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Our projections for global economic activity in the 2H-22

remain negative as trade friction, confusing Chinese

economic policy, supply chain pressure, and rising

borrowing costs continue to take their toll. Marex CMS index

confirmed that there was diminishing conviction in our

models behind the Q2 rally with the Q3 correction expected.

The August data remains bearish which make us believe

that any commodity sector price increase comes mainly on

the back of supply constraints, not demand strength. The Oil

and Gas sector leads our bearish stance with 44%

contribution, followed by Ags with 38% - see Fig. 2. The y-

axis is inverted to demonstrate the relationship between

components and price.

Costs of doing business are rising but the macroeconomic

backdrop is different from the textbook case in favour of the

borrowing costs to rise. This is because the causes for high

inflation are not high productivity and strong economic

performance. Most Central banks are tightening, but they

are doing so to control inflation which is exogenous to

individual economic performance factor. We argue that

tackling the supply squeeze for energy and agricultural

commodities is likely to deliver better results.
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mailto:vchauhan@rcgdirect.com
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Global Commodity Markets

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

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

Macroeconomic Outlook (Low -frequency data)
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The momentum of Global GDP growth continues to decline

(Fig. 1) to +0.20% which is in stark contrast with the recent

performance of most commodity markets. Therefore, it is

reasonable to assume that the 1H 2022 commodity markets

rally had more to do with supply constrains than demand

strength. We remain of the opinion that the markets are not

paying enough attention to the deteriorating demand across

key consumption regions.

Disruptions to trade from the economic slowdown in China,

trade friction due to sanctions on Russia, as well as

pressure on global supply chains continue to upset the trade

of raw materials, semi-finished and manufactured goods.

This slowdown is also visible in the Economy Capacity

Utilization data – see Fig. 2. Capacity at which the economy

operates indicates the so called “output gap” e.g., the

underutilized capacity of the economy. The bigger this gap

is, the weaker the economic prospects are, and the lower the

demand for commodities consumed in the early stages of

manufacturing processes will be.

It is evident from the data that the slowdown in Asia has

now firmly taken place. The divergence with the USA and,

especially, the EU is impressive and it explains the

inflationary pressure on these economies. Not much is

expected in terms of new economic policy in China until

after the 20th Party Congress. Therefore, stronger potential

for rebound due to the wide output gap remains a positive

theme for prices of key commodity markets in Q4-22

because of the trade-weighted importance of China in the

world of commodity trading.

Our projections for global economic activity in 2H-22 remain

negative as trade friction, supply chain pressure, and rising

cost of borrowing continue to take their toll. The stress on

the global supply chain keeps accumulating - see Fig. 3.

Labor shortages are the latest reason for air and inland

transportation bottlenecks in the EU, but the main pressure

appears to be on the seaborne part of the supply chain. This

stress is partially offset by the erosion of end-user demand

which is causing a contraction of consumption and

manufacturing activity (Fig. 4).
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Global Commodity Markets

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. The

four most powerful HF 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.

In that sense, economic activity continues to surprise to the

upside with stronger reading of our indicator when

compared to the same time last year – see Figure 1. We

also take into account the different levels of population

mobility across the world and the contribution these regions

have to the overall commodity sector price formation.

Strong recovery of mobility year-to-date warranted the

inflationary pressure experienced by the markets in 1H

2022. The latest data in hands suggest that Europe is the

best performing region while Asia and N. America

disappoint. The European data tends to be highly cyclical,

and we expect sharp slowdown Sept onwards. If our

expectations materialize, and Asia and N. America fail to

recover, Q4-22 will be very challenging for demand.

Deteriorating macro environment and positive inflationary

shock are likely to all contribute to the lower mobility and

economic activity coefficients in Q4.

Our other HF metrics, which represent important

consumption trends, consists of the supply chain elements

(sea, air, land traffic – Fig. 2-4). As expected, the data for air

and marine traffic is stronger when compared to last month.

The land transportation activity index presented in Fig. 3 has

improved significantly in terms of geographical coverage as

it now contains new time series with data from USA, UK, S.

America, and Asia. The latest reading indicates a

contraction MoM, which is a clear indication of deceleration

of on-shore economic activity. We can also link this data to

the tight labor market and subsequent bottlenecks at key

transportation hubs.
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Global Commodity Markets

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
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Divergence in monetary policies of key economies

contribute to the formation of the prevailing currency market

trends. The US economy remains ahead in the monetary

tightening cycle when compared to other major economies

which defines the trend of the USD value in the short-term.

Demand for USD remains strong in these turbulent

geopolitical times. Inflation pressure in the US economy is

expected to ease which, together with anticipated

convergence in monetary policy and rates with ECB is

reflected in the forward value of the USD Index – see Fig 1. It

is worth noting that the forward market has been

consistently wrong about the timing of the turn for months.

