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Our macroeconomic model continues to suggest, for the 9th

consecutive month, that the global economic activity in Q4-
22 should contract. Trade friction, inflationary pressure due
to geopolitical events and pandemic support, as well as the
resulting tighter monetary policy in key economies, continue
to take their toll. Marex CMS index confirmed that there was
diminishing conviction in our models behind the Q2 rally
with the Q3-Q4 correction largely expected – see Figure 1.
One important on-going positive development is the
reduction in supply chain stress which is likely to assist
stabilisation in supply and suppress further inflationary
pressure.

The Oil and Gas sector remains the strongest contributor to
our view with 70% contribution, followed by Ags with 17% -
see Fig. 2. We continue to see evidence that credit is being
injected into the market at near record pace. This remains a
short-term positive development for a number of commodity
markets, and their reaction was warranted (BBG Index off
October lows). Unfortunately, the reasons behind such an
aggressive credit expansion on this side of the economic
cycle are structurally bearish, e.g. Central Banks and
Governments trying to cushion deteriorating economic
performance.
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Global Commodity Markets

Global Supply Chain Stress Weighted manufacturing activity

Global GDP vs. Commodity Prices Global Economic Output Capacity Utilization (CU) 

Figure 1. Source: Bloomberg, Marex Research Figure 2. Source: Bloomberg, Marex Research

Figure 3. Source: Bloomberg, Marex Research Figure 4. Source: Bloomberg, Marex Research

Macroeconomic Outlook (Low-frequency data)
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Global GDP growth remains very weak (Fig. 1) which is in
stark contrast with the YtD performance of most commodity
markets. Therefore, it is safe to conclude that the 1H 2022
rally seen for many commodity markets had more to do with
supply constraints than any demand strength. Many
commodity prices remain elevated either due to embedded
pandemic-era supply-side constraints, or the war-risk
premium from the Russian invasion of Ukraine. We still do
not see enough evidence that many commodity markets are
paying enough attention to the (very) weak downstream
demand across key consumption regions.

One key metric in our macroeconomic model is the
utilisation of installed industrial capacity – see Figure 2
(CU). Capacity at which the economy operates indicates the
so called “output gap” e.g., the underutilised capacity of the
economy. It is evident from the data that the global
economic slowdown has now firmly taken place. Asia
exhibits the weakest CU, followed by USA and Europe, but
this geographical CU spread also holds part of the answer to
the inflationary pressure in the economy. In brief, inflation

tends to be higher in economies with a narrower output gap.
Evidently this includes USA and the Eurozone where the
price pressure is acute.

We were disappointed by the lack of guidance on the 2023
economic policy in China during the 20th Party Congress.
Regardless, we continue to expect a rebound in the Chinese
economic activity in Q1-23 due to the wide output gap (CU)
and (very) gradual policy shift. Should our expectation
materialise, demand for raw materials in 1H-23 will
strengthen. Some markets are already anticipating this
development with the ferrous sector leading the way.

As discussed in previous publications, the stress on the
global supply chain is abating (see Fig. 3) which in turn is
suggesting that supply-side bottlenecks are less likely to
develop in Q4. Unfortunately, it is likely that the supply-chain
stress is lower due to the erosion of end-user demand which
is ultimately causing a contraction of consumption and
manufacturing activity (Fig. 4).
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Land traffic activity index Marine traffic activity index

Global population mobility Air-traffic activity index

Figure 1. Source: Google, Marex Research Figure 2. Source: Flightradar, Marex Research

Figure 3. Source: Bloomberg, Marex Research Figure 4. Source: AIS, Marex Research

Macroeconomic Outlook (High-frequency data)
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High-frequency (HF) fundamental data plays an important
role in our commodity market research and analysis. Some
of the four most powerful HF proprietary indices (daily and
intra-day frequency) of such data are presented below.
These are population mobility, adjusted for spending with
credit card transactions data, as well as air-traffic, land, and
seaborne movements. We associate all these metrics with
economic activity and, therefore, with the consumption of
raw materials and finished goods.

Our high-frequency data and analysis on spending patterns
suggests that the consumer demand in EU and US is
weakening (see Fi. 1) after remaining remarkably resilient
during Q2-Q3. In that sense, and as already discussed in
previous months, economic activity surprised to the upside
with stronger reading of our HF indicators when compared
to the same time last year. Such data, when combined with
the high EU and USA economy capacity utilisation discussed
on the previous page, come to suggest that the economies
absorbed the initial shock from inflation and war better than
expected. We also consider the different levels of population
mobility across the world and the contribution of these

regions to the overall commodity sector behaviour.
Significantly stronger recovery of population mobility in
Europe and USA year-to-date warranted the inflationary
pressure experienced by these regions. HF data on
consumer behavior keeps suggesting that concerns were
exaggerated as Q3 and early Q4 activity and spending was
strong. This is changing as we still expect mid and end-Q4
to see weaker spending. There is little evidence of a
recovery in Asia, including China, which does not bode well
for global demand.

