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1. Market and Macro Industry Commentary

General Market Commentary

Russia’s invasion of the Ukraine grinds on and with it a steady tightening of global sanctions

to reduce, inter alia, Russia’s ability to trade with the world. This is pushing up prices for a

wide range of commodities, natural gas and oil prime among them. Henry Hub opened in

March at $4.40/mmbtu and finished up $1.24/mmbtu at $5.64/mmbtu. Oil increased through

March from $95.72/bbl to $100.28/bbl at close on 31 March.

Also important to commodities markets are developments in China, where reported Covid-

19 cases have soared to pandemic highs (LHS Figure 1). The cities impacted by the latest

outbreak already cover 25% of nationwide GDP and rising, with the central government so

far still sticking to their zero covid policy. Weaker Chinese demand is corresponding with the

loss of Russian exports, which is reducing the price increase that would otherwise be

needed to lower demand to balance supply (RHS Figure 1).
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Figure 1: Covid Cases in China and Chinese Oil Demand (Source: various via GS)
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Outside China, airline travel and transit mobility continue to climb (Figure 2).

Figure 2: Russian Oil Exports and Intraday Oil Volatility (Source: various via GS)

Despite higher prices global oil and gas capital spending (RHS Figure 3) and rig count (LHS Figure 3) remain depressed. These

leading indicators of supply suggest that oil and gas prices will stay higher for longer.

Figure 3: OPEC and Non-OPEC Rig Count and Upstream Capex (Source: Bloomberg, Woodmac via BofA)
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Figure 5: Inflation (Source: Bloomberg via GS)

Figure 4: Commodities and Risky Asset Performance in 2022 (Source: Bloomberg via GS)

Recent research from Goldman Sachs (GS) has highlighted that commodity investments provide an ideal hedge against

stagflation. This year has seen the strongest start to commodity prices for any year since 1915, principally on concerns of supply

disruptions (LHS Figure 4). This has put further upside pressure on headline inflation, already persistently high across the globe,

as surging food and energy prices feed through to broader economic sectors (Figure 5). At the same time, risky assets have

repriced sharply lower (RHS Figure 4). GS notes that this conforms to a historical pattern in which commodities have tended to

perform best in periods of high and rising inflation, in part due to their direct link to inflation as well as inflation expectations

(Figure 6).
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Figure 6: Real Asset Performance (Source: various via GS)

GS adds that many western governments heavily tax petrol, providing them with a greater ability to absorb crude price

shocks (LHS Figure 7). Many countries, including Australia, have already announced a short-term reduction in petrol taxes.

Furthermore, when commodities demand destruction is required, prices can rally substantially as elasticity of demand is

quite low (RHS Figure 7).

Figure 7: Taxation of Petrol and Demand Elasticity across Commodities (Source: GS)
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BP has released its Statistical Review of World Energy for 2021.

The global Covid-19 pandemic reduced worldwide energy consumption by 4.5% in 2020, the first decline since 2009, while the

15-year trend is for steady growth (LHS Figure 8). Natural gas consumption increased in both absolute volume and share of

energy supply (RHS Figure 8). Oil continues to hold the largest share of the energy mix (31.2%). Oil consumption is increasing

in absolute terms while declining as share of energy supply.

Figure 8: World Energy Consumption and Shares of Primary Energy (Source: BP)
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Figure 9: Energy per capita by Region (Source: BP)

Figure 10 shows the distribution across countries of energy per capita. In 2020 63.7% of the global population lived in countries

where average energy demand per capita was less than 100GJ/head. This is a significant decrease from 81% in 2019 as

energy demand per capita in China increased to 101GJ/head from 99GJ/head in 2019. Despite the improved percentage of

population enjoying 100GJ/head, in the regions with lowest energy supply, the share of the global population consuming less

than 75GJ/head increased from 57% in 2019 to 60.6% last year.

Figure 10: Energy per capita Distribution across Counties (Source: BP)

Highlighting the challenge to supply the world’s population with adequate energy, average global energy consumption per

capita decreased by 5.5% in 2020 to 71.4GJ/head (Figure 9). North America is the region with the highest consumption per

capita (217 GJ/head). Africa remains the region with the lowest average consumption (14GJ/head). A reminder that the

recognised benchmark to achieve overall high standard of living is 100 GJ/head.
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North American and Saudi Arabia have the highest per capital oil consumption (Figure 11). Those two regions along with Russia and

Iran have the highest natural gas consumption per capita (Figure 12).

Figure 11: Oil Consumption per capita in 2020 (Source: BP)

Figure 12: Natural Gas Consumption per capita in 2020 (Source: BP)
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Figure 13: Natural Gas Prices (Source: BP)

US Henry Hub natural gas prices remain the lowest of any international benchmark (Figure 13). As US LNG export volumes

increase, we expect US prices to converge with those in the rest of the world.