The currency pairs presented in this report are selected on

the grounds of their relevance in shaping global and regional

commodities supply and demand. We display historical/past

value, current spot rate, median forecast and the prevailing

forward market. The consensus of median forecasts has

finally converged with the forward market for the CNY

which is no longer seen as undervalued - see Fig. 2. Such

convergence and flat value of the USD/CNY cross is at least

partially down to the lack of any meaningful forward

guidance on the Chinese economy before the 20th Congress

takes place.

The value of the EUR vs. USD is expected to bottom at parity,

before gradually increasing in 2H 2022 and 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 for months due to the heavy

dependence on the outcomes from the Ukraine/Russia war.

There is a gradual divergence in views between forecast and

forward market values for end of Q4-22 and Q1-23. Lower

commodity prices are still being priced in by the AUD FX

forward market

We remain deeply suspicious of the actions of key central

banks as they appear to fight supply-side effect (inflation)

with demand-side tool (higher borrowing costs). Inflation is

likely to ease further as demand destruction from high

commodity prices in Q2/Q3 and higher supply of key

commodities take hold.

85

90

95

100

105

110

May-21 Sep-21 Jan-22 May-22 Sep-22 Jan-23

Actual Historical Median Forward

6

6.1

6.2

6.3

6.4

6.5

6.6

6.7

6.8

6.9

May-21 Sep-21 Jan-22 May-22 Sep-22 Jan-23

Actual Historical Median Forward

0.64

0.66

0.68

0.7

0.72

0.74

0.76

May-21 Sep-21 Jan-22 May-22 Sep-22 Jan-23

Actual Historical Median Forward



Global Commodity Markets

www.marexsolutions.com 6

Past performance is not indicative of future returns.

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 market positioning.

Total long and short exposure is displayed on the left y-axes

of the diagrams, while the net exposure is found on the RHS

y-axes.

Using the above data and methodology, we conclude that

the agricultural markets which are part of this MFA remain

net long (NL, yellow line > 0) but the bullish conviction

amongst the market participants continued to dissipate.

Both long and short positions contracted in recent weeks for

all 3 markets (corn, soybean, sugar), but the rate of

contraction was stronger for the long positions which in turn

led to the on-going downward NL trend.

The energy sector is represented by the Crude oil and

Natural gas COT data where we notice that the US gas

(Henry Hub) market has been consistently net long since Q4-

20, while Crude Oil (Brent) and European Gas (TTF) display

the opposite trend of structurally short markets. It is worth

noticing that the downward NL trend for Henry Hub resumed

suggesting diminishing conviction behind the recent rally.

The divergence between NL trend and price for all 3 energy

markets is staggering, and for the followers of the Efficient

Markets Hypothesis (not us), difficult to explain.
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Global Weather & Climate Outlook

Figures 1-3. Source: Marex Research

With respect to our last monthly update, we discuss herein

the salient patterns in the global geopotential anomaly

outlook for the next 3 months, namely September, October

and November. It is relevant to remind the reader that

geopotential height is a surrogate for atmospheric pressure,

which pinpoint/ areas characterized by wetter/cooler

(negative anomaly) and drier/warmer (positive anomaly)

weather conditions.

Over the next month (September), the northern US will be

under the influence of positive anomalies (high pressure)

indicative of drier and warmer conditions. The west coast of

the US will be under the influence of a low-pressure system

offshore, which are typical harbingers of rains over the

Sierra. The southeastern US and most of central and south

America, however, will be characterized by near average

wetter conditions (with respect to the 30-year base

climatology). Over the eastern Hemisphere, most of western

Europe will continue to be dominated by ridging (positive

anomalies) and, hence drier/warmer conditions. The

Balkans, Turkey and northern China/Mongolia will, from their

part, rejoice from slightly cooler and wetter conditions

(negative anomalies). Most of Greenland will be under the

influence of a pronounced low-pressure anomaly and, thus

cooler and wetter conditions.

For October, the geopotential pattern of most of the

western Hemisphere (Americas) remains overall similar.

The noteworthy low-pressure anomaly anchored over

Greenland back in September scooted eastward, favoring

moist, warm air advection over most of western Europe

(and, concomitantly, wetter conditions). Over Asia, a low-

pressure anomaly is evident over Kazakhstan.

For November, the northern hemispheric geopotential wave

train (alternation of highs and lows) seen back in October

propagates further eastward. The chief results are:

wetter/cooler conditions over the east cost of the US,

drier/warmer conditions over the west US coast, cooler and

wetter conditions over western Europe and warmer/drier

conditions over southwestern Russia.

September

October

November

Geopotential  Height anomalies for 
Sept |  Oct |  Nov 2022
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Weather & Climate Outlook (Energy)

Figures 1 & 2. Source: Marex Research

Since our last publication, the many regions of the northern

hemisphere have experienced above average temperatures.

In Europe, high pressure cells over northern Europe have led

to two heatwaves in the region, with record breaking

temperatures recorded in multiple locations. This, combined

with low wind and rainfall conditions has put pressure on

the European energy mix. Droughts have lowered water

levels in the Rhine, reducing access for shipping. Meanwhile,

renewable power generation has also been hampered. High

temperatures have particularly dominated over northern

Spain and southern France, when considering the past 30

days on average.

