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.

December 7, 2023
Crude oil prices are breaking down despite OPEC+ efforts to restrain supply.
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Commercial crude oil inventories fell 4.6 mb compared to forecasts of a 3.0 mb draw. The SPR
rose 0.3 mb, which puts the net draw at 4.3 mb.
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In the details, U.S. crude oil production fell 0.1 mbpd to 13.1 mbpd. Exports fell 0.4 mbpd while
imports rose 1.7 mbpd. Refining activity rose 0.7% to 90.5% of capacity. Refinery activity
continues to improve on a seasonal basis.

Crude Qil Inventory Seasonal
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(Sources: DOE, CIM)

The above chart shows the seasonal pattern for crude oil inventories. Inventories have now risen
to seasonal norms.

OILINVENTORIES AND PRICES
OIL PRICES AND THE EURO
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Fair value, using commercial inventories and the EUR for independent variables, yields a price
of $65.83. However, given the level of geopolitical risk in the market, we are not surprised that
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oil prices are above this model’s fair value. However, we note that recent weakness in oil prices
has reduced the risk premium.

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 $89.80.

Market News:

The OPEC+ meeting ended with a set of voluntary cuts. The market sold off after the
news. Our take is that these meetings are designed to be like summit meetings where all
the participants decide in advance on a plan and the formal meeting is designed to make it
official. The fact that the meeting was delayed and then followed by “voluntary” cuts
means that either (a) nothing was decided before the meeting, or (b) whatever was
decided didn’t hold up once the meeting was underway. The Kingdom of Saudi Arabia
(KSA) continues to talk the market higher. The reality is, though, that the excess
capacity of OPEC+ is growing and without a lift in demand soon, it will be hard for
prices to hold up because the excess capacity will act to prevent traders from taking
aggressive long positions.

o OPEC+ has added a new member — Brazil joined the group. However, we will
be surprised if the country ever participates in production cuts.

o Thwarting OPEC+ efforts is record U.S. oil production. Interestingly enough, the
Biden administration is avoiding taking credit for this increase due to the
environmental wing of the Democratic Party.

The Biden administration has pledged to refill the Strategic Petroleum Reserve but is
finding that years of underinvestment in the salt dome facilities that house the oil are
hampering rebuilding efforts. We also note that the government has extended the grace
period of borrowed barrels by oil companies. We suspect that the administration wants to
avoid reducing supplies, which has led to the extended supply terms.
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https://worldview.stratfor.com/situation-report/brazil-brasilia-join-opec-flexing-fossil-fuel-might?mc_cid=24b22fa0b3&mc_eid=4d1f592612
https://www.eia.gov/dnav/pet/pet_sum_sndw_dcus_nus_w.htm
https://www.axios.com/2023/12/06/oil-production-biden?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://financialpost.com/pmn/business-pmn/massive-us-oil-caverns-sit-empty-in-threat-to-energy-security
https://financialpost.com/pmn/business-pmn/us-strategic-oil-reserve-refill-is-limited-despite-low-prices
https://finance.yahoo.com/news/shell-chevron-delaying-us-efforts-184723959.html
https://finance.yahoo.com/news/shell-chevron-delaying-us-efforts-184723959.html

Geopolitical News:

Although piped natural gas exports from Russia to Europe have mostly stopped, Russian
LNG sales are increasing to record levels. Several factors are causing this situation to
occur with one being that low water levels in the Panama Canal have redirected Russian
shipments away from Asia and over to Europe. LNG is not sanctioned by the West, so
European buyers can purchase the gas without penalty. We will be watching to see if the
U.S. tries to sanction this gas at some point.

o Over 70% of Russian overseas oil sales are occurring via a “shadow fleet” of
obscurely registered vessels.

Venezuela’s threats to Guyana continue. In the wake of a referendum over the weekend
in Venezuela, President Maduro issued a series of edicts creating a bureaucracy to control
about half of Guyana. He has also ordered oil drilling in Guyana’s territory. Brazil has
ordered a military mobilization; there is a gap in the jungle on the Guyana/Brazil/
Venezuela frontier. The Brazilian military is there to prevent Venezuelan troops from
using that gap to invade Guyana. Guyana is poised to become a major oil producer.

