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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 inventory data will be the primary focus of the

recap, we will add other data when required.

November 30, 2023

Crude oil prices have retreated from their early October highs.
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Commercial crude oil inventories rose 1.6 mb compared to forecasts of a 1.7 mb draw. The SPR

rose 0.3 mb, which puts the net build at 1.9 mb.
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In the details, U.S. crude oil production was steady at 13.2 mbpd. Exports were unchanged
while imports fell 0.7 mbpd. Refining activity rose 1.9% to 89.8% of capacity. Refinery activity
has started its seasonal recovery which should last into December.

Crude Qil Inventory Seasonal
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(Sources: DOE, CIM)

The above chart shows the seasonal pattern for crude oil inventories. Inventories have now risen
to seasonal norms.

OIL INVENTORIES AND PRICES OIL PRICES AND THE EURO
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Fair value, using commercial inventories and the EUR for independent variables, yields a price
of $63.71. However, given the level of geopolitical risk in the market, we are not surprised that
oil prices are well above this model’s fair value.

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.
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Total stockpiles peaked in 2017 and are now at levels last seen in late 1984. Using total stocks
since 2015, fair value is $90.25.

Market News:

OPEC+ is meeting this week. So far, the Kingdom of Saudi Arabia (KSA) is pushing
members for deeper production cuts, but it is facing resistance. The key to holding
current prices is OPEC+ cuts. In the past, the KSA, when thwarted on its goal of
reducing supply, has reacted by flooding the market with oil to punish “free riders.” We
don’t expect such an action in the near term, but investors and traders should be aware
that there is a risk that Saudi Arabia will react in this manner at some point. Our
expectation is that the odds of something like this happening increase if Riyadh can get a
security guarantee from the U.S.

It’s COP28 week. We have been giving this meeting only modest coverage because we
doubt much will come of it. In international law, there is no singular body that enforces
rules. Without an enforcement mechanism, any agreements from meetings such as these
rely on moral suasion; or, to paraphrase Fernando, it is better to seem good than to be
good. In further evidence that this meeting isn’t weighty, President Biden has decided to
skip it. We expect promises and projections but little else.

o Oil and gas companies are facing criticism over their investments in future
production. The companies are banking on carbon capture to make the
investments viable under stricter regulations. This is a controversial decision.

U.S. oil production has been rising despite modest rig counts. Essentially, the industry
has been increasing productivity and efficiency. However, there are concerns that
additional productivity may become increasingly costly, which could weaken company
profits.
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https://www.reuters.com/markets/commodities/opec-moving-closer-compromise-with-african-producers-sources-say-2023-11-24/
https://www.cop28.com/
https://www.axios.com/2023/11/29/un-cop-past-pledges?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.axios.com/2023/11/29/un-cop-past-pledges?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.bing.com/videos/riverview/relatedvideo?q=fernando%27s+hideaway+snl&mid=4B58ED56282F04085A424B58ED56282F04085A42&FORM=VIRE
https://www.nytimes.com/2023/11/26/climate/biden-climate-cop28-dubai.html?smid=url-share
https://www.axios.com/2023/11/27/biden-cop28-climate-summit-dubai?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.axios.com/2023/11/27/biden-cop28-climate-summit-dubai?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.axios.com/2023/11/21/cop28-john-kerry-guttieres?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.wsj.com/science/environment/future-carbon-capture-technology-b1a3cc8e?st=vhdy1rd7ervch8l&reflink=desktopwebshare_permalink
https://www.wsj.com/business/energy-oil/american-oilgood-to-the-last-drop-de7f2ac6?st=lh5eneiye2filb4&reflink=desktopwebshare_permalink
https://www.wsj.com/business/energy-oil/american-oilgood-to-the-last-drop-de7f2ac6?st=lh5eneiye2filb4&reflink=desktopwebshare_permalink

e Storms have disrupted oil flows from the Russian port of Novorossiysk. We expect the
flows to resume when the weather improves.

e High European energy costs are threatening to doom Germany’s industrial sector.

