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Summary 

• Recent commodity price improvement has not been limited to oil as liquefied natural gas (LNG) and natural 
gas liquids (NGLs) have also seen significant gains.

• Aside from commodity price improvements, the reflation trade has also provided a boost to energy and 
supported interest and money flows into the sector.

• The recent strong gains across energy have some investors wondering if they have missed the rally, but for 
midstream, there seems to be plenty of potential upside.

Since November, things have started to look up for energy, including midstream, as oil prices have gained 
over 40% initially on positive vaccine news and more recently on the heels of the announcement of further 
production cuts by Saudi Arabia with some help from dollar weakness as well. Recent commodity price 
improvement has not been limited to oil as liquefied natural gas (LNG) and natural gas liquids (NGLs) have 
also seen significant gains. From an equity perspective, a growing reflation trade following the Georgia 
election results has also benefitted energy, including midstream. Today’s note discusses the recent strength in 
midstream and the reasons why the current upward momentum could continue. 

What’s Worked for Energy and Midstream/MLPs?

Even though midstream is unique from the rest of energy in its fee-based business model and more stable 
cash flows, oil prices tend to drive sentiment across the energy space. The recovery in oil prices has been 
constructive for the sector, but gains in other hydrocarbons have also contributed to the buzz around energy. 
LNG prices in Asia reached a record high earlier this month on cold weather, lower supply from outages, and 
shipping bottlenecks at the Panama Canal. In Europe, the Dutch price marker for LNG reached three-year highs. 
Cheniere (LNG) has gained 19.4% through January 14 since the November 19 relative low seen in global LNG 
prices. Closer to home, the NGL basket price at Mont Belvieu has gained 48.4% from December 8 to January 
14, with outsized gains in propane (+66.9%) driven by seasonality and solid export demand as cold weather 
has driven heightened heating demand in Asia. Gathering and processing names, which process natural gas 
and NGLs and tend to have greater commodity price sensitivity due to their proximity to the wellhead, have 
outperformed the Alerian Midstream Energy Index (AMNA) by 400 basis points over that timeframe.

Aside from commodity price improvements, the reflation trade has also provided a boost to energy and 
supported inflows. The outcome of the Georgia run-off results has paved the way for hefty stimulus spending 
from the incoming Biden administration and raised concerns around inflation. As highlighted in our real assets 
white paper, oil prices tend to do well during periods of inflation and benefit from dollar weakness. As also 
noted in the piece, midstream contracts often include provisions for inflation providing added protection in an 
inflationary environment. Finally, years of underperformance have left energy deeply discounted with value 
rotation poised to provide another potential tailwind.  

All in all, from November 1, 2020 through January 14, 2021 on a price-return basis, AMNA and the Alerian MLP 
Infrastructure Index (AMZI) are up 34.8% and 45.8%, respectively, compared to oil price gains of 49.7% and gains 
in broader energy of 55.4%, as represented by the Energy Select Sector Index (IXE). While the percentages sound 
high, keep in mind that these gains are off a low base. For midstream, particularly AMNA, muted gains should be 
put in the context of resilient performance amid the challenging market environment of 2020, as shown in the 
next section.

What’s Working for Midstream/MLPs, and Can It Continue?
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https://cheniere.com/
https://www.alerian.com/indexes/amna-index/
https://www.reuters.com/article/us-markets-flows/equities-see-27-billion-inflows-as-reflation-trade-gathers-pace-bofa-idUSKBN29K0WS?il=0
https://insights.alerian.com/the-case-for-investing-in-real-assets
https://www.alerian.com/indexes/amzi-index/
https://www.alerian.com/indexes/amzi-index/
https://www.spglobal.com/spdji/en/indices/equity/energy-select-sector-index/#overview
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Why Can Midstream/MLPs Keep Working for Investors?

