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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.  
 

May 13, 2021 

 

Tightening supplies have lifted crude oil prices toward the top of the recent trading range. 
 

 
(Source: Barchart.com) 

 

Crude oil inventories declined 0.4 mb compared to the 1.8 mb build expected.  The SPR fell 1.4 

mb, meaning without the addition from the reserve, commercial inventories would have declined 

1.8 mb. 
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In the details, U.S. crude oil production rose 0.1 mbpd to 11.0 mbpd.  Exports fell 2.3 mbpd 

while imports were unchanged.  Refining activity declined 0.4 mbpd.   

 

 

(Sources: DOE, CIM) 

 

This chart shows the seasonal pattern for crude oil inventories.  We are through the peak of the 

winter/early spring build season.  In the second half of June, stockpiles usually decline.  Note 

that stocks are already below the usual seasonal trough seen in early September.  Our seasonal 

deficit is 52.6 mb.  
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Based on our oil inventory/price model, fair value is $46.65; using the euro/price model, fair 

value is $68.54.  The combined model, a broader analysis of the oil price, generates a fair value 

of $56.86.  Although the slow decline in stockpiles is price supportive, the weakening dollar is 

much more important in lifting the model’s fair value. 

 

The DOE is continuing to reduce the SPR. 

 

 
(Source:  DOE, CIM) 

 

This action is a bearish factor for prices, but the gradual nature of the sale has not had much of 

an effect thus far.  We expect another 7.0 mb of sales to occur this year.   

 

Market news: 

• This week’s big news is the ransomware disruption of the Colonial pipeline.  The line, 

which runs from Houston to New England, is a critical element of U.S. energy 

infrastructure.  Although we expect flows to begin by the weekend, it will likely take at 

least a week to 10 days for conditions to normalize.  Meanwhile, refineries are reducing 

operations because the product has nowhere to go.  Restarting will also take time.  As this 

picture shows, drivers are scrambling to find gasoline. 

 

https://www.ft.com/content/2ce0b1fe-9c3f-439f-9afa-78d77849dd92?emailId=6099b1650be313000409bb7c&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.politico.com/news/2021/05/10/colonial-pipeline-cyber-486726?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2021/05/10/colonial-pipeline-cyber-486726?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.reuters.com/article/refinery-operations-motiva-portarthur-idUSL1N2MX10M
https://www.reuters.com/article/refinery-operations-motiva-portarthur-idUSL1N2MX10M
https://money.yahoo.com/drivers-scrambling-for-gas-as-stations-run-empty-170130231.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
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(Source:  AP) 

  

Local gasoline prices are rising rapidly.  Meanwhile, government officials are trying 

other forms of transportation to move the product to markets facing shortages.  This 

situation will affect the energy data for the rest of May. 

• Michigan is threatening to close a pipeline that runs from Canada to the U.S.  A portion 

of the pipeline passes across the Great Lakes, and there are fears a rupture could be 

catastrophic.  At the same time, the lines have run for over 70 years without incident.  

The threat is raising tensions between the U.S. and Canada.  Trade is conducted through 

the USMCA, and thus, Ottawa may have legal remedies to halt the closure.  Meanwhile, 

Michigan Gov. Whitmer is threatening to seize profits from Enbridge (ENB, USD, 

40.12), the pipeline operator, for continuing to operate the pipeline.  If this situation leads 

to a disruption, the timing could not be worse, given the turmoil caused by the Colonial 

pipeline situation. 

• We continue to see news on the Texas freeze-out.  During the crisis, state regulators 

implemented a program that pays industrial users to reduce their natural gas 

consumption.  Paradoxically, this led to the curtailment of natural gas as firms involved 

in the natural gas infrastructure were taken offline.   
 

