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Our projections for the global economic activity in the
second half of the year remain negative as trade friction,
supply chain pressure, and rising cost of borrowing are likely
to take their toll. Divergence in the monetary policies of key
economies contribute to the formation of the prevailing
currency market trends. By far the strongest pull is applied
by the rate setting decisions of the US Fed. The US economy
is ahead in the monetary tightening cycle when compared to
other major economies which defines the trend of the USD
value in the short-term. The interest rate differentials

between the USA and other economies are likely to narrow
as the tightening cycle accelerates. The proprietary
Commodity Markets Strength Index is calculated with the
help of the signals streaming from our 21 commodity
markets analytical platforms divided into 4 sectors, namely
Agriculture, Oil & Petrochemicals, Shipping and Ferrous
Metals. The stronger/weaker the combined value of these
signals, the more bullish/bearish the commodity investment
space. Contribution of each sector to the index strength is
also displayed in Figure 2.
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Global Supply Chain Stress Weighted manufacturing activity

Global GDP vs. Commodity Prices Global Economic Output Capacity Utilization 

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

Macroeconomic Outlook (Low-frequency data)
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Global economic growth peaked in Q3 2021, and it started to
slow in the months that followed – see Fig. 1. Pandemic
disruptions in Asia, trade friction as well as pressure on
global supply chains which slows down, disrupts, and
ultimately diminishes trade of raw materials, semi-finished
and manufactured, or finished goods remain in our focus.

The momentum of Global GDP growth continues to decline
which is in stark contracts with the recent performance of
commodity prices. Evidently, the price rally has so far failed
to acknowledge the on-going, and in fact accelerating,
economic downturn. Certain commodity markets have been
very focused on the potential supply disruptions of Russian
exports, thus not paying enough attention to the
deteriorating demand. This trend of slowdown is also visible
in the Broad Economy Capacity Utilization data – see Fig. 2.
Capacity at which the economy operates indicates the so
called “output gap” e.g., the underutilized share of the
economy. The bigger this gap is, the weaker the economic
prospects are, and the lower the energy demand will be.
Asia and USA have stronger potential for a rebound due to

wider output gap when compared to Europe. This has been
positive theme for the prices of key commodity markets so
far in 2022 because these two regions are more important
for the price when adjusted for consumption.

Our projections for the global economic activity in the
second half of the year and especially Q3-22 remain
negative as trade friction, supply chain pressure and rising
cost of borrowing are likely to take their toll. The stress on
global supply chain is not displaying any signs of abatement
(see Figure 3) even if manufacturing activity has been
contracting, thus theoretically reducing the pressure on JIT
(Just In Time) delivery of goods (Figure 4). With the negative
impact of the war already largely priced into the markets, the
structural as well as self-imposed economic weakness in
China is the most important driver in the short to medium-
term. Lifting of restrictions and Central government support
for the economy will have positive impact on key commodity
markets.

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

Macroeconomic Outlook (High-frequency data)
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High-frequency fundamental data plays an important role in
our commodity markets research and analysis. The four
most powerful high-frequency proprietary indices (daily and
intra-day frequency) of such data are presented below.
These are population mobility as well as air-traffic, land, and
seaborne movements.

We associate population mobility with economic activity
and therefore, with the consumption of commodities. It
should not be surprising in this context that the first period
of restricted mobility coincided with the collapse of the
commodity prices, in particular the energy prices. The
subsequent rebound in Q2-21 was strong, and the markets
acknowledged it – see Figure 1.

We also take into account the different levels of population
mobility across the world and the contribution of these
regions have to the overall commodity sector price

formation. Strong recovery of mobility year-to-date
warranted the positive demand shock experienced by the
markets in Q1-Q2 2022.

Asia clearly decoupled with the rest of the world in terms of
mobility in the first stage of the pandemic, but it is also
evident that their economic activity in Q3 2022 is likely to be
suppressed by the restrictions imposed in China.

Our other metrics which represent important consumption
trends consists of the supply chain elements (sea, air, land
traffic). The data is weak and off recent highs which is an
indication for deceleration of broad economic activity. Such
deceleration is particularly visible in the land traffic data
displayed in Figure 3 below which is also linked to the
erosion of end-user demand from high fuel prices.

