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1.0 Market and Portfolio Commentary

1.1 Macro Industry Commentary

US Henry Hub prompt gas prices fell in July, the prompt dropped from $2.80/mmbtu at close
on 30 June to $2.63/mmbtu at close on 31 July. Calendar 2023 fell very modestly, beginning
July at $3.06/mmbtu and closing at $3.03/mmbtu.

Oil prices jumped. The prompt opened July at $70.64/bbl and closed the month at
$81.80/bbl. Calendar 2023 started the month at $70.60/bbl and closed at $80.84/bbl.

The latest Baker Hughes rig count data follows. In July US total land rigs continued to fall,
decreasing by 18 from 653 to 635. Oil rigs fell by 20 from 545 to 525 while gas rigs rose by 4
from 124 to 128. Changes in miscellaneous and inland waters rigs made up the difference.
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Figure 1: Near Month Henry Hub Futures (Source: EIA)

In July, prompt Henry Hub gas futures traded in a relatively narrow range between $2.50 and $2.85/mmbtu driven primarily by
continued strength in demand for natural gas to provide electric power (Figure 1).

Gas Market

Natural gas storage volumes remain well above the 5-year average although the surplus has recently stabilised (Figure 2).

Figure 2: US Gas Storage vs 2018-2022 Average, bcf (Source: EIA, via GS)
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Figure 3: Weather Adjusted Power Demand for Gas, 7 day moving av, bcf/d (Source: EIA via GS)

Gas’s share of thermal power generation has been assisted by price-driven coal-to-gas switching (Figure 4).

Figure 4: Gas Share of Thermal Generation, % (Source: EIA, via GS)

Higher natural gas demand has been led by gas-powered electric power generation (Figure 3).
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Figure 5: Supply and Demand YoY Change Sum22 to Sum23 (Source: GS)

In aggregate for the US summer, higher power burns and LNG feed gas demand are likely to offset higher production to leave supply 
and demand consistent with last year (Figure 5).

Figure 6: Supply and Demand YoY Change Win22 to Win23 (Source: GS)

Goldman expects higher natural gas demand this winter to see larger withdrawals in winter 23/24 than we saw last year (Figure 6).
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Figure 7: US LNG Feed Gas Demand, bcf/d (Source GS)

From 3Q2024, LNG capacity additions will see a rapid increase in demand (Figure 7). 

Figure 8: US Natural Gas Production under GS Price Forecast, bcf/d (Source WoodMac, GS)

Higher prices will then be required to incentivise production growth to meet the increased demand (Figure 8).
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Figure 9: US Industrial Demand for Gas, bcf/d (Source various via GS)

Goldman expects that comparative energy advantage will drive a relocation of industrial activity from Europe to the US and that this 
process will supplement higher LNG demand with increased domestic industrial gas demand (Figure 9).

Figure 10: Supply and Demand YoY Change Sum24 to Sum25 (Source: GS)

From 2025 these factors are likely to lead to the next bullish cycle in US natural gas (Figure 10).
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Figure 11: Working Gas in Underground Storage (Source: EIA)

On 28 July, working natural gas stocks totalled 3,001bcf, which is 322bcf (12%) more than the five-year average and 550bcf (22%) 
more than last year at this time (Figure 11). Gas injections in recent weeks have been lower than five-year averages and it is now 
highly unlikely that gas in storage will reach approximate capacity of 4.1tcf before the end of the injection season. This has supported 
strengthening gas prices.
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Oil process are up ~18% since mid-June as record high demand and Saudi supply cuts have brought back deficits, and the market has
abandoned its growth pessimism (Figure 12).

Oil Market

Figure 12: World Oil Supply and Demand (Source: GS)

Goldman estimates that global oil demand rose to an all-time high in July of 102.8mbbl/d. Demand has risen strongly in India, the US
and OECD Europe. China demand is increasing, but at a lower rate than Goldman had previously expected (Figure 13).

Figure 13: Oil Demand Revisions (Source: GS)
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Figure 14: Changes in Jet Fuel Demand (Source: GS)

It is the ongoing rise in services GDP, which drives 70% of global oil demand, that is increasing oil consumption and outweighing global
goods stagnation. Within transportation services, the recovery in jet fuel demand still has room to run, especially in ASEAN, China, and
Hong Kong (Figure 14).

Solid services activity and seasonal factors are set to raise 3Q23 global oil demand to 103mbbl/d with seasonal boosts from OECD
travel and power cooling in the Middle East (Figure 15).

Figure 15: Cumulative Change in Oil Demand since 4Q21 (Source: GS)
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Figure 16: US Oil Production Cost Inflation (Source: GS)

Economics for US oil producers are also benefiting from a fall in production costs as lower rig counts are compelling suppliers to cut
costs in pursuit of business (we are seeing this in gas too, Figure 16)
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Gas and Oil Prices 1 August 2023
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Gas and Oil Prices 3 July 2023
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Important Disclaimer.
This report has been issued by Longreach Alternatives Ltd ABN 250 828 52364 AFSL 246 747 (“Longreach”). Data is at 31 July 2023 unless stated
otherwise. 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.
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