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Our projections for global economic activity in Q4-22 remain
negative as trade friction, global economic slowdown, and
rising borrowing costs continue to take their toll. The Marex
CMS index confirmed that there was diminishing conviction
in our models behind the Q2 rally with the Q3-Q4 correction
largely expected – see data on Figure 1.

The latest data for October remains bearish but the value of
the index is off the bottom reached in August. One important
on-going positive development is the reduction in supply
chain stress which is likely to assist stabilisation in supply.
The Oil and Gas sector leads our cautiously bullish stance

this month with 66% contribution, followed by Ags with 14%
- see Fig. 2.

Costs of doing business are rising but credit is being
injected into the market at a near record pace. This is a
short-term positive development for a number of commodity
markets, and their reaction was warranted. Unfortunately,
the reasons behind such aggressive credit expansion on this
side of the economic cycle are strongly bearish, e.g. Central
Banks and Governments trying to cushion deteriorating
economic performance. In other words, this is not credit
creation on the back of strong demand.
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Global Commodity Markets

Global Supply Chain Stress Weighted manufacturing activity

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

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

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

Macroeconomic Outlook (Low-frequency data)
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Global GDP growth has ground to a halt (Fig. 1) which is in
stark contrast with the YtD performance of most commodity
markets. Therefore, it is safe to conclude that the 1H 2022
commodity markets rally had more to do with supply
constraints than demand strength. Many commodity prices
remain elevated, and 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, exorbitant energy prices and
rising borrowing costs continue to distort the trade of raw
materials, semi-finished and manufactured goods.

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

inflation conundrum. This divergence explains why the
inflationary pressure in the EU and USA economies is
significantly higher than it is in Asia.

Not much is expected in terms of new economic policy in
China until after the 20th Party Congress which is fast
approaching (2nd half October). We continue to expect
potential rebound in the Chinese economic activity in Q1-23
due to the wide output gap (CU) and policy shift after the
congress. Should our expectation materialise, demand for
raw materials in 1H-23 will strengthen.

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

Global population mobility Air-traffic activity index

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

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

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

Our high-frequency data and analysis on spending patterns
suggests that the consumer demand in EU and US appears
more resilient to the positive price shocks than initially
anticipated. In that sense, and as already discussed last
month, economic activity continues to surprise to the upside
with stronger reading of our indicators when compared to
the same time last year. Such data, when combined with the
high EU and USA economy capacity utilisation discussed on
previous page, come to suggest that the economies are
absorbing the shocks better than expected. We also
consider the different levels of population mobility across
the world (adjusted for spending) and the contribution of

these regions to the overall commodity sector behavior.
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. It is therefore no surprise to us that the inflation
problem is strongest in Europe. Regardless of the cyclicality
in the European data, HF data on consumer behavior keeps
suggesting that concerns were exaggerated as Q3 and early
Q4 activity and spending was strong. We still expect Q4 to
see weaker spending, and if Asia and N. America fail to
recover, Q4-22 will be very challenging for global demand.

As previously anticipated, data on overall global logistical
activity is weakening which is a sign of cooling end-user
demand. Data for land traffic (Fig 3) serves as an indication
of deceleration of on-shore economic activity. The global
supply chain is highly integrated and demand-pull driven. In
the absence of any aggressive inventory build-up, we think
that the disconnect (higher seaborne and air, weaker land-
based activity), is a temporary phenomenon.
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EURUSD AUDUSD

USD Index USD/CNY

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

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

FX Markets Outlook

The divergence in monetary policies of key economies
which dictated the formation of the prevailing currency
market trends so far in 2022 is starting to narrow. The US
economy remains ahead in the monetary tightening cycle
when compared to other major economies which defined
the steep uptrend of the USD YtD, but the action from other
key Central Banks (CBs) is picking up momentum.

Diminishing lack of investor confidence in the British
government and economy is not helpful as recent events
triggered “flight to safety” for significant investment flows.
The result is strong demand for USD. We continue to expect
the inflation pressure in the US and European economies to
ease (UK is an exception) as we approach 2023 which,
together with the discussed convergence in monetary policy
and rates with ECB justifies the downward sloping forward
value of the USD Index – see Fig 1.

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

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

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

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

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

Money Flow Analysis

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

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

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

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 three markets displayed, with corn and sugar

aggressively liquidating NL. Soybean NL remains relatively
stable which is likely to be linked to the anticipated shift in
Chinese policy later in Q4 (soybean is the most exposed
market to changes of Chinese demand). The price trends for
all three commodities since August broadly reflect the
participants’ behavior embedded in this MFA.

