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EDITORS NOTE
It has also highlighted potential
policy focal points as the world
tries to engineer a recovery, even
if international co-operation in the
fight against the pandemic has
been palpable.

Central banks, Sugar,
Gold, Commodity
Hedging, Airlines,
Gann, Pandemic.
Welcome to a bumper June 2020 edition
of the Ghost In The Machine, which
unsurprisingly is dominated by perspectives
on the global Covid19 pandemic shock.
For the UK agri-food and related shipping sectors, the
Covid19 challenge has come on top of all the Brexit
related uncertainty and the devastating floods at the
start of 2020, but as elsewhere also highlighted the
critical importance of food security, which the sector has
steadfastly risen to meet.
We take a look at the UK and global outlook for feed
and food, and there is an in-depth report on the UK
flour milling sector. The pandemic has forced politicians
and policymakers to take precipitous decisions to
contain the spread of the virus, above all ‘locking down’
most economies, with unprecedented and severe
consequences for economic activity.
We ask what lessons could be drawn from the post WWI
‘Spanish Flu’ pandemic, and look at how lockdowns have
highlighted that the ‘technological revolution’ of recent
decades has been more of a flirtation, from which many
are excluded.

April’s oil futures price collapse
into negative territory was a
point lesson in how nothing is
impossible, we examine the
market structures that facilitated
the move, the fact that it was not
unprecedented in the commodity
space, and the regulatory
implications. Wherever oil prices
go inevitably has implications for
ethanol prices, and associated
commodity markets, with an
already heavily challenged sugar
market seeing sharp swings in
price, production and demand
outlook terms, further complicated
by a volatile Brazilian Real.
Lockdown has also prompted
sharp shifts in household and
business energy demand, with
differing consequences for coal,
gas and renewable sectors. Gold
has naturally seen flight to quality
demand, but a low inflation
and near zero interest rate
environment should continue to
provide support.
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ADM.
UNLOCKING
NATURE.
ENRICHING
LIFE.
Recently I had the privilege to meet
with many of you, our valued farming
customers, colleagues and partners.
The Farmers Breakfast programme
was the brainchild of the team at
ADM Agriculture, with 10 meetings
arranged across the country, of which
only seven were able to be held due
to the coronavirus restrictions. These
breakfasts are an excellent opportunity
for all of us at ADM Agriculture and
in fact the wider ADM; be it Milling,
Oilseeds, Protexin, Wild Flavours, or
indeed the Investor Services team to
meet with you, the providers of the vital
raw materials of nutrition.

Week after week of biblical rainfall
with no let up. Virtually the entirety of
available UK arable land if not submerged
was most definitely waterlogged and
unworkable. David Sheppard, Director
at ADM Agriculture, indeed commented
in our last edition of Viewpoint that in a
35-year grain trading career one gets
to see a fair bit, but neither he nor any
of us had ever seen anything like this. As
it subsequently transpired this deluge
from above was just the start of this
most extraordinary passage in history.

These essential ingredients are the
life blood of a symbiotic relationship
benefiting everyone from producers,
processors, distributors and consumers.
ADM Agriculture is proud to be able to
say that more than 6000 farmers across
the UK are now working with us, and
that number is ever increasing in these
turbulent times.

In the following paragraphs I shall reflect
on history, and history in the making and
will affirm the prudence of your choice
of ADM as a partner to you our readers,
colleagues, customers and friends.

You may recall the backdrop to these
gatherings.

As ADM’s UK Country Manager, I am
always impressed by the enduring
resilience of our clients in every sector
of the UK business and none more
so than our agricultural partners and
customers. Their fortitude in the field
transfers well to our meetings at shows,
industry gatherings and most recently
at the Farmers Breakfasts. Numerous
intelligent and considered questions
were and are proffered.

