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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.  
 

August 10, 2023 

Oil prices are challenging the upper end of the trading range but so far have failed to breakout 

above that level.   

 
(Source: Barchart.com) 

Commercial crude oil inventories rose 6.8 mb, well above the 3.0 mb build forecast.  The SPR 

rose 1.0 mb. 

  

In the details, U.S. crude oil production jumped 0.4 mbpd to 12.6 mbpd.  The adjustment factor, 

which is a plug number to make the supply balance sheet “balance,” has been high in recent 

Weekly Energy Update 
 

By Bill O’Grady, Thomas Wash, and  

Patrick Fearon-Hernandez, CFA 

 

 



 

 

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

www.confluenceinvestment.com 

2 

weeks.  We suspect the DOE had been undercounting barrels and thus has adjusted production 

higher.  Exports dropped 2.9 mbpd, while imports were unchanged.  Refining activity rose 1.1% 

to 93.8% of capacity.  
 

 
(Sources: DOE, CIM) 

 

The above chart shows the seasonal pattern for crude oil inventories.  Last week’s rise partly 

offset the large draw from the previous week.  However, inventories remain a bit below their 

seasonal average.   
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Fair value, using commercial inventories and the EUR for independent variables, yields a price 

of $64.21.  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.   
 

  
 

Total stockpiles peaked in 2017 and are now at levels last seen in late 1985.  Using total stocks 

since 2015, fair value is $93.30.  

 

Market News: 

• Increasingly, the Kingdom of Saudi Arabia’s (KSA) oil production policy is deviating 

from the rest of the cartel.  As we noted last week, the Saudis extended their unilateral 

production cut of 1.0 mbpd.  Although the policy has successfully lifted oil prices, in the 

past, such unilateral policy has led to falling market share.  It’s not clear if the Saudis 

believe other sources of oil would not cause a similar result, or if the goal of lifting 

revenue is trumping other goals. 

• The U.S. oil industry is scrambling to attract engineering talent.  High wages for 

engineers and concern about climate issues among younger workers may constrain future 

oil production.   

• The DOE has issued its short-term energy outlook; the government is expecting modestly 

higher prices next year for crude oil and natural gas.   

• Former VP Pence has unveiled his proposed energy policy.  The goal is to make the U.S. 

the world’s largest energy producer by 2040. 

 

Geopolitical News:   

• Last week, Ukrainian drones attacked a Russian oil tanker for the first time.  Although it 

doesn’t appear that any oil flows were affected, if this tactic escalates, it could further 

constrain global oil supplies.  This action is a clear broadening of the war.   

• Iran’s continued harassment of Persian Gulf shipping is leading the U.S. to explore the 

idea of placing armed American troops on commercial ships.  Iran is putting missiles and 

drones on its vessels to threaten regional shipping.   

https://www.nytimes.com/2023/08/03/business/energy-environment/saudi-arabia-oil-production-cut.html?smid=url-share
https://www.wsj.com/articles/saudi-arabia-charts-solo-path-on-opec-policy-ab9a436c?st=lzc30a1o26ce449&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/saudi-arabia-charts-solo-path-on-opec-policy-ab9a436c?st=lzc30a1o26ce449&reflink=desktopwebshare_permalink
https://www.reuters.com/business/energy/saudi-arabia-will-extend-voluntary-1-mln-bpd-oil-cut-through-sept-spa-2023-08-03/
https://www.reuters.com/business/energy/saudi-arabia-will-extend-voluntary-1-mln-bpd-oil-cut-through-sept-spa-2023-08-03/
https://www.wsj.com/articles/big-oils-talent-crisis-high-salaries-are-no-longer-enough-194545be?st=3c2wg146mkdksun&reflink=desktopwebshare_permalink
https://www.eia.gov/outlooks/steo/archives/aug23.pdf?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.desmoinesregister.com/story/news/elections/presidential/caucus/2023/08/08/mike-pence-rolls-out-plan-make-united-states-top-energy-producer-support-for-year-round-e15/70551545007/
https://www.nbcnews.com/news/world/russia-ukraine-war-drone-attack-tanker-navy-ship-crimea-black-sea-rcna98307?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.bloomberg.com/news/articles/2023-08-06/ukraine-s-black-sea-drone-attacks-signal-a-rapidly-expanding-war?utm_source=website&utm_medium=share&utm_campaign=copy
https://www.nytimes.com/2023/08/05/world/asia/russia-ukraine-crimea-attack.html?smid=url-share
https://www.politico.eu/article/drone-attack-russia-tanker-kyiv-hit-energy-shipment-naval-base-crimea-black-sea-ukraine-war/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://amwaj.media/media-monitor/iran-signals-dialogue-deterrence-as-us-mulls-escalation-at-sea
https://apnews.com/article/persian-gulf-tensions-us-armed-guards-57295a81dc45c9e0755bd6a83ece86d9
https://gcaptain.com/iran-navy-readies-drones-and-missiles-as-us-marines-prepare-to-board-oil-tankers/?utm_source=substack&utm_medium=email
https://gcaptain.com/iran-navy-readies-drones-and-missiles-as-us-marines-prepare-to-board-oil-tankers/?utm_source=substack&utm_medium=email
https://www.al-monitor.com/originals/2023/08/iran-warns-more-ship-seizures-defiance-us-marines-gulf-deployment?utm_source=substack&utm_medium=email
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• In the wake of recent hajib protests in Iran, the government is creating a fourth 

