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Master limited partnership (MLP) performance took a decidedly downward turn in the second quarter of 
2017 (the “period”), eating away at the gains from the first quarter. The equal-weighted Cushing® 30 MLP 
Index (MLPX) managed to hold on to an overall positive total return gain for the year-to-date period, but 
each of the Cushing® MLP Market Cap Index (CMCI) and the Cushing® MLP High Income Index (MLPY) 
fell to year-to-date losses. Although the market cap-weighted CMCI and yield-weighted MLPY Cushing 
Indices (each, an “Index” and collectively, the “Indices”) underperformed the equal-weighted MLPX, 
there did not appear to be a measurable market cap or yield bias to individual constituent performance 
that would explain the results. To the contrary, analysis of constituent performance suggests a weak, 
statistically insignificant trend towards better performance for larger, higher yielding names during the 
period. 

Performance 

 Quarter Ended 
6/30/2017 

Year-To-Date 
Through 6/30/17 

The Cushing® 30 MLP Index (Total Return) (MLPX) (2.29%) 1.78% 

The Cushing® MLP Market Cap Index (Total Return) (CMCI) (5.45%) (1.72%) 

The Cushing® MLP High Income Index (Total Return) (MLPY) (4.51%) (4.13%) 

Dow Jones Equity REIT Index (Total Return) 2.33% 4.93% 

PHLX Utility Sector Index (Total Return) 2.08% 8.16% 

S&P 500® Index (Total Return) 3.09% 9.34% 

10 Year U.S. Treasury(1) 1.31% 2.11% 
(1) 10 Year U.S. Treasury total return as represented by the Barclays Capital U.S. Treasury Bellwether Index 
See “Important Disclosures” for further details regarding each index.  It is not possible to invest directly in an index. 

 

The poor performance of MLP equities during the period and year-to-date has undoubtedly been a source 
of frustration for many investors, especially in light of broader conditions. The tailwinds about which we 
have written in past Market Review letters – robust domestic supply and demand, an improving political 
environment, declining exploration and production costs, and healthy capital markets – all remained in 
place during the period. Aside from an unexpected company-specific announcement from Rice 
Midstream Partners LP (NYSE: RMP) (see “The Cushing Indices Performance – 2nd Quarter 2017” later in 
this letter for additional details), there were few instances of what could be considered “bad” news to drive 
MLP prices and Index levels lower. 

The other factor that remained in place from the first quarter, which has shown itself to be headwind for 
MLPs, was the continuing anxiety over the level of global crude oil supply and inventory levels and the 
effect that this “overhang,” as it has come to be called, has had on dampening crude oil prices. The 
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agreement between OPEC and non-OPEC nations to limit crude oil production continued to show strong 
compliance among participant states, reaching 106% of agreed levels as of May 2017.1 The concern, 
however, was the degree to which non-participating states, specifically Libya and Nigeria, as well as US 
crude oil producers were offsetting those reduced production levels. Also of concern was the possibility of 
cheating by member states, as the International Energy Agency (IEA) estimated that compliance with the 
agreement fell to 78% in June 2017.2 In fact, IEA data from the first five months of 2017 showed that total 
commercial stocks of crude oil and petroleum products in OECD nations actually increased relative to 
corresponding levels for the first four months of 2016 (see chart below) and only dipped below 2016 levels 
in May, suggesting that the OPEC/non-OPEC production cuts struggled to produce the intended effect. 

Total Industrial Oil Inventories (Crude Oil and Petroleum Products) within OECD Nations,  
2016 and January-May 2017 vs. 2011-2015 Range 

 
Source: Cushing Asset Management analysis of International Energy Agency data 
 

There could be several reasons OECD commercial stocks rose above 2016 levels, including the possibility 
that, with knowledge that reductions were on their way, OPEC and non-OPEC countries boosted 
production going into the final months of 2016 and built inventory that was shipped to market in 2017. It 
is true that production in OPEC countries and in former Soviet Union countries (primarily Russia) 
increased in the fourth quarter of 2016 by a total of about 900,000 barrels (bbl) per day relative to the third 
quarter of 2016,3 an uncharacteristically large increase for that three-month period and the largest fourth 
quarter production increase in 10 years. If this production boost was intended to preempt the expected 
cuts, an increase in commercial oil and petroleum products inventory levels would have been a natural 
result. 

