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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.

December 14, 2023

(N.B. The Weekly Energy Update is going on indefinite hiatus. Next year, look for a new report format.)

Crude oil prices are continuing to break down despite OPEC+ efforts to restrain supply.
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Commercial crude oil inventories fell 4.3 mb compared to forecasts of a 2.0 mb draw. The SPR

was unchanged, which puts the net draw at 4.3 mb.
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https://www.reuters.com/markets/commodities/opec-oil-output-cut-may-be-too-brief-physical-market-weakens-2023-12-11/

In the details, U.S. crude oil production was steady at 13.1 mbpd. Exports fell 0.4 mbpd, while
imports declined 0.6 mbpd. Refining activity fell 0.3% to 90.2% of capacity.

The above chart shows the seasonal pattern for crude oil inventories. Inventories are below
seasonal norms but are following a similar pattern.
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Fair value, using commercial inventories and the EUR for independent variables, yields a price
of $66.88. The recent drop in oil prices indicates that the geopolitical risk premium has mostly
been priced out of the market.
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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 $90.16.

Market News:

e COP28 is coming to a close with an agreement. Earlier in the week, it appeared that
hopes of ending fossil fuel production had been scotched. The draft agreement didn’t
contain commentary on phasing out fossil fuel fuels, mostly on pressure from Saudi
Arabia. However, as is often the case, Satan lives in the details. Oil producers signed off
after the language surrounding fossil fuels was softened to a “shift” from the energy
source as opposed to a “phasing out.” The loopholes have been described as
“cavernous.” As we noted earlier, we really don’t think these meetings will bring a
serious change in policy. There is no international enforcement mechanism and the
temptation to “free ride” the restrictions of other nations is too great.

o The IEA estimates that the current pledges to reduce fossil fuels will not limit
global warning to 1.5°C, meaning that even current promises won’t be enough to
limit projected risks from climate change.

e The DOE’s short-term energy outlook is calling for mostly steady prices for crude oil
next year but lower gasoline prices.

e Foreign oil companies are exiting Nigeria. This could increase the odds that future
production declines.

e Low water levels in the Panama Canal are causing shippers to reroute fuel shipments.

Geopolitical News:

e As we have noted in earlier reports, the plan to limit Russia’s revenue from oil sales has
floundered, mostly because Moscow has worked around the insurance ban by building a
fleet of old oil tankers. Over 70% of Russian oil sales is not using Western insurance. It
will be interesting to see what happens when/if there is an accident involving one of these
vessels.
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https://www.axios.com/2023/12/13/cop28-draft-text-fossil-fuels-transition-away?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.axios.com/2023/12/11/fossil-fuel-phaseout-cusp-of-history-cop28?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.politico.com/news/2023/12/11/fossil-fuel-phaseout-dropped-cop28-00131066
https://www.ft.com/content/b622bc0c-2a24-4b31-9d7c-fb5e6d80e6f5
https://www.ft.com/content/b622bc0c-2a24-4b31-9d7c-fb5e6d80e6f5
https://www.ft.com/content/3f4cd713-9875-4c7d-9986-81453bf33206
https://www.ft.com/content/3f4cd713-9875-4c7d-9986-81453bf33206
https://www.nytimes.com/2023/12/13/climate/cop28-climate-agreement.html?hpgrp=ar-abar&smid=url-share
https://www.aljazeera.com/news/2023/12/13/new-un-climate-deal-calls-for-transitioning-away-from-fossil-fuels
https://www.cnn.com/2023/12/13/climate/cop28-climate-summit-makes-unprecedented-call-for-transition-away-from-fossil-fuels-but-cavernous-loopholes-remain
https://www.ft.com/content/08e08334-f637-4a4f-8374-3f6c24ba7dd2
https://www.ft.com/content/08e08334-f637-4a4f-8374-3f6c24ba7dd2
https://www.eia.gov/outlooks/steo/archives/dec23.pdf?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.ft.com/content/36e72b4b-6895-4915-8c6f-6db95e65dd39
https://www.reuters.com/markets/commodities/fuel-tankers-face-long-slog-panama-canal-drought-reroutes-flows-2023-12-13/
https://www.ft.com/content/69d83a44-1feb-4d6b-865d-9fb827b85578
https://www.ft.com/content/69d83a44-1feb-4d6b-865d-9fb827b85578

o India paid $84.20 for Russian crude oil in October, well above the $60 cap.

Although Venezuela continues to threaten Guyana, we doubt Maduro would actually
invade. We suspect he will use the threat as a bargaining chip to get sanctions eased.
Reports that Venezuela is contacting major oil firms to revive offshore projects is
evidence that this may be his plan.

o The presidents of Guyana and VVenezuela are set to meet on December 14, with
Brazilian President Lula as mediator. Guyana has stated it will defend itself if
Venezuela invades.