The energy sector is represented by the Crude oil and
Natural gas COT data where we notice that the US gas
(Henry Hub) market remains NL but with sharply diminishing
long exposure. Crude Oil (Brent) and European Gas (TTF)
continue to display the opposite trend of structurally short
markets.
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Global  Weather & Cl imate Outlook

Figures 1-3. Source: Marex Research

Akin to our last monthly update, we review herein the latest
forecasts of the leading patterns in the global geopotential
anomaly fields for the next 3 months, namely November and
December 2022, and January 2023. In the field of
meteorology, the geopotential height is used as a surrogate
for atmospheric pressure: Pressure anomalies (usually at
500 hPa) distinguish the general areas associated with
wetter/cooler (negative anomaly) and drier/warmer (positive
anomaly) weather conditions. Anomalies are computed
relative to the 30-year base period (1991-2020).

For November, most of the US will be under the influence of
positive anomalies (high pressure) indicative of drier and
warmer conditions. The northwestern tip of the US and AK
will be dominated by a low-pressure system offshore, which
are typical harbingers of wetter and cooler weather. The
southeastern US and most of central and south America will
be characterized by near average conditions. Southern
Argentina and Chile (Patagonia) will see warmer and drier
conditions (high pressure anomaly). Over the eastern
Hemisphere, most of far western Europe will continue to be
dominated by ridging (positive anomalies) and, hence
drier/warmer conditions. Northern and eastern Europe, from

their part, will see windier and colder weather. Most of
Greenland will be under the influence of a pronounced low-
pressure anomaly and, thus cooler and cloudier conditions.
Asia, Africa and most of Australia will overall see near
average weather conditions (weak anomalies).

For December, the geopotential pattern shows a well-
defined low-pressure anomaly anchored over the northern
US/Canada and Europe favoring cooler and wetter
conditions in all these areas. Patagonia, from its part will
see drier and warmer conditions. Over central Asia, a high-
pressure anomaly is forecasted, which will bring warmer and
drier conditions there.

Finally, for January 2023, we will primarily see: wetter/cooler
conditions (negative geopotential anomaly) over most of
Europe and the northeastern US – drier and warmer
conditions over far eastern Russia, Mongolia and over
Greenland (positive geopotential anomaly).

De ce mbe r

January

Geopotential  Height anomal ies 
for Nov |  Dec 2022 |  Jan 2023

Nove mbe r
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Weather & Cl imate Outlook (Energy)

Figures 1 & 2. Source: Marex Research

During September, temperatures over western Europe
remained normal to above average for the time of year. This
combined with periods of boosted wind power output eased
the pressure on European energy as we head towards the
winter season. Similarly, over East Asia, conditions have
also been warmer than normal for much of the region,
particularly northeastern China. In the US, temperatures over
the western half of the state were recorded as above
average for the month as a whole, while conditions over the
east were cooler and in line with normal for the time of year
on the most part. Towards the end of September, we saw
the development of Hurricane Ian in the Caribbean Sea.
Classified as a tropical storm on September 24th, Ian then
strengthened into a Hurricane, making landfall over Cuba,
entering the Gulf of Mexico and re-intensifying into a
category 4 storm (wind speeds 130-156 mph) before making
landfall over southwest Florida on September 28th. As the
storm moved inland, it weakened. However, as it re-entered
the North Atlantic, Ian re-intensified into a hurricane, before
making landfall in South Carolina. As would be expected
with a storm of this magnitude, severe damage was inflicted
on buildings and property in Cuba, Florida, and Carolina as a
result of strong winds and flooding.

Our latest outlooks for the next 15 days for both the US and
East Asia are presented below. First considering the outlook
for the US, we see a clear feature for the next 5 days is low
pressure over the eastern half of the US. During this time, we
expect cold air to push in from the north. With this cold
airflow, temperatures across the east will drop strongly

below normal for the time of year, bringing an early start to
wintery conditions. However, as we move past the 3-day
mark, conditions begin to change as the low dissipates and
the high-pressure tracks eastward and a southwesterly flow
develops over the east, bringing with it warmer
temperatures. With the arrival of some surface-level lows
from the Gulf of Mexico, an increase in showers across
southern states is expected. In contrast, low pressure if
forecast pushing into the northwest coast, benefitting
hydropower generation. However, in cluster two, the
forecast shows the low pressure over the east persisting. In
which case, the east would continue to see cold conditions
– potentially creating an early start to the winter demand
season.

However, over East Asia, we see high pressure dominating
across the 15-day period. In recent weeks, the passage of
several cut-off lows had driven temperatures below normal
for the time of year periodically, especially in northeastern
China (where snowfall has already occurred), South Korea,
and Japan. With the dominance of high pressure, warmer
than normal conditions are likely to dominate, easing the
region into the winter season, for which La Niña is generally
associated with good snowfall in northern Japan.