                                                           
1 “JMMC reports best conformity level ever for May 2017.” Organization of the Petroleum Exporting Countries. June 22, 2017. 
2 “OMR: Waning Confidence.” International Energy Agency. July 13, 2017. 
3 Oil Market Report. International Energy Agency. June 24, 2017. 
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Domestic US crude oil inventories proved likewise resilient, but began to show tendencies to revert to 
more normal levels. Total US crude oil inventory reached an all-time high level of 535 million bbl on 
March 31, 2017, and though inventories receded during the period, they remained above the historical 
range for the 2nd quarter.4 At the same time, domestic crude oil production rates ran just below all-time 
high levels.5 In response to the uncertainty around future global and domestic inventory levels, crude oil 
prices moved broadly lower during the period as West Texas Intermediate (WTI) crude oil 
declined -9.01% relative to the 1st quarter 2017 closing price. 

While MLPs generally have little to no direct exposure to energy commodity prices, investors nevertheless 
appeared to have traded MLPs during the period as if they were levered to crude oil prices. This 
phenomenon is not new; as the chart below shows, in the past, correlations between MLP price returns 
(represented by the weekly price return of MLPX) have tended to rise when WTI prices have declined (an 
upward movement in the WTI Price line in the chart). Likewise, in the current period, WTI price 
weakness was accompanied by an upward tick in MLP-WTI price return correlations. 

Correlation between 52-week Weekly Returns of MLPX and WTI, June 30, 2007 to June 30, 2017. 

 
Source: Cushing Asset Management analysis of Bloomberg LP data 
 

As any statistics professor will tell you, however, correlation is not the same as causation. That MLP prices 
historically tended to suffer when crude oil prices weakened is not necessarily evidence of a linkage 
between crude oil prices and MLP performance. In fact, as the above chart also suggests, the correlation 
between price returns of MLPs and crude oil has been highly variable in the past. Correlations have shown 
a tendency to remain high during the early stages of crude oil price rallies and then decline as those rallies 
have matured. This tendency for correlations to wander suggests that crude oil price dynamics, while they 
                                                           
4 “Weekly U.S. Ending Stocks excluding SPR of Crude Oil.” U.S. Energy Information Administration. 
https://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=WCESTUS1&f=W. Retrieved July 10, 2017. 
5 “Crude Oil Production.” U.S. Energy Information Administration. https://www.eia.gov/dnav/pet/pet_crd_crpdn_adc_mbblpd_m.htm. 
Retrieved July 10, 2017. 
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may provide a signal as to investor appetite for energy-related holdings, have not driven the value of MLP 
investments. To the contrary, the robust domestic production that has helped depress crude oil prices 
could ultimately be a positive driver for MLPs. 

Back to the Tailwinds 

The supporting factors previously mentioned (supply/demand, political environment, declining costs, 
capital markets) have been discussed in our previous Market Review letters and we have little new to offer 
regarding most of them, save to say that conditions were broadly favorable and unchanged. The Permian 
Basin continued to be the driving force for low-cost domestic crude oil, and break-even production cost 
estimates for the Permian continued to trend below current crude oil prices. Exploration and production 
(E&P) company Pioneer Natural Resources Company (NYSE: PXD), for example, recently placed their 
average break-even cost for Permian horizontal well production at below $30/bbl.6 Discussion relative to 
the Permian swung to a question of whether there will be enough takeaway capacity to meet the ramp-up 
in production of crude oil, natural gas and natural gas liquids (NGLs) or too much.7 In the past, 
midstream companies have found ways to act rationally in the face of potential capacity overbuild, and the 
hope of investors going forward is that they will do so with regards to the expected production ramp in 
the Permian. 

The political environment around midstream investment improved somewhat during the period, though 
obstacles did still remain. Among the improvements was the naming of three candidates (two Republicans 
and one Democrat) to serve as commissioners of the Federal Energy Regulatory Commission (FERC). 
Two of the three are needed to reestablish a quorum on the FERC to allow it to resume permitting of 
interstate natural gas pipelines. The addition of commissioners will also undoubtedly ease the regulatory 
workload for acting chairman Cheryl LaFleur, who became the sole remaining commissioner following 
the departure of commissioner Collette Honorable on June 30, 2017. 

