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Weekly Energy Update

By Bill O 'Grady, Thomas Wash, and
Patrick Fearon-Hernandez, CFA

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 19, 2021

Oil prices remain under pressure as concerns over the Delta virus and seasonal factors press

prices lower.
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Crude oil inventories fell 3.2 mb compared to the 1.5 mb draw forecast. The SPR was

unchanged this week.
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In the details, U.S. crude oil production rose 0.1 mbpd to 11.4 mbpd. Exports rose 0.8 mbpd,

while imports were unchanged. Refining activity rose 0.4%.
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This chart shows the seasonal pattern for crude oil inventories. We are well into the summer
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withdrawal season. Note that stocks are well below the usual seasonal trough seen in early
September. A normal seasonal decline would result in inventories around 550 mb. Our seasonal
deficit is 69.0 mb. Since early July, inventory levels have stabilized. As the chart indicates,
seasonal inventory stabilization usually occurs in September, so if this pattern continues, the

seasonal deficit should narrow.
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OIL PRICES AND THE EURO
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Based on our oil inventory/price model, fair value is $62.67; using the euro/price model, fair

value is $62.09. The combined model, a broader analysis of the oil price, generates a fair value
of $62.09. Continued dollar strength is weighing on oil prices.
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Market news:

Oil prices have come under pressure due to the impact of the Delta variant. This variant
is leading to limited lockdowns in parts of the world and raising fears of weakening oil
demand. Complicating matters are calls from the administration for OPEC+ to raise
output. The fear of weakening demand coupled with higher potential supply is bearish
for crude oil.

Although environmentalists would like to reduce coal usage, strong natural gas prices are
fostering more coal-burning for electricity production.

Although Alberta’s oil production hit a record, the future of tar sands looks bleak.

Geopolitical news:

The new Iranian administration has named a hardliner to the position of foreign minister.
Hossein Amirabdollahian is said to be very close to the Quds Force of the Iranian
Revolutionary Guard Corps. His appointment further dims the likelihood of a resumption
of the nuclear deal with Iran.

Iran’s new president is weighing on whether to enter into talks with Saudi Arabia.

A private group is said to be the source of a major hack of Iran’s railway system.

Alternative energy/policy news:

Although fracking and some onshore oil projects can be based on short-term outlooks for
oil, deepwater projects take years to develop and need years of demand to justify. We
may be seeing the last Gulf of Mexico project, with nations projecting zero carbon
emissions by 2050.

Economists of all stripes generally agree that a key part of addressing climate change is
establishing a proper price for carbon. Once the cost of burning fossil fuels includes the
cost of environmental harm, market incentives will encourage conservation and help pay
for mitigation efforts. Carbon capture is one technology that might allow for the
continued use of hydrocarbons if the carbon can be stored and not allowed into the
atmosphere. However, without a realistic price, it’s hard to justify the cost of such
projects. The EU has a carbon market, and prices are reaching a point where investing in
carbon capture projects is starting to look feasible.

As we have noted, although electric vehicles remain the most likely replacement for cars
and light trucks, large trucks and buses may use hydrogen instead. Delivering hydrogen
may be too difficult for retail use, but in concentrated depots, it might work well. We are
starting to see some cities experiment with hydrogen buses.

o MIT is experimenting with a process that can generate hydrogen from scrap
aluminum.

Poland, a heavy coal user, is strongly considering moving to nuclear power.

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.
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https://www.wsj.com/articles/delta-variant-has-dented-2021-recovery-in-oil-demand-iea-says-11628755201?st=z74llgcz9uo45vm&reflink=desktopwebshare_permalink
https://www.ft.com/content/65a310a6-54f6-40d5-aaa8-661106aa0f93
https://www.ft.com/content/102a1c89-632b-4e41-8af1-4bad95a5b017?segmentId=98583035-ac35-a0ba-ed44-378e53f8caec
https://www.reuters.com/world/middle-east/irans-raisi-presents-new-ministers-parliament-state-tv-2021-08-11/
https://www.mei.edu/publications/hossein-amirabdollahian-quds-force-favorite-becomes-irans-new-foreign-minister-part-1
https://amwaj.media/media-monitor/tehran-riyadh-talks-awaits-the-decsion-of-president-raisi
https://www.nytimes.com/2021/08/14/world/middleeast/iran-trains-cyberattack.html?smid=url-share
https://rbnenergy.com/last-great-american-whale-shells-latest-crude-oil-project-in-the-deepwater-gulf
https://rbnenergy.com/bullet-the-blue-sky-us-energy-markets-progress-toward-carbon-capture-solutions
https://www.bloomberg.com/news/articles/2021-08-15/cost-to-bury-carbon-near-tipping-point-as-emissions-price-soar
https://www.bloomberg.com/news/articles/2021-08-15/cost-to-bury-carbon-near-tipping-point-as-emissions-price-soar
https://apnews.com/article/technology-joe-biden-business-environment-and-nature-climate-change-5913fff50378b5706769463a2b02dfca
https://news.mit.edu/2021/using-aluminum-and-water-to-make-clean-hydrogen-fuel-0812
https://news.mit.edu/2021/using-aluminum-and-water-to-make-clean-hydrogen-fuel-0812
https://www.ft.com/content/1ed55036-24b0-4734-9901-76133cfd3c3b
https://www.ft.com/content/6031bd28-5f7e-40ed-9e6d-aef34eade58d

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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