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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.  
 

May 11, 2023 

 

Although prices have bounced to return to the lower end of the $84/$72 trading range, recession 

fears continue to dominate sentiment.   

 
(Source: Barchart.com) 

Commercial crude oil inventories rose 3.0 mb compared to the forecast draw of 2.5 mb.  The 

SPR fell 2.9 mb, putting the total draw at 0.1 mb. 

 

In the details, U.S. crude oil production was unchanged at 12.3 mbpd.  Exports fell 1.9 mbpd, 

while imports declined 0.8 mbpd.  Refining activity rose 0.3% to 91.0% of capacity.   
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https://www.ft.com/content/bc22107c-c8ae-4171-a6c2-e23e585db290
https://www.ft.com/content/bc22107c-c8ae-4171-a6c2-e23e585db290
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(Sources: DOE, CIM) 

 

The above chart shows the seasonal pattern for crude oil inventories.  After accumulating oil 

inventory at a rapid pace into mid-February, injections first slowed and then declined.  This week 

there was an increase, although storage levels remain below seasonal norms.   
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Fair value, using commercial inventories and the EUR for independent variables, yields a price 

of $58.00.  Although OPEC+ is trying to stabilize the market, recession worries are clearly 

pressuring crude oil prices. 
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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.  With another round of SPR sales 

set to happen, the combined storage data will again be important. 
 

 
 

Total stockpiles peaked in 2017 and are now at levels last seen in 2002.  Using total stocks since 

2015, fair value is $93.53.  

 

Market News: 

• Shale oil has been mothering short of a revolution, but there are worries that we may 

already be past the peak in production.  If so, the impact on the world economy could be 

profound. 

• The U.S. Chamber of Commerce has come out in support of streamlining the permitting 

process.   

• As oil company earnings have risen, so has talk of a windfall profits tax.   

• We live in divided times and there are very few topics that unite groups in America.  

Opposing China is one such issue that has become bipartisan, as is the recognition that 

local opposition to energy projects is slowing buildouts, whether they be tied to the fossil 

fuel industry or renewables.  Congress has tried to address the issue of “red tape,” but we 

don’t expect this issue to be resolved anytime soon.   

• Usually, the focus on temperature-related energy consumption is focused on winter when 

cold temperatures drive the demand for heating.  Increasingly, though, summer cooling 

demand is becoming significant as well.  Last week, we noted that Southeast Asia is 

suffering from extreme temperatures early in the season, and hot, dry weather is 

triggering wildfires in Alberta, Canada.  We also note that China is warning that a hot 

summer could lead to power shortages.   

• Iraqi policymakers are renewing their focus on energy with a major goal being self-

sufficiency in natural gas.  Iraq probably does have the resources as its associated gas 

flaring is the world’s second largest. 

• The Biden administration is floating the idea of imposing an energy tax on crypto mining.  

Data suggests the activity is the fourth largest consumer of household electricity.   

• Russian natural gas production has declined 10% so far this year.   