Political opposition to midstream energy projects still remained in pockets, however. At the state level, 
political accommodation remained difficult. Two northeastern natural gas transmission projects, the 
Access Northeast and the PennEast, were placed into indefinite limbo late in the period owing to failures 
to secure necessary permission from state-level agencies.8,9 Enbridge Inc.’s (TSX: ENB and NYSE: ENB) 
Line 3 crude oil transmission pipeline faced delays in obtaining approvals from Minnesota agencies, 
potentially impacting its 2019 in-service date.10 Even pipelines that are in the ground and flowing 
continued to face political pressure, as the Dakota Access Pipeline, the object of extended protests by the 

                                                           
6 Investor Presentation. Pioneer Natural Resources. June 2017. 
7 With a Permian Well, They Cried More, More, More. RBN Energy. 2017. 
8 Letter from Leanne Sidorkewicz, Algonquin Gas Transmission LLC, to Kimberly D. Bose, Federal Energy Regulatory Commission. June 29, 
2017. 
9 Letter from Patricia A. Cluelow, State of New Jersey Department of Environmental Protection, to Michael A. Mara, PennEast Pipeline 
Company, LLC. June 28, 2017. 
10 Blatchford, James. “Trump Presidency Solves Half the Problem for Crude Pipe Delays.” Bloomberg Intelligence. June 6, 2017. 
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Standing Rock Sioux and their sympathizers, were met with a suit filed by the Standing Rock and 
Cheyenne River Sioux seeking to halt operation two weeks after beginning commercial service.11 

Isolated political pressures aside, the relatively favorable overall environment brought new money into 
MLPs during the period. Investment flows into MLP-linked public funds through June 30, 2017, showed 
an improvement over 2016 and 2015 full-year averages (though still well below the2013-2014 period).12 
Though healthy, those fund flows were insufficient to meet demand for capital by MLPs in a way that 
boosted MLP unit prices. An analysis by Michael Blum of Wells Fargo suggests that at-the-market (ATM) 
issuances of units by MLPs may have soaked up much of the new fund flows, keeping MLP prices 
depressed.13 

That may not be the case for long. A report by the Wall Street Journal suggested that capital investment in 
the energy space moved upstream, with $57 billion in capital funneled to E&P companies over the last 18 
months. That level of investment could be sufficient to boost crude oil production to all-time high levels 
above 10 million bbl/day by early next year.14 As that oil, as well as associated natural gas and NGLs, flows 
out of the ground, demand for the gathering, processing, transport and storage provided by MLPs should 
increase. 

 
The Cushing Indices Performance –2nd Quarter 2017 
It was difficult to find any areas of positive performance amongst MLPs in the period, as the table below 
shows. Of subsectors represented in all three Indices, only Crude Oil & Refined Products generated 
positive returns, and for only MLPX and MLPY. The difference between positive and negative subsector 
performance, in fact, came down to a single day, April 6, 2017, when Sunoco LP (NYSE: SUN) posted a 
one-day 20.24% gain following the announcement that it would be selling the majority of its convenience 
stores and reducing debt with the sale proceeds. While SUN was a constituent of both MLPX and MLPY 
on the day of the announcement, it was not added to CMCI until 20 days later on April 26, 2017, and 
produced only modest positive returns thereafter.  

The Other MLPs subsector, represented solely in MLPY, was the only other subsector to produce positive 
returns for any of the Indices. This subsector was populated by only one MLP, SunCoke Energy 
Partners, L.P. (NYSE: SXCP), which likewise had a significant one-day gain as its price rose 12.58% on 
April 20, 2017. That gain followed a positive first quarter 2017 earnings report and management 
statements that reduced doubt as to the company’s future status as a stand-alone MLP. 