The question of the dependability of
ADM as a counterparty was raised on
several occasions and understandably
so in these unpredictable times.
The anxiety that all of us feel about our
business counterparties is founded
not in the experience gleaned in “good
times” but in times of extreme stress.
In 2008 the financial world as we knew it
collapsed. Twelve years on and the UK
has endured austerity, unemployment,
a housing price collapse, a myriad
of other challenges. Banks and their
employees had become the pariahs of
the early 21st century. In 2016 just as life
was improving the UK decided to ditch
the EU and Brexit was spawned; huge
uncertainty followed and particularly for
our farmers. A more divisive period in
our recent history is hard to recall with
families and friends divided the length
and breadth of the UK.
For farmers; no more subsidies but an
amorphous mantra of public money for
“public goods”.
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OUR COLLECTIVE ROLE TO SUPPLY
AND PROVIDE FOOD AND NUTRITION
IN ALL ITS FORMS HAS NEVER BEEN
MORE IMPORTANT.

O
R
P
N
F
B

WHAT WOULD IT ALL MEAN?
A bumper crop in 2019 raised morale
considerably and as the decade drew to
a close a degree of genuine optimism
had re-emerged. The country even
made up its mind finally to give Boris
Johnson and the Conservatives a
thumping majority to “get Brexit done”,
albeit nobody, including Boris, I suspect
knows exactly what that will look like.

WHERE DOES THIS LEAVE US ALL?
First and foremost, ensuring the health
and welfare of our families, colleagues,
friends and members of our community.
The marvellous miraculous NHS are
at the frontline risking everything to
administer life-saving care to all, from
the poorest to the Prime Minister
himself. True British grit a cause for
optimism as always.

Then as I mentioned earlier, came the
rain, and it rained and it rained and it
rained.

Amid this chaos we in the farming and
agriculture community are now vital to
ensuring the defeat of the Covid-19
outbreak. Our collective role to supply
and provide food and nutrition in all its
forms has never been more important.
ADM globally and in the UK is playing its
part processing and delivering nutrition
to a world that always needs food.

The rain passed as it invariably does
to be replaced by something far more
sinister. The emergence from Wuhan,
the Capital of Central China in Hubei
province, of the coronavirus, or Covid-19
as the virus has become known.
Covid-19 a global killer that is now a
global pandemic not seen since the
Spanish Flu of 1918. We find ourselves
and the global economy shutdown. We
are living at this very moment with the
most extraordinary restrictions imposed
on every one of our lives. The removal
of free movement, civil liberties arrested
and future aspirations mostly in tatters.

ADM in the UK is of unparalleled
strength in this sector. With 10
processing plants, seven flour mills, 19
port operations and over five million
tons of crops, traded or processed, ADM
is central to the UK agricultural economy.
As we work to support the current
challenge our flour mills are producing
at levels rarely seen, our crush is equally
striving to meet this unprecedented
requirement.

The port operations are brimming with
animal feedstuffs to supply your animals
that must be fed whatever is going on
around them. Even our financial services
group is working tirelessly to support our
farmers and other clients as markets
gyrate wildly.
ADM Agriculture and the ADM
companies operate in the most certain
of industries whatever the economic
or social climate. As our customers,
colleagues and friends you can be
assured that ADM Agriculture is a strong
partner for you at a time like this and
indeed in times of normality too.
A delicious breakfast at a windswept
Huntingdon race course seems a world
away. However, with your support, by
continuing to work together I know that
we can all help to defeat the virus.
On behalf of ADM in the UK I look
forward to a brighter and healthier future
for us all.

