek seizure of an 

Iranian tanker at the behest of the U.S.   

• Libya’s woes continue.  A pipeline leak has reduced export flows.  Rising food prices and 

the ongoing civil conflict will keep Libyan flows at risk.  Since the fall of the Gaddafi 

regime, Libyan production and exports have been volatile.  Unfortunately for Europe, the 

bulk of Libyan exports goes to the continent.   

• The UAE and Israel have signed a free trade agreement, removing tariffs on 96% of 

traded goods.  As the U.S. reduces its influence in the region, a coalition, which includes 

Israel, to isolate Iran has been developing.   

• The KSA and Algeria are seeing improved relations.  Although differences still exist, 

Riyadh’s outreach to Algeria could be part of a broader attempt to improve relations 

across North Africa. 

 

 

https://www.reuters.com/world/india/indian-private-refiners-profit-cheap-russian-crude-state-refiners-suffer-2022-06-01/
https://www.ft.com/content/bb130bb9-4b75-4626-961a-2c1ed9b0e7f9?emailId=6298bd2dabed4900042a5587&segmentId=3d08be62-315f-7330-5bbd-af33dc531acb
https://www.ft.com/content/bb130bb9-4b75-4626-961a-2c1ed9b0e7f9?emailId=6298bd2dabed4900042a5587&segmentId=3d08be62-315f-7330-5bbd-af33dc531acb
https://www.wsj.com/articles/saudi-arabia-mulls-pumping-more-oil-to-offset-lost-russian-production-11654167323?st=9b7qwo1k1ooc8gv&reflink=desktopwebshare_permalink
https://apnews.com/article/russia-ukraine-biden-boris-johnson-africa-8a1ec9511650906c8a65afd80e3f90e5
https://apnews.com/article/russia-ukraine-biden-boris-johnson-africa-8a1ec9511650906c8a65afd80e3f90e5
https://theintercept.com/2019/11/21/democratic-debate-joe-biden-saudi-arabia/
https://www.washingtonpost.com/opinions/2022/05/31/biden-meeting-mbs-evades-accountability-jamal-khashoggi/
https://www.politico.com/f/?id=00000181-2264-d947-a9ab-26649a630000&nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/f/?id=00000181-2264-d947-a9ab-26649a630000&nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.ft.com/content/4f2909b0-1194-4c7b-b41f-26d4d06b970d
https://www.ft.com/content/4f2909b0-1194-4c7b-b41f-26d4d06b970d
https://otaghasnafeiran.ir/16-2-401-rew/
https://otaghasnafeiran.ir/16-2-401-rew/
https://www.politico.eu/article/iran-nuclear-talks-may-restart-but-terrorist-label-spat-still-unresolved/
https://www.wsj.com/articles/iran-hasnt-provided-credible-explanations-for-nuclear-material-u-n-agency-says-11653923148?st=ai1b0lao7adzncx&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/iran-hasnt-provided-credible-explanations-for-nuclear-material-u-n-agency-says-11653923148?st=ai1b0lao7adzncx&reflink=desktopwebshare_permalink
https://amwaj.media/media-monitor/can-iran-supply-natural-gas-to-europe
https://amwaj.media/media-monitor/can-iran-supply-natural-gas-to-europe
https://www.nytimes.com/2022/05/27/world/middleeast/iran-seizes-greek-tankers.html?smid=url-share
https://apnews.com/article/russia-ukraine-politics-united-states-68af0db11c5c03e89049da0629ef4d85
https://www.argusmedia.com/en/news/2336848-libya-loses-22000-bd-output-on-pipe-leak-correction
https://www.al-monitor.com/originals/2022/05/libya-grapples-mounting-food-costs-diminishing-oil-revenues
https://www.eia.gov/international/analysis/country/LBY
https://www.nytimes.com/2022/05/31/world/middleeast/israel-emirates-uae-trade.html?smid=url-share
https://amwaj.media/article/algeria-and-saudi-arabia-mend-ties
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Alternative energy/policy news: 

• We expect nuclear power to become more important in the future, but currently, the West 

is heavily dependent on Russia for fuel.  Russia provides about a third of enriched fuel 

globally.   

o Japan is warming up to nuclear power, a major change since Fukushima.  

• Japan is testing the generation of electricity through ocean currents.  Ocean currents tend 

to be more stable than other unconventional energy sources and could become baseload if 

conditions are favorable. 

• U.S. officials continue to squabble over solar tariffs.   

• Volvo (VLVLY, USD, 17.81) announced it has built the first vehicle using fossil-fuel-

free steel.  There was no discussion of relative costs.  Self-driving EV trucks are starting 

to show up at mining sites.   

• EV sales are forecast to triple by 2025.  A key to expanding sales is lowering prices, 

which is starting to occur.   

o On the other hand, battery makers are complaining about higher input costs.   

• Substituting hydrogen for fossil fuels in industrial applications is garnering attention, but 

the costs involved are daunting.  

• If the world is going to shift away from fossil fuels, a massive expansion in mining 

investment is required.  It isn’t happening yet.   
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https://oilprice.com/Alternative-Energy/Nuclear-Power/The-West-Desperately-Needs-To-Invest-In-Uranium-Mining.html
https://www.reuters.com/world/asia-pacific/home-worlds-biggest-nuclear-plant-vote-may-shape-japans-atomic-future-2022-05-27/
https://www.bloomberg.com/news/features/2022-05-30/japan-s-deep-ocean-turbine-trial-offers-hope-of-phasing-out-fossil-fuels?srnd=green
https://www.axios.com/2022/05/26/democrats-divided-on-solar-investigation?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.volvogroup.com/en/news-and-media/news/2021/oct/news-4088346.html
https://www.volvogroup.com/en/news-and-media/news/2021/oct/news-4088346.html
https://www.axios.com/2022/06/02/autonomous-electric-work-trucks?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.bloomberg.com/news/articles/2022-06-01/will-electric-cars-take-over-they-must-sell-faster-to-reach-net-zero?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.cnn.com/2022/06/01/cars/chevrolet-bolt-price-drop/index.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.wsj.com/articles/this-tesla-supplying-battery-maker-has-lost-some-of-its-power-11654164716?st=ykrvnqmpcgfhl63&reflink=desktopwebshare_permalink
https://www.ft.com/content/96549d0d-be96-4f02-832a-a657e6819ca6
https://www.axios.com/newsletters/axios-generate-a6dc02d5-1d88-4251-b85d-3a3d6751c080.html?chunk=1&utm_term=emshare#story1

