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For the first time in many years, we left the Dubai sugar conference 
without any clear indication of market sentiment.

We arrived on Sunday complete with the expectations that a deficit would 
be around the corner in 2019-20 and with the New York No. 11 front and 
second month contracts hovering in an inverse. However, the effort of 
trying to digest all that Indian sugar meant the bulls needed a snooze. On 
the other side, the bears were too shy to point to any values near August 
2018’s lows. Going by the talk among those gathered at the event, world 
prices will remain rangebound in the near future. The feeling is that last 
year’s shocks to the sugar market have made participants all of a dither. 
The Indian crop touching record highs above the bear with the sorest 
head’s wildest imaginings and the potential for the ethanol mix in Brazil to 
soar to untrammeled heights have opened up so many possibilities that 
the “everything is possible” argument sweeps the board.

The mix, shaking, not stirring calculations
The reality is that the Brazilian sugar mix and India dominated 
discussions both in the conference room and in the coffee breaks. In 
Center-South Brazil, 2019-20 production estimates of the sugar mix are 
in a 37.5%-41% range corresponding to 28 million-32 million mt of sugar.

Some millers in the CS region think the drought between April-July 
2018 and mid-December and January has already affected cane 
development. The 12-month cane planted in April-May 2018 would have 
been particularly severely affected. However, this was considered to be 
a secondary factor as we could be talking about a maximum 15 
million-20 million mt of cane at risk, corresponding at most to 1 million 
mt of sugar, assuming average weather patterns from now on. This 
would take cane crush in 2019-20 to 560 mllion-565 million mt, down 
from the consensus of about 575 million-580 million mt.

The range of the mix estimates, however, represents 4 million mt of 
sugar — and in this range the sugar mix has not even been maximized. 
As one trader put it, if we move closer to maximizing sugar we have 
potentially a sleeping Thailand in Brazil.

In one of the panels at the event, the Brazilian participants tried to play 
down the real elasticity of the mix as seen this current season. They 
argued that the 35% mix only came about because the industry decided 
to slow down the crush to increase the throughput of cane juice to the 
distillery. The surprise of a very wet October and November hit the ATR 
and as a result raised costs. The panelists agreed that this would not 
necessarily happen again because millers would prefer to keep costs 
under control. It is a fair assumption to make, especially as our current 
forecast for the sugar-ethanol parity points to a much narrower differential 
than in 2018; but we all know how powerful price signals can be.

Dubai throws sand in market’s eyes
Writing down a number for the sugar mix in CS Brazil became a 
guessing game anyone could play, and there was even a participant 
arguing that if the sugar mix were maximized at the start of the crop 
then at the end ethanol would be maximized and vice-versa. Another 
participant argued though that as the forward parity curve between 
sugar and ethanol is only a theoretical indication, millers tend to focus 
mostly on the front month, which would mean sugar has little chance 
of being maximized unless New York futures stage a substantial rally.

Moreover, even though in our forward calculations sugar is paying 
better than ethanol in May-July, a fairly bullish oil complex could 
support ethanol prices and change the odds for sugar. Last but not the 
least, we hear that sugar millers are better priced this year than they 
were at this time last season, with sugar volumes being priced just for 
the May-July contracts due to uncertainties about the mix and their 
impact on the October contract.

Indian elephant could still trample forecasts
The other big question mark extensively discussed in Dubai was India. 
Even though production estimates for 2018-19 still range between 
30.5 million and 33 million mt at this point in the season, somehow an 
unexpected consensus has emerged on exports of around 2.5 
million-3 million mt (raws and low-quality whites, including for tolling 
refineries). Tolling refineries are likely to be producing at full tilt given 
the advantageous intake as well as the latest deliveries in the London 
contract but are expected to slow down soon.

