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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.  
 

March 31, 2022 

 

Oil prices remain volatile, moving on news regarding the Russia-Ukraine war.   

 

 
(Source: Barchart.com) 

 

Crude oil inventories fell 3.4 mb compared to a 2.2 mb draw forecast.  The SPR declined 3.0 mb, 

meaning the net draw was 6.5 mb.   
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In the details, U.S. crude oil production rose 0.1 mbpd to 11.7 mbpd.  Exports fell 0.9 mbpd, 

while imports declined 0.2 mb.  Refining activity rose 1.0% and is now 92.1% of capacity. 

 

 
(Sources: DOE, CIM) 

 

This chart shows the seasonal pattern for crude oil inventories.  Last year, oil stocks peaked in 

early April and fell steadily into September.  This year’s pattern hints that we may have already 

peaked stockpiles, meaning commercial inventories may decline for the next several months. 

Even though the current oil price far exceeds the level that the inventory model below would 

indicate, the divergence may narrow in the coming weeks if we see continued seasonal declines 

in oil stocks.   
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Clearly the relationship between the EUR and oil prices has fallen apart.  Just using the oil 

inventory model, the current fair value is $71.80.  To justify the current monthly average of 

around $180 per barrel, commercial inventories would need to decline to 387 mb.  Is that 

conceivable?  Yes.  If we see stockpiles decline in a similar fashion to last year, by mid-
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September, commercial inventories will be around 375 mb.  So, at present, the current price has 

discounted further tightening in supply, but based on last year’s inventory behavior, the current 

price isn’t unreasonable.   

 

Market news: 

• When studying history, there is a constant tension between simplifying and detailing.  In 

other words, it is rare that a historical event has a single cause, but identifying a large 

number of causal factors makes it difficult to determine what analysts should focus on 

when creating a historical analog.  Learning the lessons from history is difficult if 

common factors can’t be isolated.  This issue even applies to recent history.  On the 

question of “why aren’t U.S. oil companies pumping more oil,” there are several 

identifiable reasons.  Fortunately, the Dallas FRB has conducted a survey of oil 

producers in its district, and the clear answer is that the financial industry is pressuring 

oil firms to maintain capital discipline.  Simply put, the hurdle for new production is 

higher because it makes it difficult to source financing. 

 

 
 

Although government regulation does play a role, as does ESG, their investors’ demand 

for returns is restraining growth.  The oil and gas industry has traditionally experienced 

booms and busts; it appears financial firms are trying to contain that cycle.  The shift to 

encourage expanded oil and gas production is boosting the shares of energy companies.  

It should also be noted that the survey suggests oil and gas executives do not see a 

promising future, which is also likely curtailing investment.   

https://www.ft.com/content/1f8a2511-d6ab-4183-b5c6-da6a69b3c815
https://www.api.org/news-policy-and-issues/blog/2022/03/24/drilling-down-on-federal-leasing-facts?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.api.org/news-policy-and-issues/blog/2022/03/24/drilling-down-on-federal-leasing-facts?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.dallasfed.org/research/surveys/des/2022/2201?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top#tab-questions
https://www.dallasfed.org/research/surveys/des/2022/2201?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top#tab-questions
https://www.reuters.com/business/energy/regulatory-changes-over-us-oil-gas-leases-not-hampering-output-barclays-2022-03-23/
https://www.axios.com/newsletters/axios-generate-5a8e566c-d229-4413-bcda-da1f0aa38d9c.html?chunk=4&utm_term=emshare#story4
https://rbnenergy.com/i-cant-go-for-that-no-can-do-part-2-eandp-capex-and-production-guidance-and-why-they-arent-doing-more
https://rbnenergy.com/i-cant-go-for-that-no-can-do-part-2-eandp-capex-and-production-guidance-and-why-they-arent-doing-more
https://www.wsj.com/articles/natural-gas-industry-gets-boost-as-biden-shifts-stance-11648296002?st=kxcbexzsxjp0flu&reflink=desktopwebshare_permalink
https://subscriber.politicopro.com/article/2022/03/dallas-fed-u-s-oil-production-climbing-but-industry-sees-limits-on-long-term-growth-prospects-00019644
https://subscriber.politicopro.com/article/2022/03/dallas-fed-u-s-oil-production-climbing-but-industry-sees-limits-on-long-term-growth-prospects-00019644
https://www.economist.com/leaders/2022/03/26/why-energy-insecurity-is-here-to-stay?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
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o Concerns about the future of the oil and gas industry are affecting human 

capital as well.  Engineering schools report less interest in petroleum 

engineering.   