As previously anticipated, data on overall global logistical
activity continues to weaken which is a sign of cooling end-
user demand. Data for land traffic (Fig 3) serves as an
indication of deceleration of on-shore economic activity.
The global supply chain is highly integrated and demand-pull
driven. In the absence of any aggressive inventory build-up,
we always saw the disconnect (higher seaborne and air,
weaker land-based activity), as a temporary phenomenon.
This month all three metrics (red line plotted on the actual
data Fig, 2-4) of the global supply chain are finally pointing
in the same direction – down.
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EURUSD AUDUSD

USD Index USD/CNY

Figure 1. Source: Bloomberg, Marex Research Figure 2. Source: Bloomberg, Marex Research

Figure 3. Source: Bloomberg, Marex Research Figure 4. Source: Bloomberg, Marex Research

FX Markets Outlook

The divergence in monetary policies of key economies
which dictated the formation of the prevailing currency
market trends is starting to narrow. The US economy
remains ahead in the monetary tightening cycle when
compared to other major economies which defined the
steep uptrend of the USD YtD, but the action from other key
Central Banks (CBs) is clearly picking up momentum. This is
reflected in the forward value of the USD Index – see Fig. 1.

We continue to expect the pressure of inflation in the US and
European economies to ease as we approach 2023 which,
together with the discussed convergence in monetary policy
and rates with ECB, justifies the downward sloping forward
value of the USD Index. UK is an important exception in our
inflation trajectory forecast due to very weak labor
productivity, under-investment, and severe decline of trade
with the EU as a consequence of the Brexit cult.

The currency pairs presented in this report are selected on
the grounds of their relevance in shaping global and regional
commodity supply and demand. We display historical,
current spot rate, median forecast, and the forward market.

The consensus of median forecasts has shifted towards
stronger CNY in Q2-Q3 2023, but the magnitude of the
appreciation has diverged from the forward market value -
see Fig. 2. Such divergence with the forward market can be
attributed to the build-up of expectations for a support to the
Chinese economy after the 20th Party Congress.

The value of the EUR vs. USD is still expected to bottom near
parity, before very gradually increasing in early 2023 as the
tightening policy of ECB gathers speed. The European
monetary policy was, and still remains, the most uncertain
variable in our FX model due to the heavy dependence on
the outcomes from the Ukraine/ Russia war, and the toll on
the European economies.

Lower commodity prices have been continuously priced in
by the AUD FX forward market (Fig. 4) until at least
December 2022. The median forecasts for AUD Q1-23
onwards imply change in stance which is driven by the
expected re-appearance of China on the global commodity
markets.
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EU Natural Gas (TTF) Corn

Figure 3. Source: Marex Research Figure 4. Source: Bloomberg, Marex Research

Figure 5. Source: Bloomberg, Marex Research Figure 6. Source: Bloomberg, Marex Research

Money Flow Analysis

Crude Oil (Brent) US Natural Gas (Henry Hub)

Figure 1. Source: Bloomberg, Marex Research Figure 2. Source: Bloomberg, Marex Research

Soybean Sugar
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Our Money Flow Analysis (MFA) is based on the COT reports
as published by the CFTC as well as proprietary trade flow
data. We use the COT report categories (Swap Dealers,
Managed Money, Commercial Interest and Others) and we
calculate the total long, short, and net positioning. Total long
and short exposure is displayed on the left y-axis of the
diagrams, while the net exposure is found on the right y-axis.

The Managed Money category is closely followed by many
market participants due to the perceived impact of
speculative money flows (SMF) on the price. The
econometric evidence in favor of such claim is weak. The
data is more in favor of lagging relationship between price
and SMF, with the occasional coincidental period at best.
Therefore, we consider the MM category as part of the

overall Long/Short calculation, not a stand-alone factor.

Using the above data and methodology, we conclude that
US gas market remains Net Lon (NL, yellow line >0) but with
steadily diminishing long exposure. Quick reference to our
US gas S&D balance forecast confirms why the market
might be increasingly uncomfortable staying long. Crude Oil
and European Gas continue to display structurally short
markets. All three agricultural markets which are part of this
MFA remain net long, but bullish conviction steadily
dissipating. Soybean NL remains the most bullish NL factor
which is likely to be linked to the anticipated shift in Chinese
policy later in Q1-22 (soybean is the most exposed market
to changes of Chinese demand).

-0.1500

-0.1000

-0.0500

0.0000

0.0500

0.1000

0.1500

-2.0000

-1.5000

-1.0000

-0.5000

0.0000

0.5000

1.0000

1.5000

2.0000

Jan-22 Mar-22 May-22 Jul-22 Sep-22 Nov-22

Mln lotsMln lots

LONG SHORT NET (rhs)



Global Commodity Markets

www.marexsolutions.com 7

Past performance is not indicative of future returns.

