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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.  
 

October 6, 2022 

 

Crude oil prices remain in a downtrend. 

 

 
(Source: Barchart.com) 

 

Crude oil inventories fell 1.4 mb compared to a 2.1 mb build forecast.  The SPR declined 6.2 mb, 

meaning the net draw was 7.6 mb.   
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In the details, U.S. crude oil production was steady at 12.0 mbpd.  Exports fell 0.1 mbpd, while 

imports fell 0.5 mbpd.  Refining activity rose 0.7% to 91.3% of capacity.  We are in the usual 

period for autumn refinery maintenance, so falling refining activity should be expected for the 

next few weeks.   

 

 
(Sources: DOE, CIM) 

 

The above chart shows the seasonal pattern for crude oil inventories.  As the chart shows, we are 

at the seasonal trough in inventories.  The build seen in October into November is usually due to 

refinery maintenance.  With the SPR withdrawals continuing, the seasonal build could be 

exaggerated this year. 

 

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 2003.  Using total stocks since 

2015, fair value is $108.71.  
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Market News: 

• This week’s big news is that OPEC+ has agreed to a production cut to bolster prices.  A 

reduction of two million barrels per day has been confirmed.  This news offers a number 

of insights into the thinking of the cartel.  First, such action would have to be considered 

an affront to the Biden administration who has taken great pains to reduce oil prices to 

improve consumer confidence.  A rise in oil prices will eventually lead to higher product 

prices, thwarting that goal.  In fact, Washington is raising diplomatic pressure on the Gulf 

states to try and prevent such actions.  Second, the news suggests that prices under $80 

are not making producers happy.  Third, worries about global recession are likely leading 

producers to try to prop up revenues, even though higher oil prices will also tend to hurt 

global growth.  Finally, the KSA may be trying to reduce output to build a capacity 

buffer.  It appears that OPEC+ is close to being out of capacity, and the fact that most 

nations can’t meet their quotas suggests that the cartel may not be able to lift output 

during an emergency.  By cutting production, the KSA could create some excess supply,  

but it is unmistakable that the KSA/U.S. alliance that has existed since the end of WWII 

is fraying badly.   

o Although the U.S. could continue SPR withdrawals in response to an OPEC+ cut, 

there is growing risk that the reserve is being depleted with little chance of 

rebuilding.   

o The administration is considering a ban on product exports to keep gasoline and 

diesel prices low in the U.S.  Such talk smacks of desperation.  Europe will likely 

shift to oil from natural gas if the latter becomes too scarce to maintain electricity 

production, and it will need U.S. diesel to do so.  Cutting off exports would show 

a profound lack of leadership from Washington and undermine support for the 

Ukraine war effort among Europeans.  The fact this is even being considered 

https://www.ft.com/content/476d8174-1ad5-4dbe-8092-37853b2a7673?emailId=9d7ae5cb-aa55-4d2b-af7e-c976220e4e0b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.axios.com/newsletters/axios-generate-d944173c-5d7c-4a22-9794-3c0c91e34c4e.html?chunk=0&utm_term=emshare#story0
https://www.nytimes.com/2022/10/02/business/opec-plus-production-cut.html?smid=url-share
https://financialpost.com/pmn/business-pmn/gazprom-resumes-flows-to-italy-via-austria-after-solution-found#:~:text=from%20our%20team.-,Gazprom%20Resumes%20Flows%20to%20Italy%20via%20Austria%20as%20Spat%20Resolved,a%20company%20statement%20on%20Telegram.
https://financialpost.com/pmn/business-pmn/gazprom-resumes-flows-to-italy-via-austria-after-solution-found#:~:text=from%20our%20team.-,Gazprom%20Resumes%20Flows%20to%20Italy%20via%20Austria%20as%20Spat%20Resolved,a%20company%20statement%20on%20Telegram.
https://www.axios.com/newsletters/axios-generate-a67a7e19-0937-4cf5-96c2-b8c048c735e6.html?chunk=1&utm_term=emshare#story1
https://www.wsj.com/articles/opec-to-weigh-production-cut-to-bolster-oil-prices-11664734482?st=hjf1n9rfadqu58n&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/opec-to-weigh-production-cut-to-bolster-oil-prices-11664734482?st=hjf1n9rfadqu58n&reflink=desktopwebshare_permalink
https://www.ft.com/content/bee3f1c7-4b7b-432b-ad35-6f506d173516?emailId=6862babb-5412-4588-955b-b25f1daee322&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/bee3f1c7-4b7b-432b-ad35-6f506d173516?emailId=6862babb-5412-4588-955b-b25f1daee322&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/9532f887-7cb2-4b38-abe3-6440581818dd
https://www.api.org/~/media/Files/misc/AFPM-Granholm-Letter-on-Refined-Product-Exports
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shows a cost of political polarization as once both parties believe that the other 

being in power will lead to catastrophic outcomes, any action appears justified.  