intelligence agency, mostly to respond to domestic unrest.   

• In the broad spectrum of human relationships, power is an important element.  In 

international relationships, it may be the most important factor.  As we have noted in 

recent reports, the KSA and China have been taking numerous steps to improve relations.  

Part of this process has involved technological and scientific exchanges.  Research from 

Carnegie suggests the KSA may be shaping these exchanges to its advantage; in other 

words, the exchange may be more beneficial to Riyadh than to Beijing.   

o The mirror image of trade flows is payment flows.  To make payment flows 

effective, both parties need financial products where excess flows can be invested.  

We note that China and the KSA are in talks to have ETFs cross listed, which 

could create reserve assets in the currencies of both nations.  

o The KSA is indicating that it intends to expand investment into China.   

• Russia is starting to sell oil to China via the Arctic Ocean.   

• Azerbaijan and Iraqi Kurdistan are working to improve relations.  This decision is raising 

concerns in Iran, Iraq, and Turkey.  For Iran and Iraq, an independent Kurdistan is a 

potential threat.  Although Turkey usually tries to quell Kurdish nationalism, it is friendly 

with Azerbaijan and would therefore likely want to peel Iraqi Kurdistan away from Iraq.   

o We note that the central Iraqi government and Iraqi Kurdistan have agreed to draft 

a new oil law.  Essentially, Baghdad is trying to solidify its control of the 

Kurdistan region.   

 

Alternative Energy/Policy News: 

• Fusion power is back in the headlines.  One of the keys to the scientific method is 

repeatability.  If an experimental outcome isn’t repeatable, it probably isn’t real.  U.S. 

government scientists are claiming they have achieved a net gain in a fusion reaction for 

the second time.  Although we doubt fusion will be commercially feasible for decades, 

we do note that researchers are starting on the process.   

• China continues to make inroads into global auto markets.  In July, the bestselling EV in 

Sweden was a Chinese nameplate.  

o The Inflation Reduction Act created incentives to build EVs and key components 

in the U.S.  One way this was structured was to deny consumers the tax credit if 

the car or batteries came from outside the U.S. or from nations without a free 

trade agreement with the U.S.  Such restrictions create incentives for evasion.  

China is apparently investing heavily in South Korea’s EV battery industry, likely 

to create an avenue to gain access to the U.S. auto market.  South Korea has a free 

trade agreement with the U.S. 

