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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.

September 28, 2023

Oil prices are breaking out, raising the potential for a move toward $95 per barrel.
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Commercial crude oil inventories fell 2.2 mb compared to forecasts of a 2.0 mb build. The SPR
fell 0.3 mb, which puts the net draw at 2.4 mb (difference due to rounding).
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In the details, U.S. crude oil production was steady at 12.9 mbpd. Exports fell 1.1 mbpd, while
imports rose 0.7 mbpd. Refining activity fell 1.6% to 89.5% of capacity. We are clearly heading
into the autumn refinery maintenance period which should reduce demand.
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The above chart shows the seasonal pattern for crude oil inventories. Last week’s decline is
contra seasonal and thus is bullish for crude oil prices.
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Fair value, using commercial inventories and the EUR for independent variables, yields a price
of $74.92. Commercial inventory levels are a bearish factor for oil prices, but with the
unprecedented withdrawal of SPR oil, we think that the total-stocks number is more relevant.

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 late 1984. Using total stocks

since 2015, fair value is $95.49.

Market News:

e The IEA issued an updated report detailing what would be necessary to reach carbon
reduction goals by 2030. Generally speaking, it is still possible to reach these goals, but
the path is narrowing. The IEA claims that fossil fuel demand will need to decline 25%
by 2030; we suspect that isn’t likely.
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https://www.iea.org/reports/net-zero-roadmap-a-global-pathway-to-keep-the-15-0c-goal-in-reach
https://www.ft.com/content/44f71221-f99f-4d44-a46d-4255c085f199?emailId=6142a0cf-cce8-41a4-afdd-4fcfc5edd706&segmentId=13b7e341-ed02-2b53-e8c0-d9cb59be8b3b
https://www.ft.com/content/44f71221-f99f-4d44-a46d-4255c085f199?emailId=6142a0cf-cce8-41a4-afdd-4fcfc5edd706&segmentId=13b7e341-ed02-2b53-e8c0-d9cb59be8b3b

o Oil execs claim that without more support for shale drilling, oil is headed to $150
per barrel. We don’t think that is probable in the near future because OPEC+ has
significant excess capacity. However, over time, it could occur. The idea that
demand must fall by 25% will likely temper investment activity in oil and gas.

o One of the key factors in shale production is water. There are concerns that Texas
IS consuming so much water that it may eventually curtail output.

o U.S. oil production is steadily rising and is offsetting some of the production cuts
from OPEC+.

e Asoil prices continue to rise, the G-7 cap on Russian oil prices has become irrelevant.
The restrictions on Western insurance remain in place but are increasingly being ignored
as Russia is managing to acquire insurance from other sources.

o Russia has banned product sales in a bid to ensure ample domestic supplies.
Russian domestic prices have declined in the wake of the restrictions.

e Although there is still talk about phasing out fossil fuels in the West, China’s climate
envoy has made it clear that Beijing isn’t ready to give up on these fuels anytime soon.
This comment makes the idea of “peak oil demand” appear a bit premature.

e |t was a warm summer, and September has also been warm. The combination of
undersea volcanic activity, the emerging El Nifio, and the peak of the solar cycle have all
combined to lift summer temperatures. We will now be watching to see if we have a
mild winter as a continuation of these trends.

e Russia banned the export of distillate products earlier this month, but as prices have
increased, it has lifted its ban on bunker fuel, the high-sulfur fuel usually burned by ships.

e Despite high prices, U.S. E&P company capex remains constrained.

Geopolitical News:

e In the wake of the Iran/U.S. prisoner swap, there is hope that the two parties will use this
event to improve relations. Although we have our doubts that this will work, there are
parties trying to foster negotiations.

o Qatar is offering to facilitate talks between the U.S. and Iran about moving
forward on a new nuclear deal.

o On the other hand, Iran’s foreign minister, who was in New York for the UN
General Assembly meetings, was unable to visit Washington for talks.

o Robert Malley, who we discussed in an earlier Weekly Energy Update, appears to
be part of a deep influence campaign by Iran.

o President Raisi of Iran is calling for the U.S. to leave the Middle East.