Fabian Somerville-Cotton

E: customer.services@admisi.com
T: +44 20 7716 8000
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NOSTALGIA
FOR AN AGE
YET TO COME
“About the future I only can reminisce,
for what I’ve had is what I’ll never get
and although this may sound strange,
my future and my past are presently
disarranged, and I’m surfing on a wave
of nostalgia for an age yet to come.”
(Penetration - ‘Nostalgia’, 1978)
Those lyrics from arguably one of the punk era’s
finest bands are as deliberately confusing and full of
paradox as the situation that confronts us all via way
of the Covid-19 pandemic. It is rare that I find myself
in the situation where a new Ghost in the Machine
article effectively tags seamlessly onto themes raised
in the prior two. The devastating social and economic
impact of this pandemic are in plain view, those that
deny it are rather disingenuous. In the prior two
articles, I shared some thoughts on financial stability
vulnerabilities, and how the pandemic would severely
disrupt the post ‘Cold War’ modus operandi, above all
accelerating nascent trends, but likely accompanied by
unintended, and in some cases, adverse consequences
– in principle a classic example of Hirschmann’s ‘hiding
hand’. What follows is more a set of observations
and questions, than an analysis on which to base
potential future actions, above all given a very broad
and uncertain spectrum of outcomes, exacerbated by
the heightened social, political and economic tensions
which pre-existed the pandemic outbreak.
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Thus far, the assembled mass of politicians and central
bankers appear to have managed to save the global
financial system from meltdown or a major ‘credit
crunch’, and ostensibly more successfully than during
the Global Financial Crisis. However, the broader
economic and social impact has been catastrophic,
above all in terms of the loss of life and jobs, despite
unprecedented (even including wartime) fiscal and
other legislative measures. ‘Whatever is necessary’ in
both fiscal and monetary terms was the unavoidable
consequence of opting to ‘lock down’ economies to
stop the spread of the virus, as was the lack of any
immediate consideration of how these measures
would be wound back, let alone paid for in the long
term. Indeed, with interest rates at current levels,
and likely to remain so for a very protracted period,
governments in the developed world can probably
spread the costs over many decades, though this does
not apply across all developed nations. However, this
is not true for most businesses, and certainly not an
option for consumers, above all given the enormous
disparities in wealth and income, as well as rather
more permanent damage to labour demand as the
economic landscape shifts in a likely dramatic way, thus
heightening job insecurity, beyond health and safety
concerns as long as no vaccine exists.
As harsh as it may appear in judgement terms, the
‘we’re all in this together’ chatter and the hope of a
V-shaped recovery were never anything more than
political slogans, and a triumph of hope over adversity,
which is a natural human reaction function. Equally,