So far, the Hamas/Israel conflict has remained contained. We do note that Israel has been
making threats to Hezbollah (see below) in Lebanon and the Houthis are continuing to
attack Red Sea shipping. Shippers are starting to avoid the area. There is still a chance
that the war expands but, so far, Iran seems to prefer to keep it contained.

o The covert conflict between Israel and Iran is said to be continuing unabated.

o lIsrael is also facing increasing attacks on its northern border. Although they have
not escalated to the point where Israel is moving to invade, the Netanyahu
government might conclude that since it is already at war it might as well build
wider buffers on its borders.

Alternative Energy/Policy News:

Last week, we noted that COP28 included a nuclear energy push, supported by the U.S.

But, once again, China appears to be dominating the effort. China has unveiled a fourth
generation reactor, making it the leader in this technology. Perhaps even more troubling
is that China is apparently trying to hoard uranium. The country’s buying behavior has

sent uranium prices up 70% this year.

o The House has passed a bill banning the import of Russian uranium for nuclear
power. However, the bill has an “out” clause that will allow for imports if other
viable sources aren’t available.

o Nuclear startups are facing increased difficulty in raising funding and managing
the thicket of regulation surrounding nuclear power.

It is becoming increasingly clear that the U.S. will forego using Chinese EV components,
which will slow the adoption of EVs but allow for a domestic industry to develop.

Additional evidence of weakening EV demand comes from Ford (F, $10.98), which is
cutting production of its F-150 Lightening truck.

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.reuters.com/markets/commodities/india-bought-russian-oil-842bbl-october-highest-since-december-2023-12-12/
https://www.ft.com/content/f53f360e-7dd2-43d4-b9dc-660c959e4ce9?emailId=5f90e5a4-d5dc-4bcb-a04e-9463304956b4&segmentId=13b7e341-ed02-2b53-e8c0-d9cb59be8b3b
https://www.reuters.com/business/energy/venezuela-prods-bp-chevron-revive-gas-project-near-trinidad-guyana-2023-12-08/
https://worldview.stratfor.com/situation-report/venezuela-guyana-presidents-discuss-border-dispute-dec-14?mc_cid=1c5d0ed7ee&mc_eid=4d1f592612
https://www.ft.com/content/061c41ab-c1ce-40af-885d-5f2528eb8f03?emailId=52e000d9-5233-494d-bcf7-560f5b8d61cd&segmentId=13b7e341-ed02-2b53-e8c0-d9cb59be8b3b
https://www.wsj.com/articles/israel-warns-hezbollah-to-pull-back-forces-to-avert-war-5294f412?st=twfayom4da9tfwg&reflink=desktopwebshare_permalink
https://www.atlanticcouncil.org/blogs/menasource/its-time-to-redesignate-the-houthis/?utm_source=substack&utm_medium=email
https://www.atlanticcouncil.org/blogs/menasource/its-time-to-redesignate-the-houthis/?utm_source=substack&utm_medium=email
https://apnews.com/article/yemen-ship-attack-houthi-rebels-red-sea-946b40e6393af6216c0b6ef734311be9
https://www.spglobal.com/commodityinsights/en/market-insights/latest-news/oil/121123-shippers-avoiding-red-sea-transits-after-attacks-watching-suez-canal-traffic
https://www.jpost.com/middle-east/iran-news/article-777571?utm_source=substack&utm_medium=email
https://worldview.stratfor.com/article/border-clashes-risk-bringing-israels-war-against-hamas-lebanon-and-iran?mc_cid=28a94f3b18&mc_eid=4d1f592612
https://www.cnbc.com/2023/12/04/us-leads-coalition-to-triple-nuclear-power-by-2050-in-effort-to-address-climate-change.html
https://www.wsj.com/world/china/atomic-power-is-in-againand-china-has-the-edge-5f8a8b84?st=z0vygbiw6co5bbp&reflink=desktopwebshare_permalink
https://sc.mp/v45x?utm_source=copy-link&utm_campaign=3244102&utm_medium=share_widget
https://sc.mp/v45x?utm_source=copy-link&utm_campaign=3244102&utm_medium=share_widget
https://www.ft.com/content/e2380ad4-4381-4d2f-b698-1652dabe0c4c
https://thehill.com/policy/energy-environment/4354533-house-passes-bill-barring-imports-russian-uranium-nucler-power/
https://www.ft.com/content/c0700a01-c1e8-4e5e-8300-ac264bd25293?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
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