USA: Run 18th October 2022

Days 1 to 5 Days 6 to 10 Days 11 to 15
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[65%]
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East Asia: Run 18th October 2022
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Crude Oi l  Market Outlook

Momentum of Advance/Decline of Supply & Demand 
(base case)

Global Crude Oil S&D Balance

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

The extraordinary combination between perceived future
and realised supply and demand has driven the price
discovery of the crude oil market since the Russian invasion
of Ukraine began in late February. The latest attempt of the
OPEC+ cartel to manipulate the global crude oil market is no
exception as the market initially scrambled to price in the
2mbd production cut, only to face: 1) the strong possibility
of <2mbd cuts and, 2) further weakness in demand.

Contraction of global end-user demand observed since Q2
2022 was the logical outcome from the positive price shock
that followed the invasion – see data on Figure 1. The latest
data in hands for the Stocks-to-Use ratio suggests that
further downward price pressure is likely as demand
continues to weaken and at the same time, we remain of the
opinion that demand is likely to contract further for another
1-1.5 months before stabilising and rising towards the end
of Q4-22.

OPEC+ is trying to control supply which is what cartels
normally do. The 2mbd cut is significant by any standard.
Our view expressed in previous publications that they would
intervene on the market has been well documented. If the oil
market was left to its own devices, the price would have
gone straight down to $70-$75 range.

The momentum of advance/decline (A/D) for supply and
demand which we calculate with the help of the slope
gradient is pointing towards far steeper decline in Supply
during Q4. This forced us to revise our S&D projections
upwards for the period.

Our long-term fundamental Supply & Demand model for the
crude oil market is based on different dynamic scenarios of
development for the supply, demand, and inventory flows.

The probabilistic range has narrowed recently but it remains
wide which, as explained earlier, is related to the abnormally
high risk of both supply and demand disruptions.

Our base case scenario in for FY2022 has now evolved with
the latest developments. It signals that demand growth has
revered into -1.1% contraction, while supply is expected to
contract by -2% - see Figure 2, dark red line with base case
scenario. Such numbers warrant market tightness in Q4-22
provided: 1) no cheating on behalf of the OPEC members; 2)
Russian exports not declining further; 3) no further SPR
releases; 4) demand not weakening further.

These are all brave assumptions as the response to
potential S&D tightness and subsequent price increase is
likely to include both further demand weakness and SPR
intervention.

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

Monthly Mean Liquefaction Rate US Natural Gas S&D Balance 

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

September has brought above a further weakening in Henry
Hub prices. With the November contract opening the month
above $9 per mmbtu dropping to below 6.8 $/mmbtu by the
end of the month.

This month, total supply of gas (imports from Canada
combined with dry gas production) increased relative to
August by an average of 3 bcf/day (104 bcf/day in August,
107 bcf/day in September. This was due to increases in both
import and domestic production volumes and is in trend
with the long-term pattern.

Demand throughout the month has remained much above
average, as has been a common occurrence throughout
2022 as a whole. One week of lowered demand was in week
39, the final week of the month. This was in connection with
Hurricane Ian, which became classified as a tropical storm
or September 24th, before intensifying, making landfall over
Cuba, entering the Gulf of Mexico, re-strengthening into a
category 4 storm (wind speeds 130-156 mph) before making
landfall over southwest Florida on September 28. As the
storm moved inland, it weakened. However, as it re-entered
the North Atlantic, Ian re-intensified into a hurricane, before
making landfall in South Carolina. Overall, in this week, we
saw a drop in total demand (demand for gas for power
generation, industrial use, and residential/commercial use)
to an average of just over 62.5 bcf/day. Compared to weeks
38 and 44 where total demand averaged around 66 bcf/day.

Fortunately for the energy market, Hurricane Ian tracked
towards Florida, rather than further westward towards the
Texas and Louisiana coastlines where most LNG export
terminals are based. As a result, liquefaction flows to LNG

terminals remained relatively stable throughout September,
even increasing relative to August (shown in Figure 1),
including the week of Hurricane Ian’s arrival. Freeport has
remained closed and is expected to remain closed until
early-mid November, where it will restart operations, aiming
to reach a sustained level of bcf/day by the end of the
month.

The combination of steady supply and LNG exports, with a
drop in domestic demand allowed for a boost to storage
injections. The final storage announcement by the EIA for
the week ending 30th September was 3106 bcf, 7.7% below
the five-year mean of 2270 bcf. At the start of the month
stocks were recorded as 2694 bcf, over 11% below the five-
year mean for the same week. This boosted storage
injections, shortly before entering the destocking season
was possible for three consecutive weeks of injections
exceeding 100 bcf.