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

USD Index USD/CNY

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

FX Markets Outlook
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Divergence in the monetary policies of key economies
contribute to the formation of the prevailing currency market
trends. By far the strongest pull is applied by the rate setting
decisions of the US Fed. The US economy is ahead in the
monetary tightening cycle when compared to other major
economies which defines the trend of the USD value in the
short-term – see Figure 1. The interest rate differentials
between the USA and other economies are likely to narrow
as the tightening cycle accelerates. Higher interest rates in
the USA tend to increase the demand for USD which is
compiled to the drive towards risk aversion in these
turbulent geopolitical times. The result was remarkable
advance of the USD (+15%) since May 2021. The market
appears to expect slowdown, even reversal of this trend as
the median forecast suggest weaker USD in the 2H 2022
and early 2023 – see USD Index displayed in Figure 1.

The currency pairs presented in this report are USD crosses
against Chinese Yuan (CNY), Euro (EUR) and Australian
Dollar (AUD). We display historical/past value, current spot
rate, median forecast and the prevailing forward market.

The market consensus appears to be that the CNY is
undervalued, and it should therefore appreciate. See the
difference between forecast and forward market values in
Figure 2. The opposite scenario transpires for the EUR and
AUD crosses. The value of the EUR vs. USD is expected to
increase gradually in 2H 2022 and early 2023 as the
tightening policy of ECB gathers speed. The European
monetary policy is currently the most uncertain variable in
our FX model. It is heavily dependent on the outcomes from
the Ukraine/Russia war, reaction of energy and agricultural
markets to the trade friction, and subsequent imported
inflation.

The currency with strongest potential to appreciate is the
AUD. The median forecast is for appreciation of >9% by Q1-
23. AUD is followed by the EUR with 6.3% upside potential,
and CNY with 2%. Measuring the Upside Potential Gap
(UPG) delivers very similar results. UPG is the difference
between forecasted and market forward values which are
+9.2%, 3.5% and 2.7% for AUD, EU and CNY respectively.

Figure 3. Source: Bloomberg, Marex Research Figure 4. Source: Bloomberg, Marex Research
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EU Natural Gas (TTF) Corn

Figure 3. Source: Bloomberg, Marex Research Figure 4. 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
Commitment Of Traders (COT) reports as published by the
CFTC. We use the COT report categories (Swap Dealers,
Managed Money, Commercial Interest and Others), and we
calculate the total long, short and net market positioning.
Total Long and Short exposure is displayed on the left y-axis
of the diagrams, while the Net exposure is found on the RHS
y-axis. The market positioning data from some categories
represents better the overall market stance. For example,
closely followed category is the exposure of the Managed
Money group. Using the above data and methodology, we
conclude that the agricultural markets which are part of this

MFA continue to be net long. The corn market is an
important exception as its net market length contracted
marginally in recent months. The energy sector is
represented by the Crude oil and Natural gas COT data
where we notice that the US gas market has been
consistently net long for more than one year, while Crude oil
and European gas display the opposite trend. The TTF
long/short exposure is unique as it is calculated with the
help of proprietary data. Such market microstructure
information is not available anywhere else, and it
demonstrates that the TTF market is structurally short.

Figure 5. Source: Bloomberg, Marex Research Figure 6. Source: Bloomberg, Marex Research
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Weather & Cl imate Outlook

With respect to our last monthly update, the June-July-
August forecast composite for SST anomalies in the
central/eastern Pacific is pointing toward net neutral
conditions. The Indian Ocean dipole (IOD) is still predicted to
be neutral. Therefore, SSTs over the Indian Ocean are not
expected to play a leading role in the rainfall pattern over
this and surrounding continental regions.

The long-term probability forecast of the El Niño Southern
Oscillation (ENSO, top left bar chart) is suggesting neutral
conditions for the next two-three months.

From July onwards, however, El Niño – the positive phase of
ENSO – is predicted to become an increasingly likely
scenario, which remains in line with our last monthly update.

Focusing first on the Western Hemisphere, a warm
temperature anomaly is forecast for northern Alaska and
Canada. Slightly colder temperatures are forecast for
northern Argentina and southern Brazil. Our rainfall
anomalies outlook for the Western Hemisphere also hints
toward a slightly wetter regime for the northern Amazon
Basin.

In the Eastern Hemisphere, our model is forecasting a cold
signal for southern Europe/Mediterranean, north-east
Siberia, Mongolia while western Russia and the Kuril Islands
will be experiencing warmer weather conditions. The most
noteworthy positive rainfall anomalies are forecast for far
eastern Indonesia and the Philippines. For this update, no
continental areas are expected to experience notably drier
condition based on the latest available data.