The recent strong gains across energy have some investors wondering if they have missed the rally or if it is too 
late to go shopping for energy stocks. For energy and midstream, there seems to be plenty of potential upside, 
though the focus of this note is primarily midstream. As shown in the chart below, oil prices have recovered to 
levels not far from their price at year-end 2019. However, relative to oil’s recovery, the rest of energy is lagging 
and trading approximately 20% or more below year-end 2019 prices. MLPs stand out for a greater price decline 
from year-end 2019 compared to broader energy and exploration and production (E&P) companies. MLPs were 
particularly impacted by closed-end fund deleveraging in March 2020 as forced selling exacerbated pressure in 
the space, resulting in more ground to make up in a recovery. Meanwhile, AMNA benefitted from the defensive 
performance of Canadian names included in the index and was the most resilient of the indexes below.

As shown in the chart on the following page, 2021 EBITDA estimates for midstream have fallen modestly 
over the last year, particularly relative to significant negative revisions for broader energy and E&Ps. Despite 
resilient estimates, the space has largely traded in line with the broader sector. Given steady EBITDA estimates 
and lower equity prices, midstream is trading at noticeable discounts to history. As of January 14, the AMZI 
was trading 1.3 turns below its five-year average on a forward EV/EBITDA basis using 2022 estimates, while the 
Alerian Midstream Energy Select Index (AMEI) was trading 1.4 turns below its five-year average.1

1 // The AMEI Index is used here instead of AMNA or AEDW given the greater index history for AMEI.

https://www.alerian.com/indexes/amei-index/
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Relative to the rest of energy, the price gains for oil have little direct tangible benefit for midstream at this 
point. Of course, higher oil prices make for stronger producer customers and improve overall energy sentiment, 
but oil prices have yet to sustain a price level to incentivize US production growth, which would have more 
meaningful implications for midstream. As discussed in the past, midstream is a volume-driven business, but in 
practice, oil prices and sentiment have tended to dominate midstream equity performance – not US production 
volumes (read more). Acknowledging that US producers are likely to be more disciplined going forward, WTI 
crude likely needs to sustain $55-60 per barrel or higher to incentivize production growth. All this to say, 
continued oil price improvement could have more direct benefits for midstream than the gains seen so far.

Finally, midstream has several tailwinds in this energy recovery that were not in place in the past. Midstream 
stands to generate meaningful free cash flow this year, which can be used to reduce leverage or return capital 
to shareholders. To that end, more than 50% of AMNA by weighting and more than 60% of the AMZI by weighting 
have buyback authorizations in place (learn more). These tailwinds could help enhance the benefits from an 
ongoing reflation trade or continued improvements in oil prices. 

AMZI is the underlying index for the Alerian MLP ETF (AMLP) and the ETRACS Alerian MLP Infrastructure Index 
ETN Series B (MLPB). AEDW is the underlying index for the ETRACS Alerian Midstream Energy High Dividend Index 
ETN (AMND) and the Alerian Midstream Energy Dividend UCITS ETF (MMLP). AMNA serves as the underlying index 
for the ETRACS Alerian Midstream Energy Index ETN (AMNA). AMEI is the underlying index for the Alerian Energy 
Infrastructure ETF (ENFR). 

https://insights.alerian.com/can-falling-us-production-benefit-midstream/mlp-equities
https://insights.alerian.com/2021-midstream-outlook-video
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This Document Is Impersonal and Not a Solicitation. In 
jurisdictions where Alerian, S-Network Global Indexes, or 
their affiliates do not have the necessary licenses, this 
document does not constitute an offering of any security, 
product, or service. Alerian and S-Network Global Indexes 
receive compensation in connection with licensing its 
indices to third parties. All information provided by 
Alerian and S-Network Global Indexes in this document is 
impersonal and not customized to the specific needs of 
any entity, person, or group of persons. Alerian, S-Network 
Global Indexes, and their affiliates do not endorse, manage, 
promote, sell, or sponsor any investment fund or other 
vehicle that is offered by third parties and that seeks to 
provide an investment return linked to or based on the 
returns of any Alerian or S-Network Global Indexes index.

