Weekly Energy Update

By Bill O Grady, Thomas Wash, and
Patrick Fearon-Hernandez, CFA
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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 6, 2020

Here is an updated crude oil price chart. The oil market has stabilized at higher levels after
April’s historic collapse.
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Crude oil inventories fell more than anticipated, declining 7.4 mb compared to forecasts of a 3.5
mb decline. The SPR was unchanged this week.
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In the details, U.S. crude oil production fell 0.1 mbpd to 11.0 mbpd. Exports fell 0.4 mbpd,
while imports rose 0.9 mbpd. Refining activity rose 0.1%, close to expectations. The recovery
of imports is consistent with the passing of recent tropical storm activity.
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Unaccounted-for crude oil is a balancing item in the weekly energy balance sheet. To make the
data balance, this line item is a plug figure, but that doesn’t mean it doesn’t matter. This week’s
number is -609 kbpd. It is possible that production fell more than the DOE estimate.
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The above chart shows the annual seasonal pattern for crude oil inventories. This week’s data
showed a decline in crude oil stockpiles. We are approaching the end of the seasonal withdrawal
period. Although the declines of the last few weeks are supportive, stockpiles remain well above
seasonal norms and remain a bearish factor.
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Based on our oil inventory/price model, fair value is $34.29; using the euro/price model, fair
value is $57.11. The combined model, a broader analysis of the oil price, generates a fair value
of $45.81. The wide divergence continues between the EUR and oil inventory models. As the
trend in the dollar rolls over, it is bullish for crude oil. Any supportive news on reducing the
inventory overhang could be very bullish for crude oil.

After a steady recovery since the trough in late April, gasoline consumption has stalled. We
suspect this is related to the surge in COVID-19 infections; if it continues, it is a bearish factor
for crude oil prices.
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In energy news, the U.S. has expanded economic sanctions on Iran, specifying a series of
industrial metals thought to contribute to Iran’s missile program. A total of 22 metals were
listed; any nation trading these with Iran could be subject to sanction.

Saudi Arabia, with the help of the Chinese, constructed a facility to make “yellowcake” from
uranium ore. This is an important step in the nuclear process and suggests the kingdom has
decided to at least create the infrastructure for a nuclear program. This news follows on the heels
of reports that the UAE opened a nuclear power plant. The U.S. has tried to prevent Middle East
nations from going nuclear. It failed to stop Pakistan and it is thought that Israel has a nuclear
weapon. But, Iran’s drive to be a nuclear threshold state and America’s steady withdrawal from
hegemony appears to be leading Arab states to at least start the process for their own nuclear
programs.

Turkey has been involved in Libya, supporting Islamist factions against secular forces operating
in the eastern part of the country. The secular forces have been aided by Russia, the UAE, and
Egypt. To reduce Turkey’s influence in Libya, Egypt has allegedly sent troops to Syria to bolster
Assad’s military aligned against Ankara.

As the pandemic affects global trade flows, the Gulf States are increasingly concerned over food
security. These nations are mostly desert and are thus dependent on imports for much of their
food supply. They have been taking increasingly aggressive steps to manage this issue.

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.al-monitor.com/pulse/originals/2020/07/us-expand-sanctions-metals-trade-iran-ballistic-missile.html
https://www.wsj.com/articles/saudi-arabia-with-chinas-help-expands-its-nuclear-program-11596575671?st=7qqzu8tisq84p8f
https://nyti.ms/2BQdSK9
https://www.al-monitor.com/pulse/originals/2020/08/turkey-egypt-libya-conflict-moves-closer-turkish-borders.html
https://www.ft.com/content/5ff72ce2-5947-497e-ac83-4aa4d008a73d?emailId=5f2a231acfc2380004cf3af1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22