• Although oil and gasoline prices tend to dominate the news, tightening supplies for 

diesel could become a much more serious problem.  Europe is already reporting record 

low stockpiles. Diesel is what moves goods around the world, and higher diesel prices 

will usually be passed along in the form of higher prices for those goods.   

o There are reports that U.S. refiners are sourcing fuel oil from the Middle East 

after the U.S. ban on Russian imports.   

o The Austin airport warned it was facing a shortage of jet fuel.   

• When gasoline prices rise, households might take steps to address the impact.  We are 

starting to see reports of increasing use of public transportation in a bid to offset the 

higher gasoline price.  A recent study suggests that for every 10% increase in gasoline 

prices, bus ridership increases by 4% and light rail by 8%.   

• A resurgence of COVID-19 cases has led to a shutdown in Shanghai; concerns about the 

impact on the Chinese economy have been a bearish factor for oil prices.   

• One factor causing marked volatility in energy markets is that exchanges are increasing 

margin requirements.  The rise in trading costs often reduces market liquidity, meaning 

that moving large orders becomes disruptive to markets.   

• The increased cost of oil and gas will tend to destroy demand.  The Economist discusses 

how the war will likely accelerate the transition away from fossil fuels.   

• Russia has planned on using Arctic shipping routes as the temperatures in the North Pole 

rise.  However, it is finding that it cannot build the LNG icebreakers without access to 

Western technology.   

Geopolitical news:  

• The war in Ukraine continues, although there are reports suggesting the Russians may be 

entertaining a ceasefire.  However, even with a cessation of hostilities, the world cannot 

“unlearn” the events of the past month.  The U.S. and EU unveiled a plan to replace at 

least some Russian natural gas with American LNG.  The U.S. is promising to send an 

additional 15 bcm (5.3 tcf) of LNG over the next 12 months over and above the current 

22 bcm.  That represents about 24% of Russian supplies.  Since the U.S. is near full 

capacity for LNG exports, the increased supplies would come at the expense of other 

consumers, mainly from Asia.  For years, most LNG supplies were tied to long-term 

contracts.  Since the investment costs of building infrastructure for LNG are high, 

producers would not start projects without reliable demand.  The EU is expected to 

provide long-term contracts to buy U.S. LNG to facilitate expanding production in 

America.  However, securing supplies won’t come cheap, even though the EU is planning 

to purchase gas jointly in the future, which will increase the group’s buying power.   

o Commodity trading houses are facilitating Russia’s oil trade.  The traders say they 

are fulfilling long-term contracts and have not made new agreements.  

• Germany has rejected calls to embargo Russian oil and gas, suggesting that doing so 

would trigger a recession.  However, financial sanctions may end up triggering a de facto 

embargo.  The G-7 has rejected Russia’s demand to pay for Russian gas with RUB.  

However, this decision creates a problem for Russia.  If they sell natural gas to Europe 