Geopolitical News:

e The Hamas/Israeli conflict is on hold due to a ceasefire that has facilitated the exchange
of hostages and prisoners. Each day the ceasefire is extended reduces the odds that the
conflict will spread, but we doubt that this ceasefire will hold much longer.

e A Houthi hijacking team attempted to take control of an Israeli-related oil tanker. The
U.S. Navy was able to thwart the hijackers. However, the action does suggest that
shipping in the region is at risk due to the Hamas/Israeli conflict.

e Over the past several months, there has been a lot of reporting about oil sales being
transacted in currencies other than USD. In particular, India has been paying for Russian
oil with INR. Russian oil companies are finding that the Russian Central Bank has no
interest in converting INR into RUB, meaning the oil companies are essentially “stuck”
with a near worthless currency. Of course, if Russia were not under sanction, the bank
could exchange the INR for USD or some other currency, but because sanctions have
excluded Russia from the dollar system, there is no obvious way to liquidate the
currency. It has reached the point where Russian oil companies are threatening to divert
shipments to other nations. Russia is encouraging India to pay in CNY but given that the
Chinese have a closed capital account, it may not be easy for India to acquire CNY
easily. Overall, the dollar system works pretty well, while abandoning it is hard.

e Although the U.S. has tied the easing of sanctions on Venezuela with running free and
fair elections, Caracas is moving to invite oil companies into development licenses in a
clear sign that it expects Washington to ease sanctions regardless of its behavior.

o Another worrying development is that Venezuela is claiming a large part of
Guyana. Although Venezuela claims the Essequibo region as part of its territory,
no one else does nor has for well over a century. Venezuela’s claims are massive:
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https://pgjonline.com/news/2023/november/russian-black-sea-oil-exports-delayed-due-to-heavy-storms#:~:text=Russian%20oil%20pipeline%20monopoly%20Transneft%20said%20it%20had,a%20main%20export%20route%20for%20Kazakhstan%27s%20crude%20oil.
https://www.ft.com/content/7095e5d7-7a72-483f-9464-52d36bac03f7
https://www.reuters.com/world/middle-east/more-israeli-hostages-palestinians-expected-be-freed-with-extended-truce-2023-11-27/
https://www.politico.com/news/2023/11/27/pentagon-somali-pirates-attack-00128712?utm_source=ActiveCampaign&utm_medium=email&utm_content=A+Day+of+Ire&utm_campaign=A+Day+of+Ire
https://www.washingtonpost.com/world/2023/11/26/pirates-zodiac-israel-eyal-ofer/
https://www.reuters.com/markets/currency-clashes-sour-russias-oil-trade-with-asia-2023-11-27/
https://www.reuters.com/markets/currency-clashes-sour-russias-oil-trade-with-asia-2023-11-27/
https://www.reuters.com/business/energy/venezuela-close-approving-offshore-gas-license-with-trinidad-shell-2023-11-20/
https://www.washingtonpost.com/world/2023/02/14/venezuela-guyana-border-dispute-oil/

The problem is that the western border has been disputed since 1814. In 1895, President
Cleveland established a commission to establish a border. Because Guyana was a British
colony, the U.K. initially rebuffed the effort but quickly realized it couldn’t enforce its
claim. At that point, Venezuela, the U.S., and the U.K. agreed to international
arbitration, which established the current borders. Venezuela was not pleased, and
evidence that surfaced after WWII suggested that a Russian member of the arbitration
board had conspired with London to expand the border in Guyana’s favor. In the wake of
this news, the Kennedy administration quietly looked at allowing either VVenezuela or
Brazil to expand their claims to prevent communism from gaining a foothold as
independence loomed. Guyana became independent of Britain in 1966. New talks
between Venezuela and Guyana began but never reached a conclusion.

President Maduro announced a referendum in the disputed territory to determine where
the border should sit. Given that Venezuela isn’t recognized as being in control, it isn’t
obvious how the vote will take place.

Until recently, there wasn’t much interest in pursuing claims. Guyana was desperately
poor. But as we have documented this year, Guyana is rapidly becoming a major oil
producer. Fearing Venezuela will take military action, the Brazilian army has been put
on high alert. Although we don’t expect this event to come to “blows,” Maduro is
mercurial and may believe that the U.S. is in such need of oil that he can move with
impunity, not just against his domestic opposition, but also to reclaim areas of Guyana. If
war breaks out, it would be hard for the U.S. not to become involved. And, it would
bolster oil prices.

