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.

June 29, 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 9.6 mb when compared to the forecast draw of 1.3 mb.
The SPR fell 1.4 mb, putting the total draw at 11.0 mb.
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In the details, U.S. crude oil production was steady at 12.2 mbpd. Exports rose 0.8 mbpd, while
imports rose 0.4 mbpd. Refining activity declined 0.9% to 92.2% 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 $61.31. 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 $94.62.

Market News:

e The Dallas Fed data shows slowing activity in shale drilling. Rig counts have been
falling and firms are reducing investment in production.

e OPECH+ is trying to woo Guyana into the cartel. So far, the South American nation has
fended off the invitation. The government argues that with oil demand set to decline over
time, the country needs to maximize revenue in the short run; thus, producing to a quota
may harm that effort.

e From the 1970s into the late 1990s, the Kingdom of Saudi Arabia’s (KSA) rank as
foreign supplier of oil to the U.S. was a reliable signal for the market. If the Saudis’
position fell below second place, within a few months, the Saudis would tend to flood the
market with oil to maintain dominance of the U.S. oil market. The shale revolution
ended that relationship, but we are watching closely to see if a similar pattern develops
with the China market. It will be more difficult to establish the foreign rank given
China’s tendency to control information, but we would not be surprised to see foreign oil
producers try to become the largest supplier to China. Thus, we note with interest the
reports that Russia is gaining share in China. This development could end the KSA’s
recent thrust to raise oil prices via unilateral production cuts.

e As aheat wave develops in the Pacific Northwest, a county in Oregon is suing fossil fuel
companies. Although we doubt this action will have any effect, it does suggest a
vulnerability for energy producers.

o The DOE says that the majority of the lower 48 will be at risk of electricity
disruptions due to high temperatures.

e China is aggressively expanding its petrochemical capacity, leading to a glut of product
on global markets. Meanwhile, there is new investment in this industry in the KSA as
well.
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https://www.dallasfed.org/research/surveys/des/2023/2302#tab-results
https://www.ft.com/content/26bd3376-c4b4-4257-98e1-93b29706d2d8
https://www.ft.com/content/26bd3376-c4b4-4257-98e1-93b29706d2d8
https://www.wsj.com/articles/opec-woos-guyana-the-tiny-nation-that-sits-atop-massive-oil-field-19031324?st=qchwrcocikew4ux&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/russia-set-to-overtake-saudi-arabia-in-battle-for-chinas-oil-market-6435742e?st=b3j66v8izpgpkuy&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/russia-set-to-overtake-saudi-arabia-in-battle-for-chinas-oil-market-6435742e?st=b3j66v8izpgpkuy&reflink=desktopwebshare_permalink
https://www.axios.com/2023/06/23/oregon-county-sues-for-billions-2021-heat-dome-damage?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axioswhatsnext&stream=science
https://www.axios.com/2023/06/23/oregon-county-sues-for-billions-2021-heat-dome-damage?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axioswhatsnext&stream=science
https://www.eia.gov/todayinenergy/detail.php?id=56920
https://www.reuters.com/markets/commodities/china-refiners-stoke-petchem-glut-market-share-war-demand-flags-2023-06-25/
https://www.reuters.com/markets/commodities/china-refiners-stoke-petchem-glut-market-share-war-demand-flags-2023-06-25/
https://www.reuters.com/business/energy/aramco-totalenergies-sign-11-bln-contract-build-petrochemicals-complex-saudi-2023-06-24/

Geopolitical News:

News of the Russian “coup” dominated last weekend, but for the oil markets, it’s not
obvious if it will make much difference. Although there are many articles suggesting
Putin is finished, we will wait and see. Chaos in Russia would be bullish for oil prices
but, in the short run, not much has changed for oil flows.

New research shows how geopolitical insecurity is leading China to stockpile oil and

expand relations with oil and gas producers. The research suggests that insecurity of
supply is driving policy.

There is increasing evidence that the KSA is engaging in energy policies designed to
harm the U.S. For example, the U.S. will see the largest export reductions tied to the
KSA’s decision to cut oil production.

The KSA is sending high-ranking officials to China’s “Summer Davos,” or formally, the
Annual Meeting of New Champions. The decision highlights the Saudis’ close relations
with Beijing.

The latest on the Nord Stream sabotage is that Ukrainian operatives based this action in
Poland. If true, it complicates inter-EU relations with Germany.

Russian product sales are being facilitated by European trading firms.

Alternative Energy/Policy News:

Ford (F, $14.12) has won a $9.2 billion DOE loan to build three EV battery factories.
The UAW is unhappy with the development as the factories will be in non-union states
and will likely not be manned with union labor.

Synthetic fuels could replace traditional fossil fuels and, if created by nuclear power, they
could be nearly carbon-free or carbon-negative if captured CO: is used in the process.

Qil and gas firms are expanding into lithium.

China and Sweden have had political spats over the years, mostly over human rights
issues. China has unofficially banned graphite sales to Sweden; the metal is a key
component in EV batteries. Although it’s possible that China’s refusal to sell to Sweden
is political, it’s more likely that Beijing wants to cripple Sweden’s battery industry.

Sales of EVs continue to climb. China continues to dominate EV exports.

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://a9w7k6q9.stackpathcdn.com/wpcms/wp-content/uploads/2023/06/CE8-The-outlook-for-Chinas-fossil-fuel-consumption.pdf
https://www.bloomberg.com/opinion/articles/2023-06-26/gas-price-alert-saudis-are-tightening-the-screws-on-us-oil-shipments?leadSource=uverify%20wall
https://www.bloomberg.com/opinion/articles/2023-06-26/gas-price-alert-saudis-are-tightening-the-screws-on-us-oil-shipments?leadSource=uverify%20wall
https://www.ft.com/content/9392ce6c-e96f-4456-8232-5cc2bc0d7cff
https://www.wsj.com/articles/fresh-leads-point-to-poland-as-hub-for-nord-stream-sabotage-bf35ee3e?st=2cuf1pxggj8p8ha&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/fresh-leads-point-to-poland-as-hub-for-nord-stream-sabotage-bf35ee3e?st=2cuf1pxggj8p8ha&reflink=desktopwebshare_permalink
https://www.ft.com/content/ba9754e3-6f4e-4455-b6be-c6c6edf6b853?emailId=f63e1836-324a-4fe6-a301-1ebda46e1247&segmentId=13b7e341-ed02-2b53-e8c0-d9cb59be8b3b
https://www.axios.com/2023/06/22/ford-9b-doe-loan-ev-batteries-factories?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.axios.com/newsletters/axios-generate-cf3fa0c5-e4d6-4f9c-a01a-1dd4feb56415.html?chunk=5&utm_term=emshare#story5
https://oilprice.com/Alternative-Energy/Nuclear-Power/Nuclear-Diesel-Could-Become-A-Gamechanger-In-Energy-Markets.html
https://www.ft.com/content/7616a9f4-e0db-4d61-b189-9e81ddd8137b?emailId=c7f39919-3481-410e-983b-a5253d20ff56&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.economist.com/business/2023/06/22/why-is-china-blocking-graphite-exports-to-sweden
https://www.axios.com/newsletters/axios-generate-cf3fa0c5-e4d6-4f9c-a01a-1dd4feb56415.html?chunk=2&utm_term=emshare#story2
https://www.thewirechina.com/2023/06/18/byds-big-moment-byd-electric-vehicle/