The latest Baker Hughes rig count data follows. In March US total rigs increased by 10 from 663 to 673. Oil rigs increased by 6

from 527 to 533 while gas rigs increased by 3 from 135 to 138.
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Henry Hub has gone through a wide $4-$6/mmbtu range in recent months, currently at $6/mmbtu. Although this might seem related to

the Ukraine war, US gas fundamentals have remained largely disconnected from the global market (LHS Figure 14), with US volatility

instead mainly driven by weather, production levels and low liquidity (LHS Figure 15). With US LNG exports currently at capacity, it will

likely take years before Europe’s efforts to boost LNG imports result in added US export demand, even with the recent US-EU

agreement (RHS Figure 14).

Gas Market

Figure 14: NGL Spot Prices (Source: EIA)

Goldman Sachs believes that the next wave of US LNG export capacity additions from 2025 will bring renewed tightening to US

natural gas markets (RHS Figure 15).

Figure 15: US Gas Price Volatility and US LNG Exports (Source: various via GS)
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Supply conditions remain tight, the rate of US natural gas production growth has slowed significantly since the start of the pandemic

in 1Q20 (Figure 16).

Figure 16: US Natural Gas Production (Source: Woodmac via GS)

LHS Figure 17 shows prompt Henry Hub together with calendar 23 and 24 averages to early March. RHS Figure 17 shows the

decline in natural gas storage volumes that have driven the price increases.

Figure 17: Henry Hub Prices and US Nat Gas Storage (Source: Bloomberg, BofA)
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Many electricity generators in the US can switch fuel between natural gas and coal. While global coal prices are very high Powder

River Basin coal (PRB), which accounts for over 50% of US coal generation, remains cheaper than natural gas (LHS Figure 18).

Reduction of carbon emissions provides a non-cost incentive to use gas as coal units are retired, however the inelastic demand

profile for gas in 2021 was partially a result of domestic coal shortages (RHS Figure 18).

Figure 18: US Nat Gas and Coal Prices and Gas Generation Price Sensitivity (Source: Bloomberg, BofA)

The meteoric growth of the US LNG export industry since 2014 is shown in Figure 19.

Figure 19: US LNG Exports, monthly (Source: EIA)
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Oil Market

The US administration has confirmed a record large Strategic Petroleum Reserve (SPR) release of 180mmbbl over the next six

months, with the potential for other countries to release an additional 30 to 50mmbbl. This release will help the oil market rebalance

in 2022, increasing supply and thereby reducing the amount of necessary price-induced demand destruction. A release of inventory

is, however, not a persistent source of supply. In fact, lower prices in 2022 support oil demand while slowing the acceleration in shale

production, leaving a likely deficit in 2023 with an eventual need to refill the SPR. The US administration has indicated that it will seek

to restock the SPR at prices up to $80/bbl, this is likely to provide an effective floor for US WTI well above the average price through

recent years.

Goldman Sachs estimates that the current supply deficit is almost 3 mmbbld (LHS Figure 20) and oil stocks are declining rapidly

(RHS Figure 20). This implies that prices are still too low.

Figure 20: Global Oil Inventory Changes (Source: various via GS)

Oil price increases have been concentrated in the front end of the forward curve (LHS Figure 21) while long dated prices, an

important driver of capital spending decisions, have failed to respond at the same speed, topping out below $80/bbl (RHS Figure 21).

Figure 21: WTI and Brent Prompt and Long Dated Prices (Source: Bloomberg via BofA)
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Oil stocks at Cushing (the delivery point for the WTI contract) have declined almost 18% in the last 12 months and are well below the

5-year range (Figure 22).

Figure 22: Cushing Oil Stocks (Source: EIA)
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Gas and Oil Prices 1 April 2022
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Gas and Oil Prices 1 March 2022
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This report has been issued by Longreach Alternatives Limited ABN 250 828 52364 AFSL 246 747 (“Longreach”). This document is not an offer of

securities or financial products, nor is it financial product advice.

As this document has been prepared without taking account of any individual investor’s particular objectives, financial situation or needs, you should

consider its appropriateness having regard to your objectives, financial situation and needs before taking any action.

This document has been prepared without taking into account of your objectives, financial situation and needs; you should consider its

appropriateness having regard to your objectives, financial situation and needs.

The information stated, opinions expressed and estimates given constitute best judgement at the time of publication and are subject to change

without notice. Consequently, although this document is provided in good faith, it is not intended to create any legal liability on the part of Longreach

or any other entity and does not vary the terms of a relevant disclosure statement. Past performance is not an indicator of future results. All dollars

are US dollars unless otherwise specified.

This document describes some current internal investment guidelines and processes. These are constantly under review and may change over time.

Consequently, although this document is provided in good faith, it is not intended to create any legal liability part of Longreach or any other entity and

does not vary the terms of a relevant disclosure statement. Past performance is not an indicator of future results. In cases where information

contained in this document derives from third parties, Longreach accepts no liability for the accuracy, completeness or appropriateness of such

information.


