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1. Market and Macro Industry Commentary

General Market Commentary

US Henry Hub gas prices rose significantly in July, recovering all of the decline during June.

The prompt contract increased from $5.42/mmbtu at close of business on 30 June to

$8.23/mmbtu at close on 29 July. Calendar 2022 rose from $5.66/mmbtu to $8.35/mmbtu

over the same period. With US demand and supply tight and global attention on gas prices

heightened, following Russia’s invasion of the Ukraine, we expect near term price volatility

to remain high.

Recession fears slightly outweighed tight supply and demand balance to deliver a slight

decline in oil prices with the prompt opening July at $105.76/bbl and closing at $98.62/bbl.

Calendar 2022 fell from $99.76/bbl to $95.35/bbl.

Concerns over the deteriorating economic growth outlook in the US and Europe have

dominated all markets lately, with commodities no exception. The total return indices of the

Bloomberg Commodities Index (BCOM) and S&P Goldman Sachs Commodity Index (GSCI)

respectively shed -18% and -16.5% relative to their year-to-date peaks by 7 July (Figure 1).
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Figure 1: Commodities Performance as of 7 July (Source: GS)
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Commodity fundamentals, particularly for energy, remain strong. Inventories of energy continue to fall from already uncomfortably low

levels as demand remains above supply. Forward dated prices trade at unprecedented levels of backwardation (near term prices

higher than longer dates), these time-spreads are the single most accurate measure of underlying fundamentals (Figure 2).

Figure 2: Commodities Forward Curves as of 7 July (Source: GS)
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Figure 3: US Primary Energy Production (Source: EIA)

Absent a large synchronous negative global demand shock that destroys a high proportion of demand, we believe that demand

rationing will remain the dominant theme for energy, while an accelerating stimulus programme in China should help offset likely

recessionary falls elsewhere.

The July Monthly Energy Review from the Energy Information Agency (EIA) provides updated data on US primary energy production,

consumption, and energy expenditure indicators.

Primary Energy Production (Figure 3) shows the continued rise of natural gas as the largest source of energy in the US through to the

end of 2021.
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Figure 4: US Primary Energy Consumption and Energy Expenditure Indicators (Source: EIA)

Primary Energy Consumption per capita (Top, Figure 4) shows a steady, multi-decade decline as energy use has become more

efficient. Note that this decline is off a very high base and the US remains one of the highest per capita energy users in the world. An

even greater decline, at a rate now sustained over 70 years, can be seen in primary energy consumption per real dollar of GDP

(Middle, Figure 4). The availability of energy, and the US economy’s ability to use that energy efficiently, has provided sustained

competitive advantage to US business.
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The latest Baker Hughes rig count data follows. In July US total rigs increased by 15 from 752 to 767. Oil rigs increased by 8 from 597

to 605 while gas rigs increased by 4 from 153 to 157.
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Figure 5: Near Month Henry Hub Futures (Source: EIA)

Prompt Henry Hub gas futures recovered all their June losses in July (Figure 5) as US supply/demand fundamentals remain tight

with near record-high power burn demand, driven by hot summer weather, offsetting the loss until October of Freeport LNG export

capacity. Supply is flat, the EIA estimates that 95.0bcf/d of dry natural gas was produced during 1H2022, down just slightly from

1H2021 notwithstanding the nearly doubling of prices over that period. Further reductions in Russian supply of gas to Europe

through the Nord Stream I pipeline have added to global bullish sentiment. Gas at the Title Transfer Facility (TTF) in Netherlands is

currently trading around $53/mmbtu while the Japan Korea Market (JKM) Asian LNG spot price is around $35/mmbtu.

Gas Market

Goldman Sachs has released a study of Europe’s energy system (Re-Imagining Europe’s Energy System, 20 July), that, inter alia,

concludes:

Natural gas remains key to Europe’s energy supply for the next two decades and we believe that it is in Europe’s interest to sign up

to an additional 40 mtpa (80 tcf/yr) of 15-yr LNG contracts, and potentially up to another 50 mtpa (100 tcf/yr) of 10-yr LNG contracts

to improve security of supply and drive a new cycle of LNG construction.