Of course, as overall Index returns suggest, the majority of Index constituents generated negative 
performance in the period. Among them, Rice Midstream Partners LP (NYSE: RMP), constituent of 

                                                           
11 Tezak, Christi. “DAPL – We think Corps May Persuade Judge to Keep Pipe Operating.” ClearView Energy Partners, LLC. June 14, 2017. 
12 Based on data provided by US Capital Advisors LLC. 
13 Blum, Michael, et al. “Let’s Go To The Video Tape”. Weekender. Wells Fargo Securities, LLC. May 18, 2017. 
14 Olson, Bradley and Alison Sider. “Wall Street Cash Pumps Up Oil Production Even as Prices Sag.” The Wall Street Journal. July 7, 2017. 
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MLPX and CMCI, stood out by generating a total return of -20.12%15 in the period, including a one-day 
price drop on June 19, 2017 of -26.93%. RMP fell following announcement that day that its sponsor, Rice 
Energy Inc. (NYSE: RICE) had accepted an offer to be acquired by EQT Corporation (NYSE: EQT), with 
the combined entity subsequently planning to drop RICE midstream assets to EQT’s current MLP, EQT 
Midstream Partners, LP (NYSE: EQM). MLPX and CMCI constituent EQM’s corresponding price gain of 
3.80% on June 19 was insufficient to offset the RMP-based decline in the Indices. 

 
Subsector Contributors to/(Detractors from) Index Total Return for the 2nd Quarter of 2017 

 MLPX CMCI MLPY 

Large Cap Diversified (0.99%) (2.12%) (1.03%) 

Natural Gas Gatherers & Processors (1.22%) (0.77%) (1.16%) 

Natural Gas Transportation & Storage (0.52%) (0.37%) (0.25%) 

Crude Oil & Refined Products 0.68% (1.08%) 0.33% 

Small Cap Midstream    

Propane (0.13%) (0.12%) (0.48%) 

Marine   (1.93%) 

Oilfield Services   (0.02%) 

Coal (0.10%)   

Upstream MLPs    

Other MLPs   0.63% 

MLP General Partners (0.01%) (0.99%) (0.60%) 

Index Total Return (2.29%) (5.45%) (4.51%) 
Note: Individual subsector returns may not sum to Index total due to rounding.

 

As the table below shows, the Coal MLPs subsector returned to the Indices as Alliance Resource Partners, 
L.P. (NASDAQ: ARLP) was added to MLPX through the June 19, 2017, regular rebalance. ARLP’s general 
partner, Alliance Holdings GP, L.P. (NASDAQ: AHGP) was also added to MLPX as an MLP General 
Partners subsector constituent at the same time. The Large Cap Diversified subsector decreased in weight 
for all three Indices as Williams Partners, L.P. (NYSE: WPZ) was removed and replaced in each Index due 
to a distribution cut (see below for additional details). 

There was also some realignment of weightings between the Crude Oil & Refined Products and Large Cap 
Diversified subsectors connected with the acquisition of Energy Transfer Partners, L.P., (formerly NYSE: 
ETP) by Sunoco Logistics Partners LP (formerly NYSE: SXL). Following the completion of the 
acquisition, SXL, which had been a constituent in the Crude Oil & Refined Products subsector, was 
moved to the Large Cap Diversified subsector owing to its expanded scope following the acquisition. 
                                                           
15 Total return values reflect total returns in the first quarter of 2017, including reinvested distributions. Past performance is not an indication of 
future results. May not represent the actual total return experienced by the Index. 
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Remaining changes in subcategory weightings were the result of normal Index rebalancing processes and 
price changes in individual issues. 

 
Subsector Average Weights for the 2nd Quarter of 2017

 MLPX CMCI MLPY 

Large Cap Diversified 17.33% 36.60% 14.63% 

Natural Gas Gatherers & Processors 21.87% 10.17% 15.19% 

Natural Gas Transportation & Storage 15.20% 11.64% 6.65% 

Crude Oil & Refined Products 31.91% 22.24% 30.38% 

Small Cap Midstream    

Propane 5.45% 3.20% 8.39% 

Marine   10.14% 

Oilfield Services   1.92% 

Coal 0.58%   

Upstream MLPs    

Other MLPs   3.84% 

MLP General Partners 7.67% 16.14% 8.86% 
Note: Individual subsector weights may not sum to 100% due to rounding. Subsector weightings are subject to change and there is 
no assurance that weightings depicted correlate to current Index subsector weightings. 

