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Weekly Energy Update
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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 21, 2020

Here is an updated crude oil price chart. The oil market continues to show signs of recovery.

CLN20 - Crude Oil WTI - Daily Nearest Candlestick Chart

e
fr— e
=] .ﬁ_‘_l:l

® Barchart.com
5M

@ Op:31.89, Hi33.74, Lo:31.56, C1:33.09 70.00

e omr bl

Hes.00
g iy -60.00
) 45500

o, o
L dbe T TR o {5000
!.lj .I -~45.00
H40.00

+D*H’I* Dlﬁ-v-ﬁ' | ﬁ
Iﬂ]ﬁ?*"'l . ﬁm“i.. frbos oo
s -+'I " D¢¢ 2000
-15.00
+ .T¢ - 10.00
-5.00
-0.00
--5.00
—-{-10.00
—-{-15.00
--20.00
-{-25.00
-{-30.00
-{-35.00
4-40.00
-45.00

amM
M-
M T
-
oM

Dec 19

W Vol 801,323 M Open Interest:

2,196,268
~H2.4m

—23M
—q22M
—21M
M

(Source: Barchart.com)

One interesting development has been in open interest. Open interest is the number of open
contracts in a futures market. Most of the time, the highest open interest in the calendar of

contracts is the nearby or the second nearby, when the first nearby is near expiration. However,

currently the contract with the highest open interest is for December delivery. Investors are
taking the stance that oil prices are likely to rise in the future due to the combination of

improving economic growth and falling output. However, as the debacle recently witnessed in

the oil ETFs showed, the nearest contracts are subject to wild price swings due to the lack of
storage. Thus, it appears speculators and investors are moving to the longer-dated contracts to
execute positions to avoid the problems inherent in the nearby contracts. The drawback with this
strategy is that, under conditions of contango, the deferred prices are higher than the nearby.
However, this disadvantage has narrowed recently. As the chart below shows, the
July/December spread fell to nearly -10.00 per barrel in late April; it has narrowed to under -2.00

per barrel recently

. Thus, the carrying cost of holding the deferred contract has become less

onerous.
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https://www.wsj.com/articles/the-oil-market-is-betting-people-want-crude-for-christmas-11589794202?shareToken=st2b59603a3c034a0e893584f303e70a24
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Crude oil inventories surprised the markets for the second straight week by falling 5.0 mb
compared to the forecast rise of 2.0 mb.

U.S. COMMERCIAL CRUDE OIL INVENTORIES
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In the details, U.S. crude oil production fell 0.1 mbpd to 11.5 mbpd. Exports fell 0.3 mbpd,
while imports fell 0.2 mbpd. Refining activity rose 1.5%, in line with expectations. As we saw
last week, there was another jump in unaccounted-for crude oil.
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UNACCOUNTED CRUDE OIL

1.5

1.0
0.5

Ty
0.0 TS A ol T ‘.‘.“‘H" 1 “lu_

-0.5

Ll

h

MBPD

-1.0

-1.5

2002 2004 2006 2008 2010 2012 2014 2016 2018 2020

—— UNACCOUNTED (WEEKLY)
—— UNACCOUNTED (12-WEEK MOVING AVERAGE)

Sources: DOE, CIM

Unaccounted-for crude oil is a balancing item in the weekly energy balance sheet. To make the
data balance, this line item is a plug figure; but that doesn’t mean it doesn’t matter. This week’s
number of -998 kbpd is the largest negative number on record. It may mean that in the scramble
for finding storage, some oil is being inventoried outside the survey system. In other words, over
the week, some 6.9 mb of crude oil went into storage somewhere, just not where it can be
recorded. Or, production is falling much faster than the DOE estimates are capturing so there
aren’t any missing barrels; simply put, production is cratering. We are leaning toward the first
explanation, but if inventories don’t rise in the coming weeks the second theory would become
more plausible. The second factor is that the SPR rose 1.9 mb as some of the oil went into the
strategic reserve.

Crude Qil Inventory Seasonal
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https://www.wsj.com/articles/wanted-somewhere-anywhere-to-store-lots-of-cheap-oil-11589207580?shareToken=stb8c48ae1f46449f69b6e7f3320369a9c

The above chart shows the annual seasonal pattern for crude oil inventories. This week’s data,
with the caveats expressed in the discussion about the unaccounted-for crude oil, suggests the
worst of the inventory accumulation is behind us.
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Based on our oil inventory/price model, fair value is $30.89; using the euro/price model, fair
value is $44.26. The combined model, a broader analysis of the oil price, generates a fair value
of $36.88. As we noted recently, the model output is less relevant as there is a non-linearity tied
to the loss of storage capacity that cannot be fully captured with these models. At the same time,
if storage remains available, the models would suggest further upside for oil prices.

Although consumption remains depressed, there are reports that driving is starting to recover as
lockdown rules ease. The gasoline supplied data on the chart below also continues to show
improvement. Some data tracking does suggest an upswing in driving activity.

GASOLINE CONSUMPTION
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https://www.wsj.com/articles/return-of-car-traffic-fuels-surge-in-oil-11589880602?shareToken=sta4ecec704b9e42cebe643654495dc408

The market news for the week was mixed. As we noted above, demand does appear to be
improving, but prices remain depressed and production will likely continue to fall. The Dallas
FRB has produced research suggesting the net effect of the oil bear market has been negative for
the economy, a major reversal from past years, reflecting the growing importance of oil
production to the overall economy. Meanwhile, it is possible the U.S. will restrict Chinese oil
firms from buying U.S. oil companies. And, in a first, the U.S. is on track to generate more
electricity from renewables compared to coal.

On the geopolitical front, we are seeing the U.S. and Iran ease tensions. Washington appears to
be ignoring Iran’s trading with VVenezuela, for example. We suspect Tehran does not want to
trigger a conflict before the election, a move that might actually boost support for President
Trump. Saudi Arabia is trying to balance the goals of economic restructuring with the loss of
revenue due to falling oil prices. Argentina has set a domestic price of $45 per barrel to protect
domestic producers.

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.

WWW.CONFLUENCEINVESTMENT.COM
5


https://www.axios.com/oils-prices-coronavirus-recovery-0dfc9f5f-8b0c-4c70-a15d-ffe5fd9bbeb2.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.dallasfed.org/research/economics/2020/0519?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.dallasfed.org/research/economics/2020/0519?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.dallasfed.org/research/economics/2020/0519?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.foxbusiness.com/markets/texas-oil-rich-lands-chinese-takeover-weakened-crude-producers.amp
https://www.foxbusiness.com/markets/texas-oil-rich-lands-chinese-takeover-weakened-crude-producers.amp
https://nyti.ms/2WtUI4k
https://nyti.ms/2WtUI4k
https://nyti.ms/3e13xbH
https://www.al-monitor.com/pulse/originals/2020/05/iranian-gas-ships-tankers-venezuela-us-sanctions-pressure.html?utm_campaign=20200519&utm_source=sailthru&utm_medium=email&utm_term=Daily%20Newsletter
https://www.washingtonpost.com/world/middle_east/worst-financial-crisis-in-decades-deals-blow-to-saudi-princes-ambitions-for-the-kingdom/2020/05/13/83dcc848-938c-11ea-87a3-22d324235636_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.washingtonpost.com/world/middle_east/worst-financial-crisis-in-decades-deals-blow-to-saudi-princes-ambitions-for-the-kingdom/2020/05/13/83dcc848-938c-11ea-87a3-22d324235636_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.infobae.com/america/agencias/2020/05/19/actualiza-3-argentina-fija-precio-local-de-barril-de-petroleo-en-45-dlr-para-proteger-industria/

