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.

July 13, 2023

Falling U.S. inflation is raising hopes that the Fed’s tightening cycle is coming to an end. That
has lifted oil prices, triggering a breakout above the recent trading range.
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Commercial crude oil inventories rose 5.9 mb, well above the 0.1 mb draw forecast. The SPR
fell 0.4 mb, putting the total build at 5.5 mb.
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In the details, U.S. crude oil production fell 0.1 mbpd to 12.3 mbpd. Exports fell 1.8 mbpd,
while imports fell 1.4 mbpd. Refining activity rose 2.6% to 93.7% of capacity.
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The above chart shows the seasonal pattern for crude oil inventories. After accumulating oil
inventory at a rapid pace into mid-February, injections first slowed and then declined. This
week’s build is contraseasonal; current inventories are in line with seasonal levels.
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Fair value, using commercial inventories and the EUR for independent variables, yields a price
of $59.77. Commercial inventory levels are a bearish factor for oil prices, but with the
unprecedented withdrawal of SPR oil, we think that the total-stocks number is more relevant.
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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. With another round of SPR sales
set to happen, the combined storage data will again be important.
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Total stockpiles peaked in 2017 and are now at levels last seen in 2002. Using total stocks since
2015, fair value is $94.27.

Market News:

e China has made a concerted effort to improve energy security. Increasing its imports
from Russia and making aggressive diplomatic and investment actions in the Middle East
are all part of this goal. It should be noted that domestic production is also increasing.

o China has increased residential natural gas prices in a bid to reduce demand.

e Hot weather continues. In the U.S., 88.6 million Americans are in areas of extreme heat.
Phoenix is threatening to break its previous record of 18 days with 110+ F temperatures.
Miami has also seen temperatures near that level and has suffered through 30 consecutive
days of heat indexes over 100 F.

Geopolitical News:

e As sanctions erode on Iran, Tehran is boosting exports, thwarting the Kingdom of Saudi
Arabia’s efforts to lift prices.

o lrag is becoming increasingly important in Tehran’s sanction busting.

e Venezuela has seen sanctions gradually erode as the world adjusts to the war in Ukraine.
The country is using expanding oil exports to pay down debt.

¢ Russia tends to view Central Asia as its near abroad. We have noted that recently China
has been challenging Russia for this region. Reports suggest that the Prigozhin mutiny
has led the “stans” to further distance themselves from Moscow.

e Rob Malley is a long-time diplomat that specializes in Iran. He was the Iranian envoy
(the U.S. doesn’t have formal relations with Iran) for the Biden administration and was
involved in the JCPOA talks. He has been relieved of his duties as the EBI investigates
his handling of classified materials. However, there is growing speculation he may be a

spy for Iran.
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https://www.bloomberg.com/opinion/articles/2023-07-10/china-s-oil-production-boom-shouldn-t-be-overlooked#xj4y7vzkg
https://www.reuters.com/business/energy/chinese-cities-raise-residential-gas-prices-after-policy-reform-2023-07-11/
https://www.ft.com/content/63da78e8-679d-4234-87c8-6be07a4b47a8?emailId=b96e1339-decc-482e-8253-3d0e72e6fa9c&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.heat.gov/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.nytimes.com/2023/07/09/us/heat-southwest-arizona.html?smid=url-share
https://twitter.com/BMcNoldy/status/1678450271666716673?s=20&utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.wsj.com/articles/iran-floods-global-markets-with-cheap-oil-as-saudi-arabia-cuts-output-e78aeac?st=co4bh4rg7b5owsl&reflink=desktopwebshare_permalink
https://www.bloomberg.com/news/articles/2023-07-11/iraq-s-pm-announces-gradual-return-of-iran-s-gas-shipments#xj4y7vzkg
https://oilprice.com/Latest-Energy-News/World-News/Venezuela-Looks-To-Pay-Down-20-Billion-US-Debt-With-Oil-Exports.html
https://jamestown.org/program/prigozhin-mutiny-further-distances-central-asia-from-russia/
https://www.cbsnews.com/news/fbi-biden-iran-envoy-rob-malley-handling-classified-material/?utm_source=substack&utm_medium=email
https://www.cbsnews.com/news/fbi-biden-iran-envoy-rob-malley-handling-classified-material/?utm_source=substack&utm_medium=email
https://topsecretumbra.substack.com/p/is-president-bidens-iran-envoy-misunderstood
https://topsecretumbra.substack.com/p/is-president-bidens-iran-envoy-misunderstood

Last week, we noted that the U.S. Navy had thwarted efforts by Iran to seize vessels.
Apparently, this action wasn’t enough to keep Iran from trying again as the IRGC has
now seized a tanker in the Persian Gulf. Meanwhile, Indonesia has seized an Iranian
tanker thought to be engaged in an illegal oil transfer.

Iran is said to be increasing cyberattacks against Western targets.

There is increasing evidence that Iran is trying to attack Israel directly via Hezbollah.

