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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.

October 15, 2021

[N.B. Today’s report was delayed one day due to the Columbus/Indigenous Day holiday.]

Prices have moved above $80 per barrel.

CLX21 - Crude Qil WTI - Daily Nearest Candlestick Chart
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Crude oil inventories rose 6.1 mb compared to the 1.1 build forecast. The SPR declined 0.8 mb,

meaning the net draw was 5.3 mb.
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In the details, U.S. crude oil production rose 0.1 mbpd to 11.4 mbpd, approaching the 11.5 mbpd
pre-lda level. Exports rose 0.4 mbpd, while imports declined 1.0 mbpd. Refining activity fell

2.9%.

Crude Qil Inventory Seasonal
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This chart shows the seasonal pattern for crude oil inventories. We are in the autumn build
season. Note that stocks are significantly below the usual seasonal trough. Our seasonal deficit

is 68.4 mb.
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Based on our oil inventory/price model, fair value is $65.55; using the euro/price model, fair
value is $57.99. The combined model, a broader analysis of the oil price, generates a fair value
of $61.44. We are seeing a notable divergence in the model between inventory and the dollar
and a rising level of overvaluation. Part of the overvaluation is likely due to fears of tighter
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inventories. If the builds continue, which is consistent with seasonal patterns, the model suggests
some moderation of prices. However, supply fears are so elevated this may not be the case.

In some respects, this week’s data doesn’t add up; the build with imports significantly down
suggests that we may be seeing higher production than is being reported. The plug number of
“unaccounted for crude oil” is elevated, suggesting an undercount, and the most likely area is
production, which is estimated.

UNACCOUNTED CRUDE OIL
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The most recent official U.S. oil production data, which is through August, shows production at
11.1 mbpd. We suspect production is probably closer to 11.6 mbpd.

Market news:

The IEA released its World Energy Outlook annual report this week. The report makes it
quite clear that the world is in an energy transition away from fossil fuels, but moving
away from them will be rocky. The report notes that if nations hold true to their climate
pledges, fossil fuel demand will peak in 2025. Such predictions create their own
problems; after all, why would the industry make investments in future production if
demand is expected to decline?

Meanwhile, until a greener future materializes, rising demand and the lack of a robust
supply response are leading to elevated prices. Oil drillers are struggling to deal with
higher costs, and financing is becoming more difficult to acquire. As traditional sources
of financing are lost, hedge funds are becoming a source of funding. This funding is
usually more costly and often requires equity participation. At the same time, large banks
haven’t completely abandoned the oil and gas industry, but the pressure is mounting to do
S0.
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https://iea.blob.core.windows.net/assets/88dec0c7-3a11-4d3b-99dc-8323ebfb388b/WorldEnergyOutlook2021.pdf
https://www.carbonbrief.org/fossil-fuel-use-will-peak-by-2025-if-countries-meet-climate-pledges-says-iea?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.wsj.com/articles/shale-drillers-may-spend-more-but-dont-expect-a-bonanza-even-at-80-oil-11634042534?st=uteezwbcklwxmfh&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/shale-drillers-may-spend-more-but-dont-expect-a-bonanza-even-at-80-oil-11634042534?st=uteezwbcklwxmfh&reflink=desktopwebshare_permalink
https://www.ft.com/content/464bc3a6-d162-4f94-9180-edc7043516ab
https://www.ft.com/content/464bc3a6-d162-4f94-9180-edc7043516ab
https://www.wsj.com/articles/investor-shift-from-fossil-fuels-leaves-surging-market-to-smaller-players-11634117402?st=6b1ydb582iurp1y&reflink=desktopwebshare_permalink
https://www.ft.com/content/ed11c971-be02-47dc-875b-90762b35080e
https://www.ft.com/content/9105cc47-58fb-47dc-8233-6b622fb56ae2?emailId=6164b955a1a7aa0004bb1ea8&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.ft.com/content/9105cc47-58fb-47dc-8233-6b622fb56ae2?emailId=6164b955a1a7aa0004bb1ea8&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320