Global  Weather & Cl imate Outlook

Figures 1-3. Source: Marex Research

In this section, we will review our latest seasonal guidance of
the leading geopotential anomaly patterns for the next 3
months, namely, December 2022, January and February
2023. Recall that geopotential height anomalies can be
interchanged with atmospheric pressure anomalies. With this
in mind, we associate positive geopotential anomalies
(usually at the 500 hPa pressure level) with drier and warmer
weather conditions (and vice versa for negative anomalies).
Following the guidance of major national weather service
centres, our anomalies are computed relative to the 30-year
base period (herein, 1991-2020).

For December 2022, most of the US will be plunged under a
cooler arctic airmass (low pressure anomaly) except the
desert southwest which will see warmer and drier conditions.
The state of AK will be dominated by a high-pressure
anomaly and, hence, warmer and drier weather. Most of
central and south America will be characterised by near
average weather conditions. Southern Argentina and Chile
(Patagonia) will continue to see experience and drier
conditions (high pressure anomaly). Shifting gears to the
eastern Hemisphere, most of far western Europe will be
dominated by a noteworthy low pressure anomaly and,
therefore, cool weather conditions (wetter over the western
Mediterranean). Most of Greenland will be under the

influence of a pronounced high-pressure anomaly and, thus
warmer and drier conditions. Most of Asia, Africa and most
of Australia will overall see near average weather conditions
(weak anomalies). The exception will be central Asia (i.e., the
Stans), which will see warmer and drier weather conditions.

For January 2023, the geopotential height fields indicates a
pronounced low-pressure anomaly over northwestern US &
Canada favoring cooler and wetter conditions there. We note
that this is a typical pattern associated with La Ninha. Central
America, South America and most of Asia/ Australia will see,
from their part, near average conditions. A prominent high
pressure anomaly anchored over the northern Atlantic, will
advect cooler air from the northern latitudes into western
Europe and reduce precipitation in these areas.

Last, for February 2023, the main highlights are: wetter/
cooler conditions (negative geopotential anomaly) over far
norther Europe and the northeastern US – drier and warmer
conditions over the southeastern US and western Europe
(positive geopotential anomaly). Near average conditions
elsewhere. The geopotential height pattern over the US and
equatorial Pacific is again consistent with La Ninha.

De ce mbe r

January

Geopotential  Height anomal ies 
for Dec 2022 |  Jan,  Feb 2023

F e bruary
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Weather & Cl imate Outlook (Energy)

Figures 1 & 2. Source: Marex Research

October weather for Europe was dominated by above
average temperatures across the continent, particularly
across central countries. Windy conditions have largely
dominated across northern Europe, particularly for regions
of high wind power generation (northern France and
Germany, as well as the North Sea). These conditions have
persisted into November so far, and we display in Figure 1
the outlook for the next 15 days.

In this case, we can see low pressure that the high pressure
that has been dominating over continental Europe has
broken down finally, allowing the low pressure that has been
centred to the northwest for some time now to track
eastward. A secondary low is dominating in the east. These
conditions are likely to bring colder than normal
temperatures to Europe, particularly in the east. However,
this is not expected to be long-lived. AS the eastern low
pressure dissipates, and with the position of the western low
pressure changing, inducing a more southwesterly flow into
western Europe, temperatures are expected to increase
once again above average. By the 11-15 day portion of the
forecast, we see high pressure, once again dominating
continental Europe, particularly over the southwest. The low
pressure to the north, driving wet but mild conditions over
the UK, and ensuring westerly, or southwesterly winds
dominate across northern France, Germany, and the North
Sea creating ideal conditions for enhanced wind power
generation.

On the other hand, eastern, particularly southeasterm US
was dominated by low pressure, on average, in October.
However, temperatures over the most densely populated
regions remained normal to above normal for the time of
year, due to the south easterly flow.

In Figure 2, below, we display the 15-day forecast for the US.
In the near-term very cold temperatures are expected across
most of the country, as cold dry air is advected from
Canada, bringing snow to most northern states, and some
south central states too. This cold blast is expected to give
a sudden push to energy consumption, however, conditions
for much of the country will start to improve heading into
week 47, although colder than normal temperatures will
linger over the south and Atlantic coast throughout the
week, at which point a second wave of cold weather is due
to arrive from the north, in time for Thanksgiving. This is a
strong start to the winter season for the US, although
temperature forecasts in the long-term do appear slightly
milder.

Europe: Run 17th November 2022
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Crude Oi l  Market Outlook

Supply & Demand growth (base case) Global Crude Oil S&D Balance

Figure 1. Source: IEA, DOE, Marex Research Figure 2. Source: IEA, DOE, Bloomberg, Marex Research

The extraordinary combination between perceived future vs.
realised supply and underlying demand has driven the price
discovery of the crude oil market since the Russian invasion
of Ukraine began in late February. The latest attempt of the
OPEC+ cartel to manipulate the global crude oil market is no
exception. If the oil price is left at the mercy of the market
forces, we will be looking at $70-$75/barrel which, for the
lack of a better word, is inconvenient for the bloated budgets
of most producers. The market initially scrambled to price in
the 2mbd production cut, only to face: 1) the strong
possibility of <2mbd cuts and, 2) further demand weakness.