The start of October, so far, has brought colder than normal
temperatures to the east coast. Based on our latest 21-day
forecast, we expect to see a continuation of these cold
conditions over the east coast for at least the next 7 days,
before an improvement in temperatures. This is in
agreement with NOAA’s monthly forecast for October in its
entirety; the outlook indicates the model is leaning below
normal over the northeast. If these forecasts verify, or cold
temperatures are more persistent than forecast, we may
expect above average domestic demand to continue and we
may see a strong start to the de-stocking season, which
typically starts in week 44 (based on the 5-year mean).
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Past performance is not indicative of future returns.

LNG Market Outlook

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

Since July, our medium-term model has indicated record
high LNG volumes’ imbalance for August 22, following
which a gradual correction of the volumes’ deficit was
forecasted. These predictions were verified by the market,
with the JKM front month contract surging at 70 $/mmbtu in
late August, before collapsing at 35 $/mmbtu as of the time
of writing.

September 22, was scheduled to see 6.5 mtpa of
liquefaction capacity come online, offering some relief in a
very tight market. These expectations appear to have only
partially manifested. Russia’s Portovaya plant (1.5 mtpa)
has, according to ship tracking data, delivered its inaugural
cargo in Greece, raising the country’s total liquefaction
capacity to 29.5 mtpa. Flows out of Calcasieu Pass in the
US have, on the other hand, remained stable over the period
September-October. This suggests that trains 10-18 (5.0
mtpa), whose in-service date was (according to EIA)
originally set for September 2022, remain offline. The
operator of the facility, Venture Global, has not proceeded to
any official announcements.The remaining of the year is set
to witness two more important supply additions. The first
refers to the re-opening of the Freeport LNG plant, following
the explosion recorded mid-July. The last official press
release from the plant’s operator suggests that production
is expected to reach 2 Bcf/day by the end of November,
while full operational rate (marked by the plants peak rather
than nameplate capacity) is planned to resume in March
2023. In Mozambique, Eni has yet to specify an in-service
date for Coral Sul FLNG (3.4 mtpa). The operator’s latest
update on the project (included in the H2 results), states that
“First LNG cargo is scheduled for the second half of 2022”.

In the period January-September LNG imports to Europe
rose by approximately 63% y-o-y, at the expense of the Asia
Pacific Region. The spot LNG freight market constitutes a
trustworthy predictor as to the direction to which spot

cargoes are flowing. This is connected to the much longer
haul associated in the trade between the US and the FE
compared to the US and Europe (approximately 2.5 times
bigger). When cargoes are headed to the FE the additional
miles put the market under severe pressure and freight rates
skyrocket. Indicatively, the scatter-plot in Figure 1a, depicts
freight rates (vertical axis) against imports in JKTC area
(horizontal axis) considering the appropriate time
differential. It is important to acknowledge that the sample
is quite small because of the recent standardisation of
freight rate recording. The orange dots differentiate the
period of November-February from the rest of the year and
showcase the elevated demand in the FE for the commodity
during the period. As of the time of writing, BLNG2 spot
rates in October have averaged a staggering 430,000 $/day
(red line in the graph) signaling an early tightening of the
market. This may be interpreted as an early indication that a
higher percentage of spot cargoes will find home at the FE
over the next months.

Our medium-term view, displayed in Figure 2 sees no
significant changes compared to the September release.
The Supply & Demand balance places volumes in a deficit
over much of the forecasted period (+3 months) with the
first signs of a surplus only visible in December. The base
Supply & Demand scenario, shown by the colored bars,
considers the delayed re-opening of the Freeport LNG plant.
The rapid inflow of LNG in the European market has led gas
storage in the continent above the 90% mark, surpassing the
80% level set by the European Commission for November
1st. This continues to be the main reason behind the gradual
correction of the volumes’ deficit observed in the base
scenario. We additionally present two case-scenarios
regarding the future flows through NS1 over the forecasted
period.

BLNG2 vs JKTC imports Global LNG S&D Balance
R² = 0.5068
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Past performance is not indicative of future returns.

European Natural  Gas Market Outlook

European Natural Gas Demand European Natural Gas S&D Balance

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

We can safely state that the European natural gas market is
no longer a hostage to Putin’s Russia. Europe entered the
war with 42% dependence on Russian gas. Currently that
number is 7% and falling further. The result is a profound
shift in the price formation process as Russian influence has
dissipated with this (forced) diversification and other
factors gained ground.

The restocking rates YtD have been remarkably strong,
aided by steady supply (ex Russia) and subdued demand
due to milder weather conditions in the Spring and early
Autumn and weaker economic activity. The result is a
noteworthy uptake in total EU gas storage capacity to 90%
(and rising).

LNG in-flow to Europe has been stable despite Freeport LNG
terminal still not operational. This too will change with the
terminal coming on-line with reduced utilisation in early
November, then ramping up volume into Dec and Jan-March
2023. Flow from Norway and N. Africa have also been
strong with Norwegian gas in-flow up 9.2% YoY for the
period Jan-Sep. Last, but not least, is the increasing
availability of Azeri pipeline gas entering via Turkey into
Greece and then Bulgaria (interconnector already fully
operational). All this has made supply far more predictable
as different origins and means of transportation also mean
diversification of the geographical and geopolitical risk.
Therefore, our attention turns to Demand.

