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Summary

e The perception of many investorsisthat midstream has a heightened correlation with oil when it is
falling, but the correlation seems to disappear when oil prices are moving higher.

e While commodity prices have improved, energy stocks are still down across the board relative to
price levels at the end of 2019, though midstream has provided the best price performance.

e For midstream investors frustrated by perceived oil correlations, actual correlations and
performance may not be as bad as it “feels”when viewed within the context of other energy indexes.

One of the most frequently asked questions in our interactions with investors surrounds the correlation
between oil prices and midstream, or lack thereof. Admittedly, oil correlations have been a source of
frustration over the years. The perception of many investors is that midstream/MLPs have a heightened
correlation with oil when it is falling, but the correlation seems to disappear when oil prices are moving
higher. In other words, midstream/MLPs get punished when oil falls but do not duly participate in the upside
when oil prices improve. Today’s note looks at oil correlations for midstream and other energy indexes,
focusing on the Alerian MLP Infrastructure Index (AMZ1) to represent MLPs and the Alerian Midstream
Energy Select Index (AMEI) to represent broader midstream !

What does the correlation data show?

The analysis below focuses on long-term and short-term correlations for midstream and oil prices, with
comparisons against other energy indexes for context. It bears mentioning that correlation numbers can be
fickle. Daily, weekly, and monthly correlations can vary noticeably for the same time period. Additionally,
correlations are complicated by the April 20, 2020 negative closing price for West Texas Intermediate (WTI)
crude, which appears to skew the data and understate correlations. For this reason, the analysis includes a
ten-year correlation as of April 2020 before oil prices went negative and a more recent ten-year correlation
between energy indexes and Brent - the global oil benchmark, which did not fall into negative territory. (The
weekly ten-year correlation between Brent and WTI is 0.91) While correlations vary, there are two key
observations that can be made from the data.

Long-term: Midstream indexes tend to have a lower oil correlation than other energy indexes.

Based on the weekly correlations, midstream indexes have a correlation with oil of 0.5, but the monthly
correlations are higherat 0.6 - 0.7 as shown on the following page. For other energy indexes, oil correlations
based on weekly data are around 0.6, while the monthly correlations are around 0.7 - 0.8. Relative to other
energy sectors, midstream would be expected to have a lower long-term oil correlation given its fee-based
business model and the direct commodity price exposure inherent in exploration and production (E&P) or
oilfield services (0S) companies. In other words, the long-term correlation data tends to align with
expectations.

1The AMEI Index is 75% corporations and 25% MLPs. The Alerian Midstream Energy Index (AMNA) is more
representative of the midstream space, but AMEI has a longer history, making it more suitable for this
analysis.


https://www.alerian.com/indexes/amzi-index/
https://www.alerian.com/indexes/amei-index/
https://www.alerian.com/indexes/amei-index/
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Ten-Year Correlation Ten-Year Correlation

with WTI Crude with Brent Crude

As of 4/17/20* As of 9/14/21

Weekly  Monthly Weekly Monthly
Alerian MLP Infrastructure Index (AMZI) 0.52 0.69 0.51 0.61]
Alerian Midstream Energy Select Index (AMEI) 0.54 0.72 0.55 0.67
S&P 0il & Gas Exploration & Production Select Industry Index (SPSIOP) 0.64 0.80 0.63 0.67
Energy Select Sector Index (IXE) 062 0.79 0.62 071
PHLX Oil Service Sector Index (OSX) 0.60 0.81 0.57 0.76

*Based on the ten years from 4/17/10 to 4/17/20- before WTl oil prices went negative on 4/20/20.
Source: Bloomberg as of September 15,2021.

Short-term: Energy indexes have had similar oil correlations since April 2020; performance varies.

Whether looking at correlations based on weekly or daily data, midstream and other energy indexes are
closely grouped in terms of their WTl correlations since April 2020 as shown below. For midstream, the short-
term correlations based on weekly data largely align with the ten-year weekly correlations, while short-term
correlations for other energy indexes are a shade below their long-term correlations. While the correlations
are very similar, performance numbers since April 2020 have varied as shown in the table. Commodity-
sensitive E&P and OS companies have outperformed during oil’s recovery, but midstream has seen decent
upside, outperforming broad energy represented by the IXE Index. Looking at price performance since the
end of 2019, energy indexes are down across the board despite oil’'s gains, with broad midstream,
represented by the AMEI Index, showing the best performance and OS companies down the most.

Correlation with
WTI Crude Price Price

Since 4/22/20 Performance Performance

Weekly Daily since 4/22/20 since 12/31/19
Alerian MLP Infrastructure Index (AMZI) 0.55 039 52.6% -215%
Alerian Midstream Energy Select Index (AMEI) 0.60 038 60.7% -7.3%
S&P 0il & Gas Exploration & Production Select Industry Index (SPSIOP) 0.57 0.40 89.2% -10.4%
Energy Select Sector Index (IXE) 0.60 039 43.0% -19.9%
PHLX Oil Service Sector Index (OSX) 0.53 038 101.0% -31.8%
WTI Crude:| 4113%| | 15.4%

Price performance as of September 14,2021.
Source: Bloomberg as of September 14,2021

What are the takeaways for midstream investors?

Oil prices have staged an impressive rally since April 2020, surpassing even pre-pandemic levels by double-
digit percentages. As discussed last week, natural gas prices have recently jumped to multi-year highs (read

more). While commodity prices have improved, energy stocks, including midstream, are still down relative
to price levels at the end of 2019. Clearly, oil prices trade independently of energy stocks with different
drivers, including supply-demand dynamics that can be impacted by OPEC+ actions, weather, geopolitics,
and more. Outside of commodity prices, energy stocks are impacted by sentiment, money flows, and market
trends (growth vs. value, ESG considerations) to name a few factors.

For midstream investors frustrated by perceived oil correlations, actual correlations and performance may
not be as bad as it “feels” when viewed within the context of other energy indexes. Midstream/MLPs have
outperformed broad energy (IXE Index) in oil’s recovery despite a lower correlation with oil prices. Of the
energyindexes shown, midstream (AMEI Index) has been the best performer on a price-return basis since the
end of 2019, and MLPs (AMZI Index) have performed in line with broad energy over the same time period. Of
course, total return for midstream and MLPs has been even more competitive given generous dividends. Any
standalone comparison between oil prices and midstream/MLPs will leave investors feeling short-changed,
but in the context of energy performance more broadly, midstream/MLP investors can take some comfort
inrelative price performance since the pandemic.

AMZI is the underlying index for the Alerian MLP ETF (AMLP) and the ETRACS Alerian MLP Infrastructure
Index ETN Series B(MLPB). AMEI is the underlying index for the Alerian Energy Infrastructure ETF (ENFRY).
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https://insights.alerian.com/natural-gas-short-and-long-term-benefits-for-midstream
https://insights.alerian.com/natural-gas-short-and-long-term-benefits-for-midstream

Disclaimers

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 thatis 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 nota guarantee of future returns. You
should not make a decision to investin any investment fund
or othervehicle based on the statements set forth in this
document, and are advised to make an investmentin any
investment fund or other vehicle only after carefully
evaluating the risks associated with investmentin 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 aninvestment 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, norisitinvestment 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 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.
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Limitation of Liability. While Alerian and S-Network Global
Indexes believe that the information provided in this
documentisreliable, 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-publicinformation 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 $-
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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