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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
recap, we will add other data when required.

March 10, 2022

inventory data will be the primary focus of the

Oil prices have spiked but are being hit by waves of profit-taking.

CLJ22 - Crude Oil WTI - Daily Mearest Candlestick Chart
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Crude oil inventories unexpectedly fell 1.9 mb compared to a 1.5 mb draw forecast. The SPR

declined 2.5 mb, meaning the net draw was 4.4 mb.

U.S. COMMERCIAL CRUDE OIL INVENTORIES
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In the details, U.S. crude oil production was unchanged at 11.6 mbpd. Exports fell 1.4 mbpd,
while imports surged 1.9 mb. Refining activity rose 1.6%.

Crude Qil Inventory Seasonal
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This chart shows the seasonal pattern for crude oil inventories. This week’s report suggests
inventories are mostly holding steady, meaning the seasonal deficit is continuing to widen.
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These charts make evident that the normal relationships between the dollar, inventory, and oil
prices are currently broken. Both these variables would suggest oil prices are wildly overvalued,
but the war clearly overrules their impact.
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High gasoline prices tend to be a political and social problem. Gasoline is just about the only
product consumers buy where the prices are prominently displayed. Recently, U.S. average
prices rose above $4.00 per gallon, leading the media to point out this level is near all-time highs.
However, that price isn’t scaled in any fashion. Rather than scale by consumer prices, we like to
scale gasoline prices relative to the hourly wage for non-supervisory workers. Using that
measure, we are not at new lows in terms of what an hour’s worth of work can buy in gasoline.

AVERAGE HOURLY EARNINGS/
AVERAGE RETAIL GASOLINE PRICE
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Currently, an hour’s worth of work will buy about 6.7 gallons of gasoline. The average since
1965 is 8.6 gallons, with a standard deviation of 1.9 gallons. That means the current level is
about one standard deviation from the mean. The level of gasoline prices isn’t yet a major Crisis
but breaking below 6 gallons will likely be the point where demand destruction emerges.

Market news:
e After deliberation, the Biden administration finally moved to ban Russian energy
imports. Russia is an important source of oil and products for the U.S., but not one that
probably can’t be replaced. That isn’t the case for Europe.
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https://www.ft.com/content/2e0b1d84-e595-4c5a-be4e-928417b9c7cc?emailId=6227632cab4b350004fcfdfb&segmentId=3d08be62-315f-7330-5bbd-af33dc531acb
https://www.ft.com/content/2e0b1d84-e595-4c5a-be4e-928417b9c7cc?emailId=6227632cab4b350004fcfdfb&segmentId=3d08be62-315f-7330-5bbd-af33dc531acb
https://rbnenergy.com/were-not-gonna-take-it-what-do-us-refineries-import-from-russia-and-what-if-they-stop
https://www.iea.org/reports/russian-supplies-to-global-energy-markets/oil-market-and-russian-supply-2?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top

U.S. petroleum imports by country of origin, 2021
million b/d, top 30 source countries
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e In light of this decision, Russia is considering cutting natural gas supplies to Europe.

e As the geopolitical risks of energy dependence on Russia become increasingly clear, the
EU is making aggressive plans to diversify its energy sourcing beyond Russia. The EU

wants to reduce Russian gas dependency by 66% in 12 months. To facilitate this action,
the EU will need to take difficult actions that will put growth at risk. Ultimately, it will
probably not be possible to fully replace Russian energy without demand destruction.

e Self-sanctioning is growing. In our view, the expansion of social media has created a
situation where firms loath to be seen in a bad light. In the past, social movements to
punish companies for business practices were difficult to organize, but with social media,
actions can be taken rapidly. There are reports of Russian tankers at sea without a buyer.
Russian oil is not being accepted for sale. These actions go beyond regulatory actions by
governments and may be difficult to control.

e As we note below, the administration is courting nations with unsavory histories to ease
the strain on energy supplies. At the same time, U.S. domestic producers have been
facing both regulatory and “self-sanctions” activities via ESG that have restrained output.
The oil industry wants these constraints relaxed. Even if conditions improved