Cutting off product exports, however, could have profound geopolitical effects 

and may, in the end, not even lower prices in the U.S.  It is not hard to imagine 

that refining activity would decline if refining margins narrow.   

• The Dallas Fed’s survey of oil and gas activity in its district paints a picture of 

deteriorating conditions for energy firms.  Most participants expect oil market supplies to 

tighten into 2024.  The industry is bracing for a recession.   

• The head of Saudi Aramco (2222, SAR, 35.95) is warning that the world lacks adequate 

productive capacity for oil and natural gas, mostly because of the lack of investment in 

production.  Oil and natural gas are depleting assets and without constant investment, 

production will decline.  Although recession will likely reduce demand, once growth 

resumes, oil and gas prices could move higher.   

• The rise in EU natural gas inventories suggests that the region has been trying to prepare 

for winter.  Unfortunately, we still don’t know if the plan demand and supply actions will 

be sufficient.  Germany’s energy regulator warns that consumption is still too high, 

raising concerns about a crisis this winter.  Complicating matters is that Germany, like 

other nations in Europe, is planning subsidies to shield consumers from higher prices.  

Although understandable, preventing consumers from feeling higher prices will simply 

add to demand.   

o One way the EU will likely try to address natural gas shortages is through fuel 

switching.  Unfortunately, diesel inventories are also tight.   

o Germany is building new LNG terminals to replace lost Russian production.  

There were no Russian natural gas imports to Germany in September. 

o Europeans have opposed fracking, which has denied them potential energy 

supplies.   

o A new gas pipeline to Poland from Norway has recently opened.   

o Russia has shut off natural gas flows to Austria.   

o China has been rerouting U.S. LNG to Europe since China’s economy has been 

sluggish, which frees up this resource for resale.  The sale has been profitable for 

Beijing.   

• The Inflation Reduction Act has measures designed to reduce methane emissions.  This 

report offers a primer on the impact.   

• The following chart shows how coal has lost market share for U.S. electricity generation. 

https://www.dallasfed.org/research/surveys/des/2022/2203.aspx?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top#tab-questions
https://www.ft.com/content/9ef3817e-c7c0-4f93-bd06-5e6bd8736cde
https://www.ft.com/content/9ef3817e-c7c0-4f93-bd06-5e6bd8736cde
https://www.reuters.com/markets/us/us-oil-execs-fear-recession-nagging-supply-shortages-dallas-fed-survey-2022-09-28/
https://www.ft.com/content/109f0789-aac5-4fd8-9247-15856f5316c2
https://www.ft.com/content/109f0789-aac5-4fd8-9247-15856f5316c2
https://apnews.com/article/russia-ukraine-business-paris-european-union-66a4bbc879a0782418abbd1555fdfbfc
https://www.ft.com/content/d40c434a-01db-48a2-a535-3dd502354736?emailId=abc04aa1-466f-4ffc-9e15-34c05c938d46&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/d40c434a-01db-48a2-a535-3dd502354736?emailId=abc04aa1-466f-4ffc-9e15-34c05c938d46&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/business/energy/germanys-recent-gas-consumption-too-high-energy-regulator-2022-09-29/
https://www.ft.com/content/a14c4ae4-c513-46c1-b427-23a5e046703b?emailId=57cd21ab-151d-451e-906e-ffb8f72f508e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://oilprice.com/Latest-Energy-News/World-News/Europes-Diesel-Crunch-Is-Set-To-Worsen.html
https://www.yahoo.com/news/germany-builds-gas-terminals-succeed-041251194.html
https://twitter.com/A_Schroeder1985/status/1577273856779522048?utm_source=substack&utm_medium=email
https://oilprice.com/Energy/Energy-General/While-Europe-Banned-Fracking-The-US-Is-Transforming-It.html
https://www.reuters.com/markets/europe/gas-starts-flowing-poland-through-new-baltic-pipe-pipeline-2022-10-01/
https://twitter.com/GazpromEN/status/1576253694214959104?utm_source=substack&utm_medium=email
https://www.wsj.com/articles/china-is-rerouting-u-s-liquefied-natural-gas-to-europe-at-a-big-profit-11664772384?st=50ctetsizlorja4&reflink=desktopwebshare_permalink
https://rbnenergy.com/cover-me-part-2-inflation-reduction-act-new-methane-charge-takes-aim-at-emissions
https://rbnenergy.com/cover-me-part-2-inflation-reduction-act-new-methane-charge-takes-aim-at-emissions
https://www.energy.gov/eere/vehicles/articles/fotw-1258-october-3-2022-2021-40-electricity-produced-united-states-was?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
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(Source:  EIA) 

