
 
                                 

Master Limited Partnerships: Where To 
Next? 

 
Master Limited Partnerships (MLPs) have seen sharp declines this year, 
underperforming not only broad equity markets but also other income-
producing assets such as utility stocks and real estate investment trusts. Still, in 
the wake of the sell-off, which in our opinion is driven by energy weakness and 
a back-up in bond yields, we see real opportunity: Yields on MLPs are now 
exceptionally high, and we believe distributions will grow in the mid-single 
digits for the rest of the year. We provide more details below.  
 
Still a Niche Asset Class  
The popularity of MLPs as an investment has exploded over the past decade. This is 
not surprising to us, as MLPs offer favorable tax deferred income to certain investors, 
which is particularly meaningful in an environment where U.S. Treasury yields have 
fallen to record lows. Despite the torrid growth (there are currently more than 130 MLP 
issuers accounting for around $400 billion in market capitalization), the MLP segment 
still remains a fairly small investment category and is a fraction of the S&P 500’s total 
market cap, which is around $18 trillion.  

 
As is well known, the bulk of MLPs operate energy infrastructures assets, commonly 
known as ‘mid-stream’ activities in the energy production value chain. More than 90% 
of the Alerian MLP Index consists of natural gas and petroleum transportation 
businesses (including pipeline operators), as well as gathering and processing 
companies. The remainder is distributed among other sub-sectors such as propane 
production, marine transportation, and exploration and production (E&P).  

 
Contributors to Recent Poor Performance 
Given how closely many MLPs are tied to the energy industry, the recent swoon in 
energy prices has strongly impacted the performance of these partnerships. From their 
peak in late 2014, MLP prices have fallen about 30% (as of September 15, 2015). A 
steady decline in commodity prices since the middle of last year, precipitated by a 
spike in the U.S. dollar, as well as supply-demand imbalances, have been a drag on the 
asset class.  
 
Additionally, the income-yielding nature of MLPs makes them susceptible to changes 
in interest rates. Since the start of the year, yields on U.S. 10-year Treasuries have risen 
from lows of around 1.7% to current levels of around 2.2%.  The rise in rates has not 
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only impacted MLPs but has also affected other income-yielding stocks such as real 
estate investment trusts and utility stocks. Also, given the strong run-up in MLP prices 
over the past few years, valuations for the space looked stretched prior to the recent 
correction, making it vulnerable to a subsequent “re-rating” in prices. 

 
Energy Prices and MLP Fundamentals 
The strong sell-off in MLPs over the past few months raises the question of how 
strongly energy prices affect the underlying fundamentals of these companies. As 
opposed to upstream companies such as E&Ps, whose revenues are directly tied to the 
price of energy commodities, we would expect mid-stream companies to be more 
affected by the volume of the energy products that are transported/processed than their 
prices. Nevertheless, a valid concern among investors is that structurally lower energy 
prices, which are a corollary to bloated inventory, can reduce the need to transport 
more oil and gas. In addition, some gathering and processing companies have certain 
types of contracts that make them more susceptible to energy prices. 
 

MLP DISTRIBUTION GROWTH RATES REMAIN POSITIVE DESPITE 
OIL PRICE VOLATILITY 
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Source: Alerian, Factset.  Data from January 2000 – December 2014. For illustrative purposes 
only. Past performance is no guarantee of future results. 

 
Historically, it appears that the distribution growth rates of these companies do not 
correlate very highly with the price of energy—though a decline in energy prices can 
marginally reduce the subsequent year’s distribution growth rates. As such, we believe 
distribution growth will remain positive in 2015—likely at low to mid-single digit 
levels. Recent calls with MLP management teams appear to confirm this as earnings 
seem to be fairly stable.  
 
Is It Time To Jump In?  
The recent sell-off in MLPs has pared valuations fairly significantly for the asset class 
and we believe there could be value in the wreckage. On a number of metrics used to 
evaluate MLPs, MLPs may look attractive, particular when compared to other income-
producing asset classes, such as utility stocks. On an absolute basis, the Alerian MLP 
Index currently yields around 7.4%, which is considerably higher than the 5.2% it 
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yielded a year ago. When compared to yields for 10-year U.S. Treasuries, the index 
trades at a spread of around 530 basis points, which is more than one standard deviation 
above the historical average of 350 basis points since 1998.    
 
MLPs ARE TRADING AT THE WIDEST SPREAD TO TREASURIES 
SINCE 2009 
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Source: FactSet, as of September 15, 2015. For illustrative purposes only. Past performance is 
no guarantee of future results. 

 
While we believe that the asset class looks attractive over the medium and long term, 
we acknowledge that there are short-term risks. As investors strive to anticipate the 
Fed’s intention on interest rate hikes, we think that volatility in the rates market will 
continue to affect MLPs, along with other income-generating assets. Moreover, 
commodities could continue to face turbulence and selling pressure. 

 
Still, we have observed historically that bond volatility is often elevated around the first 
rate hike of a tightening cycle but recedes thereafter. Moreover, given the large 
drawdown in commodity prices over the past year, we think they could be closer to 
equilibrium, providing a more balanced risk/reward going forward. As such, we believe 
that MLPs could be an attractive opportunity for investors with the patience to wait for 
a return to normalcy.   
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This material is provided for informational purposes only and nothing herein constitutes investment, legal, accounting or tax advice, or a 
recommendation to buy, sell or hold a security. Information is obtained from sources deemed reliable, but there is no representation or 
warranty as to its accuracy, completeness or reliability. All information is current as of the date of this material and is subject to change 
without notice. Any views or opinions expressed may not reflect those of the firm as a whole. Neuberger Berman products and services 
may not be available in all jurisdictions or to all client types.  
 
The views expressed herein are generally those of Neuberger Berman’s Investment Strategy Group (ISG), which analyzes market and 
economic indicators to develop asset allocation strategies. ISG consists of investment professionals who consult regularly with portfolio 
managers and investment officers across the firm. This material may include estimates, outlooks, projections and other “forward-looking 
statements.” Due to a variety of factors, actual events may differ significantly from those presented. Investing entails risks, including 
possible loss of principal. Investments in hedge funds and private equity are speculative and involve a higher degree of risk than more 
traditional investments. Investments in hedge funds and private equity are intended for sophisticated investors only. Indexes are 
unmanaged and are not available for direct investment. Past performance is no guarantee of future results.  
 
This material is being issued on a limited basis through various global subsidiaries and affiliates of Neuberger Berman Group LLC. 
Please visit www.nb.com/disclosure-global-communications for the specific entities and jurisdictional limitations and restrictions.  
 
The “Neuberger Berman” name and logo are registered service marks of Neuberger Berman Group LLC.  
 
Q0360 09/15 ©2015 Neuberger Berman LLC. All rights reserved. 

 

 

http://www.nb.com/disclosure-global-communications


<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