Iran postponed a leader visit with Turkey. It was not clear why the visit was delayed.

Although Russia and China are “friends,” it is worth noting that Beijing is pressing hard
on Moscow about the Siberia 2 pipeline project.

Alternative Energy/Policy News:

China has been establishing bureaucratic “gates” on exports of various minerals. The
procedures will give Beijing a mechanism to control the supply of several key minerals.
Although the development of gates doesn’t necessarily mean supplies will be restricted,
in reality, it would be naive to expect China not to use these to their advantage. Already,
some critical mineral exports have been restricted.

China’s dominance in EVs has Western nations in a dilemma. On the one hand, the EV
industry could expand rapidly in a nation by either importing Chinese EVs or licensing
the technology. On the other hand, this decision could mean that the West becomes a
mere assembler of Chinese EVs and wouldn’t develop the technology domestically. So
far, the EU seems to be leaning more towards the first “horn” of the dilemma, while the
U.S. is still trying to develop an indigenous industry.

o A similar problem exists in solar panels. China is the low-cost producer, and in
the West, installers want to import panels, whereas domestic producers want
protection.

EVs and hybrids now represent 18% of new U.S. light-vehicle sales.
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https://www.csis.org/analysis/new-dynamics-northern-south-americas-geopolitical-neighborhood
https://www.csis.org/analysis/new-dynamics-northern-south-americas-geopolitical-neighborhood
https://apnews.com/article/venezuela-guyana-essequibo-territory-dispute-maduro-referendum-d3e65757ca8da2355994ec8a44c148ba
https://www.forbes.com/sites/arielcohen/2023/11/16/venezuela-vs-guyana-the-battle-for-el-essequibos-oil/?sh=4aa25b6cfa43
https://www.forbes.com/sites/arielcohen/2023/11/16/venezuela-vs-guyana-the-battle-for-el-essequibos-oil/?sh=4aa25b6cfa43
https://bnn.network/conflict-defence/military/brazilian-army-on-high-alert-amid-potential-venezuelan-invasion-of-guyana/
https://bnn.network/conflict-defence/military/brazilian-army-on-high-alert-amid-potential-venezuelan-invasion-of-guyana/
https://www.tasnimnews.com/tr/news/2023/11/28/2996880/iran-cumhurba%C5%9Fkan%C4%B1-n%C4%B1n-t%C3%BCrkiye-ziyareti-ertelendi
https://sc.mp/tjfl?utm_source=copy-link&utm_campaign=3242612&utm_medium=share_widget
https://sc.mp/tjfl?utm_source=copy-link&utm_campaign=3242612&utm_medium=share_widget
https://www.mining.com/web/china-allows-a-trickle-of-critical-minerals-exports-ahead-of-graphite-curbs/
https://www.nytimes.com/2023/11/29/business/economy/electric-car-china-supply-chain.html?smid=url-share
https://www.reuters.com/sustainability/climate-energy/european-solar-power-firms-warn-against-curbing-imports-2023-11-28/
https://www.eia.gov/todayinenergy/detail.php?id=61004

e Malaysia is attempting to build out a rare earths industry, angering both local
environmentalists and China.

e The demand for lithium is leading to a land grab in Australia. One risk is that a new
battery technology could emerge that would exclude this sought-after mineral.

e Tighter monetary policy is crippling the energy transition. That’s partly due to the low
return on investment from solar and wind; higher interest rates also make these projects
less attractive.

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://sc.mp/5qxg?utm_source=copy-link&utm_campaign=3242368&utm_medium=share_widget
https://www.ft.com/content/ce18cc79-b501-440e-a12a-1473fd85d88e?emailId=9eef3c88-fcf9-4170-a993-f44c83b6c41c&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/826fb9bb-b27f-4c68-ad4b-a54ad74713c9?emailId=1fd4b30a-35f4-4374-8498-bedc3057c0cc&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.ft.com/content/826fb9bb-b27f-4c68-ad4b-a54ad74713c9?emailId=1fd4b30a-35f4-4374-8498-bedc3057c0cc&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
https://www.bloomberg.com/news/articles/2023-11-29/clean-energy-stocks-30-billion-dive-exposes-biden-s-climate-law-hurdles