In the US, temperatures have also been largely above

average, specifically over the western states. The western

half of the US has also been particularly strongly affected by

drought at the moment, although deficits are also being

seen around the Great Lakes as well.

In East Asia, above average temperatures have prevailed

over eastern China, including Shanghai, as well as further

north, over Beijing. Temperatures over South Korea and

Japan have been inline with the climatology.

We have presented two of our 15-day forecasts in the

Figures below. For Europe, we see high pressure returning to

dominate northern Europe. Although, this time, we see this

high pressure cell centred further eastward – over

Scandinavia. This will maintain the low wind, low rainfall

conditions that have ruled lately. Coinciding also with above

average temperatures across northern and central Europe.

With low pressure systems developing in the Mediterranean,

we may expect cooler conditions to dominate in this region,

as well as slightly wetter conditions (relative to the recent

history).

Our forecast for the US shows cooler conditions are set to

affect the southwest and central states. However, we

continue to forecast above average temperatures in the

northwest. We note that at time of writing, no storms are

expected to develop in the tropical Atlantic over the next 5

days. La Nina is typically associated with above average

Atlantic hurricane activity and the National Hurricane Centre

forecast a range between 14 to 21 named storms for this

season. Although the peak of the season is typically

September, we have only seen three named storms so far.

Storm activity has been subdued owing to Saharan dust

plumes and cooler sea surface temperatures in the tropical

Atlantic.

Europe: Run 17th August 2022
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Crude Oil  Market Outlook

Crude oil revenue: OPEC vs. Non-OPEC, Bn$/month 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

and realized supply and demand has driven the price

discovery of the crude oil market since the Russian invasion

began in late February. Contraction of global end-user

demand observed in Q2 2022 was the logical outcome from

the positive price shock that followed the invasion. Initially,

downstream demand coped well, in fact better than our

expectations, but then the economic slowdown in

combination with erosion in purchasing power started to

influence the spending patterns of the end-users in Europe

and USA. Key industrial areas of China remained restricted

which further cooled the rally.

Last month we wrote “It is the balance between stock and

demand that often dictate the pressure on price, and the

latest data indicates that downward pressure is building.”

The crude oil market took note as we see the benchmark

Brent price some $10 lower for the period. The latest data in

hands for the Stocks-to-Use ratio suggests that further

downward price pressure is likely as demand continues to

weaken.

Supply helped the market find a ceiling, too. Russian exports

were strong in Q1-22 and early Q2-22, but then weakness

appeared as it became more difficult to place the seaborne

shipments even at the discounts they were offered. Exports

from USA and Saudi Arabia more than compensated for the

lost Russian volume. USA output breached the 12mbd while

the well-documented Saudi Arabian spare production

capacity was put into use and exports increased.

Key argument in favour of further increase in supply remains

the value of exports of the producers. We derive this value

by first multiplying the barrels of output on the monthly

average weighted basket price of crude oil, and then

subtracting the cost of production. We will call the result net

revenue with the full knowledge that further up and mid-

stream costs are not taken to account. The result for OPEC

and Non-OPEC exporters is displayed in Figure 1. Total net

revenue of Non-OPEC producers remains above the total

OPEC revenue, but the spread has narrowed significantly

since May-22. As Russia is included in the non-OPEC count,

it is safe to conclude that sanction and concentrated effort

to reduce the crude oil price are having the desired

outcome.

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 July for FY2022 was for demand growth of 1.2%

and supply growth of 1.3%. This month we upgrade our

supply grow forecast to 1.35% and downgraded the demand

forecast to 0.9% - see Figure 2.

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 (red line).
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US Natural  Gas Market Outlook

Weekly Domestic Demand US Natural Gas S&D Balance 

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

Over the past 30 days Henry Hub prices have, overall,

increased, with prices pushing above $9/mmbtu on 17th

August. The initial rally was linked with a combination of

increased export pressure due to Russian pipeline cuts, as

well as increased domestic demand pressure from high

temperatures across much of the country, particularly in the

west and south. More recently, production cuts have been

behind rising prices.

In our last monthly publication, we highlighted that storage

was 12.2% below the five-year mean. As of the latest update

from the EIA, on 5th August, stocks are 2501 bcf. This leaves

the stocks still 11.9% below the 5-year mean with 11 weeks

left until the de-stocking season typically starts.

As mentioned above, dry gas production has decreased

recently. However, volumes of dry gas are up when

comparing August so far with volumes from July. To date,

August dry gas production volumes average 98.4 bcf/day. In

comparison, July volumes averaged 97.2 bcf/day. However,

total marketed supply is not set to change too much in

August (109.34 bcf/day vs 109.27 bcf/day in July),

according to the EIA. Total imports are set to drop

marginally (6.71 bcf/day in August vs. 6.94 bcf/day in July)

owing to a drop in pipeline imports.

Demand has remained strong throughout much of this year.