Excluding the re-stocking cycle, structural demand for gas
remained weak in Q3 and early Q4. This was helped by
favorable climatic conditions, stable renewables output, and
decline in industrial output on the back of the war, trade

friction and spiraling inflation which is hurting end-user
demand. The negative shock induced by the Russia-Ukraine
conflict and subsequent trade friction is clearly visible in the
European macro data discussed earlier in this document.
The result from the above developments and assumptions
for demand in 2022 and Q1-23 are displayed on Figure 1. We
notice the pronounced weakness during Q4-22, followed by
stronger demand in Q1-23.

The above assumption participate in the European Supply &
Demand natural gas market balance displayed on 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 described previously dictate our assumptions.
The base-case scenario we work with is for YoY supply
decrease of -12% and demand decrease of -10%. The
scenarios displayed below include supply decreasing by
-10%, -20% and -30%, while Demand decreasing by -5%, -10%
and -15%.

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

European Emissions Market Outlook

Auction Volume Availability and Bid Volumes European Emissions S&D Balance

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

Reflecting on the activity of the EUA market over the month
of September, our initial considerations go toward changes
in price. When considering monthly average prices,
September shows a significant drop when compared with
August, with a change from 87.74 Euro/tonne to 70.40
Euro/tonne. This is driven by a steady and consistent decline
through September and has continued into October. In part,
this is in connection with TTF market activity, but the EUA
market has had its own negative drivers too.

As always on the supply side, auction volumes are pre-
scheduled although, by this time of year around 74% of the
total available volumes on the auctions have been sold, and
remaining volumes can be seen in Figure 1. Based on
historic averages (over the past 9 years), just over 70% of
the total bid volumes will have been placed, as we are
approaching the end of the year, when the Dec 22 contract
will expire. In April 2023, companies will be required to
surrender the credits to cover their carbon emissions in
2022.

Although supply has not been modified, the European
Commission had recently been evaluating methods in which
to raise funds to divest from Russian fuels. An initial idea for
this was to release credits from the Market Stability Reserve
(MSR). However, many stakeholders argued that this
undermined the integrity of the EUA market as a whole. It
seems that instead the European Commission has decided
to raise 21 billion euros through the innovation fund (75%)
and by frontloading EUAs (25%) as part of the REPower EU
plan. Since futures from which credits are removed and
brought forward, this maintains the motivation to create
greener technologies, as well as maintaining the contango

characteristics of the EUA forward curve. However, in the
short-term, the anticipation of the increased availability of
credits creates a more bearish market sentiment.

When considering demand side features over September, we
have continued to see below average (when compared to
the 3-year mean) gas burn. This is to be expected,
considering the current pricing and dynamics of the TTF
market. In contrast, the recent anomalies of coal have not
been so consistent, with period of both above and below
average coal burn being identified. So far, October has been
characterised by an increase in wind power generation, as
well as warmer than normal temperatures across most of
continental Europe, dampening demand in regards to power
generation.

However, we must also consider the demand for industrial
purposes. A major category within this sector is the
chemicals industry, which has been noted to be declining in
activity due to rising prices and short supply leading to a cut
in production across the industry.

Whilst the description of September leans more on the
negative side, when we consider the price activity of 2022 as
a whole, mean price is well above that of 2021 as is shown
by Figure 2.
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Past performance is not indicative of future returns.

Global Commodity Markets
Weather & Cl imate Outlook (Agriculture)

Figure 1. Source: Marex Research

The weather over the upcoming months will play a vital role
for many crops across the globe from the planting of grains
in South America to the harvest of crops in the US and
Vietnam. Both our proprietary climate model and The
International Institute of Climatic Research show a strong
likelihood for La Ninha to persist throughout the end of the
year. This will mark the third consecutive year of La Ninha
conditions. In this report, we present the global seasonal
outlook for November/December-2022/January-2023 (NDJ)
from our proprietary seasonal model.

Figure 1 shows our NDJ rainfall anomalies forecasts.
Beginning with South America, our rainfall outlook continues
to point towards wetter conditions over Central Brazil. This
includes the grains regions in Mato Grosso where a timely
start to the rainy season will be important for the planting of
soybean and corn. A weak wet signal is also forecast over
coffee and sugar regions in Goias and Minas Gerais. We
forecast a noteworthy dry signal over southern Brazil,
including over Rio Grande do Sul which is a smaller producer
of grains compared to Mato Grosso. The dry signal over
southern Brazil is typical of La Ninha conditions and as is
consistent with the consensus from other seasonal outlooks
(IRI, C3S).