o Although it doesn’t appear the Biden administration will use the SPR at this time
to reduce oil prices, it is being considered as an option. The White House invited
U.S. oil companies for a visit to discuss how to bring oil prices down. This
approach does work at cross purposes for its climate policy goals.
o Therise in energy prices is raising concern about its broader inflation effects.
The DOE is warning U.S. consumers that winter heating prices could rise 30%.
Europe is facing a crisis in natural gas supplies. The EU is trying to cushion the blow to
consumers, but doing so reduces the price signaling effect, which is necessary to reduce
demand. As gas prices remain elevated, some dual-fired plants are switching to fuel oil,
something we rarely see.
o U.S. LNG exporters are taking steps to boost supply capacity to try to address the
EU’s gas shortage.
Even though coal prices have languished for years, elevated prices for oil and natural gas
have made coal prices competitive. In China, reduced mine output and import issues tied
to China’s trade policy toward Australia have led to supply shortages, soaring energy
prices, and some outages, adversely affecting factory production. As China boosts
imports of coal, oil, and natural gas, it is driving up prices worldwide, not just for energy
but for a broad range of goods.

Geopolitical news:

The energy crisis in the EU is giving Russia greater influence over Europe (and much of
the rest of the world for that matter). We have doubts Russia can aggressively expand
natural gas output to single-handedly solve Europe’s energy problems, but President
Putin is promising to “help.” We suspect his goal is to force the EU into long-term
supply contracts at lower prices than currently observed in the market but lock Europe
into Russia’s supply network.

The Biden administration wanted to return to the JCPOA, the Obama-era nuclear deal
with Iran. Despite diplomatic efforts, Iran remains wary. In addition, there has been a
change in government in Tehran to one that is much more hard-line compared to the last
administration. There are growing worries that Iran will end up losing the opportunity to
make a deal with the U.S. and have a chance to ease sanctions.

o lran is trying to take advantage of Europe’s energy crisis to improve its
diplomatic standing.

o The CIA has closed its Iran Mission Center, dedicated to gathering intelligence on
Iran. Although this action might be taken as a positive move by the U.S. to
relieve tensions, Tehran isn’t viewing it with favor, perhaps highlighting the level
of distrust in the U.S.

Tensions between Iran and Azerbaijan continue to escalate. Earlier, we noted Azerbaijan
had arrested Iranian truck drivers who were delivering goods to Armenia. Iran has
responded with military exercises on the Azerbaijan/Iranian frontier.

Irag held parliamentary votes this week; turnout was low and Shiite cleric Mogtada al-
Sadr narrowly won the election. The low turnout tends to undermine the mandate from
the election.