Judging by the latest data for supply and demand at our
disposal displayed on Figure 1, both considerations outlined
above are in play. Supply in November is expected to decline
by 1.3% while demand contracts by 4.9% The reaction of the
market is in the last couple of days and the dilemma of
OPEC are evident in these numbers – cut production further
and jeopardise market share or see crude price slipping
back towards $80/barrel.

Looking in to 2023 we see weakness in both demand and
supply. Demand contraction is already well under way, and it
reflects the dire macroeconomic conditions discussed
earlier in this publication. Part of the supply formation is a
function of demand and as such, it is also likely to play a
catch up with the negative demand growth. We see the
decline in demand stronger in 1H 2023, followed by recovery
in 2H 2023. Supply, which normally lags demand by 2-3
months, is expected to stay low throughout this period
which warrants stringer prices.

Our long-term fundamental Supply & Demand model for the
crude oil market is based on different dynamic scenarios of
development for the supply, demand, and inventory flows.
The probabilistic range has narrowed recently but it remains
wide which, as explained earlier, is related to the abnormally
high risk of both supply and demand disruptions.

Our base case scenario in for FY2023 has now evolved with
the latest developments. It signals that demand growth will
be -1.94%, while supply is expected to contract by -2.3%.
Such numbers warrant market tightness re-appearing only
2H 2023 provided: 1) no cheating on behalf of the OPEC
members; 2) Russian exports not declining further; 3) no
further SPR releases; 4) Demand not weakening further.

These are all brave, a.k.a. “improbable” assumption in
literature as the response to potential S&D tightness and
subsequent price increase is likely to include both further
demand weakness and SPR intervention.

To that end, the model also tests outcomes which include
different volumes of SPR releases as share of total global
SPR. All 3 outcomes are outright bearish development for
price as 5, 10 or 15% of SPR release will be sufficient to
overwrite the 2mbd production cut announced by OPEC+.
We also test for various positive and negative demand
shocks as well as supply shocks. Each development attracts
a probabilistic outcome which allows us to calculate and
display the Probabilistic Weighted Average (PWA) Forecast
(Figure 2, dashed red line).
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US Natural  Gas Market Outlook

Monthly Total Demand US Natural Gas S&D Balance 

Figure 1. Source: Bloomberg, EIA,  Marex Research Figure 2. Source: EIA, Marex Research

Through the first half of October, Henry Hub price weakened
although closing at the month-low of $5/mmbtu on the 21st

October. Following that, price regained strength.

Despite October being characterised by low pressure over
eastern US, below average temperatures were focused over
the Carolina’s and further south and westward. As a result,
the more population-dense regions of the northeast
remained normal for the time of year. Monthly total US gas
demand has been displayed below, in Figure 1, where we
can see most months of 2022 so far have been
characterised by above average (5-year mean) demand. This
demand total factors in the consumption of gas for power
generation, industrial use, as well as commercial and
residential use. This coincides with a drop in coal
consumption for power generation that has occurred this
year, relative to last year.

The latest updates on the monthly data do show a projected
increase in availability in gas supply with November and
December forecast to provide approximately 109.27 and
108.41 bcf/day of gas, respectively. This is up by just over 1
bcf/day on the estimates produced in October. Later into the
winter season (in January and February) supply is expected
to drop to 108.01 and 107.42 bcf/day, respectively.

During this time, however, pipeline import volumes are due
to increase. With approximately 7.37 bcf/day forecast to
arrive via pipeline (from Canada) during November, but 8.39
bcf/day arriving in February.

On the demand side, we first consider the weather. The El
Niño Southern Oscillation has a significant influence on the

winter weather patterns over the US, with warmer than
normal conditions typically found across southern states
and eastern coastal states, while northern states can
experience colder conditions. The DJF seasonal forecast is
in agreement with these conditions, with warmer than
normal conditions forecast across the south and along the
Atlantic coastline, whilst northwestern and some mid-
western states are forecast colder than normal conditions.
Although temperatures are forecast generally to be normal
to above normal during the upcoming season, this does not
exclude cold air intrusions from Canada or the development
of Nor’Easters.

