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Sugar prices have slumped to 9.34 cents1, reaching its lowest level in a front-month

contract since September 2007. The rapid decline of energy prices due to a combination

of supply and demand shocks amidst the COVID-19 pandemic is having a widespread negative

impact on sugar prices since sugar cane is one of the products used to make ethanol. The

slump in energy prices has dragged down ethanol prices making it less attractive to

produce. Net speculative futures positioning on sugar futures have declined 120%2 over

the prior month owing to a 49% increase in short positions, underscoring the extent of

the bearishness towards sugar prices.

 

Figure 1: Net Speculative positioning on sugar futures decline sharply

Source: Commodity Futures Trading Commission, WisdomTree as of 21 April 2020. Please note: Standard deviation

measure of the amount of variation or dispersion of a set of values.

Historical performance is not an indication of future performance and any

investments may go down in value.

 

 

Lower demand for ethanol in Brazil to weigh on sugar prices

 

In prior seasons, amidst an ample supply situation, only 34% of the sugar cane was

processed into sugar in 2019/20 crop year and 35% in 2018/19 crop year in Brazil. The

processing season in Brazil, the world’s largest sugar exporter, is currently under

progress. At low energy prices, the demand for alternative fuels such as ethanol

decreases, owing to which we now expect a higher proportion of sugar cane to be
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processed into sugar. Brazil has an extensive fleet of flex-fuel vehicles that can run

on either gasoline or ethanol. The Brazilian ethanol sector has requested for financial

assistance from the government to enable it to store six billion litres of ethanol in

anticipation of a decline in demand for ethanol. In addition, the weak Brazilian real is

also weighing on sugar prices. The Brazilian real is the weakest emerging market

currency year to date in 20203, which is likely to incentivise higher sugar exports from

Brazil on the global sugar market. Since the weaker real encourages producers to offer

more sugar on the export markets as it increases their revenue in USD terms.

 

Sugar consumption to face headwinds amidst the COVID-19 pandemic

 

Industrial consumption of sugar is likely to weaken as food and beverage plants are

negatively impacted owing to production halts at beverage plants and partial lockdown of

restaurants. While household sugar consumption is unlikely to see much change and could

rise it will not be enough to offset industrial consumption. During the great financial

crisis, global sugar consumption growth declined by 2% in the 2008/09 crop year. Using

this as an indication, global sugar consumption could slow down by a comparable amount

until the lockdowns persist. 

 

The global sugar market in 2020/21 crop year is likely to rebalance

 

According to the Brazilian consultant for Job Economia, Brazil is expected to produce

41mn tons of sugar in 2020/21, compared with 30mn tons in 2019/20. The country is also

set to export around 30mn tons of sugar in 2020/21. 

 

Figure 2: Share of the biggest sugar producers in 2018/19 crop year

Source: WisdomTree, International Sugar Organisation as of 31 December 2019.

 

However, in Thailand (the world’s second largest exporter) sugar cane processing is

likely to have decreased to a ten-year low of 75mn tons in the 2019/20 crop year owing
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to the drought. In India, the first excess monsoon in 25 years bought major delays to

India’s crushing activity this crop year and the COVID-19 outbreak caused a further

production delay. Owing to which, sugar production was down 13% year on year by mid-

April and should finish the year at a low 27mn tons, before recovering to 2020/21 crop

year to above a 30mn ton level. In the European Union (EU) nations, total sugar

production is expected to remain flat from last year at 16.2mn tons as crop yields

recover from a 5-year low. In China, sugar production looks in line with the last crop

year and could end the year at 10mn tons.  Against the backdrop of high production from

Brazil, one of the largest suppliers, it is becoming more likely that the global sugar

market will return to a surplus in the 2020/21 crop year adding further pressure on

sugar prices ahead.

 

 

Figure 3: The global sugar market is likely to return to surplus in 2020/21 crop

season

Source: International Sugar Organisation, WisdomTree as of 24 April 2020. Historical performance is not an

indication of future performance and any investments may go down in value. Forecasts are not an indicator of

future performance and any investments are subject to risks and uncertainties.

 

 

Source

1 Bloomberg as on 28 April 2020

2 Commodity Futures Trading Commission from 24 March 2020 to 21 April 2020

3 Bloomberg, Brazilian Real versus the US dollar -26.45% from 31 December 2019 to 28

April 2020

 

Related blogs

+ Prospect of a surplus to weigh on coffee prices ahead
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https://www.wisdomtree.eu/en-gb/blog/2020-05-05/prospect-of-a-surplus-to-weigh-on-coffee-prices-ahead


+ WisdomTree Sugar

View the online version of this article here.
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Marketing communications issued in the European Economic Area (“EEA”):         This

document has been issued and approved by WisdomTree Ireland Limited, which is authorised

and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA:         This

document has been issued and approved by WisdomTree UK Limited, which is authorised and

regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as

“WisdomTree” (as applicable). Our Conflicts of Interest Policy and Inventory are

available on request. 

For professional clients only. The information contained in this document is for

your general information only and is neither an offer for sale nor a           

solicitation of an offer to buy securities or shares. This document should not       

be used as the basis for any investment decision. Investments may go up or down

in value and you may lose some or all of the amount invested. Past performance

is not necessarily a guide to future performance. Any decision to invest should

be based on the information contained in the appropriate prospectus and after          

seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number of            

different interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to the          

accuracy of any of the views or opinions expressed in this communication. Any           

decision to invest should be based on the information contained in the          

appropriate prospectus and after seeking independent investment, tax and legal        

advice.

This document is not, and under no circumstances is to be construed as, an advertisement

or any other step in furtherance of a public offering of shares or securities in the

United States or any province or territory thereof. Neither this document nor any copy

hereof should be taken, transmitted or distributed (directly or indirectly) into the

United States. 

Although WisdomTree endeavours to ensure the accuracy of the content in this document,

WisdomTree does not warrant or guarantee its accuracy or correctness. Where WisdomTree

has expressed its own opinions related to product or market activity, these views may

change. Neither WisdomTree, nor any affiliate, nor any of their respective officers,

directors, partners, or employees accepts any liability whatsoever for any direct or

consequential loss arising from any use of this document or its contents.
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