o Chery Automotive, a Chinese SOE and the country’s ninth largest automaker, is 

teaming up with Huawei (002502, CNY, 2.38) to provide the operating system for 

some of its vehicles.  The U.S. considers Huawei to be a potential conduit of 

https://www.iranintl.com/en/202308060547?utm_source=substack&utm_medium=email
https://www.iranintl.com/en/202308060547?utm_source=substack&utm_medium=email
https://carnegieendowment.org/2023/08/01/how-saudi-arabia-bent-china-to-its-technoscientific-ambitions-pub-90301
https://carnegieendowment.org/2023/08/01/how-saudi-arabia-bent-china-to-its-technoscientific-ambitions-pub-90301
https://sc.mp/woto?utm_source=copy-link&utm_campaign=3229885&utm_medium=share_widget
https://www.reuters.com/markets/china-saudi-talks-etf-cross-listings-bolster-financial-ties-sources-2023-08-04/
https://www.ft.com/content/75064ebe-3ab3-496d-88ca-99b904ec5de1
https://www.highnorthnews.com/en/russian-crude-oil-now-flowing-china-arctic-ocean
https://amwaj.media/article/deep-dive-iran-israel-turkey-and-the-growing-baku-erbil-relationship
https://worldview.stratfor.com/situation-report/iraq-federal-government-kurdistan-agree-draft-new-federal-oil-law?mc_cid=d2eb6ca78f&mc_eid=4d1f592612
https://worldview.stratfor.com/situation-report/iraq-federal-government-kurdistan-agree-draft-new-federal-oil-law?mc_cid=d2eb6ca78f&mc_eid=4d1f592612
https://www.ft.com/content/a9815bca-1b9d-4ba0-8d01-96ede77ba06a?utm_source=GZERO+Daily&utm_campaign=8adbbb8b06-EMAIL_CAMPAIGN_2023_08_08_10_52&utm_medium=email&utm_term=0_e605619869-8adbbb8b06-%5BLIST_EMAIL_ID%5D
https://www.ft.com/content/a9815bca-1b9d-4ba0-8d01-96ede77ba06a?utm_source=GZERO+Daily&utm_campaign=8adbbb8b06-EMAIL_CAMPAIGN_2023_08_08_10_52&utm_medium=email&utm_term=0_e605619869-8adbbb8b06-%5BLIST_EMAIL_ID%5D
https://www.ft.com/content/12c48481-d78e-4c85-bf83-e1252f0f1772?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.bloomberg.com/news/articles/2023-08-03/a-chinese-suv-was-sweden-s-best-selling-electric-vehicle-in-july#xj4y7vzkg
https://jalopnik.com/china-wants-to-get-ev-batteries-into-the-u-s-through-s-1850697414
https://en.wikipedia.org/wiki/Chery
https://www.caixinglobal.com/2023-08-07/huawei-partners-with-chery-on-new-electric-vehicle-102090835.html
https://www.caixinglobal.com/2023-08-07/huawei-partners-with-chery-on-new-electric-vehicle-102090835.html
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information to the Chinese government, so it will be worth watching to see how 

Washington responds to nations importing these cars.   

o A price war for EVs in China has emerged, meaning it’s cheaper to purchase 

electric than gasoline vehicles.   

o As we have noted before, Western policymakers need to balance the goal of 

reducing carbon emissions with the foreign policy goal of isolating China.  As this 

report points out, it’s a difficult tradeoff.   

• It’s likely that the early adoption phase of EVs is coming to a close.  If so, it means new 

buyers will be more discriminating in terms of price and when making comparisons to 

gasoline cars.  That may mean that adoption will slow, and hybrids might become more 

prominent.   

• New technology could spur expanded use of geothermal power by expanding the use of 

horizontal drilling to create more “hot spots” to generate power.  

• As we have documented on numerous occasions, the move away from fossil fuels will 

entail a wholesale shift into metals.  Copper, lithium, nickel, cobalt, and other metals will 

be needed for many of the alternatives, from windmills to solar panels to EVs.  As we 

have also noted, China dominates many of these metals, both in their mining and 

processing.  The West is trying to source these key inputs from areas free of China’s 

control.  However, the task is proving difficult. 

• Another recent theme we have discussed is that the joint goals of reindustrializing 

America (and the industrial working class) and meeting climate targets may be in 

conflict.  Emphasizing the former will lead to higher costs, while focusing on the latter 

may lead to more imports which would not help the U.S. industrial sector.  Balancing 

these policy goals is difficult, but if the leadership sides with meeting climate goals over 

the goals of labor, the political costs could be large. 

• In the U.S., solar power additions to utility capacity are expected to grow sharply by 

year’s end.  Meanwhile, China is investing in pumped storage in conjunction with wind 

and solar power.  Pumped storage allows power to be provided when the sun doesn’t 

shine and the wind doesn’t blow. 

o U.S. utilities are warning that the Biden administration’s plans to restrict carbon 

emissions are unworkable.   
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https://www.bloomberg.com/opinion/articles/2023-08-08/chinese-evs-are-now-cheaper-than-gasoline-cars?sref=4t4kNnzF#xj4y7vzkg
https://www.ft.com/content/6d2ed4d3-c6d3-4dbd-8566-3b0df9e9c5c6
https://www.ft.com/content/ca7283a3-53e6-4066-a9f9-91adb3cf8d2b
https://www.ft.com/content/ca7283a3-53e6-4066-a9f9-91adb3cf8d2b
https://www.axios.com/2023/08/09/electric-cars-adoption-rates?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axioswhatsnext&stream=science
https://stateline.org/2023/08/04/geothermal-energy/
https://www.ft.com/content/0d2fba79-940f-4a28-8f4f-68f1e755200f
https://oilprice.com/Metals/Commodities/From-Mongolia-To-Mexico-Americas-Global-Pursuit-Of-Critical-Minerals.html
https://www.washingtonpost.com/opinions/2023/08/08/trump-lordstown-factory-biden-united-auto-workers/
https://www.eia.gov/todayinenergy/detail.php?id=57340&utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.eia.gov/todayinenergy/detail.php?id=57360
https://www.reuters.com/sustainability/bidens-carbon-proposal-is-unworkable-us-power-sector-warns-2023-08-08/