Despite 2021 also being a La Niña year, the DJF season
average for domestic demand is expected to be higher
(108.40 bcf/day) than last year (107.66 bcf/day).
Additionally, both pipeline and LNG exports are forecast to
be up on last year’s seasonal average (9.28 bcf/day vs 8.44
bcf/day for pipeline and 12.37 bcf/day vs 11.29 bcf/day for
LNG). Recently, rumours have been swirling about the return
of Freeport LNG, or rather, the lack of. At the time of writing,
there has been no formal announcement made on a
specified date. As of the announcement made on 23rd

August 2022, Freeport LNG was expected to re-open early to
mid-November. Clearly, this has not happened, and the
company has not submitted a request to restart service, as
is required by the Department of Transportation’s Pipeline
and Hazardous Materials Safety Administration (PHMSA).
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Past performance is not indicative of future returns.

Number of Idle Laden LNG Carriers in NE Atlantic

LNG Market Outlook

Figure 1. Source: Marex Research, Bloomberg, AIS Figure 2. Source: Marex Research, Bloomberg, Reuters

Thus far in November 22, JKM front month prices have
continued their descent, verifying the forecast of our
medium-term view. As of the time of writing, JKM front
month was at 27 $/MMbtu, having recorded a decrease of
60% since its peak (of 69.95 $/MMbtu) in late August.

November has already seen the injection of additional LNG
volumes into the global market. On November 13th, ENI
announced the departure of the inaugural LNG cargo from
the Coral Sul FLNG facility. The company’s CEO commented
that the 3.4 mtpa facility will “contribute [..] to Europe’s
energy security, [..] through increasing diversification of
supplies”. November is also set to see the gradual re-
opening of Freeport LNG in the US. According to the
operator’s latest official announcement on the topic,
production is expected to ramp-up to nameplate capacity
levels (2 Bcf/day) by the end of the month. Gas flow data
does not suggest any significant increase in the gas inflows
into the facility, which thus far in the month remain close to
0. Finally, flows into Calcasieu Pass in the US continue to
fluctuate around the maximum value, recorded in late
September. The operator of the facility, Venture Global, has
not proceeded to make any official announcement regarding
the operating status of trains 10-18 (5.0 mtpa), whose in-
service date was (according to EIA) originally set for
September 2022.

Further down the supply chain, we have recorded the
formation of bottlenecks at LNG regasification terminals, at
the commodity’s premium market for 2022: Europe. Using
our high-frequency satellite data, we can identify idle, loaded
carriers in the north-east Atlantic basin. We define Idle
carriers as those with an average speed below 3 knots. We
present the monthly mean of this data over the past two

years in Figure 1. We can see that throughout 2022 the
monthly mean number of carriers has increased,
showcasing the increased reliance of the continent on LNG
imports. To put things into perspective, we consider
regasification terminals in the region, where we also include
Turkey, due to its integration in the continent’s gas-pipe
network. Based on data published by GIE we identify
approximately 23 regasification terminals with 31 jetties.
Whilst it is possible for jetties to berth multiple ships, we
take 31 as the minimum number of available berths as a
conservative estimate. These bottlenecks have been the
result of Europe’s LNG-buying spree, which has raised EU’s
gas inventories to 95.6% of storage capacity (as of the time
of writing), a percentage that goes as high as 100% in the
case of Germany.

Our medium-term view, displayed in Figure 2 sees no
significant changes compared to the September release. As
the Figure suggests, the balance points towards a surplus of
volumes as we enter the new year. The rapid inflow of LNG
in the European market (61% YtD vs 63% forecasted y-o-y),
continues to be the main reason behind the gradual
correction of the volumes’ deficit observed in the base
scenario. The base Supply & Demand Balance assumes that
the market has already priced in the return of Freeport as
well as the cuts on pipe gas from Russia. With supply stocks
expected to recede, in this month’s report, we present to
sub-scenarios regarding demand. These showcase the
fragility of the market as even a 5% increase in demand over
the forecasted period, transposes the balance in a deficit
over the forecasted period.

Global LNG S&D BalanceGlobal LNG S&D Balance
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Past performance is not indicative of future returns.

European Natural  Gas Market Outlook

European Natural Gas Demand European Natural Gas S&D Balance

Figure 1. Source: Bloomberg, Marex Research Figure 2. Source: Bloomberg, Marex Research

We can safely state that the European natural gas market is
no longer a hostage to Putin’s Russia. Europe entered the
war with 42% dependence on Russian gas. Currently that
number is 3.8% and falling further. The result is a profound
shift in the price formation process as Russian influence has
dissipated with this forced but most welcomed
diversification and as other factors gained ground.

We have already commented in previous publications that
the restocking rates YtD have been remarkably strong, aided
by steady supply (ex Russia) and subdued demand due to
mild weather conditions in Q4 and weaker economic
activity. The result is a noteworthy uptake in total EU gas
storage capacity to 95% (and rising).

LNG in-flow to Europe has been stable despite Freeport LNG
terminal still not operational. Flow from Norway and N.
Africa have also been strong with Norwegian gas in-flow up
9.2% YoY for the period Jan-Sep. Last, but not least, is the
increasing availability of Azeri pipeline gas entering via
Turkey into Greece and then Bulgaria (interconnector
already fully operational). All this has made supply far more
predictable as different origins and means of transportation
also mean diversification of the geographical and
geopolitical risk. Therefore, our attention turns to Demand.

