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The midstream energy and master limited partnership (MLP) 

market, as represented by the Alerian Midstream Energy 

Index, had a total return in U.S. dollars of 0.77% in the 

quarter. 

Investment Review 

Midstream energy securities and master limited partnerships 

(MLPs) rose modestly in the first quarter amid a volatile macro 

backdrop. Crude oil prices were buffeted by global supply 

dynamics and China’s reopening versus the prospect of a 

global recession and its potential impact on demand. 

Investors remained focused on the path of interest rates given 

elevated inflation; the U.S. Federal Reserve raised its 

overnight rate by 25 basis points twice in the quarter. Markets 

were rocked in March by the collapse of several banks, 

including a technology-centric bank. The banking turmoil had 

a ripple effect on midstream energy, raising concerns around 

financing conditions. We believe midstream companies are 

better insulated now from such concerns, given the degree of 

balance sheet reform.  

Fourth quarter 2022 midstream earnings results were broadly 

slightly better than expected. More than half of reporting 

midstream companies surpassed market expectations, as the 

tailwind of inflation hit company revenues. Among the minority 

of midstream companies that disappointed were primarily 

Bakken-exposed (central North America) businesses, which 

struggled with weather, as well as some pockets of elevated 

costs and commodity exposure. Despite investor fears on 

management conservatism, midstream energy outlooks were 

fairly evenly split between those that surpassed versus 

(slightly) missing expectations. Few companies were 

aggressive in their issued outlooks.  

LNG exports (3.3% total return1) outperformed on robust 

earnings report, despite weak natural gas backdrop. A large 

LNG index constituent, which reported better than feared 

fourth quarter 2022 earnings result, outperformed. Earnings 

aside, a relatively warm winter in the Northern Hemisphere 

has dampened demand for natural gas, while European 

natural gas inventories remain elevated. While we expect 

natural gas fundamentals will remain weak in the first half of 

2023 and possibly beyond, Europe will likely remain 

structurally undersupplied over the next few years. The price 

volatility we expect to result should provide an opportunity for 

North American midstream companies.  

MLPs (6.9%) outpaced midstream C corps (–1.8%) on 

attractive total return prospects. With the midstream energy 

sector’s shift in focus from growth toward stable income, 

MLPs, which tend to provide higher dividend yields, were 

favored. Further, midstream C corps tend to be heavy on 

natural gas exposure. The portfolio is positioned with a bias 

toward large cap MLPs over large cap midstream C corps to 

take advantage of what we view as a favorable total return 

opportunity.  

Larger cap oil-oriented companies outperformed. Among 

crude/products pipelines (2.4%), a large cap MLP reported an 

outlook in line with market expectations, with a downside 

sensitivity estimate that relieved investor concerns. Another 

large cap MLP index constituent rose on a strong fourth 

quarter earnings result and outlook. Diversified sector (1.3%) 

performance was mixed; large cap MLPs gained, while C 

corps with natural gas exposure trailed. Gathering & 

processing (–1.1%) was weighed by underperformance from 

a large index position and a small cap constituent, the latter of 

which reported a softening outlook. Gathering (–7.5%) was 

weighed by a gas-exposed index constituent and a company 

pressured on a weak outlook and continued uncertainty 

around its pipeline project.  

Investment Outlook 

We anticipate continued strength in crude oil prices in 2023, 

as well as growth (albeit at a slower rate) in North American 

hydrocarbon production. In our view, the current geopolitical 

crisis has exacerbated an existing shift in crude oil markets 

from a period of shale-driven excess spare capacity to tighter 

supply/demand fundamentals. We expect that this, coupled 

with an uneven transition toward renewables, will support 

Index Performance (US$) 

  Linked Index(1) 

 Q1 2023  0.77%  

 1 Year  -1.19%  

 3 Year  34.79%  

 5 Year  8.71%  

 10 Year  1.17%  

(1) Linked Index: Prior to 04/01/19, the benchmark was the Alerian MLP Index. Thereafter, 
it is the Alerian Midstream Energy Index.  

Data quoted represents past performance, which is no guarantee of future results.  
Risk of loss is possible. 
This information is not representative of any Cohen & Steers account and no such 
account will seek to replicate an index. You cannot invest directly in an index and index 
performance does not reflect the deduction of fees, expenses or taxes. 