Figure 1. Source: Marex Research
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Weather & Cl imate Outlook (Energy)

EUROPE: Run 17th May 2022
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The month of April, generally, had average-to-slightly above
average temperatures for western Europe, whilst the eastern
Europe was generally associated with below average
temperatures. This continued into the first two weeks of
May. Considering the next 15-days of our forecast, shown
below, this trend may continue throughout the rest of the
month.

We currently see above average temperatures across most
of continental Europe, owing to the high pressure over
western and central Europe. However, for those in the
eastern Europe, temperature anomalies are expected to be
weaker and moving below average later in the forecast due
to the low pressure pushing in from the east (more
dominant in days six to ten). Continuing to look at our one-
to-five-day forecast, we see decent wind conditions over
Ireland and the UK due to the low pressure located in the
North Atlantic. Currently, weak wind conditions dominate
over the North Sea although this is expected to strengthen.

The weather over the past month for the US has been quite
exciting with a number of storms across the country, some
of which led to the formation of tornadoes in the southern
plains. Tornadoes can be severe, destroying homes,
breaking power lines and trees, over-turning vehicles, and
even causing fatalities. Due to the divisive nature of the US
gas and electricity hubs, events like these typically impact
the regional hub (when severe enough). Here at Marex, our
research and analysis for US energy currently focuses on
Henry Hub gas and PJM electricity contracts. As Henry Hub

pricing is driven by national supply and demand, it is not
often that the tornadoes themselves are able to disrupt
these balances, especially as they tend to occur in less
populated areas. However, the super cells that the more
destructive tornadoes form from can bring other severe
weather conditions which can boost demand.

Whilst more storms and potential tornadoes are likely as we
are just entering the peak of the season (May/June) for the
southern plains, we consider the national 15 day forecast
below. In the first 5 days we see a deep low pressure over
the west/mid-west, likely driving wet and colder than
average conditions in these regions and bringing unsettled
conditions to the northeast coast as the systems track
eastward.

However, in our six to ten day forecast we see high pressure
strengthening over the northeast coast, bringing drier and
hotter than normal conditions to the region, which is
expected to remain into our 11-to-15-day outlook. Whilst the
wintery conditions have been drawn-out into the current
spring period, the new concern is likely to be if there will be a
long hot summer, and how this may affect gas storage as
the restocking season so far has been underwhelming.

Figure 1. Source: Marex Research
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Crude Oi l  Market Outlook

Extraction Capacity Utilization Global Crude Oil S&D Balance
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Forecasting the crude oil market has never been an easy
task, as too often in the past the prices disconnected from
their structural fundamental due to cartel manipulation
(OPEC interventions), political interference (Trump’s tweets),
or geopolitical events (outbursts of armed conflicts in
sensitive areas for crude oil extraction and transportation).
What makes this year’s forecasting effort even harder is the
sharp increase in the volatility of both crude oil supply and
demand.

In reality, supply did not become more volatile in 2022, but
the market perception for future supply did. The war in
Ukraine triggered chain reaction of events, any of which with
the potential to alter the otherwise steady supply of Russian
crude oil. The initial concern was that Russia’s Putin would
use crude oil, petrochemicals and natural gas as a weapon
to starve from the heavily energy dependent European
countries. However, exports kept flowing so the market
calculations shifted towards the damage incurred by the
process of self-sanctioning of Russian energy. In addition,
the crude oil market is starting to realize that the other
major producers, namely the OPEC members and USA have
limited ability (in the case of USA) or even more limited
desire (in the case of OPEC) to increase supply and tackle
the price increase. The data displayed in Figure 1 below
clearly demonstrates this last point. Our model for
Extraction Capacity Utilization for crude oil globally reveals
that neither OPEC not Global extraction capacity is currently
running at the pre-pandemic levels. In other words, there is
significant spare capacity which is not being deployed. The
most recent circa 400k bpd increase from OPEC only comes
to confirm this statement.

On the other hand, demand which in previous years was

largely stable, therefore predictable, has exhibited
significantly above long-term average volatility. One reason
for this is the artificially suppressed demand during the
rolling lockdowns in 2020/21 which came back after
restrictions were abandoned in most countries that matter
for oil demand. Another volatility factor is the Chinese zero-
covid policy which is suppressing demand in the largest
consumer for much longer than initially anticipated in the
S&D models. In other words, today we deal with not one
traditionally volatile side of the forecasting equation
(supply), but two (supply & demand). This explains the wide
probability ranges provided by our proprietary S&D balance
which is presented in Fig. 2.

