Weekly Energy Update

By Bill O’Grady, Thomas Wash, and
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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.

February 17, 2022

Oil prices briefly moved above $95 per barrel and are threatening the $100 per barrel level.
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Crude oil inventories rose 1.1 mb compared to a 1.9 mb draw forecast. The SPR declined 2.7
mb, meaning the net draw was 1.6 mb.
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In the details, U.S. crude oil production was unchanged at 11.6 mbpd. Exports fell 0.8 mbpd
while imports fell 0.6 mbpd. Refining activity plunged 2.9%. It is possible that the cold snap in
the reporting week adversely affected refining in Texas and Louisiana.

Crude Qil Inventory Seasonal
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This chart shows the seasonal pattern for crude oil inventories. This week’s report shows we are
“splitting the difference” between last year’s plunge and the usual rise seen in the 5-year average.
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Based on our oil inventory/price model, fair value is $70.99; using the euro/price model, fair
value is $55.07. The combined model, a broader analysis of the oil price, generates a fair value
of $63.76. It is rather clear that the relationships between crude oil prices and the dollar/oil

WWW.CONFLUENCEINVESTMENT.COM
2



inventories have changed. The pandemic has likely led to these changes, but the bigger issue
may be the impact of climate change policy on investment.

Market news:

As tension rise with Ukraine, Germany’s natural gas reserves have fallen to dangerously
low levels. If a conflict emerges in Ukraine, Germany could face an energy crisis which
would likely lift oil and gas prices even above their current elevated levels.

High energy prices are a serious political problem for the White House. Unfortunately,
there are few short-term actions that the administration can take to ease prices. There are
essentially four actions the administration is taking—SPR releases, lobbying OPEC+ for
higher output, cajoling higher domestic output (while seeing environmental rules reduce
supplies), and reviving the Iran nuclear deal. So far, none of these have had much effect.
As oil prices rise, there is growing speculation that U.S. shale producers will ramp up
output. However, so far, we are not seeing much evidence of expansion.
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This chart compares WTI to the barrels of production per worker, which is near all-time
highs. If U.S. producers were moving headlong into boosting output, we would expect
fewer barrels per worker, as we saw during the shale boom in the last decade. So far, that
isn’t happening. It is possible that technology has improved to the point where
productivity is elevated. But hiring has been restrained, and we expect production gains
to remain modest.

Recently, we saw a rare occurrence; in the Northeast, electric utilities burned petroleum
liquids instead of natural gas. Oil-fired electricity generation has declined over the past
few decades, but occasionally, conditions merit a short-term return.

Several states and municipalities are outlawing natural gas home appliances.
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https://www.euronews.com/2022/02/09/germany-s-gas-reserves-are-at-worrying-levels-admits-government?utm_source=Eurasia+Group+Signal&utm_campaign=7805e4c418-EMAIL_CAMPAIGN_2022_02_10_11_45&utm_medium=email&utm_term=0_e605619869-7805e4c418-134308033
https://www.euronews.com/2022/02/09/germany-s-gas-reserves-are-at-worrying-levels-admits-government?utm_source=Eurasia+Group+Signal&utm_campaign=7805e4c418-EMAIL_CAMPAIGN_2022_02_10_11_45&utm_medium=email&utm_term=0_e605619869-7805e4c418-134308033
https://www.ft.com/content/d0ce1c42-62ff-46c6-a1c7-82914ea7964f
https://www.ft.com/content/8b9a2497-b22e-4d0b-a2c1-e9f6236917aa?emailId=620ade257c69580004a57b50&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.ft.com/content/8b9a2497-b22e-4d0b-a2c1-e9f6236917aa?emailId=620ade257c69580004a57b50&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.eia.gov/todayinenergy/detail.php?id=51238
https://www.eia.gov/todayinenergy/detail.php?id=51238
https://www.visualcapitalist.com/mapped-every-power-plant-in-the-united-states/
https://www.visualcapitalist.com/mapped-every-power-plant-in-the-united-states/
https://www.politico.com/news/2022/02/15/climate-fight-gas-kitchen-00008750?nname=the-long-game&nid=00000171-5b34-d92d-a5ff-db3ee8890000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=2672637

Geopolitical news:

Although Ukraine is dominating geopolitical news, there are problems in other parts of
the world, too. Libya has been in turmoil since the ouster of Moamer Kadhafi in August
2011. Various groups are attempting to take control of the country; the U.N. is trying to
bring elections in a bid to create some sort of unified government. However, the list of
presidential candidates has been delayed, raising fears of additional tensions and
production disruptions. In addition, a power struggle has emerged in the Libyan
parliament over naming a prime minister. Libyan oil production has been volatile.

Crude Oil Production, Libya, Monthly
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However, in a world short of oil supplies, anything that would reduce output could drive
prices higher.