Our data presenting domestic demand (combination of gas

consumption for power generation, industrial use, and

residential/commercial properties) in the lower-48 has been

above average for most weeks of 2022, so far, and can be

seen in Figure 1. Throughout summer, we have seen

temperatures pushing above average across many states,

mostly in central and southwestern regions.

Looking at the 15-day forecast ahead, however, we do

expect cooler conditions to affect the southwest and central

states. Yet, we continue to forecast above average

temperatures in the northwest. Despite this year having been

a La Nina year, hurricane activity in the tropical Atlantic has

been subdued. The National Hurricane Centre forecast a

range between 14 and 21 named storms for this season,

however, we have only had 3 named storms thus far. This

has been connected to the dry Saharan dust plumes as well

as cooler sea surface temperatures in the Tropical Atlantic.

Freeport LNG has remained closed since the explosion in

June and total liquefaction rates have remained around 10.8

bcf/day. The latest update from the operators indicates that

Freeport is on track for reopening its three liquefaction

trains at baseload capacity of approximately ~2 bcf/d in

early October. In addition, the final trains (10-18) of

Calcasieu Pass are due to begin commercial operation in

September this year. If all goes to plan, an additional 0.07

bcf/day per train (total addition of 0.66 bcf/day, or 5 mtpa)

will be added.

Overall, we present our supply and demand balance in Figure

2. Keen readers of this publication may notice a changes

between this figure and the previous one issued. This is

because we have updated the model to include forecast

data for storage inventories. As we can see we expect

supply to continue to tighten for a few more months before

becoming more bearish into the winter season.
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Past performance is not indicative of future returns.

LNG Market Outlook

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

The Russia-Ukraine conflict has brought Europe’s high

reliance on energy imports into the spotlight, especially

when it comes to natural gas. Natural gas remains critical to

the continent’s energy balance, with Eurostat placing its

share in final energy consumption at 21.9% (as of 2020).

This percentage is expected to remain stable over the

decades to come. ENTSOG’s latest Scenario Report

(published in April 22) is forecasting demand for methane in

2030 to range between 19-21% of the EU’s total energy

demand.

According to the IEA, in 2021, the EU depended on Russia

for 45% of its gas imports or almost 40% of its total gas

consumption. As Europe is attempting to progressively

reduce its dependence on Russian energy sources, and with

demand for gas relatively stable, Europe’s future total gas

supply is becoming increasingly connected to LNG.

In light of the above, we opted this month to investigate the

scheduled expansion of the continent’s regasification

capacity. As reported by the European Commission, the EU’s

LNG import capacity currently stands at 157 bcm/year,

capable of covering 40% of its gas demand. This figure

increases further to 252 bcm/year when including key non-

EU-27 countries such as the UK and Turkey. Regasification

terminals, however, are overwhelmingly situated in specific

countries (most in NW Europe), raising the need for

diversification in the foreseeable future. In Figure 1a, we

present a breakdown of the continent’s regasification

capacity expansion over the next 10 years per country. As

this Figure suggests, Germany (whose current capacity is 0)

is expected to lead regasification, followed by Italy and

Greece. This list also highlights the introduction of

regasification hubs to Albania and Cyprus (both in 2023) in

South-Eastern Europe, as well as Estonia, Finland and Latvia

in the Baltic. Assuming the displayed schedule verifies,

Europe’s regasification capacity is expected to increase by

approximately 40% by 2025.

As the EU strives to reduce its dependence on Russia,

flexibility becomes key. This is evidenced by the fact that

planned LNG import capacity additions are dominated by

Floating Regasification Units (FRUs). The ease of

installation, as well as the flexibility in employment period

associated with those units (compared to on-shore

facilities) explains the revived interest in their chartering.

Indicatively, in 2021 FRUs accounted for 10% of the installed

regasification capacity, a percentage expected to increase

to 32% by 2030.

Our medium-term view, displayed in Figure 2 continues to

place the Supply & Demand balance in a deficit over the

forecasted period (+3 months). The base Supply & Demand

scenario, shown by the bars, considers the pipe-gas deficit

caused by disruptions in the flows of NS1 since June, as

well as the 4-month closure of the Freeport plant in the US.

On August 3rd the operator of the facility, announced that

production is expected to resume at a rate of 2 Bcf/day in

early October, allowing the plant to cover its long-term

contracts (nameplate capacity). The gradual correction of

the volumes’ deficit in the base scenario is mainly driven by

the rapid inflow of LNG to the premium European market

(according to our data 56% YtD increase vs 51% forecasted

y-o-y) which has put storage levels on track with the goal of

80% by November 1st. We additionally present two

scenarios regarding the future flows through NS1 over the

forecasted period. As the Figure suggests, the operation of

the pipeline at its current levels (yellow line) will keep the

market under severe pressure.
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Past performance is not indicative of future returns.

European Natural  Gas Market Outlook

European Storage Cycle: Forecasted Scenarios European Natural Gas S&D Balance

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

The European natural gas market is a hostage to Putin’s

Russia. In that respect, last month we wrote: “...Russia has

finally decided to weaponize their gas export to the EU by

drastically reducing the flow from mid-June onwards. The

price reacted accordingly, and the price formation process

quickly returned to the early days of the war in Ukraine when

the market participants scrambled to evaluate future supply

cuts.”