Geopolitical news: 

• Crosscurrents in Iranian/U.S. relations continue.  Negotiators from the Biden 

administration are in discussions with Iran, and there are optimistic reports that the two 

sides may come to an agreement on restoring the 2015 Nuclear Agreement in a matter of 

weeks.  However, it is also evident that there is a high degree of ambiguity in what both 

sides want; in reality, it is unlikely that a full return to the original deal is possible.  

Meanwhile, low-level skirmishes between the U.S. Navy and the Iranian Revolutionary 

Guard Corps continue in the Persian Gulf.  The fact these continue suggests wide 

divisions still exist.   

• Iran has confirmed that talks between Tehran and Riyadh are underway, but not much 

else is known.  The fact that the two sides are talking does suggest the KSA expects the 

U.S. to withdraw from the region, thus forcing Iran and the KSA to make some sort of 

agreement. 

https://www.wsj.com/articles/as-colonial-pipeline-shutdown-drags-on-after-hack-eyes-are-on-gasoline-prices-11620660258?st=bgp3ojmyy49hq5i&reflink=desktopwebshare_permalink
https://apnews.com/article/europe-government-and-politics-technology-business-938b33938fe3a750367fb1dc2f7ce6e0
https://www.washingtonpost.com/world/2021/05/02/canada-enbridge-line-5-whitmer-michigan/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F322653e%2F608f74559d2fdae30241c2a8%2F596b53f6ae7e8a44e7d597a3%2F50%2F85%2F608f74559d2fdae30241c2a8
https://www.wsj.com/articles/michigan-threatens-enbridges-profits-in-great-lakes-pipeline-dispute-11620769903?st=jqcybzcvb8fh36a&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/as-texas-went-dark-the-state-paid-natural-gas-companies-to-go-offline-11620385201?st=c6mar7gy4blgow9&reflink=desktopwebshare_permalink
https://www.nytimes.com/live/2021/05/06/us/joe-biden-news/iran-nuclear-deal
https://www.nytimes.com/live/2021/05/06/us/joe-biden-news/iran-nuclear-deal
https://www.nytimes.com/2021/05/09/world/middleeast/biden-iran-nuclear.html?smid=url-share
https://www.nytimes.com/2021/05/10/us/politics/us-iran-navy.html?smid=url-share
https://www.nytimes.com/2021/05/10/us/politics/us-iran-navy.html?smid=url-share
https://www.aljazeera.com/news/2021/5/10/iran-confirms-saudi-talks-says-too-early-to-discuss
https://www.trtworld.com/middle-east/mbs-seeks-good-relations-with-iran-46272
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Alternative energy/policy news: 

• The EU carbon price is rising rapidly, hitting a new record of €50 per tonne. 

• There are increasing worries that rapidly rising base metals prices will slow the 

conversion to electric transportation.  There is also a growing realization that the mining 

required to acquire these metals is far from green. 

• The IEA reports that wind and solar power rose last year.  The U.S. has approved the first 

offshore wind farm. 

 
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. 

https://www.ft.com/content/2b965427-4fbc-4f2a-a14f-3be6019f0a7c?emailId=6093a13eeb14170004f2c5c4&segmentId=d16cd453-7bb5-45ba-728c-35ca5739b9f6
https://www.ft.com/content/2f709342-3070-4b75-8924-3d9190f5c0c7?emailId=60931787c6d8580004e34608&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.ft.com/content/2f709342-3070-4b75-8924-3d9190f5c0c7?emailId=60931787c6d8580004e34608&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.nytimes.com/2021/05/06/business/lithium-mining-race.html?smid=url-share
https://www.nytimes.com/2021/05/06/business/lithium-mining-race.html?smid=url-share
https://www.wsj.com/articles/wind-solar-power-made-strong-gains-in-2020-iea-says-11620709200?st=wt9pw521p7jxcl6&reflink=desktopwebshare_permalink
https://www.nytimes.com/2021/05/11/climate/climate-wind-farm.html?smid=url-share
https://www.nytimes.com/2021/05/11/climate/climate-wind-farm.html?smid=url-share