We also remain concerned by the negative carry which
offers no incentive to accumulate inventory. The result is a
tight spot market with little ability to absorb short-term
negative supply or positive demand shocks. This concern
materialized with the invasion of Ukraine.

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 is the widest on record which, as
explained earlier, is related to the abnormally high risk of
both supply and demand disruptions. Our base case
scenario in 2022 was for demand growth of 1.6% and supply
growth of 1.15%. The model also tested other outcomes. For
example, we tested for different volumes of SPR releases as
share of total global SPR. We also tested for various positive
(+3%) and negative (-5%) 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 1. Source: Marex Research Figure 2. Source: Bloomberg, Marex Research
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US Natural  Gas Market Outlook

US Gas storage anomaly US Natural Gas S&D Balance 
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Over the past few months, Henry Hub prices have continued
to rally. This impressive advance has been in part driven by
the regular appearance of storms across the country, and in
part by the strong export demand.

To access and predict the role of the weather element in the
price formation process, we look at the arrival of these
systems to the Northeast coast due to the large population,
bringing below average temperatures and boosting demand.
Such developments ultimately kept storage injections weak.
As it stands, the latest storage announcement by the EIA for
week ending 29th April has total storage as 1567 Bcf, 16.3%
below the 5-year mean for the lower 48. The Long-Term (LT)
storage cycle is displayed in Figure 1 (blue line) where we
also plot the storage trend for 2022 (red line). It is clear from
the data that YtD trend has been weaker.

Using our medium-term model, we can understand how the
current Henry Hub market environment may evolve. Firstly,
we consider the demand side. The end-user domestic
demand is of course largely driven by weather. Our latest
view is for temperatures across the US to begin to warm up,
with our May/June/July outlooks largely all agreeing with
dominant high pressure and above average temperatures,
especially in the southwest. We also see normal to above
average temperatures for the northeast coast through this
period. If this forecast verifies we expect demand
throughout summer to be above average.

Industrial demand is a function of the performance of the
broader US economy. Here, we expect an engineered and
long-overdue economic slowdown which is likely to curb
demand in the medium-term.

In terms of export demand, it is well known that Europe’s
divergence from Russian gas will drive increased LNG
demand, globally. However, this impact will maintain the
pressure on US LNG exports which have been running close
to, if not at, full capacity for much of 2022. Considering the
current geopolitical climate, this is unlikely to stop.
Tightness for the US LNG exports is expected to be
maintained until September 2022 when 9 additional trains at
Calcasieu Pass are set to come online with peak
liquefaction capacity of 0.79 Bcf/d. At which point, we may
see the tightness move to domestic supply if gas production
is not increased to reflect this. At the current point in time,
there are no indications that this may happen and whilst gas
supply is set to increase, the volume (110.89 Bcf/d in May
22 vs. 112.24 Bcf/d in Sept 22) is minimal.

Overall, it is clear that our outlook, based on current
available data, is indicative of tight supply in the medium
term. However, if we see temperatures closer to average,
rather than above average, and the economy slows down
more abruptly than planned, this may lessen the pressure on
domestic supply.

Figure 1. Source: EIA, Marex Research Figure 2. Source: EIA, Marex Research
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European Natural  Gas Market Outlook

Share of LNG flow European Natural Gas S&D Balance
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The European natural gas market remains a hostage to
Putin’s Russia.

Over the last month, restocking occurred at rates notably
above the average for this time of year which is beginning to
compensate for the multi-year low of inventory levels
observed in Q1-22. European storage capacity is currently at
currently at 37% and rising.

Imports of Russian gas remaining relatively stable was not
what the market tried to price in the early hours and days of
the invasion. Back then concern number one was that
Russia would stop the flow of gas towards Europe. Such
scenario was always highly unlikely, but since we also called
that the possibility of full-scale Russian invasion of Ukraine,
this time we prefer to be more cautious in our stance of
what is likely or not when it comes to Russian actions.

Once the treat to pipeline import flow disruption dissipated
(for now), the attention of the market turned to the impact
from self-sanctioning which could be almost equally price-
bullish development. LNG imports increased rapidly and the
share of LNG from total natural gas and from Russian gas
imports rose dramatically – see data in Figure 1 below.