Over Central America the outlook points towards near
average conditions for some coffee regions including over
Nicaragua and Costa Rica. We note that these regions
recently experienced devastating flooding from Hurricane
Julia, which will have detrimental impacts on the crops
there.

Akin to our last update, The rainfall outlook over the key
agricultural regions in the US does not point to a strong
anomaly for the next three months. However, our
temperature anomaly outlook does point towards a warm
signal over southwestern US especially for November (see
page 7 for more details) with generally cooler conditions
over the northeastern US (especially during December).

Turning our attention to the eastern Hemisphere, our rainfall
outlook continues to forecast significant wet anomalies
over the Philippines, Northern Australia and Indonesia – a
typical signal of La Ninha. There is also a strong wet signal
forecast over the Central Highlands in Vietnam, which is
now coming to the end of its rainy season. The forecast
suggests it could be a wet end to the rainy season and start
of the coffee harvest in November.

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

Wheat Market Outlook

Key wheat exporters by market share Global Wheat S&D Balance

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

We have been following the wheat exports from Russia,
which have dominated the global share of wheat supply
since the start of the invasion of Ukraine. Since August, we
have started to see that Ukraine wheat exports are slowly
returning to more normal levels – no doubt a reflection of
the fragile export deal administered by Turkey currently in
place. Concerns over whether Ukraine grain exports will be
sustained continue to linger which keeps the supply risk
premium embedded in the price.

In Figure 1, we present the key wheat exporters by market
share. We see that in recent weeks Russia’s dominance of
the wheat export market has dwindled, as Russian exports
decrease, and Ukraine exports slowly increase. Looking
longer term, Russian exports are expected to be strong after
the success of the winter wheat harvest which reached a
record 86.0 million metric tonnes.

In contrast, 40% of winter wheat in the USA has been sown
as of October 2nd. This is five percentage points behind last
year and 4% behind the 5-year average. Therefore, we do not
report any material change in our bullish predictions which
have been in place since 1H 2022 for the global wheat S&D
balance as displayed on Figure 2.

Our long-term fundamental Supply & Demand model for
wheat is based on different dynamic scenarios of
development for the supply, demand, and inventory flows.
Since we test for various positive and negative demand and
supply shocks, each development attracts a probabilistic
outcome which allows us to calculate a Probabilistic

Weighted Average (PWA) Forecast. The probabilistic range
between different scenarios has widened recently which is
related to the abnormally high risk of both supply and
demand disruptions.

One important recent development in our balance is the
revised upward estimate for global production of wheat
which will remain at record levels. The change accounts for
potentially lower USA and Argentinian crop, but it comes on
the back of improved estimates for the production in Russia
and Ukraine for 2023. Regardless, our projected S&D
estimate points towards increasingly tight market due to
overall reduction in supply, including inventories.

Trade flows are also likely to suffer as trade friction has
increased dramatically on the back of the war in Ukraine.
Such conditions are not conducive to efficient price
discovery which begets volatility.
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Corn Market Outlook

Global Corn Spot Supply Index Global Corn S&D Balance

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

We remain of the opinion that global corn production will be
lower in 2022/23. There is evidence that some of the
perceived tightness arising predominantly from the supply-
side is already filtering through.

Supply of corn can be calculated and displayed in different
ways. With our focus on the short-term fundamental market
conditions, we usually prefer the magnitude of the variation
of supply, not the nominal volume of supply. Our Implied
Spot Supply index points to an overall tightness since week
#37 – see Figure 1. Supply of Ukrainian corn is seen higher
than initially expected, but lower for the USA and Argentina
which are the two key origins influencing our short-term
supply outlook.

Global coarse grains for 2022/23 is projected down by 3.8
million tons this month which represents a further reduction
from the 3.5 million tons expected previously.

The US is largely responsible for driving the changes in the
October WASDE report. US 2022/23 corn production is
currently estimated at 13,895 million bushels, down from
13,944 million bushels expected in September. This
reduction follows mixed weather over the US through
August and September which had an impact on the yield.
While southern portions of the US saw some good rainfall in
August helping to relieve drought conditions, drier than
normal conditions and above normal temperatures were
observed over the central Plains and western Corn Belt
including over Iowa the largest producing state.

We also note a tightness appearing in demand for both time-
frames (spot/short-term and forward/medium-term) and
location points (upstream, midstream, downstream) along

the supply chain monitored by our model. The reduction of
2022/23 estimates for both US exports and the use of corn
to produce ethanol contribute to an overall reduction of 150
million bushels for domestic corn use this month compared
to August. Corn use for ethanol 2022/23 is still estimated to
decrease Y-o-Y, following recent downward revisions to
2021/22 estimates for corn use. Last month we discussed
and displayed in some detail the ratio of corn use for
ethanol to corn production over the past decade. We saw
that despite a drop in total corn for ethanol use Y-o-Y, the
ratio was projected to see an increase Y-o-Y, largely owing
to significant reductions in production. The demand for
ethanol in combination with tighter supply of corn is one of
the factors in our model with the ability to increase demand
for corn on a Y-o-Y basis.