The 2022 restocking rates have been overall higher than

average, with subdued demand due to milder weather

conditions in the Spring and weaker economic activity

resulting in a noteworthy uptake in total EU capacity (now at

about 69%). We showcase four different re-stocking

scenarios in Figure 1 starting on the 15th of April, May, June

and July using the rolling average of the DoD injection rate

anomaly from the previous 15 days. The diagram clearly

demonstrates that the current predictions (red dashed line)

are systematically lower than the forecast utilizing the

injection rates from past months. In other words, total

storage levels were systematically overestimated by our

model. Unfortunately, Freeport LNG terminal is still offline,

and NS-1 flows declined earlier than usual, which pushed the

re-stocking cycle off the predicted trajectory - see the

divergence between actual and projected inventory. On the

positive side, we notice the stabilization of LNG in-flows and

the increasing amount of Azeri pipeline gas entering via

Turkey.

Excluding the re-stocking cycle, structural demand for gas

remained weak in July and 1st half of August. 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 supply and demand in 2022 is displayed with the help of

the European Supply & Demand natural gas market balance

in Figure 2. 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 which unfolded in the last 4-8 weeks forced us to

change some of our assumptions. The base-case scenario

we work with is for YoY supply decrease of -5% and demand

decrease of -2%, but we expect further adjustment as

demand is likely to contract by more than 2%. The scenarios

displayed below include supply decreasing by -5%, -10% and

-20%, while Demand decreasing by -2%, -5% and -10%.

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 returns moderately bullish outcome (especially the

case for Nov-Dec period). The same is valid for scenarios in

which supply sharply drops. The PWA has diverged from the

base-case scenario since the last update in July due to the

more even distribution of probabilities across the different

scenarios, e.g. higher probability of sharp supply cut and

demand contraction assigned in August vs. July. Supply cut

of -10% exhibits the closest value to the base-case scenario

with almost identical tightness prescribed for Q4-22.
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Past performance is not indicative of future returns.

European Emissions Market Outlook

Gas Burn Anomaly European Emissions S&D Balance

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

We introduce a new addition to our monthly outlook, our

medium-term outlook for the EUA market. Owing to the

format that the EUA market is designed (with annual

announcements for the total number of available credits,

additions to the reserve, dates and volumes of auctions, and

deadlines for verified emissions reports), we are considering

our emissions outlook on an annual basis. However, the

demand side will be updated monthly.

The supply outlook for the year is composed of auction data

and free allowances. Auction volumes are announced by

EEX at the start of the year. This year credits for over 400

million tonnes of CO2 equivalent are available. Free

allowances are allocated (unevenly) across the sectors, with

the aim of decreasing emissions each year. We have

developed three estimations of the volume of free

allowances, and as a result have three Scenarios for 2022

presented in Figure 2. In the first method, we use the

previous year verified emissions volumes, the second uses

the linear trend of the historic dataset (2013-2020), and the

third uses the trend for the change over the past three years.

On the demand side, we capture the volumes bid at the

auctions. We translate this into an estimate of the

emissions volumes so far and project the data forward for

the rest of the year.

When considering the demand drivers behind emission

prices so far this year there are multiple considerations. The

first, is the Russian invasion of Ukraine. Since the invasion

of Ukraine gas supplies have tightened (currently NS1 is at

20% of capacity). We can see this through our Gas Burn

Anomaly in Figure 1, with below average (calculated against

a 3-year mean) gas burn evident throughout much of

summer 2022 so far. This has naturally led to higher gas

prices which can help to pull up EUA prices overall.

Furthermore, this has also led to an increase in coal

consumption. As coal is less carbon efficient it requires a

greater number of emission credits to cover equal energy

production. Additionally, there is no free allocation for

electricity production (although some member states re

allowed to allocate free allowances to encourage the uptake

of modern and greener technology), thus we find a stronger

demand for EUAs.

The second consideration behind an increase in demand is

the weather. The first half of summer for Europe was

dominated by high pressure over southern Europe – driving

up cooling demand. More recently, high pressure cells

centred over northern Europe have exacerbated droughts in

Spain, France and Germany. This has contributed to a lack

of renewable power (as high pressure in this region also

reduces wind power generation) driving demand towards

fossil fuels, but the reduction in river levels in the Rhine has

impacted supply of fuels delivered via shipping. Latest data

suggests the capacity of the Rhine has been reduced by 1/3.

With the latest forecast of Europe indicating drier conditions

to prevail, these issues may continue for some time yet.
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Past performance is not indicative of future returns.

Global Commodity Markets
Weather & Climate Outlook (Agriculture)

Figure 1. Source: Marex Research

The upcoming months are critical for many crops across the

globe. We present our global seasonal weather outlook for

September/October/November (SON) from our proprietary

seasonal model.