Figure 6 illustrates the calculations underlying these projections.

Figure 6: European Gas Demand and LNG Import Needs (Source: GS)
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Figure 7: Average Monthly European Power Generation by Fuel (Source: GS)

The enduring cost advantages of coal and natural gas fueled power generation will put pressure on speed of energy transition,

particularly as general commentary implies that clean technologies are cheaper than traditional fossil fuel sources.

Winter gas demand is not just driven by heating needs but also to counter the seasonality of renewable energy, particularly low winter

solar generation. In winter European natural gas consumption is on average ~2.5 times that of summer (Figure 7).

Figure 8: Capex per Flowing Unit of Energy (Source: GS)
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Global gas prices have exploded with European supply concerns (LHS Figure 9), while European (TTF) forward prices indicate the

supply issues will continue for some time (RHS Figure 9).

Figure 9: Global Natural Gas Prices and TTF Forward Curve (source: Bloomberg via BofA)

The United States became the world’s largest LNG exporter during the first half of 2022 according to data from EIA. Compared with

the second half of 2021, US LNG exports increased by 12% in the first half of 2022, averaging 11.2bcf/d (Figure 10).

Figure 10: Monthly US LNG Exports (source: EIA)
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The EIA estimates that installed US LNG export capacity has expanded by 2bcf/d since November 2021. As of July 2022, the EIA

estimates that US LNG liquefaction capacity averages 11.4bcf/d (13.6 bcf/d peak). This will shortly increase to 13.9bcf/d peak once

all the trains at the new Calcasieu Pass LNG reach full production.

US working gas in storage remains at the bottom of the 5-year range (Figure 11). For the week ended 22 July, working gas stocks

were 12% lower than the 5-year average and 11% lower than this time last year.

Figure 11: US Working Gas in Storage (Source: EIA)

The EIA has published real and nominal average monthly Henry Hub spot prices from January 2000 to June 2022 (Figure 12). Ove

the last 12-months the average Henry Hub spot price has nearly doubled, rising from $3.84/mmbtu in July 2021 to $7.70/mmbtu in

June 2022. The average inflation-adjusted (real) monthly Henry Hub spot price reached a 12-month high of $8.17/mmbtu in May 2022,

the highest price since November 2008.

Figure 12: Monthly Average Henry Hub Spot Prices Jan-2000 to Jun 2022 (Source: EIA)
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Oil prices continued to drift lower in July as concerns persist that large interest rate rises will slow global economic growth and

subsequently demand for crude.

While the oil market has fallen on the prospects of higher supply and weaker demand, fundamentals remain strong. Global inventories

continue to surprise on the downside (LHS Figure 13) with low supply the main cause despite higher prices due to disruptions,

maintenance, and project delays (RHS Figure 13). The tightness in physical markets is highlighted by fact that physical crude prices

are trading at a historically large premium to Brent futures.

Oil Market

Goldman Sachs’ updated global supply and demand forecasts indicate that prices must increase from current levels in order to

reduce demand and rebuild the inventory buffer that has historically been required for price stability. In the past inventories at current

levels have been unsustainable, with supply shortage resolved over the following six to twelve months through higher prices that

induce demand destruction (Figure 14).

Figure 13: Global Inventory Tracking and Supply Revisions ex Russia (Source: various, via GS)

Figure 14: Supply and Demand Expectations and Global Inventories (Source: various, via GS)
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Gas and Oil Prices 1 August 2022
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Gas and Oil Prices 5 July 2022



© 2022 Longreach Alternatives. All rights reserved. ABN 25 082 852 364 AFSL 246747

Longreach Energy Holdings LLC Delaware registered #565928

M
o

n
th

ly
 R

e
p

o
rt

Longreach Energy 
Holdings LLC

13

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.


