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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.

June 22, 2023

Oil prices may be establishing a new trading range between $67 and $75 per barrel.
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Commercial crude oil inventories fell 3.8 mb when compared to the forecast build of 0.5 mb.
The SPR fell 1.7 mb, putting the total draw at 5.6 mb.
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In the details, U.S. crude oil production fell 0.2 mbpd to 12.2 mbpd. Exports rose 1.3 mbpd,
while imports declined 0.2 mbpd. Refining activity declined 0.6% to 93.1% of capacity.
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Crude Qil Inventory Seasonal
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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 draw is consistent with seasonal norms. The seasonal pattern would suggest that stocks
should fall in the coming weeks, but this pattern has become less reliable due to export flows.
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Fair value, using commercial inventories and the EUR for independent variables, yields a price
of $58.21. 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 $93.15.

Market News:

The Netherlands is closing Europe’s biggest natural gas fields due to local concerns about
earthquakes. Often oil and gas extraction can lead to earthquakes; Oklahoma has
experienced similar issues. This decision, though, will put the EU at risk of supply

shortages.

The war in Ukraine has led to a massive restructuring of the global energy market. LNG
has become an important fuel, and there has been a clear expansion of its use. This
expansion has led to a rapid increase in the infrastructure for the fuel, including
gasification plants in the Middle East, Australia, Canada, and the U.S.

o China has embarked on long-term contracts with suppliers, which establish the
funding for investment. The EU, likely because of expectations of renewable
growth, is less open to long-term contracts. If natural gas usage continues,
Europe could find itself isolated.

o Russia’s oil refineries hit new highs in utilization, which may mean that Russia
intends to meet its OPEC+ obligations by replacing oil exports with product
exports. Russian oil exports have been affected by the war.

o Russia’s oil flows to India have been at deep discounts, helping to improve
India’s economy.

o Russian natural gas is still flowing through Ukraine, but the current agreement
ends next year, and Kyiv expects Russian gas flows to stop.

There are some unusual actions being taken by the Kingdom of Saudi Arabia (KSA)
regarding oil flows. For example, consistent with its decision to reduce oil flows, Saudi
oil exports fell to a five-month low in April. However, there are numerous reports that
the KSA is storing 20 mb of oil on 10 tankers in the Red Sea. We also note a spike in
supertanker rates, which may be tied to the KSA’s decision to float oil storage.