Figure 1 shows our SON temperature anomalies outlook.

Beginning with the US, we note that a warm temperature

anomaly is forecast over the north and western portions of

the continent, this includes the northern portions of the Corn

Belt. Colder temperatures are forecast for southern AK and

near average temperatures for the southeast/Gulf coast.

The SON rainfall outlook for the US leans toward near

normal conditions.

In South America, the temperature outlook shows near

average conditions, while our rainfall outlook points toward

slightly wetter conditions in Southern Brazil and most of the

east coast. This area remains a key coffee producer, which

crop may benefit from surplus rainfall. Central-South Brazil

is also key for corn, soybean, and sugar production. Good

rainfall ahead of the wet season may help to improve soil

moisture, particularly across Mato Grosso, Sao Paulo and

Minas Gerais where soil moisture conditions have been low

over the past month.

In the Eastern Hemisphere, our model is forecasting warmer

conditions for most of Europe, Africa, north Australia,

northwest China and northern Russia. Continued warmer

conditions may add further pressure to drought conditions

in Europe. Colder conditions will prevail in southwest

Australia and South Africa.

For precipitation in the Eastern Hemisphere, our model is

forecasting noteworthy positive rainfall anomalies over the

Philippines and Indonesia with the remainder of the

continental areas showing negligible departures from the

base 30-year climatology.

Temperature Anomalies: September/October/November
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Past performance is not indicative of future returns.

Wheat Market Outlook

Global Wheat Stocks to Use ratio (lhs) vs Price Global Wheat S&D Balance

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

One of the more useful metrics in our fundamental analysis

of the global wheat market is the Stocks-to-Use ratio (StU)

which is defined by the inventory vs. downstream demand.

As such, we aim to combine the forces of demand with the

balancing mechanism between supply and demand, namely

the inventory.

Historical data and some projections for the evolution of the

StU ratio are displayed in Figure 1a. We notice that the

relationship with price is strong and negative in over 80% of

the time, suggesting that as wheat inventories decrease

relative to demand price tends to react positively. The

polynomial distribution of returns also suggests that this

relationship is non-linear, e.g., there are thresholds at which

the StU to price link could change strength, or even sign –

see Figure 1b.

The same conclusions are valid for the denominator of the

StU ratio, namely the downstream demand for wheat. As

demand increases relative to stocks, the price is expected to

react positively. It is the balance between stock and demand

that often dictates the pressure on price. Wheat is not

different in that respect as we observe the same results in

our work with other storable commodities. However, what

we find exceptional for wheat is the large open spread

between StU ratio and price. In other words, the level of StU

ratio does not justify the level of price YtD.

With such knowledge in mind, we proceed to present our

global wheat S&D balance and forecast in Figure 2. Here, it

is again evident that the projected S&D imbalance for 2022-

23 is significantly weaker than that imbalance observed on

the market 15 years ago. Therefore, we remain convinced

for 4th consecutive month that the wheat price spike in Q2-

22 was not justified by the market fundamentals, and

correction was due. Our latest update for projected S&D

balance in 2022 continues to point to supply surplus,

however, this surplus has softened compared to last month.

While production, consumption and end stocks have all

been revised up, we have recorded the strongest increases

in demand. This increase in demand is likely the

concentrated effort to build inventory due to perceived and

realized disruption in wheat trade from BSea.

Last month we also introduced the scenario analysis which

allowed us to stress-test various assumptions for the supply

and demand in 2022-23. Our base case scenario is for

supply contraction of -2% and demand increase of +1.5%. It

is clear that decline in supply of -5% or more will result in

very tight market for the rest of the year – see blue line in

Fig. 2. On the other hand, demand contraction of -2% will

represent a major price negative shock.
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Past performance is not indicative of future returns.

Corn Market Outlook

Monthly Brazil Corn Exports Global Corn S&D Balance

Figure 1. Source: USDA, Marex Research Figure 2. Source: USDA, Marex Research
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The August 2022 WASDE report forecasts lower US corn

supplies and exports for 2022/23 compared to last month.

Corn production has been revised down by 146 million

bushels to 14.4 billion bushels. The biggest change,

however, comes from the EU where production has been cut

by 8 million metric tons to 60 million metric tons. If this

verifies this will be the EU’s lowest production total since

2015, following a steady yearly increase.

This sharp decline follows the ongoing drought conditions in

the EU over the past few months. Extreme temperatures and

persistent dryness have had a significant impact on soil

moisture conditions and river levels with tangible impacts

on corn production. Signs of drought relief for the EU are

limited, with dry and warm weather expected to continue

over the next 3 months. The WASDE report also forecasts an

increase of 5 million metric tons in production from Ukraine.

This helps to partially offset the reduction in production

from the EU. Although Ukraine’s overall production remains

down by 12 million tons Y-O-Y, exports are slowly increasing

from Ukraine.