Alternative Energy/Policy News:

Although car dealers are tending to hold less inventories these days, reports suggest that
EV inventories are becoming rather bloated. Current inventories are at about a 92-day
supply, twice the industry average. Sales have picked up, but supply is outpacing demand
with probably the biggest issue being price. Also interesting is that hybrid inventories are
only 44 days.

Chinese automakers are targeting the U.S. Chinese EVs are a threat to the U.S. market
due to their lower costs.

Mercedes-Benz (MBGYYY, $19.86) is the latest automaker to adopt the Tesla standard for
charging connectors. The company joins five other firms, including General Motors
(GM, $39.77) and Ford (F, $15.10), in adopting this standard.

The IEA has released its first report on minerals critical to the energy transition. There is
an expanded race to secure key metals involving governments, commodity firms, and
automakers.

The energy transition can’t occur without mining and smelting. Although such activities
are generally acceptable in the abstract, they become problematic when they occur close
to home.

The IEA has published an update on the progress made toward zero emissions.

The seabed is a controversial region for gathering these critical minerals. Island nations
and China are keen to develop this source, while European nations are trying to restrict
the effort. Meetings on this issue are underway in Jamaica.

Climate problems are becoming a challenge for insurers. The U.S. system of state
regulation may not be suited to respond.

Biofuel makers are starting to consider bamboo as a source. The plant grows rapidly and
could become a reliable source for ethanol. We note that on the West Coast biofuels are
displacing distillate fuels.

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://maritime-executive.com/article/iran-claims-victory-over-us-after-seizing-small-aging-tanker?utm_source=substack&utm_medium=email
https://www.reuters.com/world/middle-east/iran-seizes-tanker-with-900-tons-smuggled-fuel-fars-news-2023-07-07/
https://www.reuters.com/world/middle-east/iran-seizes-tanker-with-900-tons-smuggled-fuel-fars-news-2023-07-07/
https://www.reuters.com/world/indonesia-seizes-iranian-flagged-tanker-suspected-illegal-transshipment-oil-2023-07-11/
https://www.reuters.com/world/indonesia-seizes-iranian-flagged-tanker-suspected-illegal-transshipment-oil-2023-07-11/
https://news.yahoo.com/iran-hacking-spree-reason-why-093211985.html?utm_source=substack&utm_medium=email
https://www.atlanticcouncil.org/blogs/iransource/hezbollah-lebanon-israel-iran-battlefront/?utm_source=substack&utm_medium=email
https://www.axios.com/2023/07/10/unsold-electric-cars-are-piling-up-on-dealer-lots?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axioswhatsnext&stream=science
https://www.wsj.com/articles/the-chinese-auto-empire-coming-to-the-u-s-b3edd307?st=uxjhsuescel29d8&reflink=desktopwebshare_permalink
https://www.theverge.com/2023/7/7/23787186/mercedes-benz-tesla-nacs-ev-charging-standard?stream=top
https://iea.blob.core.windows.net/assets/afc35261-41b2-47d4-86d6-d5d77fc259be/CriticalMineralsMarketReview2023.pdf
https://oilprice.com/Metals/Commodities/Global-Giants-Lock-Horns-Over-Rare-Earth-Resources.html
https://www.rgj.com/story/news/2023/07/06/12-questions-about-lithium-americas-2-3-billion-thacker-pass-project/70375132007/
https://www.rgj.com/story/news/2023/07/06/12-questions-about-lithium-americas-2-3-billion-thacker-pass-project/70375132007/
https://www.iea.org/reports/tracking-clean-energy-progress-2023?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.ft.com/content/545da351-bd86-4145-9269-44857b89650e?utm_source=GZERO+Daily&utm_campaign=d9a68390b2-EMAIL_CAMPAIGN_2023_07_11_10_46&utm_medium=email&utm_term=0_e605619869-d9a68390b2-%5BLIST_EMAIL_ID%5D
https://www.ft.com/content/545da351-bd86-4145-9269-44857b89650e?utm_source=GZERO+Daily&utm_campaign=d9a68390b2-EMAIL_CAMPAIGN_2023_07_11_10_46&utm_medium=email&utm_term=0_e605619869-d9a68390b2-%5BLIST_EMAIL_ID%5D
https://www.bbc.com/news/science-environment-66135308?utm_source=GZERO+Daily&utm_campaign=d9a68390b2-EMAIL_CAMPAIGN_2023_07_11_10_46&utm_medium=email&utm_term=0_e605619869-d9a68390b2-%5BLIST_EMAIL_ID%5D
https://www.bloomberg.com/opinion/articles/2023-07-11/climate-disasters-should-put-insurers-under-federal-oversight?utm_source=website&utm_medium=share&utm_campaign=email?sref=A4uYppUN#xj4y7vzkg
https://www.bloomberg.com/opinion/articles/2023-07-11/climate-disasters-should-put-insurers-under-federal-oversight?utm_source=website&utm_medium=share&utm_campaign=email?sref=A4uYppUN#xj4y7vzkg
https://oilprice.com/Alternative-Energy/Biofuels/The-Promise-And-Controversy-Of-Bamboo-Biofuels.html
https://www.eia.gov/todayinenergy/detail.php?id=57040