On the other hand, demand for natural gas has remained
relatively weak over the last couple of months, which was
accentuated by a modest but noteworthy reduction in
heating demand due to high pressure conditions residing
over most of north central and N. Europe over the same
period. This large-scale synoptic pattern has reverted from a
transient low-pressure anomaly 2 weeks ago to a high-

pressure anomaly located over SW Europe and,
progressively over N. Europe. Although weak in amplitude
and small in spatial scale, this high-pressure system will
bring in slightly milder air to the region contributing to a
slight reduction in demand.

The negative shock induced by the Russian-Ukraine conflict
and subsequent trade friction is clearly visible in the
European macro data. Such adverse economic conditions
will no doubt influence demand, especially industrial
demand, and in times of stable, even rising supply, also
price.

The result from the above developments and assumptions
for supply and demand in 2022 is displayed with the help of
the European S&D natural gas market balance in Figure 2.
The base-case scenario we work with is for YoY supply
increase of 0.95% and demand decrease of 1.91%. There are
multiple scenarios streaming from this base-case
assumption as supply has the potential to contract strongly
(Russia acting unilaterally), which will outweigh the demand
destruction in our base-case scenario. It is also plausible to
assume that demand contracts by more than 2% as
alternatives muscle in, and high prices continue to suppress
end-user demand. We will propose and discuss key up
bullish and bearish scenarios in our next research note.

Figure 1. Source: Bloomberg, Marex Research Figure 2. Source: Bloomberg, Marex Research
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LNG Market Outlook

Plant Liquefaction Additions Global LNG S&D Balance
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Late 2021 saw Europe turn into the premium market for spot
LNG, as demand in the Far East dropped, while uncertainty
over the steady flows of pipe-gas from Russia translated
into increased appetite in Europe. With this trend persisting
in 2022, Europe witnessed a 69% y-o-y increase in LNG
imports during Q1 2022. This was balanced by a 7% y-o-y
drop in JKTC imports during the same period, mainly led by
China at -12% y-o-y and Japan at -11% y-o-y.

Demand for LNG is expected to remain strong throughout
2022, with IEA forecasting a 5% increase in global trade.
Europe is predicted to remain the premium market, with the
agency suggesting a 25% annual growth in the region’s
imports. Asia is also set to experience a positive, yet
considerably more modest growth, driven by China (5.7%)
and India (5.2%) with the rest of the continent averaging a
2% growth. To balance the above, negative growth is
expected in price-sensitive areas in Central and South
America.

LNG output is dictated by the capacity utilization of existing
plants in the short-term and by liquefaction additions in the
long-term. Elevated demand has encouraged high utilization
rates across key exporters, including the US, Qatar, Australia
and even Russia, exceeding nameplate capacity in some
instances. As prices remain elevated, this is likely to be the
case for the rest of the year.

In 2021, liquefaction additions were monopolized by the US.
Early 2021 marked the launch of 2 plants, Corpus Christi
Train 3 in February and Sabine Pass T6 in March, each of a
nameplate capacity of 4.5 Mtpa.

As for 2022, added capacity is projected to total 16.9 Mtpa.
Once more the lion’s share belongs to the US, as in March
2022, Venture Global LNG announced the departure of
commissioning cargo from Calcasieu Pass trains 1-9 (at an
aggregate nameplate capacity of 5.0 Mtpa). Calcasieu Pass
Trains 10-18 (5.0 Mtpa) are scheduled to come into
operation during September, raising the country’s capacity
to 87 Mtpa, equal to that of the so-far largest exporter of the
commodity, Australia. Mozambique is expected to launch its
first liquefaction plant in the form of Coral Sul FLNG (3.4
Mtpa) during the second half of 2022. Finally, 2022 is likely
to see the launch of the long-suffering Portovaya LNG
terminal on the coast of Baltic Sea. The project , originally
planned for 2019, will add 1.5 Mtpa to Russia’s liquefaction
capacity.

Our short-term market view, presented in Figure 2, suggests
that as uncertainty over gas supply persists and with most
liquefaction additions expected later in the year, increased
appetite for the commodity continues to build-up. Currently
the market can solely rely on elevated utilization for some
ease.

Figure 1. Source: Marex Research Figure 2. Source: Marex Research
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Global Commodity Markets
Weather & Cl imate Outlook (Agriculture)

The upcoming months are important for many crops across
the globe. Notably, corn and soybean planting in the US is
well underway, although planting has been delayed due to
wet and windy weather. We present our global seasonal
weather outlook from our proprietary climate model with a
focus on the July outlook.