A series of missile and drone strikes have targeted shipping off the Yemeni coast of the
Red Sea. We strongly suspect the Houthis are involved and are showing support for
Hamas. U.S. warships have responded to the attacks. The U.S. is considering a naval
task force to protect Red Sea shipping.

Less than 10% of Russian oil is being sold using USD. This outcome is positive for
buyers, but as we noted last week, not so favorable for Russia.

President Putin made a rare trip outside Russia in a visit to the UAE and Saudi Arabia.

Russia has taken control of the Eridu oil field in Irag.

Alternative Energy/Policy News:

One of the outcomes of the COP28 meetings was a strong pledge to boost nuclear power.
Although rarely touted by environmentalists, nuclear power is emissions free and
reliable. Although Western nations made pledges to return to nuclear, most of the actual
building of reactors is occurring in Asia and especially in China. Uranium prices have
been strong lately, as consumers are trying to secure supplies. Prices have been
depressed for years, which has discouraged mining activity. But now, with renewed
interest in nuclear power (to say nothing about nuclear weapons proliferation), this
market has turned up.

As China increases its exports of EVs, the demand for ocean car carriers is heating up.

U.S. EV and hybrid auto sales are expanding.

The U.S. is leaning toward excluding Chinese EV batteries from the U.S. supply chain.

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
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https://www.kommersant.ru/doc/6379070
https://www.kommersant.ru/doc/6379070
https://www.axios.com/newsletters/axios-markets-ca154167-187f-424b-bfaf-587056108215.html?chunk=0&utm_term=emshare#story0
https://www.linkedin.com/feed/update/urn:li:activity:7137976748612182016/?updateEntityUrn=urn%3Ali%3Afs_updateV2%3A%28urn%3Ali%3Aactivity%3A7137976748612182016%2CFEED_DETAIL%2CEMPTY%2CDEFAULT%2Cfalse%29
https://www.ft.com/content/452703dc-1843-4255-8d9a-ad1d6893d009?emailId=dfc4ef75-d742-4da1-bec6-2a162aca4911&segmentId=13b7e341-ed02-2b53-e8c0-d9cb59be8b3b
https://www.theguardian.com/world/2023/dec/06/venezuela-guyana-takeover-mines-oil-gas-exploit?utm_source=substack&utm_medium=email
https://www.spglobal.com/commodityinsights/en/market-insights/latest-news/oil/120123-infographic-guyana-oil-output-drilling-fangtooth-production
https://abcnews.go.com/Business/wireStory/british-military-reports-explosion-off-coast-yemen-key-105337996
https://www.cnbc.com/amp/2023/12/03/pentagon-reports-us-warship-commercial-ships-attacked-in-red-sea-.html
https://geopoliticalfutures.com/daily-memo-us-discusses-task-force-to-protect-ships-in-the-red-sea/
https://geopoliticalfutures.com/daily-memo-us-discusses-task-force-to-protect-ships-in-the-red-sea/
https://www.intelligenceonline.fr/renseignement-d-etat/2023/12/04/les-services-occidentaux-traquent-la-flottille-fantome-de-teheran-en-mer-rouge,110114230-art
https://watcher.guru/news/brics-less-than-10-of-russian-oil-sold-in-us-dollars
https://www.cnbc.com/2023/12/06/putin-makes-rare-visit-to-the-uae-saudi-arabia-to-talk-relations.html?utm_source=substack&utm_medium=email
https://oilprice.com/Energy/Crude-Oil/Russia-Takes-Control-of-Iraqs-Biggest-Oil-Discovery-for-20-Years.html
https://www.nytimes.com/2023/12/02/climate/cop28-nuclear-power.html?hpgrp=ar-abar&smid=url-share
https://www.bangkokpost.com/opinion/opinion/2695286
https://www.bangkokpost.com/opinion/opinion/2695286
https://sc.mp/aff4?utm_source=copy-link&utm_campaign=3244069&utm_medium=share_widget
https://www.axios.com/newsletters/axios-generate-72326918-7f8a-4159-8ec6-24bd825a802a.html?chunk=2&utm_term=emshare#story2
https://www.axios.com/2023/12/06/hybrid-cars-electric-evs?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.reuters.com/markets/commodities/us-looks-shut-china-out-its-battery-supply-chain-2023-12-05/

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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