Excluding the re-stocking cycle, structural demand for gas
remained weak in Q3 and early Q4. This was helped by
favorable climatic conditions, stable renewables output, and
decline in industrial output on the back of the war, trade
friction and spiraling inflation which is hurting end-user
demand. The negative shock induced by the Russian-Ukraine
conflict and subsequent trade friction is clearly visible in the
European macro data discussed earlier in this document.

The result from the above developments and assumptions
for demand in 2022 and Q1-23 are displayed on Figure 1. We
notice the pronounced weakness during Q4-22, followed by
stronger demand in Q1-23. The warm start of the heating
season did help, but it is worth remembering that end-user
heating demand forms less than 43% of the total natural gas
consumption. The rest comes from industrial demand (37%)
and services (15%) transport (5%).

The above assumption participates in the European Supply
& Demand natural gas market balance, displayed on Figure
2, which predicted precisely the trajectory of the European
gas prices since Q3-22. We also present our scenario
analysis. Each development attracts a probabilistic outcome
which allows us to calculate and display the Probabilistic
Weighted Average (PWA) Forecast (red line).

The events described previously dictate our assumptions
which have not changed since the last publication. The
base-case scenario we work with is for YoY supply decrease
of -12% and demand decrease of -10%. The scenarios
displayed below include supply decreasing by -10%, -20%
and -30%, while Demand decreasing by -5%, -10% and -15%.

We also assign probability for any of these events to occur,
and we calculate the PWA (red line). The outcomes are
clearly displayed on the diagram below. Our base-case
scenario (bars) returns bearish outcome, and the recent
price action appears to be in line with our calculations. Our
stress-testing shows that smaller drop in demand delivers
stronger negative impact on price. The PWA is aligned with
the base-case S&D scenario due to the wide dispersion of
probabilistic outcomes.
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Past performance is not indicative of future returns.

Global Commodity Markets
Weather & Cl imate Outlook (Agriculture)

Figure 1. Source: Marex Research

Weather always plays a vital role for crops worldwide either
for planting, growth or harvesting. Both our proprietary
climate model and The International Research Institute for
Climate and Society (IRI) continue to support a strong
likelihood for La Ninha to persist throughout the end of the
year and the beginning of Q1-23. This will consolidate the
third consecutive year of La Ninha conditions, which is a
rather rare event based on the available sea surface
temperature available data over the last 60-70 years. In this
report, we present an update to our 3-monthly global
seasonal outlook (December-2022/January and February
2023 (DJF)).

Figure 1 shows our DJF global rainfall anomalies forecasts.
Beginning with South America, we continue see wetter
conditions over Central north Brazil, which is a typical signal
associated with La Ninha. The grains regions in Mato
Grosso (soybean and corn) and the coffee and sugar
regions in Goias and Minas Gerais will see near average
conditions. We forecast a dry signal over the extreme
southern tip Brazil in Rio Grande do Sul which is a smaller
producer of grains compared to Mato Grosso. The dry signal
over southern Brazil is also typical of La Ninha conditions
and is consistent with the consensus from other seasonal
outlooks (IRI, C3S).

Over Central America the outlook points towards near
average conditions for some coffee regions including over
Nicaragua and Costa Rica.

Akin to our last update, the rainfall outlook over the key
agricultural regions in the US does not point toward any
strong anomaly for the next three months with the
southeastern US expected to see slightly drier and warmer
conditions.

Turning our attention toward the eastern Hemisphere, our
rainfall outlook continues to forecast significant wet
anomalies over the Philippine, Northern Australia and
Indonesia – a typical signal of La Ninha. The Central
Highlands in Vietnam, a known coffee region, will see near
average conditions. Southern Africa will see wetter
conditions while most of the equatorial Pacific will
experience, as expected from a strong La Ninha signal,
overall drier conditions. Our model also points toward drier
conditions over the India ocean.

Rainfall Anomalies: December/January/February
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Past performance is not indicative of future returns.

Wheat Market Outlook

Sum of YtD wheat exports Global Wheat S&D Balance

Figure 1. Source: Bloomberg, USDA, Marex Research Figure 2. Source: USDA, Marex Research

Since June, our medium-term model has displayed a bullish
outlook for 2023. This follows a bearish S&D balance for the
past decade and changes to estimated forward supply due
to ongoing disruptions to trade flow. Our view for 2023
remains bullish, however, this month we note a weaker S&D
signal – see Figure 2.

To examine our S&D balance we firstly consider trade flow
and exports from key suppliers in the wheat market. We
have been following exports from Ukraine closely over the
past year and have noted previously that exports are slowly
increasing yet remain well below normal levels. This has
significantly contributed to reduced global exports Y-o-Y as
can be seen in Figure 1 which displays the sum of YtD wheat
exports from four key exporting regions, including Russia
and Ukraine.