The long-term probability forecast is suggesting neutral
ENSO conditions for the next two to three months. From
July onwards El Nino is predicted to be the most likely
scenario, which agrees with our last update and most
current operational NWS guidance.

In Figure 1 we present our temperature anomaly outlook for
July. Focusing first on the Western Hemisphere, a warm
temperature anomaly is forecast for the north-west and
central US including over corn and soybean regions in the
northern Plains (North and South Dakota and Nebraska).

In South America, a weak cold signal is forecast across
Central South Brazil suggesting key coffee and sugar cane
regions may see temperatures slightly below normal for the
time of year in July. Our rainfall outlook for the central
Brazil cane and coffee regions does not point to any
significant wet or dry biases. A wet anomaly is forecast
across northern Brazil, while a weak dry signal is forecast
for the south of Brazil including Rio Grande do Sul.

In the Eastern Hemisphere, our model is forecasting a cold
signal for south-west Europe in July. A wet signal is forecast
for the southern peninsula of India suggesting rainfall may
be above average for the time of year. The most significant
positive rainfall anomalies are forecast for the Philippines
and Indonesia.

Figure 1. Source: Marex Research
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Corn Market Outlook

Global Corn Supply vs. Demand Global Corn S&D Balance
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The global spot physical corn market remains relatively
tight, but the forward market has been pricing even tighter
balance for months. Weather and geopolitical strains on
supply remain the two leading factors.

The weather remains a focus as two of the large producers
of corn, the US and Brazil, face differing but unfavorable
weather conditions. We start with the US where
anomalously cold temperatures and wet conditions have
delayed the planting of corn. Conditions over the past week
have been more favourable for planting. According to the
latest USDA crop progress report, as of the 15th May 48% of
US corn was planted across 18 states compared to 67%, the
five-year average. A similar story is unfolding for soybean as
only 30% of planting being complete compared to 39% this
time last year – see Soybean analysis on the next page for
more details). In the Southern Plains, conditions have been
more favorable for fieldwork, allowing 95% of corn to be
planted In North Carolina.

We now turn our attention to the growing concerns for the
Safrinha corn crop season as dry conditions persist in
Central Brazil despite an excellent start to the planting
season which was ahead of the five-year average in Mato
Grosso. Over the past 30 days much of Mato Grosso
received below average rainfall (anomaly -30 to -90 mm) and
this has had an impact on soil moisture conditions. Low soil
moisture levels were recorded in the center and south of
Mato Grosso over the past 30 days.

The outlook for the next two weeks do not look improve soil
moisture conditions as most regions are forecast less than
10 mm of rainfall. While brief periods of deficits can be
made up this outlook for the next two weeks looks to add
pressure to the progress of the Safrinha corn as we head
into the dry season in Brazil.

Regardless of these weather-related issues which have
developed in both USA and Brazil, the latest yields data in
hand suggest that supply alone will not be able to sustain
the current prices for longer.

We have documented the exceptional demand strength in all
our publications since 2020 and the market reacted
accordingly – see Figure 2. The data for 1H 2022 keeps
suggesting continued demand strength although demand
increase has slowed in recent months. Corn, just like other
Ukraine-Russia conflict dependent commodities, was
impacted by the assumption that exports from these two
origins will be lower. The result is over-inflated price due to
perceived future supply reduction, not realized/current
reduction. In other words, the market is tight, but it is
nowhere near as tight as suggested by the price.

Figure 1. Source: USDA, Marex Research Figure 2. Source: USDA, Marex Research
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Soybean Market Outlook

Global Soybean Implied Downstream Demand Global Soybean S&D Balance
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Despite favorable weather conditions in central and northern
Brazil, the dry conditions in the south contributed to the
USDA reducing their projected supply of Brazil soybean from
134 million metric tons in February to 127 million metric
tons in March. Projections were also lowered for Argentina
and Paraguay. This reduction in soybean supply has
supported the rallying of global soybean prices.