No Advisory Relationship. Alerian and S-Network Global 
Indexes are not investment advisors, and Alerian, S-Network 
Global Indexes, and their affiliates make no representation 
regarding the advisability of investing in any investment 
fund or other vehicle. This document should not be 
construed to provide advice of any kind, including, but not 
limited to, tax and legal.

You Must Make Your Own Investment Decision.  It is not 
possible to invest directly in an index. Index performance 
does not reflect the deduction of any fees or expenses. 
Past performance is not a guarantee of future returns. You 
should not make a decision to invest in any investment 
fund or other vehicle based on the statements set forth in 
this document, and are advised to make an investment in 
any investment fund or other vehicle only after carefully 
evaluating the risks associated with investment in the 
investment fund, as detailed in the offering memorandum 
or similar document prepared by or on behalf of the issuer. 
This document does not contain, and does not purport 
to contain, the level of detail necessary to give sufficient 
basis to an investment decision. The addition, removal, or 
inclusion of a security in any Alerian or S-Network Global 
Indexes index is not a recommendation to buy, sell, or hold 
that security, nor is it investment advice.

No Warranties.  The accuracy and/or completeness of 
any Alerian or S-Network Global Indexes index, any data 
included therein, or any data from which it is based is 
not guaranteed by Alerian or S-Network Global Indexes, 
and it shall have no liability for any errors, omissions, or 
interruptions therein. Alerian and and S-Network Global 
Indexes make no warranties, express or implied, as to 
results to be obtained from use of information provided 
by Alerian and S-Network Global Indexes and used in this 
service, and Alerian and S-Network Global Indexes expressly 
disclaim all warranties of suitability with respect thereto.

Alerian
alerian.com
info@alerian.com // 972.957.7700
3625 N. Hall St., Suite 1200, Dallas, TX 75219

S-Network Global Indexes
snetworkglobalindexes.com
info@snetworkinc.com // 646.467.7928
267 Fifth Avenue, Suite 508, New York, NY, 10016

Limitation of Liability.  While Alerian and S-Network 
Global Indexes believe that the information provided in 
this document is reliable, Alerian and S-Network Global 
Indexes shall not be liable for any claims or losses of any 
nature in connection with the use of the information in 
this document, including but not limited to, lost profits 
or punitive or consequential damages, even if Alerian 
and S-Network Global Indexes have been advised of the 
possibility of same.

Research May Not Be Current. This document has been 
prepared solely for informational purposes based on 
information generally available to the public from sources 
believed to be reliable. Alerian and S-Network Global 
Indexes make no representation as to the accuracy or 
completeness of this document, the content of which 
may change without notice. Alerian and S-Network Global 
Indexes expressly disclaim any obligation to update the 
contents of this document to reflect developments in the 
energy Master Limited Partnership sector. The methodology 
involves rebalancings and maintenance of indices that 
are made periodically throughout the year and may not, 
therefore, reflect real-time information.

Linked Products.  Alerian and S-Network Global Indexes 
licenses its indexes to third parties for the creation of 
investment funds or other vehicles. Alerian and S-Network 
Global Indexes are not responsible for the information on 
these websites or for anything that they provide.

Policies and Procedures.  Analytic services and products 
provided by Alerian and S-Network Global Indexes are 
the result of separate activities designed to preserve the 
independence and objectivity of each analytic process. 
Alerian and S-Network Global Indexes have established 
policies and procedures to maintain the confidentiality 
of material non-public information received during each 
analytic process. Alerian, S-Network Global Indexes, and 
their affiliates provide a wide range of services to, or 
relating to, many organizations, and may receive fees or 
other economic benefits from these organizations.

Copyright. No Unauthorized Redistribution.  Alerian and 
S-Network Global Indexes © 2021. All rights reserved. This 
document, in whole or in part, may not be redistributed, 
reproduced, and/or photocopied without prior written 
permission.
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