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https://www.bloomberg.com/news/articles/2023-06-15/dutch-government-set-to-close-europe-s-biggest-gas-field-in-groningen-this-year?sref=uIvt3NFS&leadSource=uverify%20wall
https://www.usgs.gov/faqs/oklahoma-has-had-surge-earthquakes-2009-are-they-due-fracking#:~:text=While%20these%20earthquakes%20have%20been,United%20States%20was%20a%20M4.
https://www.usgs.gov/faqs/oklahoma-has-had-surge-earthquakes-2009-are-they-due-fracking#:~:text=While%20these%20earthquakes%20have%20been,United%20States%20was%20a%20M4.
https://markets.businessinsider.com/news/commodities/europe-natural-gas-prices-energy-groningen-energy-crisis-russia-nordstream-2023-6
https://markets.businessinsider.com/news/commodities/europe-natural-gas-prices-energy-groningen-energy-crisis-russia-nordstream-2023-6
https://www.euronews.com/my-europe/2023/06/19/eu-imports-of-russian-oil-plunge-by-90-as-a-result-of-sweeping-bans
https://www.ft.com/content/4d026c25-029c-4b93-92ea-53fee8c75fb2
https://thediplomat.com/2023/06/china-and-russia-may-be-expanding-natural-gas-cooperation-just-not-via-power-of-siberia-2/
https://www.reuters.com/business/energy/qatar-set-strike-second-big-lng-supply-deal-with-china-ft-2023-06-20/
https://oilprice.com/Energy/Natural-Gas/Are-Moscow-And-China-Aiming-To-Corner-The-Gas-Market.html
https://oilprice.com/Latest-Energy-News/World-News/Russias-Crude-Oil-Processing-Hits-New-Highs.html
https://www.economist.com/graphic-detail/2023/06/20/buyers-of-russian-crude-are-exporting-refined-oil-to-the-west
https://www.economist.com/graphic-detail/2023/06/20/buyers-of-russian-crude-are-exporting-refined-oil-to-the-west
https://www.forexlive.com/news/head-of-russian-oil-giant-rosneft-says-losing-out-on-export-share-to-other-opec-countries-20230618/
https://www.reuters.com/business/energy/indias-russian-oil-buying-scales-new-highs-may-trade-2023-06-21/
https://timesofindia.indiatimes.com/business/india-business/how-discounted-russian-oil-could-push-indias-growth-graph/articleshow/101062116.cms?from=mdr
https://timesofindia.indiatimes.com/business/india-business/how-discounted-russian-oil-could-push-indias-growth-graph/articleshow/101062116.cms?from=mdr
https://www.ft.com/content/bfe11756-a8be-42ea-a439-88b7d0f88f8d?segmentId=98583035-ac35-a0ba-ed44-378e53f8caec
https://oilprice.com/Energy/Energy-General/Saudi-Arabias-Crude-Oil-Exports-Dropped-To-A-Five-Month-Low-In-April.html
https://oilprice.com/Energy/Energy-General/Saudi-Arabias-Crude-Oil-Exports-Dropped-To-A-Five-Month-Low-In-April.html
https://gcaptain.com/saudi-crude-tankers-cluster-near-red-sea-coast-in-rare-move/
https://twitter.com/anasalhajji/status/1670290676251086849?s=12&t=tmEV2z3igoT3xQRha31Qig
https://www.freightwaves.com/news/supertanker-roller-coaster-surprise-rate-spike-to-91000-per-day
https://www.freightwaves.com/news/supertanker-roller-coaster-surprise-rate-spike-to-91000-per-day