Our focus has now shifted the US as the planting of soybean
and corn crops is well underway. In March, the USDA
published their prospective planting report which estimated
that the soybean area in the US will be 91 million acres
which is a 4 percent increase from last year. For
comparison, 89.5 million acres are projected for corn, a 4%
decrease from last year. It looks to be a record-breaking
year for soybean in the US, although its still early in the
spring season and these things can change. The planting for
soybean and corn crops starts in April and May so we want
to look at the environmental and soil moisture conditions in
the US to see if these are ideal for planting. Lower-Midwest
regions, including Illinois and Missouri (two of the largest
soybean states) recorded some areas of normal to high soil
moisture conditions over the April and many of the Midwest
key soybean states recorded above average rainfall. Illinois
and Missouri both recorded between 60 and 120 mm of
total rainfall in the past 30 days. However, there are soybean
regions which saw low soil moisture conditions over the
past month, particularly in western regions of South Dakota.
Both North and South Dakota recorded rainfall rates slightly
below the climatology over the past 30 days as both states
received less than 60 mm of total rainfall.

The outlook for May/June from the C3S multi-ensemble
model points to the continued drier than average conditions
over south Dakota. This is coupled with the possibility for
warmer than average temperatures across the Plains and
the Midwest.

We continue to document the exceptional demand strength
– see Figure 1. This strong positive demand shock remains
key contributor to the ongoing soybean price rally. We see
demand particularly firm and consistent downstream along
the supply chain which, unlike the occasional spike in
midstream demand in the past, is an indication for a
fundamentally strong market.

Supply of soybeans on the global seaborne market
increased in Q3-Q4 2021 which had a sobering impact on
price. The latest data in our model indicates that supply is
again declining which is supporting the price rally – see S&D
Balance in Figure 2. The reduced projections for S. American
supply given the poor weather conditions continue to
support the argument in favor of further price strength.

Having said that, such short to medium-term supply squeeze
is unlikely to last as the projected yield remains above last
year’s trend and our base-case S&D balance is for negative
shock in 2H 2022 – see projections in Figure 2.

Figure 1. Source: Bloomberg, Marex Research Figure 2. Source: Bloomberg, Marex Research
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Sugar Market Outlook

Brazilian Ethanol Parity vs. Sugar price Global Sugar S&D Balance
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The global sugar market remains well supplied. Production
YoY is expected to be down by 2.82% while demand is seen
up by 2.02%, but the carry over from the supply surge in
previous periods is so high, that the overall cumulative S&D
balance remains firmly negative.

The price of sugar on the international market has largely
followed the prevailing supply and demand conditions until
early 2021. The disconnect since the start of last year is
worth analyzing and monitoring because it happened at the
time when the importance of Supply to the sugar market
price formation declined sharply from 34% to 23%. At the
same time, the combined impact of Demand and
Macroeconomic environment on price increased from 74%
to 78%.

One of the most powerful factors in our model affecting the
global sugar market remains the Brazilian ethanol parity –
see Figure 1 below. It is well known that the parity, together
with the inventory cycle, act as the balancing mechanism
between supply and demand (higher parity -> stronger
demand pull for sugar from the ethanol refineries -> lower
supply available on the spot sugar market). The dependence
of parity on the global (and local Brazilian) energy prices
defines its medium to long-term trend. The trend since early
2021 created strong demand-pull force which at least
partially explains the disconnect discussed above. Our
energy price forecasts are turning less bullish for 2H 2022
compared to 1-2 months earlier, which will have
implications for the parity, too.

Next our attention turns to the climatic conditions in key
sugar growing regions. Low rainfall rates are forecast
across the Central South Brazil cane regions over the next
10 days. Cane regions in the south-west of Sao Paulo and
the north of Parana may see rainfall up to 10 mm in days 6-
10. Temperatures are forecast to decline between the 17th

and 19th of May as a cold air mass from the south
progresses north over CS Brazil. Temperatures are expected
to be well below typical for the time of year.

Below normal rainfall was recorded across the European
Beet belt over the past 30 days. The greatest rainfall deficits
were recorded in northern France, Belgium, Luxembourg, the
Netherlands, and north-western Germany (anomalies
between -2 and -3 mm/day) and soil moisture levels have
reduced as a result. In the next 5 days, rainfall totals in
excess of 12 mm are forecast across northern Europe.
Heavier rains are expected in northern Germany with rainfall
between 15 and 20 mm forecast. Drier conditions are
forecast in the 6-10 day outlook for the beet regions (rainfall
up to 10 mm). The 10-16 day outlook currently points to
drier than normal conditions returning to northern France,
Belgium, Germany, Poland and Luxembourg. Temperatures
are also expected to be warmer than average over the next
10 days across Europe, particularly in the next 5 days.

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