 

Geopolitical News:  

• We continue to monitor the Nord Stream 1 and 2 situation.  The EU and NATO have 

both declared the act to be sabotage.  Although Russia is suspected to be behind the 

attacks, it is still uncertain who actually attacked the pipelines.  The gas that was leaking 

was mostly for line pressure, and Danish officials have noted that it appears that most of 

the gas that was in the line has dissipated.  Both Sweden and Demark claim that the 

pipeline leaks were caused by “several hundred kilos” of explosives, increasing the 

likelihood that a state actor was involved.  NATO may not have the wherewithal to 

protect Europe’s energy infrastructure.   

• The EU is expanding its sanctions against Russia.  The current package includes an oil 

price cap along with other measures.  A price cap on natural gas hasn’t been agreed upon 

quite yet.  We are starting to see protests against high energy prices in Europe, and if the 

winter turns out to be cold, such unrest could spread and undermine support for Ukraine.  

Meanwhile, the U.S. appears to be calling for a phased implementation, likely to reduce 

the potential for price spikes.   

• Germany caused a firestorm in the EU by unveiling a support package for its industrial 

sector that would likely harm smaller nations in the EU.  The “go it alone” approach is 

coming under strong criticism as other countries fear that Germany’s subsidy program 

would lift German demand for natural gas and reduce supplies available to other areas of 

Europe.   

o  Adding to concerns about the fracturing of the EU are reports that Germany may 

cut electricity exports to keep the lights on at home.   

• Iran is continuing to shell Kurdish areas of Iraq which Tehran suspects are supporting the 

unrest in Iran.  The U.S. shot down an Iranian drone that was threatening a U.S. 

installation.  Unrest continues for the third week.  Rioting has moved to universities 

https://www.ft.com/content/294e441d-7b24-4144-a51f-75bdf70d723c?emailId=285e84d2-427b-4064-a599-18537715f332&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.axios.com/2022/09/28/nord-steam-pipeline-leak-sabotage?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.wsj.com/articles/nato-formally-blames-sabotage-for-nord-stream-pipeline-damage-11664449396?st=n08isdpqpnpcx73&reflink=desktopwebshare_permalink
https://www.cnn.com/2022/09/28/politics/nord-stream-pipeline-leak-russian-navy-ships/index.html
https://www.nytimes.com/2022/09/28/world/europe/pipeline-sabotage-mystery-russia.html?smid=url-share
https://twitter.com/Energistyr/status/1576523042401882113?utm_source=substack&utm_medium=email
https://twitter.com/Energistyr/status/1576523042401882113?utm_source=substack&utm_medium=email
https://www.axios.com/2022/09/30/nordstream-pipeline-leaks-explosion-sweden-denmark
https://www.stripes.com/theaters/europe/2022-10-04/nato-security-nord-stream-pipelines-7573980.html
https://www.ft.com/content/c4930d44-9db2-40ef-9800-e52a0112aceb?emailId=abc04aa1-466f-4ffc-9e15-34c05c938d46&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c4930d44-9db2-40ef-9800-e52a0112aceb?emailId=abc04aa1-466f-4ffc-9e15-34c05c938d46&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/business/energy/eu-countries-back-energy-windfall-levies-turn-gas-price-cap-2022-09-30/
https://www.nytimes.com/2022/09/28/world/europe/prague-protests-economy.html?smid=url-share
https://www.reuters.com/markets/commodities/us-treasury-seeks-three-phased-russian-fuel-price-cap-2022-10-04/
https://www.politico.eu/newsletter/brussels-playbook/germanys-middle-finger-summit-day-prep-macrons-man-in-trouble/?utm_source=POLITICO.EU&utm_campaign=f736009033-EMAIL_CAMPAIGN_2022_10_04_04_49&utm_medium=email&utm_term=0_10959edeb5-f736009033-190334489
https://www.ft.com/content/ed5ca191-c2c2-4472-9e5e-466bfd60f5d1
https://www.ft.com/content/d1569e6d-6599-417b-95aa-5f3348393354?emailId=9d7ae5cb-aa55-4d2b-af7e-c976220e4e0b&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/3871c752-3ae8-42b6-a4ca-2b0b44e9d1bc
https://www.ft.com/content/3871c752-3ae8-42b6-a4ca-2b0b44e9d1bc
https://www.wsj.com/articles/iran-attacks-northern-iraq-with-missiles-and-drones-killing-at-least-13-11664402169?st=w9tiuxgtm8suhz5&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/iran-protests-economy-sanctions-religious-police-11664891763?st=ahgsmvsy4hfweog&reflink=desktopwebshare_permalink
https://www.reuters.com/world/middle-east/iran-lawmakers-chant-thank-you-police-amid-growing-public-fury-over-womans-death-2022-10-02/
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where security officials are responding harshly.  Officials are warning against further 