https://www.ft.com/content/222cf0e2-2a43-4181-adcd-656c2398d605
https://www.axios.com/newsletters/axios-generate-cb4ecd16-7833-4ce5-90e4-4bfb2f5846e7.html?chunk=4&utm_term=emshare#story4
https://oilprice.com/Energy/Energy-General/Oil-Major-Profits-Spark-Renewed-Calls-For-A-Windfall-Tax.html
https://www.wsj.com/articles/inflation-reduction-act-backlash-clean-energy-wind-solar-f3d4d900?st=joxbl9sjy7b5bsl&reflink=desktopwebshare_permalink
https://www.cnet.com/science/the-green-revolution-is-being-held-back-by-red-tape/
https://www.energy.senate.gov/services/files/92E7EAA5-E7BC-48E1-8E7F-FE688AE43252
https://www.axios.com/2023/05/08/intense-heat-waves-climate-change?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.axios.com/2023/05/08/intense-heat-waves-climate-change?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://spiral.imperial.ac.uk/bitstream/10044/1/103833/9/Scientific%20Report%20West%20Mediterranean%20Heat.pdf?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://twitter.com/EKMeteo/status/1655246208372178946?s=20&utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://twitter.com/EKMeteo/status/1655246208372178946?s=20&utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.axios.com/2023/05/08/canada-wildfires-evacuations-alberta-british-columbia?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.bloomberg.com/news/articles/2023-05-10/china-warns-severe-heat-means-another-summer-of-power-risks?in_source=embedded-checkout-banner
https://oilprice.com/Latest-Energy-News/World-News/Iraq-Aims-To-Halt-Natural-Gas-Imports-Within-3-Years.html
https://oilprice.com/Latest-Energy-News/World-News/Iraq-Aims-To-Halt-Natural-Gas-Imports-Within-3-Years.html
https://www.axios.com/newsletters/axios-generate-5bdcb04d-5cf2-479e-b243-f90b131fd01e.html?chunk=4&utm_term=emshare#story4
https://www.themoscowtimes.com/2023/05/03/russian-gas-production-down-10-in-2023-a81019
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Geopolitical News:   

• As China and the Kingdom of Saudi Arabia (KSA) have agreed to price oil sales in CNY, 

there has been a notable uptick in Chinese investment into the KSA.   

o We note that National Security Advisor Jake Sullivan is in Saudi Arabia this week 

as part of a trip to the UAE and India.  It appears that part of this visit will include 

a discussion on a possible U.S./KSA railway project, perhaps to compete with 

China’s Belt and Road Initiative.   

• As is often the case when sanctions are applied, firms willing to violate the sanctions (and 

bear the risk) can be rewarded with unusual profits.  In the case of Russia, Greek firms 

appear to be the most active.  Indian shippers are also involved.   

• The G-7 price cap has led the Kremlin to boost taxes on energy companies.  Falling 

production and sales have crimped tax revenue and the state has decided to raise taxes to 

maintain revenues.  Of course, this action will also reduce revenue for investment.   

• There is a raging debate underway surrounding the USD’s reserve currency status.  Our 

take is that U.S. financial sanctions are encouraging nations that are fearful of sanctions 

to develop alternative international trade and financing arrangements.  We doubt these 

arrangements will totally supplant the dollar’s deeply entrenched status.  We note that 

Russia and India suspended talks on settling trade in INR, most likely for the simple 

reason that Russia has realized it would accumulate the Indian currency without a clear 

way to recycle the INR.   

o At the same time, Pakistan says it wants to buy Russian oil with CNY.  Pakistan is 

a major recipient of Chinese aid and investment, and thus, is likely to find it easier 

to secure CNY instead of USD.   

 

Alternative Energy/Policy News: 

• The UAW has refrained from endorsing Biden for reelection.  The union is worried about 

the EV movement.  Since EVs have fewer parts than an ICE vehicle, job losses will be 

inevitable.  We don’t doubt that an endorsement will eventually arrive, but it’s a warning 

to Biden that he may have to support the UAW which will likely mean higher prices for 

EVs. 

• The IEA notes that 15% of energy-related emissions come from oil and gas operations.  

Fortunately, the agency notes that existing technology exists to curb these emissions at 

affordable costs. 

• Although controversial, this graphic shows the allure of atomic power due to the fact that 

the energy density of uranium dwarfs all other forms of energy.   

o Microsoft (MSFT, $310.52) has agreed to purchase nuclear fusion energy 

beginning in 2028 from a privately held firm called Helion.  Although we are not 

sure anyone will have commercially available fusion power at scale, the fact that a 

large company like Microsoft is willing to forward purchase power can help boost 

investment and research.   