If the current season’s production estimates remain wide, 2019-20 
estimates are even wider at 25 million-30 million mt of sugar. Even though 
plantings in some areas are much lower on the year, the yields of the 
ratoon will depend heavily on the 2019 monsoon. This differential alone 
might explain the differences in the global supply and demand balances 
circulating in the market. Nonetheless, again somehow participants 
tended to agree on zero exports next season given that the current export 
policy is expected to be allowed to expire at the end of the current season.

In one of the panels dedicated to India, the speakers pointed out that 
given the size of the population and all the farmers involved in this 
crop, any attempt at a rational forecast of sugar export policy might be 
doomed to failure as the domestic market will always be the 
government’s priority. What for an outsider may look like an irrational 
policy, for the government the priority will always be keeping cane 
arears under control and avoiding popular discontent. It is always good 
to bear this in mind when calculating risk scenarios on Indian exports.

Another interesting factor to take into account in India is its growing 
ethanol sector. Even though the full impact of the ethanol policy won’t 
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be felt before 2020-21, already this season an equivalent of half a 
million mt of sugar was diverted to fuel ethanol. The panel agreed that 
in 2019-20 this could be equivalent to 1.5 million mt of sugar given the 
recent approval of the use of cane juice directly for ethanol production. 
We are still a way from the sucrose levels at stake in Brazil, but the 
trend is strengthening in India too.

It’s not all about origins!
With most of market participants focusing on production and exports, 
a presentation on Sudan turned the conference’s attention to 
demand. With no customs duty applied on either whites or raws, 
Sudan imports around 1.2 million mt a year of whites despite the high 
credit risks caused by the political unrest there, most of it this year 
from India, with the rest coming from Saudi Arabia, Egypt and other 
countries in the region. With of around 550,000-650,000 mt and 
consumption of 1.5 million mt, high volume of imports sheds light on 
Sudan being a transit route into neighboring countries (South Sudan, 
Central African Republic, and Chad). As the population is expected to 
continue to grow in these regions, Sudanese imports are expected to 
be sustained and even grow for a long period of time.

Another country that could spring a surprise on the demand side is 
China, even though it was surprisingly not discussed in Dubai. Even 
though domestic stocks are high, with the government controlling 
about 7 million mt, history tells us typically stock releases do not 
exceed 1.5 million mt/year because otherwise domestic market prices 
could take a considerable hit (and they are already low).

We are currently assuming a stock release of 750,000 mtwv and 
production of 10.7 million mtwv, which would mean the country would 
need to import at least 3.6 million-3.7 million mt this season. Next 
season imports could drop slightly to 3.3 million-3.4 million mt due to a 

possible decrease in sugar consumption. Again looking at the past for 
reference, there could yet be some surprises from the demand side 
which might force China to look for more world sugar. Any potential 
drop in the estimated production might send Chinese imports about 1 
million mt higher than estimated. We are not forecasting this but are 
keeping it at the back of our minds.

Oil, the new kid on the sugar block
For the first time at this conference, oil and sugar were discussed side 
by side. Gasoline made the headlines in one keynote presentation 
along with sugar and ethanol. This signals that times are clearly 
changing for sugar. The agriculture and energy complexes have 
become intertwined as never before.

With Petrobras in Brazil linking domestic gasoline prices to 
international prices, both ethanol and sugar prices will be heavily 
influenced by the fossil fuels’ market. A rise in crude oil prices – as 
expected by Platts Analytics’ oil teams – would support domestic 
gasoline prices at the pump and, implicitly ex-mill ethanol prices. The 
key question is whether higher gasoline prices would significantly 
change the ethanol-sugar parity or not. While some argue that it 
would, others believe that sugar prices would quickly close the gap. In 
any case, a stronger energy complex would be supportive to sugar.

Last but not the least, a higher energy complex might close various 
arbitrages and export opportunities due to higher freight rates. The 
recent plunge in freight rates due to trade wars and other non-sugar 
related issues, may have obscured the freight debate; but if the US and 
China agree to agree at the same time as the new International 
Maritime Organization 2020 sulfur regulations are implemented, we 
could be in for some surprises. By this time next year in Dubai we 
might even have some answers.