https://www.eenews.net/articles/climate-change-roils-colleges-that-train-drillers-and-miners/
https://www.eenews.net/articles/climate-change-roils-colleges-that-train-drillers-and-miners/
https://www.reuters.com/business/energy/diesel-shortage-europe-threatens-slow-economic-growth-2022-03-24/
https://www.reuters.com/business/energy/diesel-shortage-europe-threatens-slow-economic-growth-2022-03-24/
https://oltnews.com/europes-large-diesel-stocks-could-run-out-fast-as-russia-bites-yahoo-finance
https://www.reuters.com/article/oil-products-diesel/update-1-gasoil-storage-rates-in-europes-ara-hub-hit-record-lows-kulsen-idUKL2N2VW1L6
https://www.reuters.com/article/oil-products-diesel/update-1-gasoil-storage-rates-in-europes-ara-hub-hit-record-lows-kulsen-idUKL2N2VW1L6
https://www.wsj.com/articles/small-trucking-companies-are-getting-squeezed-by-soaring-diesel-prices-11648200601?st=8jz896b730uelxb&reflink=desktopwebshare_permalink
https://www.reuters.com/business/energy/us-refiners-turn-middle-east-fuel-oil-after-russia-import-ban-2022-03-24/
https://www.foxbusiness.com/economy/austin-texas-airport-fuel-shortage-alert-increased-flight-activity
https://www.sdmts.com/inside-mts/news-release/san-diego-gas-prices-soar-residents-turn-transit-relief
https://www.ft.com/content/75d435fc-3e40-41b6-b4f0-0bf74321617a?emailId=6242399cc42e940023be9a62&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.sciencedirect.com/science/article/abs/pii/S0966692311001578
https://www.ft.com/content/4bb84965-9763-4e11-bd81-25383cf2c747?emailId=6242893a53c0a40023171c03&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://finance.yahoo.com/news/1-ice-increases-margins-front-155456283.html
https://finance.yahoo.com/news/1-ice-increases-margins-front-155456283.html
https://www.economist.com/leaders/2022/03/26/why-energy-insecurity-is-here-to-stay?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/2164d1e3-ee68-43ab-8c3d-61bd6ccde239
https://www.wsj.com/articles/u-s-to-boost-gas-deliveries-to-europe-amid-scramble-for-new-supplies-11648198062?st=x6jgltixdkq26lw&reflink=desktopwebshare_permalink
https://www.nytimes.com/2022/03/12/opinion/russia-europe-energy-crisis.html
https://www.nytimes.com/2022/03/12/opinion/russia-europe-energy-crisis.html
https://www.ft.com/content/7f106e55-6646-4018-89f7-0159d11f3196?emailId=623d525cb54e7500231027a0&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://apnews.com/article/russia-ukraine-biden-business-poland-migration-c0c3b6421fc0d454abf53b4b6dd746bb
https://www.bbc.com/news/business-60871601?utm_source=Eurasia+Group+Signal&utm_campaign=0fb44e18a4-EMAIL_CAMPAIGN_2022_03_25_11_26&utm_medium=email&utm_term=0_e605619869-0fb44e18a4-134308033
https://www.axios.com/newsletters/axios-generate-5a8e566c-d229-4413-bcda-da1f0aa38d9c.html?chunk=2&utm_term=emshare#story2
https://rbnenergy.com/baby-i-got-it-could-the-us-alone-meet-bidens-call-for-15-bcm-more-lng-to-the-eu
https://www.energyflux.news/p/caveat-emptor-part-2?token=eyJ1c2VyX2lkIjo3MDIsIl8iOiJvSFZNRyIsImlhdCI6MTY0ODU3NTg3MSwiZXhwIjoxNjQ4NTc5NDcxLCJpc3MiOiJwdWItNzQzNjciLCJzdWIiOiJwb3N0LXJlYWN0aW9uIn0.pdYCxm8Gg_O4PShRaYK1V_q5Dx6qC_TbYL_vDP5vWLo&s=r
https://www.nytimes.com/2022/03/25/business/energy-environment/biden-europe-lng-natural-gas.html?smid=url-share
https://www.reuters.com/markets/commodities/eu-steps-back-impractical-russia-oil-embargo-2022-03-25/
https://www.ft.com/content/de704c90-dc68-4747-86ef-551f1ffbcb04?emailId=62418ae628c1c3002330a32d&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/de704c90-dc68-4747-86ef-551f1ffbcb04?emailId=62418ae628c1c3002330a32d&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.reuters.com/business/energy/commodities-trading-houses-help-keep-russian-oil-flowing-2022-03-25/
https://www.ft.com/content/c95634ad-e01a-4af5-b7e8-4616618b7431?emailId=623deb7f11b81600048ff6a1&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/158ae4d5-fc1b-42bf-87ce-e16b915ae8a3?emailId=6242893a53c0a40023171c03&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://apnews.com/article/russia-ukraine-business-europe-germany-global-trade-96dbe1ef3a1e1c61431b9a78149ac62c
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and get paid in either EUR or USD, there are limits to what they can do with the funds.  

