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1.0 Market and Portfolio Commentary

1.1 Macro Industry Commentary

US Henry Hub prompt gas prices rose again in October, mainly driven by the approach of the
winter heating season. The prompt was $2.93/mmbtu at close on 29 September and finished
at $3.58/mmbtu at close on 31 October. Calendar 2023 also rose, beginning October at
$3.12/mmbtu and closing at $3.58/mmbtu.

Oil prices fell. The prompt opened October at $90.79/bbl and closed the month at $81.02/bbl.
Calendar 2023 started the month at $88.88/bbl and closed at $80.56/bbl.

The conflict in the Middle East between Israel and Hamas has currently not affected oil
supply and the fall in oil prices over October suggests that the market does not expect any
future disruption. There has been a modest reduction in global gas supply with the shutdown
on the Tamar natural gas field in Israel lowering October global LNG exports by 1.2%. This
disruption underlines the reduced ability of the gas market to respond to adverse shocks in
its current supply-constrained state, following the 2022 loss of Russian supply. This explains
why European natural gas prices have risen by 32% since the attacks on Israel, significantly
more than Brent crude prices (4%) and gold (8%, Figure 1).

O
ctober 2023

Figure 1: European Gas, Brent Crude and Gold Prices after attacks on Israel) (Source: ICE, 
Bloomberg, vis GS)

mailto:client.services@longreachalternatives.com


© 2023 Longreach Alternatives. All rights reserved. ABN 25 082 852 364 AFSL 246747
Longreach Energy Holdings LLC Delaware registered #565928

M
onthly R

eport

Longreach Energy 
Holdings LLC

2

The US Energy Information Administration (EIA) has released its International Energy Outlook 2023. This is an analysis of global
energy supply and demand. Figure 2 has the highlights.

Figure 2: International Energy Outlook Highlights (Source: EIA)

Historically, population growth has delivered matching growth in primary energy use. While energy and carbon intensity are both
decreasing, upward pressure of more people living better lives will drive continued growth in primary energy use (Figures 3 and 4).

Figure 3: GDP, Primary Energy Use and Energy Related CO2 Emissions (Source: EIA)
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Figure 4: Population, GDP per capita, Energy and Carbon Intensity (Source: EIA)

Both fossil fuel and non-fossil fuel sources of energy are forecast to continue to grow from now until 2050 (Figure 5).

Figure 5: World Primary Energy Use (Source: EIA)
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Figure 6: Indian Residential and Commercial Energy Use (Source: EIA)

Population and economic growth in India will drive a large increase in Indian energy demand. In homes, electricity use will almost
triple (Figure 6).

Figure 7: Net Natural Gas Trade (Source: EIA)

Asia and Europe will need to import more natural gas to meet growing demand. In the early years, the forecast LNG growth comes
from the US, while in later years LNG export capacity growth is driven by the Middle East (Figure 7).
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The latest Baker Hughes rig count data follows. In October US total land rigs continued to fall, decreasing by 2 from 596 to 594. Oil
rigs fell by 1 from 497 to 496 while gas rigs remained at 118.
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Figure 8: Near Month Henry Hub Futures (Source: EIA)

In October, prompt Henry Hub gas futures traded consistently above $3.00/mmbtu (Figure 8).

Gas Market
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By 2026, completion of LNG facilities currently under construction will see North American export capacity grow from its current
average of 11.4bcfd to exceed 20bcfd. By 2028 total capacity will approach 25bcfd (Figure 9).

Figure 9: North American LNG Export Capacity by Project (Source: EIA)
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Figure 10: North American LNG Export Capacity by Project (Source: EIA)

These facilities are mostly based in the Gulf of Mexico coast (Figure 10). Longreach Energy has focused its gas portfolio on
Oklahoma and Texas, both regions with excellent transport links to provide unconstrained supply to LNG export facilities.
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Figure 11: Gas Share of Thermal Generation, % (Source: EIA via GS)

This year price-driven coal-to-gas switching has supported the use of gas for thermal electricity generation (Figure 11). Over
$3/mmbtu there is less incentive for thermal generators to burn gas rather than coal and accordingly we should expect lower gas
demand for power if prices stay at current levels.

Gas generation demand has also been strong from Mexico (LHS Figure 12). Mexican economic growth and lower domestic
production will increase US pipeline gas exports (RHS Figure 12). The new Mexican LNG export facilities under construction will
also be partially supplied by US gas.

Figure 12: Mexico Gas Generation, Gas Production Growth and Economic Activity Growth 
(Source: various, via GS)
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Figure 13: Weekly and Average Annual Henry Hub Spot Price (6 Jan 2017 – 20 Oct 2023, Source: EIA)

The fall in US natural gas prices from average of $6.45/mmbtu in 2022 to $2.50/mmbtu, for the period 1 Jan to 20 Oct 2023 (Figure
13), has led to a 24% decline in the number of operating US natural gas rigs since the start of 2023 (Figure 14). When natural gas
prices are low, producers often decrease their drilling activity, reducing the number of active drilling rigs deployed. Logistics and
contractual commitments mean it generally takes four to six months for the reaction to take effect.

Figure 14: US Weekly Natural Gas Rig Count (6 Jan 2017 – 20 Oct 2023, Source: Baker Hughes, via EIA)
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Figure 15: US Lower 48 Weekly Working Gas in Underground Storage (Source: EIA)

Net injections into storage totalled 74bcf for the week ending 20 October, compared to the five-year (2018-2022) average net 
injections of 66bcf and last year’s net injections of 61bcf during the same week. Working natural gas stocks now total 3,700bcf, which 
is 183bcf (5%) more than the five-year average and 313bcf (9%) more than last year at this time (Figure 15).
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The US has driven all the growth in global oil supply, both over the past decade and over the past year (Figure 16).

Oil Market

Figure 16: Liquids Supply (Source: IEA, via GS)

The large number of US oil and gas operators together with their ability to rapidly drill wells and bring them onto production, means that
oil supply is more elastic in the US (Figure 17). When margins are strong production increases rapidly, correspondingly when they are
weak activity drops and production falls.

Figure 17: Estimate of Oil Supply Elasticity (Source: various, via GS)
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Figure 18: Permian Well Productivity by Year (Source: various, via GS)

The Permian Basin in West Texas is the region with the largest oil production in the US. While aggregate Permian production has
continued to grow, in recent years underlying well productivity (the average production from a new well) has stopped rising (Figure 18).
This means that future annual increases in total Permian oil production will require more wells to be drilled in each successive year
than were drilled in the prior year. Year-on-year growth is now more difficult to achieve than it was when next year’s well was simply
better than last year’s.
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Gas and Oil Prices 1 November 2023
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Gas and Oil Prices 1 October 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 October 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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