o The Permian Basin is now producing more oil than the KSA’s giant Ghawar field.

o So far, the KSA’s bid to boost prices has failed to work.

e The summer solstice came this week, marking the onset of astrological summer
(meteorological summer began on June 1). We are seeing a strong heatwave in the
South, especially in Texas. Hot weather boosts electricity demand and usually is bullish
for natural gas prices. We note Texas degree days are running well above normal.

Texas cooling degree days, 2023
daily, actuals for 2023 versus long-term average for 1981-2010
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o Texas isn’t alone in its drought; Iran is facing a crisis as well.

e Mexico has joined several firms in a deep-water oil and gas project.

e Guyana is delaying offshore oil-block auctions in a bid to increase the number of
participants in its oil exploration.

e Ship channel dredging will allow larger oil tankers to directly load oil and products from
the Texas coast.

e The DOE suffered a data breach tied to Russian hackers.

o DOE Secretary Granholm failed to disclose stock holdings; it is unclear if this fact
will lead to her ouster.

Geopolitical News:

e The U.S. is still buying uranium from Russia for American power plants. Although
nuclear power is an attractive alternative energy, the lack of a non-Russian supplier is a
risk.
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https://oilprice.com/Energy/Crude-Oil/New-Mexico-Is-Driving-Permian-Oil-Production-Growth.html
https://oilprice.com/Energy/Energy-General/The-Permian-Basin-Is-Out-Producing-Saudi-Arabias-Ghawar-Field.html
https://www.wsj.com/articles/saudi-arabia-sought-to-push-oil-prices-higher-markets-had-other-ideas-30583af6?st=p6dxwtwxh6ocwei&reflink=desktopwebshare_permalink
https://www.axios.com/2023/06/21/texas-heat-wave-continues-records?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.axios.com/2023/06/21/texas-heat-wave-continues-records?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.axios.com/local/austin/2023/06/15/austin-heat-wave-health-danger?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.axios.com/2023/06/20/us-power-grid-climate-change-extreme-weather-electricity?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.axios.com/newsletters/axios-generate-ef2118e8-7fd4-47ea-b6da-d8e8fb2457c6.html?chunk=2&utm_term=emshare#story2
https://www.nytimes.com/2023/06/21/world/middleeast/iran-drought-water-climate.html?smid=url-share
https://www.bloomberg.com/news/articles/2023-06-20/woodside-greenlights-7-2-billion-mexico-deepwater-oil-project?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top&leadSource=uverify%20wall
https://www.reuters.com/business/energy/guyana-postpones-offshore-oil-blocks-auction-mid-august-2023-06-16/
https://rbnenergy.com/deeper-and-deeper-corpus-christi-channel-dredging-is-poised-to-boost-oil-export-economics
https://www.aljazeera.com/economy/2023/6/16/us-energy-dept-got-two-ransom-requests-in-data-breach
https://apnews.com/article/granholm-stock-ownership-ford-husband-energy-financial-0e3322b533fe9c98b78d86cdbac5d197
https://www.nytimes.com/2023/06/14/climate/enriched-uranium-nuclear-russia-ohio.html?smid=url-share
https://www.businessinsider.com/us-1-billion-russia-nuclear-agency-sanctions-ukraine-zaporizhzhia-2023-6
https://robertbryce.substack.com/p/no-u?r=ji&utm_medium=ios&utm_campaign=post
https://robertbryce.substack.com/p/no-u?r=ji&utm_medium=ios&utm_campaign=post

One of Russia’s long-term geopolitical goals is a warm water port. Although the
warming of the Arctic may give Moscow the sea access it wants, it has eyed the Middle
East as a possible path to the ocean. As Iranian and Russian relations improve, Russia is
looking to build access to the Indian Ocean through Iran. A risk to this path is that the
Arab states in the Persian Gulf have tended to side with the U.S. However, as relations
fray between Washington and these Arab states, the risks in using Iran for sea access
decline. Thus, the recent thaw between Riyadh and Tehran is a benefit to Moscow.

We are seeing a concerted effort by China to secure energy sources. China appears to be
deploying an “all of the above” strategy, including both alternatives and fossil fuels.
What is important here is that China is most interested in energy security, with less regard
for the source.

Central Asia isn’t just the focus of China and Russia. Germany is also looking to secure
energy from the region and held talks with Kazakhstan recently.

As we noted last week, we were mostly wrong about an Iran nuclear deal. What we got
right was that the JCPOA was dead. What we didn’t expect was that the U.S. would opt
for a limited deal in what looks like a bid to reduce regional tensions. We doubt this will
increase global oil supplies much since Iranian sanctions are far from tight, but easing
tensions will likely make more oil available to the West. We suspect the White House is
fully focusing on November 2024, and although there will be a political cost to a thaw,
the chances of lower oil prices are probably seen as a greater benefit.

o Itisn’t clear what will actually be agreed to in the deal. The U.S. appears willing
to accept Iranian uranium enrichment to around 60%, which is less than weapons-
grade but still shows that the country can reach the 98% required for bombs.
Particles enriched to nearly 84% have already been reported.

o Iran will receive some funds that are currently frozen, and the U.S. will get
prisoners freed.

The KSA has invited Iran’s president to Rivadh for an official visit.

China has agreed to build a nuclear power plant in Pakistan.

Here is a cool map of China’s energy infrastructure.

Alternative Energy/Policy News:

One of the emerging themes for the next few years will be the choice Western nations
face on EVs. If the goal is extensive adoption, the most effective way of achieving this is
to allow Chinese imports. China’s EV industry has improved rapidly and is now
producing world-class cars at reasonable prices. On the other hand, if the goal for
Western nations is re-industrialization, Chinese cars should be restricted. So far, we have
generally expected Europe to be much more open to Chinese EVs compared to the U.S.
However, there is evidence that the EU is rethinking that position.