o lran claims to have thwarted a massive bombing campaign. Tehran blames
Israel.
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https://www.bloomberg.com/news/articles/2023-09-25/oil-is-headed-for-150-without-us-government-support-for-drilling-shale-ceo?accessToken=eyJhbGciOiJIUzI1NiIsInR5cCI6IkpXVCJ9.eyJzb3VyY2UiOiJTdWJzY3JpYmVyR2lmdGVkQXJ0aWNsZSIsImlhdCI6MTY5NTY2OTc1MiwiZXhwIjoxNjk2Mjc0NTUyLCJhcnRpY2xlSWQiOiJTMUpVM0ZEV1gyUFMwMSIsImJjb25uZWN0SWQiOiJFQjAzMDE3NEQ3Q0U0RjlEODQzMjdBQkIzNEI2MkFDQSJ9.EDwxrubzAr91jNbpAUS9VsQ2r2xlFQj503OcFFzmqvQ
https://www.bloomberg.com/news/articles/2023-09-25/oil-is-headed-for-150-without-us-government-support-for-drilling-shale-ceo?accessToken=eyJhbGciOiJIUzI1NiIsInR5cCI6IkpXVCJ9.eyJzb3VyY2UiOiJTdWJzY3JpYmVyR2lmdGVkQXJ0aWNsZSIsImlhdCI6MTY5NTY2OTc1MiwiZXhwIjoxNjk2Mjc0NTUyLCJhcnRpY2xlSWQiOiJTMUpVM0ZEV1gyUFMwMSIsImJjb25uZWN0SWQiOiJFQjAzMDE3NEQ3Q0U0RjlEODQzMjdBQkIzNEI2MkFDQSJ9.EDwxrubzAr91jNbpAUS9VsQ2r2xlFQj503OcFFzmqvQ
https://www.nytimes.com/interactive/2023/09/25/climate/fracking-oil-gas-wells-water.html?smid=url-share
https://oilprice.com/Energy/Crude-Oil/OPEC-Cuts-Offset-By-Booming-US-Oil-Production.html
https://www.ft.com/content/cad37c16-9cbd-473c-aa2f-102c21393d2e
https://www.reuters.com/markets/commodities/russias-gasoline-prices-exchange-down-almost-10-after-export-ban-2023-09-22/
https://www.reuters.com/sustainability/climate-energy/china-climate-envoy-says-phasing-out-fossil-fuels-unrealistic-2023-09-22/
https://www.axios.com/newsletters/axios-generate-a3ef2bdd-b86e-43ca-add8-f3021f44a4d4.html?chunk=2&utm_term=emshare#story2
https://www.axios.com/2023/09/27/global-records-september-heat-climate-change?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.msn.com/en-us/weather/other/2022-volcanic-eruption-contributes-to-global-extremes-in-2023/ar-AA1h7VPz
https://www.msn.com/en-us/weather/topstories/climate-change-and-el-ni%C3%B1o-battle-it-out-this-hurricane-season/ar-AA1hd28D
https://www.nasa.gov/feature/goddard/2020/what-will-solar-cycle-25-look-like-sun-prediction-model
https://www.ft.com/content/b12dd4b4-2da8-404c-9262-290e1d89cbf4?segmentId=98583035-ac35-a0ba-ed44-378e53f8caec
https://www.reuters.com/business/energy/how-serious-is-russias-fuel-export-ban-who-will-be-hit-2023-09-27/
https://www.reuters.com/business/energy/russia-makes-minor-tweaks-its-fuel-export-ban-2023-09-25/
https://rbnenergy.com/i-can-see-clearly-now-eandps-slow-capex-growth-amid-talk-of-cost-deflation-in-2024
https://amwaj.media/media-monitor/iran-us-hail-prisoner-exchange-amid-hopes-of-renewed-diplomacy
https://amwaj.media/media-monitor/iran-us-hail-prisoner-exchange-amid-hopes-of-renewed-diplomacy
https://www.reuters.com/world/qatar-pursues-us-iranian-nuclear-steps-after-detainee-swap-2023-09-20/
https://amwaj.media/article/exclusive-iran-s-top-diplomat-leaves-us-after-washington-visit-falls-through
https://www.semafor.com/article/09/25/2023/inside-irans-influence-operation?utm_source=substack&utm_medium=email
https://www.semafor.com/article/09/25/2023/inside-irans-influence-operation?utm_source=substack&utm_medium=email
https://content.iranintl.com/en/investigates/inside-tehran-softwar/index.html?_gl=1*102fcrm*_ga*NTg3OTgxNDY2LjE2OTU3Mjg5MTc.&utm_source=substack&utm_medium=email
https://www.al-monitor.com/originals/2023/09/iran-parades-lines-drones-calls-us-gulf-pullout?utm_source=substack&utm_medium=email#ixzz8EQ9RsV00
https://www.aljazeera.com/news/2023/9/24/plot-for-30-simultaneous-exlosions-in-tehran-foiled-iran-says?utm_source=ground.news&utm_medium=referral&lh_aid=4750851&lh_cid=exee7e1aak&di=4e9f514f19af4b536cbf3b80d6b1993b

