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Market and Portfolio Commentary
1.1 Macro Industry Commentary

General Market Commentary

Trade tensions are steadily increasing. The resolution or otherwise of this dispute is likely to have material
impact upon LNG trade flows over the next 5 years. If unresolved this could heavily restrict demand from
China for US LNG as illustrated by the two scenarios provided by Morgan Stanley in Figure 1. Resolution of
the trade dispute will allow the US-China LNG market to develop with very strong volume growth. Current
gas prices in China are approximately $10/mcf, development of this market would result in clear benefits for
both US producers (very profitable at $3/mcf) and Chinese consumers (for whom anything under $10/mcf is
an improvement). If there is no trade deal - noting that this most likely remains entirely at the discretion of
the US authorities - then US LNG exports to China will remain relatively modest. US LNG will likely go to the
markets that would otherwise be served by Russian and Australian suppliers whose volumes have been
redirected to China however we would expect that there will be some US LNG demand destruction and
potentially some price reduction. It will be interesting to see whether the mostly Republican voting oil and
gas producing states tolerate this self-inflicted adverse consequence.

Figure 1: US-China Deal or No Deal? Impact on Chinese LNG Import Allocation (source Morgan Stanley)
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Data from the US Energy Information Administration (EIA) shown in Figure 2 shows that Australian LNG
primarily goes to four countries all under long term contracts — Japan, China, South Korea and Taiwan. Given
the current issues with domestic gas prices and recent LNG growth it is unclear how much genuine
additional LNG export capacity Australia is likely to develop over the next few years, so perhaps the No Deal
scenario for US LNG is a little pessimistic. The EIA has also published data showing that Australia is already
close to becoming the world’s largest LNG exporter and the US is growing fast (see Figure 4).

Figure 3: Australian LNG Exports (source EIA)
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Figure 4: Selected Countries’ LNG Exports (source EIA)
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Morgan Stanley has published research looking at global LNG and the impact of US shale gas on energy
markets. Figure 5 illustrates how the astounding increase in low cost US domestic production (remembering
that in 2010 all forecasts were of material US natural gas supply shortages — the Cheniere LNG export facility
commenced construction as an import facility before being repurposed 12 months into construction) has
transformed the North American energy industry.

Figure 5: Impact of Shale Gas on North American Energy (source Morgan Stanley)

Shale Gas has Transformed the North American Energy Industry
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Morgan Stanley has also collected data that demonstrates the growing fulfilment of a core plank of the LEI
investment thesis — growing US LNG volumes will deliver a global gas price benchmarked on US Henry Hub.

Figure 6: Convergence of Regional Gas Prices (source Morgan Stanley)

Regional Gas Prices Have Converged Due to the Growing LNG Trade
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Within the last few months, regional gas prices
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Gas Market

The mild summer weather in the US has continued. This has reduced cooling demand for energy and as a
result US Gas prices remain depressed. Total US gas production is approximately 91 bcfd, the largest
contributor to this is the Appalachian Basin (Utica and Marcellus formations) with approximately 12 bcfd of
production. At current prices new wells are not economic and public companies operating in the region
including EOG and Cabot have announced significant reduction in capital expenditure until prices improve.

Oil Market

Economic growth is weak, this is partially, but not entirely, due to US-China trade pressures. OECD Central
Banks are reducing interest rates and looking at versions of quantitative easing to stimulate demand. These
factors are generally negative for oil demand. Political tensions in the Gulf of Hormuz are still high, with Iran
seizing one UK owned oil tanker during the month. OPEC+ (OPEC plus Russia) has committed to maintain
supply restrictions though 2020. US supply continues to increase albeit at slightly lower rate. The aggregate
result has been quite stable oil prices in the $52 to $60/bbl range.

Gas and Oil Prices 1 August 2019
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Gas and Oil Prices 1 July 2019
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Important Disclaimer.

This report has been issued by Longreach Alternatives Limited ABN 250 828 52364 AFSL 246 747 (“Longreach”). Data is
at 31 October 2018 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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