https://www.caixinglobal.com/2023-05-04/in-depth-chinese-firms-flock-to-saudi-arabia-in-middle-east-gold-rush-102042468.html
https://apnews.com/article/biden-jake-sullivan-mbs-saudi-arabia-8a125615a5cc31a073a89fd7f98868c1
https://www.axios.com/2023/05/06/saudi-arabia-india-railway-middle-east-biden
https://www.wsj.com/articles/the-bad-boy-of-shipping-cashes-in-on-russian-oil-4668c238?st=uxmc1qyhesdiaph&reflink=desktopwebshare_permalink
https://www.ft.com/content/6f81585c-321a-41fb-bcdb-579e93381671?emailId=4e4629dc-05c8-4378-be70-f4d089aeeb39&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/f4b89276-efcf-4731-9ed3-7afea3be4c27?emailId=320c3725-2ffc-46c3-bd2d-12fa5547e1f8&segmentId=13b7e341-ed02-2b53-e8c0-d9cb59be8b3b
https://www.reuters.com/markets/currencies/india-russia-suspend-negotiations-settle-trade-rupees-sources-2023-05-04/
https://twitter.com/Brad_Setser/status/1654338954668261377?s=20
https://twitter.com/Brad_Setser/status/1654338954668261377?s=20
https://energy.economictimes.indiatimes.com/news/oil-and-gas/pakistan-keen-to-pay-for-russian-oil-imports-with-chinese-yuan/100130540#:~:text=The%20payment%20for%20the%20first,an%20interview%20late%20last%20week.
https://www.axios.com/newsletters/axios-generate-3bf8b95e-f17d-40af-8712-17aa01adf067.html?chunk=0&utm_term=emshare#story0
https://iea.blob.core.windows.net/assets/602bceea-f131-4484-9a90-84b3b0f2dbea/EmissionsfromOilandGasOperationsinNetZeroTransitions.pdf?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://iea.blob.core.windows.net/assets/602bceea-f131-4484-9a90-84b3b0f2dbea/EmissionsfromOilandGasOperationsinNetZeroTransitions.pdf?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.visualcapitalist.com/sp/uranium-the-fuel-for-a-utopian-energy-economy/
https://www.axios.com/2023/05/10/microsoft-nuclear-fusion-sustainability-work?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.helionenergy.com/


 

 

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

www.confluenceinvestment.com 

5 

• Toyota (TM, $138.18) announced it will supply hydrogen fuel cells for semi-trailer 

trucks.  Although battery technology dominates light vehicles, the batteries are too heavy 

to be practical for over-the-road trucks.  Hydrogen offers an alternative to diesel-powered 

trucks.  Toyota has lagged in the EV space, in part, because it has been more focused on 

fuel cells.  In this application, hydrogen may pay off. 

• The GOP and nine Senate Democrats have passed a measure to overturn President 

Biden's pause on solar tariffs; Biden has signaled he will veto the resolution.  There has 

been a constant state of tension between those who want to source alternative energy 

production domestically (at higher costs) or leave the possibility open to import solar 

panels from China (the world’s low-cost producer). 

o Lawmakers are also displeased with the administration’s easing of local content 

rules for critical minerals.   

• Israel unveiled a massive thermal storage operation which is expected to open by year’s 

end.   

• There is growing alarm over recent moves by nations in South America to nationalize 

various mineral mining operations.  Moves to nationalize lithium, specifically, have 

raised concerns.  

• Eighty percent of new cars sold in Norway are EVs.  The good news, so far, is that the 

grid has handled the change well, the cars are quieter, and pollution is much lower.  The 

bad news is that it has hurt the established car makers and lines have developed at 

charging stations.   

• There is growing concern about the U.S.’s deficits in rare earths, which are critical for the 

energy transition.  We note that a large rare earths deposit has been found in Wyoming. 

o The Biden administration is moving to expedite a manganese and zinc mine in 

southern Arizona but is running into environmental opposition.   

• Direct carbon renewal projects are starting to operate.  These are being helped by carbon-

credit exchange markets.  However, environmentalists are increasingly opposing these 

efforts, fearing that they will reduce the incentive to reduce fossil fuel usage.   

• Direct lithium extraction technology promises to boost production of the key mineral 

significantly.   