o Tesla (TSLA, $268.75) is rapidly becoming the connection standard for the EV
industry as more EV makers adopt its standard. Doing so gives car owners access
to Tesla’s charging stations.
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https://amwaj.media/article/what-iranian-saudi-normalization-means-for-russia
https://www.reuters.com/markets/commodities/china-stored-massive-volume-crude-oil-may-giving-it-options-russell-2023-06-19/
https://www.ft.com/content/fc88b98b-ae3f-4ac8-a564-7c1d391d85bb
https://www.akorda.kz/ru/prezidenty-kazahstana-i-germanii-proveli-peregovory-v-rasshirennom-formate-2052556
https://www.wsj.com/articles/u-s-launches-quiet-diplomatic-push-with-iran-to-cool-tensions-2f45af3?st=vfwy3a26unrroqz&reflink=desktopwebshare_permalink
https://www.nytimes.com/2023/06/14/us/politics/biden-iran-nuclear-program.html?smid=url-share
https://oilprice.com/Latest-Energy-News/World-News/Iran-Oil-Exports-Hit-A-5-Year-High.html
https://thehill.com/policy/international/4054452-gop-fires-warning-shots-at-biden-over-iran-deal-making/
https://www.ft.com/content/63e3c340-0876-4146-abe5-be8599b4553c
https://www.ft.com/content/63e3c340-0876-4146-abe5-be8599b4553c
https://apnews.com/article/iran-nuclear-uranium-enrichment-germany-israel-c9b3669a7721bd8929d465117c81b70f
https://www.jpost.com/international/article-746363
https://www.ft.com/content/84fd8836-461d-4d21-9346-e7f31e31d6eb
https://www.samaaenglish.tv/news/40039653
https://www.bakerinstitute.org/chinas-energy-infrastructure
https://cleantechnica.com/2023/06/18/cool-byd-electric-bus-news-from-europe/
https://www.reuters.com/business/autos-transportation/us-lawmakers-press-automakers-cut-reliance-china-over-supply-chains-bloomberg-2023-06-19/
https://www.politico.eu/article/french-urge-eu-declare-trade-war-against-china/
https://www.politico.eu/newsletter/brussels-playbook/eu-eyes-chinese-cars-vestagers-google-break-up-plan-ukraine-security-vows/
https://finance.yahoo.com/news/tesla-supercharger-network-map-rivian-ford-gm-172631215.html?.tsrc=372
https://www.axios.com/2023/06/20/tesla-ev-supercharger-nacs-rivian-hyundai?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top

In fact, meeting climate goals is often in direct conflict with meeting geopolitical goals.
There are serious doubts as to whether the West can move toward carbon neutrality
without China.

Solid state EV batteries have the potential to revolutionize the industry. Toyota (TM,
$157.40) has a test vehicle it claims has a range of 932 miles with a 10-minute charge. If
high range/short charging becomes the norm, ICE vehicles will be much less attractive.

The U.S. is leading a critical minerals partnership in a bid to create a strong supply chain
for metals needed for the energy transition. Presently, China holds a commanding
position in these metals, but the U.S. and its allies want to build a supply network that
prevents China’s dominance.

o It should be remembered that part of the reason for China’s dominance is that it
was willing to accept the environmental costs of mining and processing these
metals.

o The U.S. is facing calls from nations with key minerals but without free trade
agreements with the U.S. to join this partnership. So far, Washington has
restricted the subsidies, but if the U.S. doesn’t expand the list, China might
become an alternative funder.

o Minnesota may become an important source of nickel, but the permitting process
could be daunting.

Chinese requlators approved a thorium reactor. Thorium reactors have some major
advantages over uranium reactors. They didn’t get used in the early days of nuclear
power because nations wanted the dual option of being able to make nuclear weapons,
and thorium can’t be weaponized. In addition, this reactor will use molten salt, which is
another significant benefit.

Hydrogen is a fuel that offers promise in providing clean power but tends to fail at
gaining traction due to costs. The U.K. is looking to use the fuel for home heating but is
struggling with the details. In the EU, there is a program to expand the pipeline network
to move hydrogen.

The U.K. has opened its first deep geothermal project in 37 years.

Although there is great hope for fusion power, the reality is that we are a long way from
commercial fusion power.