immediately, it would take time for the U.S. shale industry to ramp up production. It
should be noted the industry itself has been focusing on shareholder return instead of
output, although high prices may undermine that discipline at some point.
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https://www.bbc.com/news/business-60656673
https://www.washingtonpost.com/climate-environment/2022/02/23/russia-ukraine-eu-nordstream-strategy-energy/?utm_medium=social&utm_source=twitter&utm_campaign=wp_main&utm_source=Eurasia+Group+Signal&utm_campaign=b43fa19e28-EMAIL_CAMPAIGN_2022_02_24_12_32&utm_medium=email
https://www.ft.com/content/9e9e4710-cf90-41dd-8370-b2949ca2d2e2?emailId=62259240923a7a0004a453ec&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.iea.org/reports/a-10-point-plan-to-reduce-the-european-unions-reliance-on-russian-natural-gas?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.ft.com/content/eac9498f-6a36-41a9-b577-fa37c0eeab76?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.bruegel.org/2022/02/preparing-for-the-first-winter-without-russian-gas/
https://www.ft.com/content/1a66d457-75e3-4928-bc3b-c0919fa1be5f
https://www.ft.com/content/3f1eff67-2c1a-4ec3-ae59-e6e3ec9810c2?emailId=622699a46c47180023e822bd&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.ft.com/content/a5ce82db-8d15-4c78-a539-403a9cab9114?emailId=622699a46c47180023e822bd&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.ft.com/content/a5ce82db-8d15-4c78-a539-403a9cab9114?emailId=622699a46c47180023e822bd&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://twitter.com/JavierBlas/status/1499041308257701890
https://www.newsweek.com/biden-saudi-arabia-visit-oil-russia-1685353?utm_source=Eurasia+Group+Signal&utm_campaign=58f6077e80-EMAIL_CAMPAIGN_2022_03_08_12_09&utm_medium=email&utm_term=0_e605619869-58f6077e80-134308033
https://www.axios.com/newsletters/axios-generate-05a834c3-01cf-4306-8c40-1becccf5957b.html?chunk=0&utm_term=emshare#story0
https://www.axios.com/newsletters/axios-generate-05a834c3-01cf-4306-8c40-1becccf5957b.html?chunk=0&utm_term=emshare#story0
https://www.ft.com/content/e45ab85c-f211-46d4-ba44-6b30de548ab4
https://www.ft.com/content/1b517f6d-9056-41ba-9d1e-324e495b5041
https://www.ft.com/content/fee88e80-8ba9-4ab8-9d79-cbd9235dd29b
https://www.ft.com/content/8b9a2497-b22e-4d0b-a2c1-e9f6236917aa?emailId=622699a46c47180023e822bd&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320

Geopolitical news:

To boost oil supplies, the U.S. has been working on three avenues.
o The administration has been negotiating with Iran to return to the 2015 nuclear

deal, which would allow the U.S. to lift sanctions and increase Iranian oil
supplies. Those talks are now at a critical point. Russia, a party to the 2015
agreement, wants guarantees it can trade with Iran without restrictions if a deal is
reached; we suspect the U.S. will not support that effort. The issues that have
bedeviled the talks from the start, which are mostly tied to Iran’s power projection
in the region, remain a sticking point.

The Biden administration has taken a dim view towards Saudi Arabia, especially
the defacto leader, Crown Prince Mohammed bin Salman. But needing more oil,
the president has hinted at a trip to the region. So far, there is little indication the
KSA is open to such pleas.

Venezuela has been under U.S. sanctions since 2019. The U.S. has sent a
delegation to Caracas to see if the U.S. could get oil from Venezuela if restrictions
were relaxed. We note Venezuela has released Americans from prison in what
appears to be an effort to ease tensions, but the talks do not appear to have been
all that successful.

The political optics of these actions are not favorable.

Alternative energy/policy news:

In light of the energy disruption, Elon Musk is backing more nuclear power.
Asia is expanding its efforts in carbon capture.

There is increasing investment in electricity generation that is co-fired with hydrogen and
natural gas, preparing for an expansion of hydrogen supplies.

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.ft.com/content/eb663500-0eb1-4094-9996-9d3d8d91535d
https://www.ft.com/content/68a7569e-afb6-4e41-bf58-43fbb0cfb15d
https://www.ft.com/content/d101bd66-da72-4432-abc5-da2f7362bedb
https://thedispatch.com/p/new-iran-nuclear-deal-same-old-missile?s=w
https://thedispatch.com/p/new-iran-nuclear-deal-same-old-missile?s=w
https://www.axios.com/biden-saudi-trip-oil-b7a91070-8045-4155-9120-a35d59fd7603.html
https://www.theatlantic.com/magazine/archive/2022/04/mohammed-bin-salman-saudi-arabia-palace-interview/622822/
https://www.theatlantic.com/magazine/archive/2022/04/mohammed-bin-salman-saudi-arabia-palace-interview/622822/
https://www.ft.com/content/913af3e8-1a6a-46d2-a108-48e1ef74514f?emailId=6225daae7669a0002367e7e1&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/913af3e8-1a6a-46d2-a108-48e1ef74514f?emailId=6225daae7669a0002367e7e1&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.nytimes.com/2022/03/08/world/americas/venezuela-american-prisoner-release.html?smid=url-share
https://finance.yahoo.com/news/1-u-venezuela-discuss-easing-235800705.html?utm_source=Eurasia+Group+Signal&utm_campaign=58f6077e80-EMAIL_CAMPAIGN_2022_03_08_12_09&utm_medium=email&utm_term=0_e605619869-58f6077e80-134308033
https://finance.yahoo.com/news/1-u-venezuela-discuss-easing-235800705.html?utm_source=Eurasia+Group+Signal&utm_campaign=58f6077e80-EMAIL_CAMPAIGN_2022_03_08_12_09&utm_medium=email&utm_term=0_e605619869-58f6077e80-134308033
https://www.axios.com/elon-musk-nuclear-power-oil-drilling-combat-russia-02204ece-ef24-4194-ad19-6c4c26b87b6b.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/skgroup-100-million-carbon-capture-8rivers-6aaa3373-9a73-4c7d-97be-7c651a6d0747.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://rbnenergy.com/something-to-believe-in-co-powering-natural-gas-fired-power-plants-with-hydrogen