Since the Russian banking system is essentially embargoed, the EU is effectively not 

paying for the gas they receive.  In response, Russia wants to get paid in RUB, which 

would force Europeans to trade with Russia to acquire their currency.  The currency issue 

has the potential to lead Russia to cease exports of fossil fuels to Europe.  Germany 

announced it has activated an emergency law that will give the government power to 

ration natural gas supplies.   

o There are reports that natural gas flows through the Yamal-EU pipeline have 

ended.   

o Russia is signaling that it is considering requiring RUB for ALL key exports, 

which would presumably include key metals.   

• Although the Ukraine war is deepening Chinese and Russian relations, Sinopec (SNP, 

USD, 49.56) has suspended investments in Russia due to sanctions.  

• There is a growing likelihood that Central Asia oil that uses Russia’s pipeline network 

could be impeded at some point.   

• As Iranian nuclear talks stall, the KSA and UAE are calling for military support from the 

U.S.   

• The Houthis have announced a ceasefire after a wave of drone attacks on Saudi oil 

installations.  It is unclear how long the ceasefire will remain in effect.   

• Trailing in the polls, Brazilian President Bolsonaro has fired the head of Petrobras (PBR, 

USD, 14.49) due to high petroleum product prices.  It is the second time in the past year 

that Bolsonaro has relieved the head of the state oil company.   

Alternative energy/policy news: 

• As lithium demand soars, scientists are working on ways to lift production.  A new 

method of evaporating brine pools holds promise to boost output.   

• Tesla (TSLA, USD, 1099.57) plans to build a new battery factory in Arizona.   

• The world’s low-cost producer of solar panels is China.  U.S. manufacturers were given 

tariff protection due to concerns the Chinese government was subsidizing production to 

capture market share.  U.S. manufacturers are concerned Chinese firms are avoiding 

tariffs via transshipments through other nations.  Installers in the U.S. are trying to keep 

the Commerce Department from extending tariffs because they prefer lower-cost panels.   
 
 
Past performance is no guarantee of future results.  Information provided in this report is for educational and illustrative purposes 
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financial circumstances.  Opinions expressed are current as of the date shown and are subject to change. 
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https://www.ft.com/content/0706d6f4-6668-4f67-ab1c-d535d847caf7
https://www.reuters.com/business/energy/germany-declares-early-warning-potential-gas-supply-disruptions-2022-03-30/
https://twitter.com/nexta_tv/status/1508921987023970320?s=12&t=yBR4ZwrVXhhjYC6NnSAyNg
https://www.reuters.com/business/find-roubles-if-you-want-russian-oil-grain-or-metals-top-lawmaker-says-2022-03-30/
https://supchina.com/2022/03/24/china-deepens-economic-ties-with-russia-as-western-sanctions-bite/
https://www.reuters.com/business/energy/exclusive-chinas-sinopec-pauses-russia-projects-beijing-wary-sanctions-sources-2022-03-25/
https://www.eia.gov/todayinenergy/detail.php?id=51838
https://www.ft.com/content/7dc6dc40-358f-4e30-8e60-b0e36ba27064
https://www.aljazeera.com/news/2022/3/26/yemens-houthis-announce-three-day-ceasefire-after-saudi-attacks?utm_source=Eurasia+Group+Signal&utm_campaign=e764bf5b19-EMAIL_CAMPAIGN_2022_03_28_10_57&utm_medium=email&utm_term=0_e605619869-e764bf5b19-134308033
https://www.ft.com/content/8bb485c6-17e3-4dfd-8123-35e3b276f6bf?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.economist.com/science-and-technology/two-new-ways-of-extracting-lithium-from-brine/21807823
https://www.economist.com/science-and-technology/two-new-ways-of-extracting-lithium-from-brine/21807823
https://www.reuters.com/technology/lg-plans-build-battery-factory-arizona-supply-tesla-others-sources-2022-03-23/
https://www.wsj.com/articles/u-s-to-probe-tariff-dodging-claim-against-chinese-manufacturers-11648500996?st=j359vw9vk1mt5gc&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/u-s-to-probe-tariff-dodging-claim-against-chinese-manufacturers-11648500996?st=j359vw9vk1mt5gc&reflink=desktopwebshare_permalink