Given these revisions we consider our supply and demand
balance in Figure 2, where we have documented demand
strength and progressively tighter supply conditions since
early 2019. With that said, the multi-year trend has started to
reverse – see 6 months average red line on global S&D. The
spike in prices observed during Q1-22 was not supported by
the S&D balance. This divergence was well documented in
our previous publications, and it formed purely on the back
of supply concerns at the start of the war in Ukraine.

The S&D clearly favors elevated prices, but the price
equilibrium justified by the S&D balance may appear to be
lower than the current price point inflated by the war risk
premium.
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Soybean Market Outlook

Global Soybean S&D Balance

Figure 1. Source: CPC/NOAA, WSI, Marex Research Figure 2. Source: USDA, Marex Research
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Our proprietary models suggest that macroeconomic drivers
currently account for approximately 45% of the soybean
market price formation displacing supply. Hence our interest
in macro-related signals which can explain past, and
hopefully future, market events. In this note, we consider the
currency markets which play an important role in physical
global commodity trading.

Firstly, we present our Purchasing Power Index for the global
soybean market since 2019, displayed in Figure 1a. We see
that importers’ purchasing power (representing demand)
shows much more variability since 2019 compared to
exporters purchasing power (representing supply). Most
noticeable is the significant decrease in demand since May
2022 while supply has increased steadily.

We take a closer look at 2022 in Figure 1b. which displays
our short-term Currency Impact Index. Our index considers
two groups of different countries currencies. One containing
key exporters (e.g., Brazil, Argentina) and the other
containing key importers (e.g., China, Mexico). If the ratio of
the two currency groups increases, there is greater
purchasing incentive i.e., greater incentive to buy and
therefore a higher demand for soybean. We see that the
increase in our index between week 27 and 34 supported a
price rally. More recently, we have noted an overall negative
trend between week 34 and present, indicating that the
incentive to buy soybean and therefore demand has
reduced.

The onset of rains across the central states usually occurs
in October. Last year saw a timely start to the rainy season,

and the index grew increasingly positive between October to
November, despite concerns of a La Niña event which was
linked to a delay and poor rainfall rates in 2020. During the
2021/22 season, the influence of La Niña was primarily felt
further south than Mato Grosso, in Mato Grosso do Sul and
southern regions where reduced rainfall resulted in a
decrease in productivity. The latest seasonal outlooks from
the NOAA and the IRI/CPC show the likelihood of a third La
Niña event continuing through December-February is
approximately 75%. The outlook for November/December/
January from the IRI/CPC points to drier than normal
conditions persisting across southern Brazil, but normal to
wetter than normal over Mato Grosso. On page 14 we
present our latest in-house seasonal forecast for November/
December/January, where we also see a wet signal forecast
over Mato Grosso. Looking at each month individually, we
see this signal is strongest in December and January.

The adverse FX environment discussed above adds further
downward pressure in a market which in the short term
looks oversupplied. In Figure 2 we have displayed our global
S&D balance for soybean which shows exceptional demand
strength in 1H of 2022 which contributed to the price rally.
Since June, this demand strength has weakened and
corresponded with an overall decrease in price. This month,
with the latest updates, our S&D balance remains firmly
negative for Q4 22. In fact, the outlook for Q4 22 appears
more strongly negative compared to last month which
represents steady supply growth and contraction in demand.

Top: Purchasing Power Index – Importers & Exporters; 
Bottom: Currency Impact Index vs. Soybean Price
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Sugar Market Outlook

Market Drivers Global Sugar S&D Balance (Cumulative)

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

Last month we discussed our proprietary Sugar Market
Currency Impact Index and our Brazilian Ethanol Parity
which are arguably two of the most important drivers for the
sugar price formation. This month we wish to review the
forces that have driven the formation of the global sugar
market for the last 5 years.

Our quantitative systematic fundamental model keeps track
of key factors which have proven explanatory power over
the price formation of the market. These factors, grouped in
three distinctive categories, namely demand, supply and
macro-economic environment, allow us to decompose the
behavior of each group in time and spot structural changes
in the price formation mechanism. It is important to
underline that the studied indicators on the supply and
demand sides are sugar-specific. We isolate the drivers with
the most decisive participation in the price formation, and
we run these groups through our VAR/VEC framework to
decomposed their influence.