In a bid to conserve foreign currency reserves, Iraq will restrict all internal transactions
to the 1QD. Usually when a central bank puts such restrictions in place, the action
reduces trade.

Over the past few weeks, we have discussed Saudi/lsraeli normalization. The barriers to
a deal remain high, but talks appear to be continuing. As a potential deal looms, Iran is
trying to figure out how to respond. A KSA/U.S./Israel deal would create a formidable
obstacle to Iran’s goal of dominating the region.

o As negotiations continue, we note that the new Saudi envoy to the Palestinians
has visited the West Bank. Also, Israel’s tourism minister has visited the KSA,
which makes the minister the highest ranking official to actually visit Saudi
Arabia.

One of the key elements of the geopolitics of oil is that Europe lacks enough oil and
natural gas to be energy independent. Thus, it needs imports to meet its energy needs.
The U.S. wants Europe to be dependent on America. Europe, obviously, wants diversity
of sources. Washington has historically tolerated Europe getting supplies from the
Middle East and Africa but has consistently opposed Europe getting oil and gas from
Russia. As the war in Ukraine has disrupted Russian supplies, the EU is finding itself
increasingly dependent on the U.S., especially for natural gas.

o Mexico is planning to join the ranks of LNG export nations.

Chevron (CVX, $170.23) announced it will resume drilling activity in Venezuela. The
country has been under sanction for some time, but in the wake of the war in Ukraine,
Washington has gradually lifted sanctions in a bid to keep oil prices under control.

o At the same time, Citgo, the large U.S. refiner that is a subsidiary of the
Venezuelan state oil company PDVSA, will be auctioned off to pay Venezuelan
debt. So far, the Maduro government hasn’t taken measures to stop the sale.

Alternative Energy/Policy News:

European officials warn that the region must diversify its solar panel supply chains away
from its dependence on China. The U.S. industrial policy is attempting to support a
domestic solar panel industry.

o The EU is getting increasingly aggressive in protecting its auto industry,
threatening not only China but also U.S. EV producers with trade restrictions.

China is also dominant in rare earths mining and processing. Vietnam is vying to
compete with China in this market.

o Vietnam is also making headway in the EV market and hopes to become a source
for the EU now that Europe is considering restricting Chinese EVs.