• China’s outbound foreign direct investment has been declining over the past decade.  One 

bright spot, though, is China’s investment in European EV battery factories.  This 

development could be problematic and is similar to the issues regarding solar panels.  

China is the low-cost producer of EV batteries, so having China build factories in Europe 

accelerates the energy transition.  However, allowing China to build these factories 

makes European EV producers more dependent on and vulnerable to China.  

o Glencore (GLNCY, $11.24) is planning to build Europe’s largest EV battery 

recycling plant. 

   

 

https://www.ft.com/content/3f707ace-9250-4de3-8869-1c21d5498c89
https://www.ft.com/content/3f707ace-9250-4de3-8869-1c21d5498c89
https://www.woodmac.com/news/opinion/washington-tariff-dispute-creates-uncertainty-for-us-solar/?utm_source=inside-track&utm_medium=email&utm_content=washington-tariff-10may23-iss218&utm_campaign=inside-track-april-2023
https://www.woodmac.com/news/opinion/washington-tariff-dispute-creates-uncertainty-for-us-solar/?utm_source=inside-track&utm_medium=email&utm_content=washington-tariff-10may23-iss218&utm_campaign=inside-track-april-2023
https://www.axios.com/newsletters/axios-generate-3bf8b95e-f17d-40af-8712-17aa01adf067.html?chunk=5&amp;utm_term=emshare#story5
https://www.axios.com/newsletters/axios-generate-57550b6a-316f-4a79-ac24-6a3f6e0715f8.html?chunk=1&utm_term=emshare#story1
https://www.freethink.com/energy/thermal-energy-storage-gigafactory
https://www.economist.com/the-americas/2023/05/02/the-green-revolution-will-stall-without-latin-americas-lithium
https://www.nytimes.com/2023/05/08/business/energy-environment/norway-electric-vehicles.html?smid=url-share
https://nationalinterest.org/blog/america-faces-rare-earth-element-crisis-206455
https://www.businesswire.com/news/home/20230503005966/en/Major-Deposits-of-Magnetic-Rare-Earth-Elements-Discovered-at-Ramaco-Resources-Mine-in-Wyoming
https://www.eenews.net/articles/biden-admin-expedites-first-ever-critical-minerals-project/
https://interestingengineering.com/innovation/worlds-largest-carbon-capture-facility
https://www.politico.com/news/2023/05/09/carbon-capture-biden-agenda-00095869?nname=the-long-game&nid=00000171-5b34-d92d-a5ff-db3ee8890000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=2672637
https://www.wsj.com/articles/carbon-markets-get-boost-from-wall-street-3c609711?st=nv2xrynclclv5wc&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/carbon-markets-get-boost-from-wall-street-3c609711?st=nv2xrynclclv5wc&reflink=desktopwebshare_permalink
https://www.politico.com/news/2023/05/09/carbon-capture-biden-agenda-00095869?nname=the-long-game&nid=00000171-5b34-d92d-a5ff-db3ee8890000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=2672637
https://www.politico.com/f/?id=00000187-ed22-d874-a98f-ed6390200000&nname=the-long-game&nid=00000171-5b34-d92d-a5ff-db3ee8890000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=2672637
https://www.ft.com/content/0639cdc0-9863-4736-a9f2-1b6c433f9369
https://merics.org/en/report/ev-battery-investments-cushion-drop-decade-low-chinese-fdi-europe-2022-update#msdynttrid=fOMH5TJrOwqWfoTxhYt9t7tu3pi6bEG1lf6YB2P3tg8
https://www.bloomberg.com/news/articles/2023-05-08/chinese-investment-in-europe-drops-except-for-ev-batteries?in_source=embedded-checkout-banner
https://www.nytimes.com/2023/05/08/world/europe/battery-factories-china-evs.html?smid=url-share
https://www.ft.com/content/ab593cac-5f7e-4b70-904d-94cc0251aaeb
https://www.ft.com/content/ab593cac-5f7e-4b70-904d-94cc0251aaeb
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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. 