Looking ahead, global nominal supply of trade typically
declines in November and December, in line with the season
pattern of trade. However so far, the BSea export season
has not followed traditional patterns. Momentum of monthly
Ukraine exports have continued increasing since August,
and November has already seen increased exports
compared to October. While improvements are clear,
concerns over future grain shipments remain, awaiting
confirmation for the prolongation Ukrainian Food Corridor
deal up for renewal on the 19th of November. We have also
noted increases in exports from Russia over the past couple
of months, following a slow start to the traditional BSea
export season (Sept-Nov). If momentum from Ukraine and
Russia continues, we may see annual export values from the
major exporters recover.

With the latest WASDE report, estimates for 2022/23 global
exports are up Y-o-Y by 5. 81 million metric tonnes, largely
driven by increased exports from Russia, due to a record
winter wheat harvest, offsetting decreases from Ukraine.
Turning our attention to production, global production of
wheat will remain at record levels and estimates from the
USDA have been revised upwards by 0.98 million metric
tons with the November updates. Our S&D balance this
month reflects these changes with looser supply conditions
supporting a weaker bullish signal for 2023 this month
compared to our October publication. Our bullish signal is
supported by a reduction in beginning stocks for 2022/23
offsetting overall increases in production.

This month estimates for production from Australia,
Kazakhstan and the UK have all been revised upwards. While
this month’s estimate for 2022/23 production in Australia is
up, Y-o-Y production is estimated down following a record
year for wheat production in Australia according to the
USDA. The present La Ninha conditions continue to
influence rainfall over Australia. Wet weather over eastern
Australia has generally been favourable for Australia's wheat
crop outlook this season, according to the USDA, supporting
the upwards revision to production estimates this month.
However, recent heavy showers and flooding on Australia’s
east coast raises significant concerns for crop quality and
distribution.
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Past performance is not indicative of future returns.

Corn Market Outlook

Soil Moisture Index Central-South Brazil: Oct 16-Nov 15 Global Corn S&D Balance

Figure 1. Source: SMOS, Marex Research Figure 2. Source: USDA, Marex Research

The harvest of corn is nearly complete in the US and as of
the 13th of November, 93% of the harvest was complete, 8
percentage points ahead of the five-year average pace. The
November projections for the 2022/23 season, from the
USDA, estimate US corn production at 13,930 million
bushels, an increase of 35 million from last month’s
estimates. Despite the increase in production estimates this
month, overall production is still forecast down Y-o-Y by
1144 million bushels. This decrease may drive demand for
corn from Brazil where estimated production for 2022/23
corn is 126 million metric tonnes, an increase of
approximately 8% Y-o-Y according to USDA estimates.

The first season corn planting is underway in Brazil. The
main regions for this crop are in southern (e.g., Rio Grande
do Sul) and central-eastern (e.g., Minas Gerais and Sao
Paulo) Brazil. We have previously discussed the seasonal
rainfall outlook for Brazil, paying particular attention to the
El Nino Southern Oscillation. As we discuss on page 14 the
International Research Institute for Climate and Society (IRI)
continue to support a strong likelihood for La Ninha to
persist throughout the end of the year and the beginning of
Q1-23. This will consolidate the third consecutive year of La
Ninha conditions. Given the impact of drought in central and
southern Brazil on yield in the previous two years, the third
year of La Nina conditions is important to look at. Therefore,
we consider our updated outlook for rainfall anomalies in
December/January/February, which forecasts near average
conditions over central-eastern Brazil and a dry signal over
the far southern tip in Rio Grande do Sul.

We now look at recent soil moisture conditions in Brazil as
planting of the first season corn cop continues. In Figure 1,
we present the average soil moisture conditions in central-
south Brazil over the past 30 days. We see average to low
soil moisture conditions over much of Parana and Santa
Catarina and northern Rio Grande do Sul. Soil moisture
conditions have worsened since the start of November over
central and southern Rio Grande do Sul and over the west of
Sao Paulo. We do note moisture improvements over the far
north of Minas Gerais since the start of November. Our
short-term view for Rio Grande do Sul forecasts scattered
showers at the beginning of week 47, following which
relatively dry conditions are forecast to return until the end
of November, which may add pressure to soil moisture
conditions.

Based on the above we consider our global corn S&D
balance which is displayed in Figure 2. We have documented
demand strength and progressively tighter supply conditions
since early 2019. Our view for the end of 2022 and the start
of 2023 continues to be bullish. This reflects our continued
opinion for global corn production to be lower in 2022/23. In
fact, the latest estimates for the global production of corn,
by the USDA, revise down total production by 0.35 million
metric tons. Our weakening bearish signal into the new year
reflects a contraction in demand.
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Past performance is not indicative of future returns.