We now turn our attention to Brazil where the harvest of the

Safrinha corn has made good progress. According to Conab

86.4% of the planted area in Brazil has been harvested as of

the 13th of August as dry conditions have favored the

harvest. We have previously noted the early end to the rainy

season in Brazil. The impact has now been realised in the

yields in eastern Brazil and across the largest producing

state, Mato Grosso, which saw large variations in

production. Despite this, Conab’s latest report estimates the

second corn crop production will reach 87.4 million tons, a

record for the crop.

In figure 1, we present the monthly wheat exports from

Brazil so far in 2022 and compare to average exports since

2017. The grey area represents the maximum and minimum

values corresponding to the monthly timestamp of the x-

axis as recorded throughout the period 2017-2021. The

seasonal pattern of exports is clear. More interestingly the

exports through April and May were the highest of the past 5

years and were more than double the 5-year average. This

was largely due to the decrease in exports from Ukraine

following the invasion in March. While exports dipped

slightly in June, exports have increased as expected in July

and have remained above the 5-year average since April.

We have duly documented the demand strength on the

global corn market in all our publications since 2020 and the

market reacted accordingly. The data for 1H 2022 kept

suggesting continued demand strength but there are now

signs that the pressure is abating as we enter 2H 2022.

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 was 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 during Q1-Q2 2022.
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Past performance is not indicative of future returns.

Soybean Market Outlook

Top: US Soybean Supply
Bottom: Monthly Exports from Brazil, US, Argentina

Global Soybean S&D Balance

Figure 1. Source: Bloomberg, Marex Research Figure 2. Source: USDA, Marex Research
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Following the delayed planting of summer crops in the US

earlier in the year, soybean and corn have seen decreasing

crop quality since June. Despite this, the latest WASDE

report revised soybean production up by 26 million bushels

from July to 4.53 billion bushels, a 2% increase Y-O-Y.

According to the USDA, as of the 14th of August, 74% of

soybean has begun setting pods, 6 percentage points

behind 2021 pace and 3 points behind the five-year average.

The percentage of soybean rated as good or excellent

condition has generally decreased from approximately 70%

in June to 58% as of the 14th of August. Over the past week,

soybean rated in good or excellent conditions declined 1%,

although a point above last year.

Weather conditions have varied across the key soybean

states in the Midwest and Central US over the past month.

Southern Illinois, S. Ohio and S. Indiana have observed

above average rainfall causing areas of flash flooding but

improving soil moisture. Illinois, the largest producer of

soybean, have seen good conditions compared to overall

US, with 70% of soybean in good or excellent condition.

Meanwhile, north Minnesota and Iowa, and western portions

of the Corn Belt have recorded below average rainfall over

the past month. In central states below average rainfall and

hot temperatures have placed stress on crops, but

upcoming cooler temperatures in days 6-14 may provide

some relief.

Looking at US soybean planting area, we firstly review the

past five years supply by comparing the soybean planted

area and harvested area (Figure 1a). We observe that the

2020 and 2021 supplies are lower than in previous years.

This is not surprising to us as the Covid-19 lockdown put

many crop producers under pressure. However, based on

the USDA's June and July estimates for US soybean, we see

a considerable improvement back to the pre-covid levels.

In Figure 1b, we present the total monthly exports from the

top 3 worldwide producers – Brazil, US and Argentina. We

compared the first half of 2021 and 2022 to find that

average monthly Brazil exports have dropped 7.8%, while the

exports from the US have shown an increase of 14.57%.

Meanwhile, the most significant change for the same period

is Argentina, which dropped by 75%. Due to drought,

Argentina's soybean output has been hit, and the

government of Argentina chose to increase taxes on its

soybean oil and meal exports. This decreased production

and announcement of tax partly contributed to the export

reduction.

This month, with the latest updates, our S&D balance

remains firmly negative for late Q3-22 and Q4-22 (Figure 2).

In fact, the outlook for Q4-22 appears more strongly

negative compared to last month which represents steady

supply growth and contraction in demand.
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Past performance is not indicative of future returns.

Sugar Market Outlook

Accumulated Rainfall Chart: a) Maharashtra b) Uttar 
Pradesh

Global Sugar S&D Balance (Cumulative)

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

This month, our overall cumulative S&D balance remains

firmly negative (Fig 2) and we have recorded a disconnect

between the price of sugar and S&D balance since 2021. We

now start to introduce a scenario analysis which allows us

to stress-test various assumptions for the supply and

demand in 2022. We see than an increase of supply of 3% or

more will result in a very loose market for the rest of year.

With weak changes to demand (in either direction), even

with no change in supply, the market is expected to get

tighter. Projected sugar supply remains mixed across the

Northern Hemisphere this month.

Concerns are growing for European beet due to the

persisting extreme temperatures and dryness. Meanwhile in

India, the government have announced it will allow an

additional 1.2 million tons to be exported in this marketing

year ending in September. In addition, India have seen a

volatile monsoon so far. Good monsoon rainfall is vital for

crop production in India. Back in June we discussed the

delayed start to the monsoon season. We can see this in

Figure 1a&b which show the average total accumulated

rainfall over the two largest cane producing states:

Maharashtra and Uttar Pradesh. In the first two weeks of

June, both states saw below average rainfall and a drier

start to the monsoon compared to 2021. Initial dryness

during the start of the monsoon is not a significant concern

for sugar if the rains pick up.