 

Significant Corporate Actions Affecting the Cushing Indices 
The acquisition of ETP by SXL led to the removal of ETP from all three Indices on April 26, 2017. ETP 
was replaced by Boardwalk Pipeline Partners, LP (NYSE: BWP) in MLPX, SUN in CMCI and EnLink 
Midstream, LLC (NYSE: ENLC) in MLPY. SXL, which was also a constituent of all three Indices, 
subsequently changed its name to Energy Transfer Partners, L.P. and adopted the ETP ticker on May 1, 
2017.16,17,18 

On April 28, 2017, WPZ was removed from each Index due to a distribution cut. WPZ was replaced by 
NuStar Energy L.P. (NYSE: NS) in MLPX, NGL Energy Partners LP (NYSE: NGL) in CMCI and ONEOK, 
Inc. (NYSE: OKE) in MLPY.19,20,21 

                                                           
16 Swank Capital and Cushing® Asset Management Announce a Potential Constituent Change to The Cushing® 30 MLP Index. Cushing Asset 
Management, LP. April 19, 2017. 
17 Swank Capital and Cushing® Asset Management Announce a Potential Constituent Change to The Cushing® MLP Market Cap Index. Cushing 
Asset Management, LP. April 19, 2017. 
18 Swank Capital and Cushing® Asset Management Announce a Potential Constituent Change to The Cushing® MLP High Income Index. Cushing 
Asset Management, LP. April 19, 2017. 
19 Swank Capital and Cushing® Asset Management Announce a Constituent Change to The Cushing® 30 MLP Index. Cushing Asset Management, 
LP. April 25, 2017. 
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Enbridge Energy Partners, L.P. (NYSE: EEP) also announced a distribution cut and was removed from 
each Index on May 4, 2017. American Midstream Partners, LP (NYSE: AMID), ENLC and Magellan 
Midstream Partners, L.P. (NYSE: MMP) replaced EEP in MLPX, CMCI and MLPY, respectively.22,23,24 

Finally, on June 30, 2017, shareholders of OKE and unitholders of ONEOK Partners, L.P. (NYSE: OKS), 
both of which were constituents of all three Cushing Indices, voted to approve the acquisition of OKS by 
OKE. This action not only caused OKS to cease to be a publicly traded MLP, but also resulted in OKE no 
longer being eligible to be included in the Cushing Indices due to it lacking an interest in a publicly traded 
MLP. OKS and OKE were replaced, respectively, by Western Refining Logistics, LP (NYSE: WNRL) and 
Summit Midstream Partners, LP (NYSE: SMLP) in MLPX and by AMID and NGL in MLPY.25,26 The 
replacement of OKS and OKE in CMCI necessitated a full rebalance of the CMCI constituents, and 
resulted in ENLC and Valero Energy Partners LP (NYSE: VLP) being added to CMCI.27 

We appreciate your support. Thank you for your continued confidence. Please call us with any questions 
or comments. 

 

Jerry V. Swank  Todd Sunderland Jon Abel 
Managing Partner Head of Risk Management Senior Analyst 
 Head of Quant Strategies Risk Management 
  Quant Strategies 
  

                                                                                                                                                                                           
20 Swank Capital and Cushing® Asset Management Announce a Constituent Change to The Cushing® MLP Market Cap Index. Cushing Asset 
Management, LP. April 25, 2017. 
21 Swank Capital and Cushing® Asset Management Announce a Constituent Change to The Cushing® MLP High Income Index. Cushing Asset 
Management, LP. April 25, 2017. 
22 Swank Capital and Cushing® Asset Management Announce a Constituent Change to The Cushing® 30 MLP Index. Cushing Asset Management, 
LP. April 28, 2017. 
23 Swank Capital and Cushing® Asset Management Announce a Constituent Change to The Cushing® MLP Market Cap Index. Cushing Asset 
Management, LP. April 28, 2017. 
24 Swank Capital and Cushing® Asset Management Announce a Constituent Change to The Cushing® MLP High Income Index. Cushing Asset 
Management, LP. April 28, 2017. 
25 Swank Capital and Cushing® Asset Management Announce Potential Constituent Changes to The Cushing® 30 MLP Index. Cushing Asset 
Management, LP. June 23, 2017. 
26 Swank Capital and Cushing® Asset Management Announce Potential Constituent Changes to The Cushing® MLP High Income Index. Cushing 
Asset Management, LP. June 23, 2017. 
27 Swank Capital and Cushing® Asset Management Announce Potential Constituent Changes to The Cushing® MLP Market Cap Index. Cushing 
Asset Management, LP. June 23, 2017. 
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Important Disclosures 