Soybean Market Outlook

Global Soybean S&D Balance

Figure 1. Source: Bloomberg, Marex Research Figure 2. Source: USDA, Marex Research
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In our previous publication, we discussed recent macro-
economic conditions, focusing on fluctuations of the
currency markets and their impact on the global soybean
price.

This month, we discuss the short and medium-term supply
conditions. Our soybean quantitative fundamental model
constantly assess the forces of price formation. Since week
#42 we have been estimating that the price of soybean on
the global market was dependent on 40% supply factors.
This an increase from approximately 20% back in beginning
of September, hence our interest to consider supply this
month.

Supply of soybean can be calculated and displayed in
different ways. With our focus on the short-term
fundamental market conditions, we usually prefer the
magnitude of the variation of supply, not the nominal
volume of supply. In Figure 1 we display our proprietary
Implied Spot Supply Index which considers samples of
weekly exports from key countries. We can see from the
start of September until the middle of October an overall
downward trend, which suggests an increase in supply into
the market (see red bars for weeks #35 – 43). This increase
was largely driven by strong weekly exports from the US and
Brazil over the past couple of months. In recent weeks, the
trend of supply has reversed, and the price promptly
followed suit.

Next, we look at our global S&D balance for December to
consider supply in the medium-term and the impact of the
latest estimates for the 2022/23 season. The latest
(November) WASDE report estimates US 2022/23 soybean

production at 4.35 billion bushels, up 33 million from
October estimates which is based on higher forecasted crop
yield. Despite these revisions, soybean production is still
expected to be down y-o-y in the US and estimated exports
remain unchanged.

Global soybean production is estimated down by 0.5 million
metric tonnes this month which is largely due to lower
production in Argentina. These revisions are reflected in our
global S&D balance – see data on Figure 2. In the 1H of
2022 our S&D balance showed exceptional demand strength
contributing to the price rally. Since June, this demand
strength weakened and corresponded with an overall
decrease in price.

Our latest update demonstrates signs of demand renewal.
Our view last month for the end of 2022 was firmly bearish,
however this month the outlook for December is very weakly
bearish. This change reflects the overall reduction in global
supply as discussed above, as well as growth in demand.
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Past performance is not indicative of future returns.

Sugar Market Outlook

Top: Brazil Ethanol Parity Index
Bottom: 

Global Sugar S&D Balance (Cumulative)

Figure 1a&b. Source: Bloomberg, Marex Research Figure 2. Source: USDA, Marex Research

Our overall cumulative global S&D balance remains firmly
negative (Fig 2) for 2023 and we have recorded a disconnect
between the price of sugar and S&D balance since 2021. Our
bearish view is largely driven by estimated global production
increases y-o-y (a 0.92% increase in 2023). If we consider
our non-cumulative S&D balance, our view remains bearish
for 2022 and 2023, however our signal for 2023 weakens
despite an increase to production estimates. This appears
to be driven by growing global consumption levels.

Last month, we reviewed the forces driving price formation
of the global sugar market for the last five years, noting a
sharp increase in the importance of macroeconomic drivers
In Q3-22. Since then, we have recorded a renewed strength
of supply and demand factors so far in Q4-22.

This month, we wish to focus on supply and demand factors
in Brazil. We begin by considering our Brazil Ethanol Parity
Index – see Figure 1a, which examines the incentive to
divert sugarcane in Brazil to producing ethanol rather than
sugar. Our latest updates of the index, have shown a decline
in the past week. This suggests there is less incentive to
divert sugarcane away from sugar production, supporting
sugar supply. However, the price has not appeared to have
reacted to this yet.

Looking at the 2022/23 season for Brazil, back in August,
CONAB, predicted volumes of sugarcane-based ethanol
production at 25.83 billion liters for the 2022/23 season, a
reduction of 2.2% Y-o-Y. Corn ethanol is expected to replace
this reduction, following a record corn crop.

As ethanol is often used in blended fuels in Brazil so
demand for ethanol is linked to the demand for oil products.
Therefore, sugar and oil product prices can also be
correlated. Here, we consider the correlation between
ethanol and gasoline prices for the past 4 years. We note
the correlation was strongest in 2020 and 2021, while
correlation was weaker in 2019 and so far in 2022.

The dynamics between gasoline and ethanol prices have
transformed throughout 2022 and we have observed their
relationship changing. We examine cross-product
relationships by running cross-correlation testing of daily
gasoline and ethanol prices in 2022. The results are
displayed in Figure 1b. Results on the left-hand side of the
chart indicate the period at which gasoline price leads and
the right-hand side indicates when ethanol price leads. We
see that following the invasion of Ukraine, the relationship
between gasoline and ethanol prices dissolved. The
strongest absolute positive relationship between gasoline
and ethanol was during our October to November sample,
indicating gasoline leads ethanol by 4 days. The current
harvest combined with low fuel supply in the global market
may be driving ethanol production in Brazil for export.
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