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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 1, 2020 
 

Here is an updated crude oil price chart.  The recent dip in prices remains, although we are 

seeing some recovery.   
 

 
(Source: Barchart.com) 
 

Crude oil inventories fell when a build was expected.  Commercial stockpiles declined 2.0 mb 

compared to forecasts of a 2.0 mb rise.  The SPR declined 8.8 mb; since peaking at 656.1 mb in 

July, the SPR has drawn 12.8 mb.  Given levels in April, we expect that another 8.2 mb will be 

withdrawn as this oil was placed in the SPR for temporary storage.  Taking the SPR into account, 

storage fell 3.8 mb.   
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In the details, U.S. crude oil production was unchanged at 10.7 mbpd.  Exports rose 0.5 mbpd, 

while imports were steady.  Refining activity rose 1.0%. 

Weekly Energy Update 
 

By Bill O’Grady, Thomas Wash, and  

Patrick Fearon-Hernandez, CFA 
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(Sources: DOE, CIM) 
 

The above chart shows the annual seasonal pattern for crude oil inventories.  This week’s data 

showed a decline in crude oil stockpiles, which is contra-seasonal.  Inventories tend to make 

their second seasonal peak in the coming weeks.  Tropical activity has started to wane (it usually 

ends by Halloween), so the continued decline is bullish for oil prices.   
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Based on our oil inventory/price model, fair value is $42.90; using the euro/price model, fair 

value is $63.11.  The combined model, a broader analysis of the oil price, generates a fair value 

of $52.56.  The wide divergence continues between the EUR and oil inventory models.  As the 

trend in the dollar rolls over, it is bullish for crude oil.  Any supportive news on reducing the 

inventory overhang could be very bullish for crude oil.   
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Gasoline consumption continued to decline this week.  Seasonally, this is normal.  Driving tends 

to slow as vacation season ends.  As the chart shows, consumption declines slowly into mid-

January.  This year may be different; if a vaccine is developed that increases commuting then we 

could see driving levels rise, but without that result we should expect overall demand to fall 

through Q4.  
 

 
 

Kuwait’s emir, Sheikh Sabah al-Ahmad al-Jaber al-Sabah, died this week at 91 years old.  He 

was the ruler of Kuwait when Saddam Hussein invaded in 1990.  After that event, Kuwait 

became a close ally of the U.S.  He will be succeeded by his half-brother, Crown Prince Sheikh 

Nawaf al-Ahmad al-Jaber al-Sabah; however, the incoming emir is advanced in age (83 years 

old) and in poor health.  There is a potential leadership conflict that may develop once he dies or 

becomes incapacitated.  The emir opposed normalizing relations with Israel, but with his passing 

there would be a higher likelihood of Kuwait joining the UAE and of Bahrain recognizing Israel.   
 

Saudi Arabia claims it dismantled a terror cell that had ties to the Islamic Revolutionary Guard 

Corps.  Iran remains a threat to the Arab states in the region.   
 

Last week, we discussed the growing fear that oil demand has peaked.  Demand concerns have 

kept prices in a tight range, offsetting the bullish impact of dollar weakness.  California’s new 

ban to prevent the sale of internal combustion engine cars by 2035 is further evidence that peak 

demand may be, at best, coming in the near future.  Russian oil companies are criticizing the 

“green” direction of European oil companies, suggesting it is creating an “existential crisis” for 

oil supplies.  Perhaps another way of thinking about this issue is that it is creating an existential 

crisis for Russian oil companies.    
 

 
 

https://www.wsj.com/articles/kuwaits-ruler-a-giant-of-arab-diplomacy-dies-11601388477?st=f3s46n0vnoaoy5b
https://www.wsj.com/articles/kuwaits-ruler-a-giant-of-arab-diplomacy-dies-11601388477?st=f3s46n0vnoaoy5b
https://www.wsj.com/articles/kuwait-to-face-pressure-to-forge-ties-with-israel-after-emirs-death-11601408150?st=lgww4i7bwqgskxa
https://www.wsj.com/articles/saudi-arabia-says-it-dismantled-an-iran-backed-terrorist-cell-11601396903?st=zmw3kqtqmqsythg
https://www.wsj.com/articles/cooling-demand-recovery-keeps-oil-stuck-around-40-11601390058?st=v7t01emhgwc8nl2
https://www.wsj.com/articles/cooling-demand-recovery-keeps-oil-stuck-around-40-11601390058?st=v7t01emhgwc8nl2
https://www.wsj.com/articles/californias-ban-on-new-gas-cars-further-upends-auto-industry-11600969791?st=muf19pvrqs4gw8u
https://www.wsj.com/articles/californias-ban-on-new-gas-cars-further-upends-auto-industry-11600969791?st=muf19pvrqs4gw8u
https://www.ft.com/content/1394d8a1-6e85-451b-a858-ac6218b79d06?emailId=5f72931c9dfc0b0004cde8f1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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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. 