protests, with both the parliamentary speaker and Ayatollah Khamenei calling for calm.  

There are reports that shopkeepers are joining the protests, and there is greater risk to the 

regime if participation widens.  History is generally on the side of the regime.  Although 

it has faced unrest before, harsh reprisals have tended to turn back protests.  However, 

authoritarian regimes can unexpectedly fall, and with Ayatollah Khamenei suffering from 

cancer and being elderly, it is possible that the clerics could lose control of the 

government to a coup. 

o In a related note, Tehran may be reconsidering its position with regard to the 

nuclear talks in light of the protests.  Accepting a deal may be attractive if it 

would boost the economy.  However, given the protests, it might be hard for the 

Biden administration to offer any concessions. 

• As we noted last week, Israel and Lebanon were close to an agreement to share offshore 

natural gas fields.  The deal has now been made.   

 

Alternative Energy/Policy News: 

• There is increasing interest in placing nuclear power plants on the sites of existing and 

closed coal utilities.  Since the sites are already brownfields, there is less likely to be 

opposition and the coal plants are already connected to the grid. 

• High prices for lithium are spurring interest in other materials for batteries.  The search 

for alternatives is a risk to lithium investment.  One battery design that might work for 

stationary requirements (like utilities) would be a flow battery.   

• The world’s largest CO2 removal plant will begin operations soon in Wyoming.   

• Energy storage other than batteries is another area of interest.  Stored hydropower, where 

water is pumped to an elevated reservoir during periods of lower power demand to flow 

down through turbines during periods of high power demand, has been around for years.  

China is working on a project that uses compressed air to accomplish the same outcome.  

• One of the great ironies of the clean energy industry is that it relies heavily on rare earths, 

which require large amounts of energy to mine and refine.  So, as oil and gas prices have 

increased, production of these metals is starting to decline.  
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https://apnews.com/article/iran-middle-east-dubai-united-arab-emirates-tehran-b25d75864157bf1e4dff602276346115
https://abcnews.go.com/International/wireStory/irans-supreme-leader-breaks-silence-protests-blames-us-90909676?utm_source=substack&utm_medium=email
https://www.wsj.com/articles/iran-students-shopkeepers-go-on-strike-as-protest-movement-maintains-strength-11664635201?st=1x6j2rj69x26dr7&reflink=desktopwebshare_permalink
https://www.al-monitor.com/originals/2022/09/will-irans-shift-iaea-help-break-deadlock-nuclear-talks
https://www.ft.com/content/68e1ace3-ce90-4138-8453-7089189c48f6?emailId=2a9f4b81-65d3-440e-a6cc-9817510d8268&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.indianaenvironmentalreporter.org/posts/report-80-of-existing-coal-plants-could-house-nuclear-power-at-35-the-cost-of-new-installations
https://www.energy-storage.news/battery-storage-supply-chain-shocks-spark-interest-in-non-lithium-alternatives/
https://medium.com/predict/flow-batteries-are-here-and-they-will-change-everything-66fa1eb3bbc7
https://www.yahoo.com/news/world-largest-carbon-removal-project-100000056.html
https://www.scmp.com/news/china/science/article/3194283/how-blowing-hot-air-propelled-chinese-scientists-energy-storage
https://oilprice.com/Metals/Commodities/The-Wests-Rare-Earth-Rush-Is-Being-Threatened-By-Ongoing-Energy-Crisis.html
https://oilprice.com/Metals/Commodities/The-Wests-Rare-Earth-Rush-Is-Being-Threatened-By-Ongoing-Energy-Crisis.html