The Biden administration announced an increase in biofuel use, but surprisingly, the
ethanol mandate was less than expected. Even with other biofuels, the mandates were
less than expected. Biofuels replace fossil fuels to some extent, but also still require
fossil fuels in production. In general, biofuels are more about reducing U.S. dependence
on foreign oil and are an aid to farmers. Corn ethanol, for example, reduces greenhouse
gas emissions by 19% compared to gasoline. The best benefit comes from biomass and
cellulosic ethanol. But because neither comes from a cash crop, support for these fuels is
lacking.

WWW.CONFLUENCEINVESTMENT.COM
6


https://www.ft.com/content/53f015c2-a6b2-4e55-9b1c-7307c7bfd1ec?emailId=33245161-1570-40e7-b58e-1554cc1a8a9c&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.vehiclesuggest.com/toyota-new-battery-tech-achieves-932-mile-range-in-10-minutes-of-charging/
https://www.ft.com/content/16927ddd-3cb9-4516-9934-eb94b032aea8?emailId=a21b8b07-19e2-4ce5-bfaa-a89a11348153&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.reuters.com/markets/commodities/chinas-lithium-hub-mining-boom-comes-cost-2023-06-15/
https://www.axios.com/newsletters/axios-generate-3e722338-8154-47ad-ad69-a9c29c09273e.html?chunk=4&utm_term=emshare#story4
https://www.reuters.com/markets/commodities/chinese-battery-giant-catl-seals-14-billion-deal-develop-bolivia-lithium-2023-06-19/
https://www.reuters.com/markets/commodities/chinese-battery-giant-catl-seals-14-billion-deal-develop-bolivia-lithium-2023-06-19/
https://www.axios.com/2023/06/22/minnesota-nickel-mining-talon?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://sc.mp/ltc8?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3224183
https://www.techtimes.com/articles/292723/20230616/china-thorium-molten-salt-reactor-tmsr-lf1-clean-nuclear-energy.htm
https://www.world-nuclear-news.org/Articles/Operating-permit-issued-for-Chinese-molten-salt-re
https://www.ft.com/content/c636ee52-893f-4848-beab-2d5e174ffe89?segmentId=98583035-ac35-a0ba-ed44-378e53f8caec
https://www.ft.com/content/69ee794c-cec2-4f8c-9ff6-9679aa8f8428?segmentId=98583035-ac35-a0ba-ed44-378e53f8caec
https://www.ft.com/content/774c05ac-373d-45dc-bcaa-8377ddacb58f?emailId=2d07845a-118c-4771-b9f6-589d5764a3ed&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.scientificamerican.com/article/worlds-largest-fusion-project-is-in-big-trouble-new-documents-reveal/
https://www.reuters.com/markets/commodities/us-epa-increase-biofuel-blending-mandates-2023-versus-proposal-sources-2023-06-20/
https://www.wsj.com/livecoverage/stock-market-today-dow-jones-06-21-2023/card/is-the-renewable-diesel-industry-headed-for-a-cliff--KTRgHOxCFIpMbHzhUlh3
https://www.wsj.com/livecoverage/stock-market-today-dow-jones-06-21-2023/card/is-the-renewable-diesel-industry-headed-for-a-cliff--KTRgHOxCFIpMbHzhUlh3
https://www.energy.gov/articles/biofuels-greenhouse-gas-emissions-myths-versus-facts-0#:~:text=MYTH%3A%20In%20terms%20of%20emissions,biodegradable%2C%20unlike%20some%20fuel%20additives.&text=Cellulosic%20ethanol%20has%20the%20potential,emissions%20by%20up%20to%2086%25.
https://www.energy.gov/articles/biofuels-greenhouse-gas-emissions-myths-versus-facts-0#:~:text=MYTH%3A%20In%20terms%20of%20emissions,biodegradable%2C%20unlike%20some%20fuel%20additives.&text=Cellulosic%20ethanol%20has%20the%20potential,emissions%20by%20up%20to%2086%25.

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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