WWW.CONFLUENCEINVESTMENT.COM
4


https://www.ft.com/content/42c9f6c3-ad59-42a3-b9c2-1d79850f96af?segmentId=98583035-ac35-a0ba-ed44-378e53f8caec
https://www.politico.com/news/2021/10/13/white-house-biden-gas-prices-515957?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2021/10/13/white-house-biden-gas-prices-515957?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.wsj.com/articles/soaring-energy-prices-raise-concerns-about-u-s-inflation-economy-11633870800?st=zi8rd0xzn32cx3q&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/a-winter-of-giant-gas-bills-is-coming-are-you-ready-11634203801?st=k1mpwfe2loowln6&reflink=desktopwebshare_permalink
https://www.ft.com/content/c4900678-bc9c-4aca-9ad6-fb5b2f1a654b?segmentId=98583035-ac35-a0ba-ed44-378e53f8caec
https://www.wsj.com/articles/gas-crisis-prompts-fresh-proposals-from-eu-11634129005?st=40su6fhmtxkf85t&reflink=desktopwebshare_permalink
https://www.ft.com/content/72d0ec90-29e3-4e95-9280-6a4ad6b481a3
https://www.iea.org/news/statement-on-recent-developments-in-natural-gas-and-electricity-markets?utm_source=POLITICO.EU&utm_campaign=45f420130e-EMAIL_CAMPAIGN_2021_10_14_05_06&utm_medium=email&utm_term=0_10959edeb5-45f420130e-190334489
https://ec.europa.eu/energy/sites/default/files/tackling_rising_energy_prices_a_toolbox_for_action_and_support.pdf?utm_source=POLITICO.EU&utm_campaign=45f420130e-EMAIL_CAMPAIGN_2021_10_14_05_06&utm_medium=email&utm_term=0_10959edeb5-45f420130e-190334489
https://apnews.com/article/climate-change-business-europe-european-union-prices-28b030967f667af75dca9bd459ac6f35
https://www.wsj.com/articles/gas-shortage-forces-power-plants-to-switch-to-oil-boosting-demand-11634200084?st=f2hqjxd2f8cb4of&reflink=desktopwebshare_permalink
https://www.ft.com/content/7f0cffa9-1ae0-4b91-913e-e5fa8c2a28c9?emailId=6164b955a1a7aa0004bb1ea8&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.wsj.com/articles/coal-shortages-push-up-prices-weigh-on-economies-11633525885?st=ls4s0kzs4hfj46z&reflink=desktopwebshare_permalink
https://www.ft.com/content/2b986dca-bfdb-48f7-ba37-4a5e9a3d1412?emailId=6164b955a1a7aa0004bb1ea8&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.ft.com/content/ff4f8306-e8b8-41e4-9ce0-702ec86ef182
https://www.ft.com/content/ff4f8306-e8b8-41e4-9ce0-702ec86ef182
https://www.nytimes.com/2021/10/13/business/china-electricity-shortage.html?smid=url-share
https://www.axios.com/chinas-energy-crisis-fallout-4fa1fab2-cfd0-4a51-9602-fb4345b4d5fd.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axioschina&stream=china
https://www.wsj.com/articles/russia-shows-its-growing-sway-over-global-energy-markets-11634128607?st=chdxvokgn0utuy1&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/russia-shows-its-growing-sway-over-global-energy-markets-11634128607?st=chdxvokgn0utuy1&reflink=desktopwebshare_permalink
https://www.ft.com/content/228db4a7-5e81-4801-ac56-870e8bcfd1e5?segmentId=98583035-ac35-a0ba-ed44-378e53f8caec
https://www.ft.com/content/228db4a7-5e81-4801-ac56-870e8bcfd1e5?segmentId=98583035-ac35-a0ba-ed44-378e53f8caec
https://rbnenergy.com/anticipation-did-the-global-natural-gas-bubble-pop-or-is-it-the-last-chance-to-buy-before-the-supply-crisis
https://www.politico.eu/article/russia-president-vladimir-putin-gas-price-europe/?utm_source=POLITICO.EU&utm_campaign=45f420130e-EMAIL_CAMPAIGN_2021_10_14_05_06&utm_medium=email&utm_term=0_10959edeb5-45f420130e-190334489
https://www.politico.eu/article/russia-president-vladimir-putin-gas-price-europe/?utm_source=POLITICO.EU&utm_campaign=45f420130e-EMAIL_CAMPAIGN_2021_10_14_05_06&utm_medium=email&utm_term=0_10959edeb5-45f420130e-190334489
https://www.ft.com/content/80109d85-f896-44fc-b4da-523b626c5c3d
https://www.ft.com/content/80109d85-f896-44fc-b4da-523b626c5c3d
https://www.aspistrategist.org.au/the-future-of-the-iran-nuclear-deal-hangs-in-the-balance/?utm_source=Eurasia+Group+Signal&utm_campaign=902f1619fd-EMAIL_CAMPAIGN_2021_10_07_11_06&utm_medium=email&utm_term=0_e605619869-902f1619fd-134308033
https://www.aljazeera.com/news/2021/9/15/crucial-changes-at-irans-foreign-ministry-ahead-of-nuclear-talks?utm_source=Eurasia+Group+Signal&utm_campaign=902f1619fd-EMAIL_CAMPAIGN_2021_10_07_11_06&utm_medium=email&utm_term=0_e605619869-902f1619fd-134308033
https://amwaj.media/media-monitor/what-did-zarif-say-in-his-first-comments-after-leaving-the-foreign-ministry
https://amwaj.media/media-monitor/ir-mm-iran-s-foreign-minister-signals-iran-s-likely-imminent-return-to-the-talks
https://amwaj.media/media-monitor/iran-sees-opportunity-as-europe-s-energy-woes-worsen
https://amwaj.media/media-monitor/conservatives-wary-of-closure-of-cia-s-iran-mission-center
https://amwaj.media/media-monitor/iran-puts-azerbaijan-on-notice-as-tension-spirals-into-military-drill
https://amwaj.media/media-monitor/iran-puts-azerbaijan-on-notice-as-tension-spirals-into-military-drill
https://worldview.stratfor.com/article/iraq-s-parliamentary-vote-reflects-disillusioned-electorate?mc_cid=07a63dcb5d&mc_eid=4d1f592612