This summary does not constitute an offering of any security, product or service and is intended exclusively for the 
use of the person to whom it has been delivered and this summary is not to be reproduced or redistributed to any 
other person without the prior consent of Swank Capital, LLC and Cushing® Asset Management, LP (“Cushing”). 

Indices are unmanaged and cannot be invested in directly. Index performance does not reflect the deduction of any 
fees or expenses. Performance shown represents past performance and should not be viewed as a guarantee of future 
results. None of the information about the Indices constitutes an offer to buy or sell, or a promotion or 
recommendation of, any security, financial instrument or product or trading strategy. None of the information 
about the Indices is intended to constitute investment advice or a recommendation to make (or refrain from 
making) any kind of investment decision and may not be relied on as such. Information about the Indices  is 
provided "as is" and the user of the information assumes the entire risk of any use it may make or permit to be made 
of such information. Cushing does not sponsor, endorse, sell, or promote any investment product linked to or based 
on the Index.  

The Cushing® 30 MLP Index (MLPX) tracks the performance of 30 publicly traded MLP securities that hold 
midstream energy infrastructure assets in North America.  The Cushing® MLP Market Cap Index (CMCI) tracks the 
performance of 30 MLPs weighted on a float-adjusted market capitalization basis, with each constituent capped at 
7.5% at rebalance.   The Cushing® MLP High Income Index (MLPY) tracks the performance of 30 MLPs with a 
focus on high distribution rates and the constituents are selected using a three-tiered weighting system. 

The S&P 500® Index (“S&P 500”) is an index of 500 stocks used industry wide as a macro level indicator of the 
overall U.S. equity market. The PHLX Utility Sector Index (“PHLX Utility”) is a utility sector index which includes 
communication services, electrical power providers and natural gas distributors. The Dow Jones Equity REIT Index 
(“DJ REIT”) includes all companies in the Dow Jones U.S. stock universe that have elected to be taxed as REITs. The 
Barclays Capital U.S. Treasury Bellwether (“BarCap Bellwether”) Index is an unmanaged index of U.S. Treasury 
bonds with 10 years maturity. The Standard and Poor’s 500 Energy Index (“S5ENRS”) is a capitalization-weighted 
GICS Level 1 sector group index. Each such aforementioned non-Cushing index is included for comparative 
purposes only. 

The Cushing® 30 MLP Index, the Cushing® MLP Market Cap Index, and the Cushing® MLP High Income Index 
(collectively, the “Indices”) are the exclusive property of Cushing Asset Management, LP, which has contracted with 
S&P Opco, LLC (a subsidiary of S&P Dow Jones Indices LLC) (“S&P Dow Jones Indices”) to calculate and maintain 
the Indices. S&P® is a registered trademark of Standard & Poor’s Financial Services LLC (“SPFS”); Dow Jones® is a 
registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”); and, these trademarks have been 
licensed to S&P Dow Jones Indices. “Calculated by S&P Dow Jones Indices” and its related stylized mark(s) have 
been licensed for use by Swank Capital, LLC, and Cushing Asset Management, LP. Neither S&P Dow Jones Indices, 
SPFS, Dow Jones nor any of their affiliates sponsor and promote the Indices and none shall be liable for any errors 
or omissions in calculating the Indices. 

The views contained in this letter are those of Cushing and are based upon information obtained by Cushing from 
sources that are believed to be reliable. Cushing makes no endorsement or guarantee, and assumes no liability 
whatsoever for, the accuracy or reliability of any third party data contained herein. The information contained 
herein is given solely as of the date hereof and Cushing shall have no responsibility or duty to provide updated 
information to the recipient. 