Periods greater than 12 months are annualized. 
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modest growth for traditional U.S. energy production over the 

next few years amid a “more of everything” approach, which 

should be positive for pipeline demand. We continue to 

assess the risk of a global macro slowdown on energy 

fundamentals, but we believe that the extensive balance sheet 

repair work by midstream companies renders them better 

equipped in the event of a downturn. We have shifted to a 

more defensive position, particularly as the recent banking 

turmoil has made the macro backdrop less certain. We have 

increased exposure to large cap MLPs, which we believe offer 

compelling total return prospects. We have also selectively 

added exposure within Canadian midstream to benefit from 

potential volume growth in Western Canada.  

We believe the midstream energy sector has come full circle 

to slow hydrocarbon production growth, good free cash flow 

and the ability to provide predictable, stable income. 

Following a period of retrenchment, midstream companies 

have begun increasing their cash returns to shareholders, 

which we believe may be a driving force for midstream total 

returns in the coming years. We believe midstream energy 

offers compelling total return potential owing to effective free 

cash flow, positive return of capital to shareholders, and 

reasonable midstream valuations. China’s Great Reopening, 

now in its early stages, should bring additional demand 

online. Furthermore, we believe the terminal value for 

midstream assets is likely higher than the market 

acknowledges.  

Desire to ramp up U.S. energy production is mounting, but 

labor scarcity, supply chain issues and tight pipeline capacity 

are likely constraints. Given the evolving geopolitical and 

economic backdrop, we recognize the desire to increase U.S. 

production but acknowledge the significant hurdles of labor 

scarcity and supply chain issues, which are similar to those 

that other industries face. In addition, we believe investors do 

not fully appreciate the cost inflation pressures among 

exploration & production companies (the need to drill 

expensive new wells, increasing labor/steel costs). While we 

expect U.S. production volumes to increase with rising energy 

commodity prices, the headwind of labor/input scarcity should 

contribute to continued tightness in the energy markets in 

2023.  

We believe there is a place for traditional energy sources 

amid the transition to renewables, as a “more of everything” 

approach has become more accepted. Government policy 

continues to be critical as we evaluate the future of the global 

energy markets. The transition to cleaner energy is happening 

as costs are coming down, consumer preferences are 

changing and government policies are mandating it. With the 

passage of the Inflation Reduction Act, midstream companies 

with business plans that target decarbonization can benefit. At 

the same time, the sentiment around traditional energy 

sources has become incrementally more positive, with talk of 

restarting nuclear power in Japan and building new reactors 

in the U.S. In our view, it is clear that there is a strong need for 

a healthy U.S. energy industry, with an allowance for growth, if 

the country is to become a key supplier to Europe. 

We expect continued industry consolidation given low organic 

growth prospects for pipelines. We expect accretive mergers 

within midstream due to high sector cash flow, reasonable 

debt levels and high synergy potential for assets acquired at 

reasonable valuations. We view accretive M&A favorably for 

those without much organic growth potential—currently mostly 

limited to Permian and gas/LNG infrastructure. 

(1) All sector returns in this commentary are in local currencies. Sector classification of 
securities in the index is determined by the investment advisor. 
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Data quoted represents past performance, which is no guarantee of future results.  
Risk of loss is possible. 
The Alerian Midstream Energy Index is a broad-based composite of North American energy 
infrastructure companies. The capped, float-adjusted, capitalization-weighted index, whose 
constituents earn the majority of their cash flow from midstream activities involving energy 
commodities, is disseminated real-time on a price-return basis and on a total-return basis. 
Index Source: The Energy MLP Classification Standard (“ECMS”) was developed by and is 
the exclusive property (and a service mark) of GKD Index Partners, LLC d/b/a Alerian 
(“Alerian”) and its use is granted under a license from Alerian. Alerian make no warranties, 
express or implied, or representations with respect to such standard or classification (or the 
results to be obtained by the use thereof), and hereby expressly disclaims all warranties of 
originality, accuracy, completeness, merchantability, suitability, non-infringement, or fitness 
for a particular purpose with respect to any such standard or classification. No warranty is 
given that the standard or classification will conform to any description thereof or be free of 
omissions, errors, interruptions, or defects. Without limiting any of the foregoing, in no event 
shall Alerian have any liability for any direct, indirect, special, incidental, punitive, 
consequential, or other damages (including lost profits) even if notified of the possibility of 
such damages. 