Off the coast of Yemen is a decaying oil tanker that is in waters controlled by Houthi
rebels. The tanker is not being maintained, and there are growing fears it will fail,
triggering an oil spill that would be worse than the Exxon-Valdez.

o Iran and Saudi Arabia are in talks to restore ties and end the war in Yemen.

Alternative energy/policy news:

As the world looks to develop cleaner fuels, hydrogen is an alternative. Currently, most
hydrogen comes from natural gas, but it is possible to pull hydrogen from water using
clean electricity.

Natural gas is generally less polluting than other fossil fuels, but drilling, transporting,
and storing this gas opens up the possibility for leakages and emitting damaging methane.
We are beginning to see a greater focus on containing methane emissions. Reducing
these emissions is expected to be a major policy goal from the upcoming COP26
conference.

The process of carbon offsets, which entail funding methods that absorb CO, is gaining
momentum.

Indigenous peoples’ activists are becoming another pressure group opposing oil and gas
activities.

Although nuclear power remains controversial, it will likely be necessary if the world
wants to reduce carbon emissions. We are seeing uranium prices at nine-year highs on
expectations that nuclear power will need to expand in the future. Thorium also remains
an interesting alternative.

Electric vehicles are gaining traction as a way to address carbon emissions. However,
there are growing worries that the electric grid isn’t reliable enough to be a secure source
of transportation energy.

China is expanding its investment in Argentina’s lithium resources. Due to the risky
investment climate, Argentina has lagged behind other producers, but China is apparently
prepared to take the required risks.

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.cnn.com/2021/10/12/middleeast/yemen-oil-tanker-spill-report-intl/index.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://amwaj.media/article/exclusive-iran-saudi-arabia-agree-on-creating-mechanism-to-end-yemen-war-restore
https://www.ft.com/content/bb48e16d-b8ce-4ca6-854d-554dc475808e
https://www.economist.com/briefing/2021/10/09/creating-the-new-hydrogen-economy-is-a-massive-undertaking
https://rbnenergy.com/better-way-the-rise-of-responsibly-sourced-natural-gas
https://www.ft.com/content/95288eab-1c80-4fe5-8cfe-11ed904b31fb?emailId=6164b955a1a7aa0004bb1ea8&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.wsj.com/articles/wall-street-firm-makes-wager-on-carbon-offset-forests-11633983717?st=bb54gnyat0wm4vt&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/wall-street-firm-makes-wager-on-carbon-offset-forests-11633983717?st=bb54gnyat0wm4vt&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/dc-md-va/2021/10/11/indigenous-protest-dc-climate-change/
https://www.ft.com/content/e4a7c920-a5da-4c00-8994-d2bef944e81c?emailId=61675aae86f8a20004666431&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://science.howstuffworks.com/thorium.htm
https://www.washingtonpost.com/business/2021/10/13/electric-vehicles-grid-upgrade/
https://asia.nikkei.com/Business/Materials/Chinese-investors-jostle-over-Argentine-lithium-mines