Looking at figure 1a, we see that rainfall did indeed pick up

towards the end of June in Maharashtra and though the first

half of July. Likewise, much of the western cane regions

(e.g. Karnataka, Gujarat) observed heavy rainfall which was

above average even for the monsoon season, resulting in

flooding. So far, during the monsoon season, Maharashtra

has recorded average total rainfall approximately 33% above

the long-term mean.

Meanwhile in northeast India persistent dryness is a large

concern. We see in figure 1b, the first two weeks of July

were particularly dry in Uttar Pradesh cane regions with

deficits over 100 mm recorded. According to the Central

Water Commission, as of the 11th of August, reservoir levels

are 30% below normal in Uttar Pradesh. If this dryness

continues this will place further pressure on sugar

production in this state.

We also note one of the most powerful factors in our model

affecting the global sugar market remains the Brazilian

ethanol parity. Ethanol parity showed signs of a rally

following a drop in ethanol parity since week 21. However,

our latest updates show a further drop in ethanol parity. Our

crude oil market view continues to evolve, and it is

becoming less and less bullish for 2H 2022 compared to 1-2

months earlier. The implications from weaker oil price in 2H

2022 for one of the important sugar price determinants in

our model, namely the ethanol parity, can be significant.

Therefore, if our expectations for the direction of the global

oil market are met later in the year, we would expect a

further weakness in the parity, and subsequent decline of

internal sugar demand (with respective increase of supply)

by the respective explanatory power coefficient.
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Past performance is not indicative of future returns.
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Figure 1. Source: Bloomberg, Marex Research Figure 2. Source: Reuters, Marex Research

There are market participants who claim that the current

Brazilian harvest cannot be smaller than 60m bags of

Arabica and Conilon, but when breaking down the data by

region the numbers do not match. The opposing view is that

the total Brazilian harvest will not reach 55m bags. Such

difference would not have been that important in previous

years but now the market is sensing a problem due to the

level of carry-in stocks. According to the USDA, global carry-

out stocks were 37.6m bags in 2020/21, declining to 32.6m

bags in the 2021/22 with forecasted carry-out stocks of

34.7m in 2022/23 which is 2.49 months of consumption. To

arrive at this number, the USDA assumes Brazilian

production in 2022/23 of 64.3m bags (41.5m Arabica and

22.8m Conilon) but many see this as overly optimistic.

One important element in our fundamental analysis is the

certified coffee inventory where we notice a steady decline

in recent months. The size of this decline cannot be

explained entirely by the Brazilian crop. Unlike previous

years other countries, such as Honduras, did not certify

coffee. In the case of Honduras, the coffee is traded in NY

without any premium or discount on the traded price.

However, owing to strong demand and lower supply from

the 2021/22 harvest, premiums paid in the off-exchange

market have been increasing for C. American coffee in

general, and Honduran in particular. Thus, the question

remains what is the reason for any certification of coffees

by these countries if premiums paid are so high.

Brazil has been an important player in the certification of

coffee in NY, recently certifying more than 1m bags. For the

current decline, many participants expected the same to

occur in 2022 but smaller harvest and better FOB prices

delivered a different outcome which made the movement of

new certification unfeasible. It is possible that the

resumption of Brazilian certifications and new origins will

only take place with the help of bigger crops from Brazil and

other origins in the 2H 2023. It is important to add that in the

week of NY options expiry, the number of bags pending

certification increased considerably to over 200k which is in

contrast to our analysis above and cannot be explained by

prices on the physical market. Therefore, we assume it

reflects either: 1) re-certification of recently de-certified

coffee or, 2) a defensive move by a trade house to protect

against fluctuations in futures spreads. This will become

clearer over the coming trading sessions.

Crop 2023/24: When assessing a crop that hasn't even

flowered, the most important factor for us would be the

plant and soil conditions. South of Minas: Soil moisture in

Varginha is slightly worse than the seasonal average and a

little worse than last year. The same applies to the region of

Boa Esperança, where the water deficit started as early as

April. In the region of Carmo de Minas, soil moisture is at a

comfortable level. Cerrado Mineiro: Conditions in the

regions of Araxá and Patrocínio are more favorable than

same time 2021. Although soil moisture is slightly below the

seasonal average, it is well within historic norms. The

exception is in the Araguari region which is well irrigated.

However, up to the end of July, the situation in Araguari

stands out because the deficit is worse than in 2021 and

much worse than the seasonal average. Alta Mogiana: Soil

moisture in region of Alta Mogiana is much better YoY. At

the end of July-22, the region of Franca had 76.2 mm of

water deficit, or close to average.

The regions monitored by Procafe show slightly better soil

conditions than those observed in the last 2 years. In this

way, the crops are better prepared to await the arrival of

spring rains. This does not apply directly to the regions of

Boa Esperança and Araguari.
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