Important Risk Considerations: Investing involves risk, including entire loss of capital 
invested. There can be no assurance that the investment strategy will meet its investment 
objectives. Diversification is not guaranteed to ensure a profit or protect against loss. 
 An investment in MLPs involves risks that differ from a similar investment in equity 
securities, such as common stock, of a corporation. Holders of equity securities issued by 
MLPs have the rights typically afforded to limited partners in a limited partnership. As 
compared to common shareholders of a corporation, holders of such equity securities have 
more limited control and limited rights to vote on matters affecting the partnership. There 
are certain tax risks associated with an investment in equity MLP units. Additionally, 
conflicts of interest may exist among common unit holders, subordinated unit holders and 
the general partner or managing member of an MLP; for example a conflict may arise as a 
result of incentive distribution payments. In addition, there are several specific risks 
associated with investments in the energy sector, including the following: Commodity Price 
Risk, Depletion Risk, Supply and Demand Risk, Regulatory Risk, Acquisition Risk, Weather 
Risks, Exploration Risk, Catastrophic Event Risk, Interest Rate Transaction Risk, Affiliated 
Party Risk and Limited Partner Risk and Risks of Subordinated MLP Units. MLPs which 
invest in the energy industry are highly volatile due to significant fluctuation in the prices of 
energy commodities as well as political and regulatory developments. MLPs are subject to 
significant regulation and may be adversely affected by changes in the regulatory 
environment including the risk that an MLP could lose its tax status as a partnership. MLPs 
may trade less frequently than larger companies due to their small capitalizations which 
may result in erratic price movement or difficulty in buying or selling.  Once a shareholder's 
adjusted cost basis has been reduced to zero (due to return of capital), any further return of 
capital will be treated as a capital gain. MLPs may have additional expenses, as some 
MLPs pay incentive distribution fees to their general partners. The value of MLPs depends 
largely on the MLPs being treated as partnerships for U.S. federal income tax purposes. If 
MLPs were subject to U.S. federal income taxation, distributions generally would be taxed 
as dividend income. As a result, after-tax returns could be reduced, which could cause a 
decline in the value of MLPs. If MLPs are unable to maintain partnership status because of 
tax law changes, the MLPs would be taxed as corporation and there could be a decrease in 
the value of the MLP securities.  

For investors in the Middle East: This document is for information purposes only. It does 
not constitute of form part of any marketing initiative, any offer to issue or sell, or solicitation 
of any offer to subscribe or purchase, any products, strategies or other services nor shall it 
or the fact of its distribution form the basis of, or be relied on in connection with, any 
contract resulting therefrom. In the event of that the recipient of this document wishes to 
receive further information with regard to any products, strategies, other services, it shall 
specifically request the same in writing from us. 

An investor cannot invest directly in an index and index performance does not reflect the 
deduction of any fees, expenses or taxes. Index comparisons have limitations as volatility 
and other characteristics may differ from a particular investment. The Fund is actively 
managed. The composition of the Fund is not constrained by the composition of the 
benchmark. 
The views and opinions in the preceding commentary are as of the date of publication and 
are subject to change. There is no guarantee that any historical trend discussed above will 
be repeated in the future, and there is no way to predict precisely when such a trend might 
begin. 

There is no guarantee that any market forecast or investment objective set forth will be 
achieved. This material should not be relied upon as investment advice, does not constitute 
a recommendation to buy or sell a security or other investment and is not intended to 
predict the performance of any investment. 

Cohen & Steers Capital Management, Inc. (Cohen & Steers) is a registered investment 
advisory firm that provides investment management services to corporate retirement, public 
and union retirement plans, endowments, foundations and mutual funds. Cohen & Steers 
Asia Limited is authorized and regulated by the Securities and Futures Commission of 
Hong Kong (ALZ367). Cohen & Steers Japan Limited is a registered financial instruments 
operator (investment advisory and agency business and discretionary investment 
management business with the Financial Services Agency of Japan and the Kanto Local 
Finance Bureau No. 3157) and is a member of the Japan Investment Advisers Association. 
Cohen & Steers UK Limited is authorized and regulated by the Financial Conduct 
Authority (FRN458459). Cohen & Steers Ireland Limited is regulated by the Central Bank 
of Ireland (No.C188319). 

          

 