China is telling Iran it’s time to either accept the deal that has been proposed by the U.S.
and others or end talks. Iran appears to be stalling, delaying a decision on recent
proposals. Although the Biden administration wants some sort of news to reduce oil
prices, we continue to doubt that a deal can be reached.

o A recent report suggests Iran’s greatest concern is that a future U.S. president
could revoke the agreement. Tehran wants guarantees this won’t happen, but
there is no way the Biden administration can provide such assurances.

Despite the fact that Iraq is unsettled and its economy is rather weak, the country is still a
destination for economic immigrants from South Asia. The influx is raising tensions
among Iragis competing with immigrants for work.

Israeli PM Bennett recently visited Bahrain, the first time an Israeli PM has visited a Gulf
State. Given Bahrain’s close ties to the KSA, the visit signals a major change in the
region.
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https://www.wsj.com/articles/opec-supply-issues-risk-heightening-oil-market-volatility-11644574104?st=2we5ov0pou42tbv&reflink=desktopwebshare_permalink
https://www.france24.com/en/africa/20211211-libya-delays-presidential-candidate-list-for-election-scheduled-in-less-than-two-weeks
https://www.france24.com/en/africa/20211211-libya-delays-presidential-candidate-list-for-election-scheduled-in-less-than-two-weeks
https://www.aljazeera.com/news/2022/2/9/libya-lawmakers-set-to-name-a-new-leader?utm_source=Eurasia+Group+Signal&utm_campaign=7805e4c418-EMAIL_CAMPAIGN_2022_02_10_11_45&utm_medium=email&utm_term=0_e605619869-7805e4c418-134308033
https://www.jpost.com/international/article-696279
https://amwaj.media/media-monitor/us-sanctions-iran-amir-abdollahian
https://amwaj.media/article/iran-vienna-jcpoa-baqeri-kani-shamkhani
https://amwaj.media/article/iran-vienna-jcpoa-baqeri-kani-shamkhani
https://amwaj.media/article/influx-of-foreign-workers-stokes-discontent-in-iraq-laborers-expatriates
https://www.nytimes.com/2022/02/14/world/middleeast/israel-bahrain-bennett-meeting.html?smid=url-share

A leaked audio of a meeting of Iran’s Islamic Revolutionary Guard Corps leaders over
corruption is raising a stir in Iran.

Alternative energy/policy news:

There is evidence that EVs are rising in popularity.

Passenger electric vehicle sales
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Moving to EVs will have a profound impact on the auto industry, as such cars require
fewer parts and maintenance. It is quite possible that rising EV production will reduce
the workforce tied to the auto industry.

o A recent study suggests that the nations with the fastest EV sales also have the

most critical shortages of key minerals.

France is expanding its nuclear power industry to combat climate change.
California is working on a pilot project to cover canals with solar panels. Not only will
the solar panels provide clean electricity, but they will also reduce evaporation and
improve the water situation.
One issue with climate mitigation policies is the political decision of who should bear the
costs of implementing the changes. The general consensus is that fossil fuel companies
should pay the costs. If that turns out to be the case, it’s hard to imagine these companies
investing to expand production.
As climate worries grow, research surrounding geoengineering is being considered.
However, there is great hesitancy about moving in that direction.
New research on dunite suggests it might be useful in carbon capture.
The KSA is making plans to build capacity for hydrogen production.
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https://amwaj.media/media-monitor/iran-hardliners-ali-jafari-corruption
https://www.nytimes.com/2022/02/08/business/energy-environment/electric-cars-vehicles.html?smid=url-share
https://www.energymonitor.ai/sectors/transport/booming-ev-sales-challenge-mineral-supply-chains
https://www.wsj.com/articles/frances-macron-bets-on-nuclear-power-to-fight-climate-change-11644508634?st=pmnhoy6tnrecoun&reflink=desktopwebshare_permalink
https://thehill.com/changing-america/sustainability/energy/593694-first-in-the-nation-project-will-cover-canals-with?amp
https://www.politico.com/news/2022/02/09/climate-change-expensive-who-should-pay-00005198?nname=global-insider&nid=0000016f-153f-d06a-a5ff-f57f38310000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=2660405
https://www.politico.com/news/2022/02/09/climate-change-expensive-who-should-pay-00005198?nname=global-insider&nid=0000016f-153f-d06a-a5ff-f57f38310000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=2660405
https://yaleclimateconnections.org/2021/06/geoengineering-a-worst-case-plan-b-or-a-fuse-not-to-be-lit/
https://www.washingtonpost.com/science/2022/02/13/carbon-capture-storage/
https://rbnenergy.com/way-down-in-the-hole-energy-transition-clean-energy-goal-drill-down-report
https://www.ft.com/content/6dce7e6b-0cce-49f4-a9f8-f80597d1653a?emailId=620ade257c69580004a57b50&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320

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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