Ford (F, $12.55) halted work on a battery plant in Michigan. The plant, which uses Chinese
licensed technology, has been controversial. The UAW, which is currently striking, has
claimed that this halt was designed to influence the union’s wage efforts. However, the
company claims it isn’t sure it can “competitively” operate the plant.
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https://www.reuters.com/article/iraq-will-restrict-all-internal-transact-idUSC6N3AE02C
https://www.reuters.com/article/iraq-will-restrict-all-internal-transact-idUSC6N3AE02C
https://www.economist.com/middle-east-and-africa/2023/09/24/an-israeli-saudi-pact-could-upend-the-middle-east
https://amwaj.media/media-monitor/as-saudi-normalization-with-israel-edges-closer-iran-debates-response
https://amwaj.media/media-monitor/as-saudi-normalization-with-israel-edges-closer-iran-debates-response
https://apnews.com/article/saudi-arabia-palestinians-israel-ambassador-normalization-talks-ramallah-792c0e4bcb344d26e002289610e67da2
https://apnews.com/article/saudi-arabia-palestinians-israel-ambassador-normalization-talks-ramallah-792c0e4bcb344d26e002289610e67da2
https://www.bnnbloomberg.ca/israel-s-tourism-minister-in-highest-level-visit-to-saudi-arabia-1.1976509?lh_aid=4750851&lh_cid=bnwkysghfc&di=60796fdac51e4b41bc554552c90c1b35
https://www.ft.com/content/7e94bc82-c358-4a8c-b539-781d62dbc3c9
https://www.reuters.com/business/energy/mexicos-first-lng-plant-receive-final-piece-days-2023-09-22/
https://oilprice.com/Latest-Energy-News/World-News/Chevron-Getting-Ready-For-New-Oil-Drilling-In-Venezuela.html
https://www.reuters.com/business/energy/delaware-court-sets-start-citgo-share-auction-oct-23-2023-07-21/
https://www.ft.com/content/6f0f7b92-e6dc-45d1-b065-58acf314e8a9?segmentId=98583035-ac35-a0ba-ed44-378e53f8caec
https://www.ft.com/content/6ecee5d2-e86b-49d3-9b7f-da937bf8b993
https://www.nytimes.com/2023/09/26/business/energy-environment/first-solar-panels-biden-ira.html?smid=url-share
https://www.nytimes.com/2023/09/26/business/energy-environment/first-solar-panels-biden-ira.html?smid=url-share
https://www.chinatalk.media/p/eu-china-ev-slugfest-are-the-gloves?utm_source=%2Finbox&utm_medium=reader2
https://sc.mp/0rof?utm_source=copy-link&utm_campaign=3235340&utm_medium=share_widget
https://www.ft.com/content/37e1e4cd-e527-43da-a177-b55e96ac995b
https://www.reuters.com/markets/commodities/inside-vietnams-plans-dent-chinas-rare-earths-dominance-2023-09-25/
https://www.reuters.com/markets/commodities/inside-vietnams-plans-dent-chinas-rare-earths-dominance-2023-09-25/
https://www.reuters.com/business/autos-transportation/vinfast-deliver-evs-europe-this-year-eu-probes-china-rivals-2023-09-21/
https://www.nytimes.com/2023/09/25/business/energy-environment/ford-battery-plant-michigan.html?smid=url-share
https://qz.com/ford-s-chinese-partner-insists-their-ev-battery-deal-is-1850872778
https://qz.com/ford-s-chinese-partner-insists-their-ev-battery-deal-is-1850872778
https://www.axios.com/newsletters/axios-generate-b5f62211-7668-4345-9435-c3aeb4368479.html?chunk=2&utm_term=emshare#story2

o Chinese firms are investing in Moroccan phosphate, which they use in batteries.

o Looking for a good primer on EV batteries? This report from The Economist lays
out the different battery technologies and where new developments are going.

e Geothermal energy remains an attractive alternative energy. So far, it has mostly been
restricted to regions with volcanic activity but there are hopes that it can be deployed
more broadly. In addition, there is research under way to make current geothermal power
more efficient.

e There is also research in progress that could transform CO? into synthetic natural gas.

e The U.S. is aiming to build a nuclear fusion facility within the next decade.

e Microsoft (MSFT, $310.65) is funding small modular reactors to provide energy to the
company. This energy is designed to, in part, provide electricity for its Al efforts.

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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https://www.ft.com/content/9539f746-82bf-49db-ae87-237196a60c88
https://www.economist.com/science-and-technology/2023/08/23/superbatteries-will-transform-the-performance-of-evs
https://scitechdaily.com/full-steam-ahead-extracting-over-65-more-heat-from-geothermal-reservoirs/
https://oilprice.com/Energy/Energy-General/Game-Changing-Titanium-Dioxide-Electrode-Transforms-CO2-To-Clean-Fuel.html
https://apnews.com/article/granholm-nuclear-fusion-energy-emissions-416f497b842ce94292ec6fb009a4087a
https://www.axios.com/newsletters/axios-generate-6a0f3459-fda5-4769-ad7f-6993ae3c7ddb.html?chunk=3&utm_term=emshare#story3