Figure 1a shows the decomposition of these three drivers
since 2018, and the results are somewhat surprising. We
see, for example, that the importance of demand YtD has
diminished YoY from about 39% in 2021 to 29% YtD. During
this same timeframe, supply also saw a decrease while the
importance of macroeconomic data has increased. More
granular (weekly) analysis of the variation between the
different groups displayed on Figure 1b reveals that the
importance of Macro has increased sharply in Q3-22. These
results have direct implications for the way we model the
sugar market behavior.

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. One of the
reasons for this disconnect between S&D and price is the
influence of our firmly negative Global Macro outlook for Q4-
22 in the model.

Supply in the medium-term is also altered by specific
weather developments. Over the past few days, some
showers have been experienced in central south Brazil,
although for much of the cane regions this has been sparse
and weak. Contrastingly, rainfall in Mato Grosso do Sul has
been above average. Overall, rainfall over the past 30 days
remains normal or above normal across the central south
Brazil cane regions. Over the next 5 days further rainfall is
expected in C. S Brazil, in particular over Parana. Forecasted
total rainfall in this period is over 40 mm across the state
(anomalies >+6 mm/day). Further north weaker rainfall
totals are forecast. Across much of Sao Paulo normal
rainfall, or slightly above normal rainfall (+1 to +3 mm/day)
in the east, is forecasted. However, in Minas Gerais and
Goias rainfall totals are expected between 2 and 12 mm
which is below normal for the time of year (anomalies -1 to
-3 mm/day). Stronger negative anomalies are forecast
across Goias (anomalies -1 to -6 mm/day). In the 6 to 10
days outlook rainfall is forecast to the north of the central
south Brazil cane region. However, rainfall across the cane
region will be weak (totals mostly between 2 and 12 mm).
Negative rainfall anomalies are forecast across Parana
(anomalies -6 to -8 mm/day), Sao Paulo (-1 to -6 mm/day),
Mato Grosso do Sul (anomalies -1 to -6 mm/day), and
southern Minas Gerais and southern Goias (anomalies -1 to
-3 mm/day). Overall, we see good rains in August and
September in Brazil as bullish in the short-term due to
possible disruption to harvest/logistics, but bearish in the
long-term.
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Marex. Marex does not give any representation or warranty, whether express or implied, as to the accuracy, 
completeness, currency or fitness for any purpose of use of any information in this document. 

Information in this document should not be considered as advice, or as a recommendation or solicitation to purchase or 
otherwise deal in securities, investments or any other products. It has been prepared for institutional clients, is not 
directed at retail customers and does not take into account particular investment objectives, risk appetites, financial 
situations or needs. Recipients of the document should make their own trading or investment decisions based upon 
their own financial objectives and financial resources. 

This document may contain forward looking statements including statements regarding our intent, belief or current 
expectations with respect to Marex’s businesses and operations, market conditions, results of operation and financial 
condition, capital adequacy, specific provisions and risk management practices. Readers are cautioned not to place 
undue reliance on these forward-looking statements which may be subject to change without notice. While reasonable 
care has been used in the preparation of forecast information, actual results may vary in a materially positive or 
negative manner. Forecasts and hypothetical examples are subject to uncertainty and contingencies outside Marex’s
control. Past performance is not a reliable indication of future performance.

The information contained herein is current as at the date of publication. No part of this document may be 
redistributed, copied or reproduced without prior written consent of Marex. While reasonable care has been taken to 
ensure that the facts stated are fair, clear and not misleading, Marex does not warrant or represent (expressly or 
impliedly) their accuracy or completeness. Any opinions expressed may be subject to change without notice. Marex 
accepts no liability whatsoever for any direct, indirect or consequential loss or damage arising out of the use of all or 
any of the data or information in this document. 

This document was approved by Marex Financial (“MF”). MF is incorporated under the laws of England and Wales 
(company no. 5613061, LEI no. 5493003EETVWYSIJ5A20 and VAT registration no. GB 872 8106 13) and is authorised
and regulated by the Financial Conduct Authority (FCA registration number 442767). MF’s registered address is at 155 
Bishopsgate, London, EC2M 3TQ. 

The Marex® group of companies includes Marex Financial (including the Marex Solutions division), Marex Spectron 
International Limited, CSC Commodities UK Limited, Tangent Trading Limited, Marex Spectron Europe Limited, Marex 
North America LLC (including the Rosenthal Collins Group division), Marex Spectron USA LLC, Spectron Energy Inc., 
Marex Hong Kong Limited, Marex Spectron Asia Pte. Ltd., Spectron Energy (Asia) Pte. Ltd., Marex France SAS 
(including the BIP AM division), X-Change Financial Access, LLC, Starsupply Petroleum Europe B.V., Volcap Trading 
Partners Limited, Volcap Trading Partners France SAS and Arfinco S.A. (individually and collectively “Marex”).

© 2022 Marex. All rights reserved.
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