the lack of any discussion about the ‘moral hazard’,
or the total removal of risk and term premia in asset
prices engendered by central bank purchases of almost
any asset class, was always likely to promote what
appears to be an ever greater disconnect between
‘Wall Street’ (markets) and ‘Main Street’ (and their
equivalents elsewhere), as well as being another nail
in the coffin of ‘capitalism’. But as William Pfaff noted
in ‘Barbarian Sentiments- How The American Century
Ends’: “The accounts that history presents have to
be paid. Past has to be reconciled with present in
the life of a nation. History is an insistent force: the
past is what put us where we are. the past cannot be
put behind until it is settled with.” It is that challenge
which the current crop of politicians will have to
meet, with cheap populist rhetoric likely to foment
divisions, particularly with the public at large facing
ostensibly greater existential uncertainties. Politicians
will do well to remember that public acquiescence to,
and compliance with the necessary authoritarianism
of lockdown is premised above all on it being very
transitory in nature, rather than a new normal; the
populist fraternity may well struggle with this. The
mirror side of this is that measures taken to protect
jobs and businesses have been wholesale rather than
targeted (due to the pressing need to take immediate
action), and leaving aside issues about efficacy,
they will be tricky to unwind both in terms of pace
and timing, let alone the fact that they have set a
precedent, which likely fosters a sense of entitlement
both now and in future.
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There will be a post hoc debate about whether the
colossal and unprecedented (in peace time) economic
toll of ‘lockdown’ measures was a price worth paying,
and if there were / are better alternatives, which will
focus in Europe on a comparison between Sweden
and the rest of Europe. It will be heavily politicized,
and the more political it becomes, the more that it will
divorce itself from what actually is and has happened
– this is the bane of the era in which we live, for which
social media does carry some, but definitely not all
of the blame. But the central question is for whose
benefit (public health and health services’ capacity
constraints are obvious, but not the only reasons) and
on the basis of what analysis of the risks and potential
consequences, were decisions taken. However, this is
the sort of post mortem exercise which politics is fond
of, but generally ends up as a blame game for political
advantage, even if there are obviously many lessons to
be learnt for future contingency plans for pandemics.
The key task is to plan a way forward, particularly
the likely sharp shifts in business and consumer
behaviours.
What are some of the initial lessons, beyond the
numerous supply chain issues noted in the previous
article? The first is that the collectivized meaning of
what ‘science’ is, is in fact deeply flawed. Science is
neither truth or the sum of all our knowledge, but
rather a process in which we further our understanding
and knowledge, which future scientific research can
expand upon and refine, and in that process, also
refute what is currently accepted as ‘factual’. This is
inherent in Heraclitus’ observation that ‘stability is a
permanent state of change’. That is rather abstract, but
nevertheless something that should not be lost sight
of.
How about in more practical terms? For all that the
‘fourth industrial’ or technological revolution has
indubitably changed our lived experience in very
substantive ways, since the end of the Cold War, it
appears that we have been flirting with it, rather than
genuinely embracing it. This should not come as any
great surprise, (particularly when seen through the
lens of Hirschmann’s ‘hiding hand’), as humans operate
on a paradox, on the one hand enjoying and finding
mental and emotional stimulation in things that are
new, though only in so far there is a sense of control
(even if illusory). But we are equally fearful of changes
over which there is no sense of control, above all
anything that appears to present an existential threat
to our daily lives and habits. Many western cultures’
fondness for cyclical views of time are premised on
this, but many Asian cultures take a rather more
longitudinal view – bear in mind that when thinking on
this that the best definition of culture is ‘it’s the way
we do things here’, an inherently non-judgemental
definition. As history illustrates sudden shocks are
often the catalyst for economies to jump across or up
to a new set of rails, in no small part because the shock
has already ripped through any sense of control, and
thus reduces conservative instincts.
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THE PALPABLE FAILURE TO
CO-ORDINATE RESPONSES TO THE
PANDEMIC, AND AN UNDERLYING
TREND TOWARDS PROTECTIONISM
IN BROADER TERMS ARE FURTHER
CHALLENGES.
For example, it can be argued that the emergence
of the ‘gig economy’ labour force over the past two
decades was in part facilitated by technological
advances, but as much motivated by companies looking
to cut the costs of benefits and associated liabilities,
and circumvent employment protection legislation,
and for some of the self-employed to exploit favourable
tax loopholes. It was not really intended to usher in a
new era of remote working, with many adhering to a
collective myth (belief) that working from home was
far less productive than in an office. This has clearly
been exposed as a false and sweeping generalization,
and ironically what has become clear is that despite all
the investment in technology infrastructure by many
companies, and in such things as disaster recovery
sites, a lot more needs to be done on many fronts, but
above all in terms of higher specification hardware
and security applications initially. It has also forced a
rapid rethink on how businesses run meetings, and
totally upended the way that conferences (above
all international ones) and other similar mass public
gatherings are conducted – the technology was already
widely available, but only the necessity of the moment
has seen these solutions embraced, as well as stress
testing them.
Perhaps more importantly from governments’
perspectives, it has exposed that fact that access to the
necessary telecoms infrastructure is deficient, both on
an urban vs. rural axis, as well as the critical aspect that
those on low incomes are often excluded, due to cost,
restricting professional development opportunities, and
effectively also impairing their children’s educational
opportunities, which in turn impairs overall skills levels
in the workforce as a whole. The more profound
challenge is if governments recognize, as they should,
that changes in the economic landscape may well hit
low income jobs hardest, then an extensive programme
of retraining (‘up-skilling’) will be required, with digital
platforms offering a likely much more cost effective and
flexible medium of delivery (this applies to corporates
as well, obviously).

The final point for this article, though the changing
global landscape will doubtless provide the basis for
many future ones, relates to the already widespread
talk of a ‘green recovery’. Wherever people stand on
climate change, there is no denying that lockdown
measures precipitated a colossal and pretty much
immediate drop in pollution levels, which many had
thought would involve a much more exacting and
costly process. It should go without saying that unless
this drop is sustained (which in the first instance it
will not be), the respite will be transitory, and the
economic costs of an abrupt shift have been patently
obvious, but a precedent has still been set. Prior
objections based on the cost of a ‘green transition’ fall
sharply down the list of key considerations, at least
from a government spending perspective, as this is the
type of focussed and forward-looking infrastructure
investment which will be needed to ‘give wings’ to the
post Covid-19 recovery phase.
On the other hand, the proportionate cost for
developing economies remains that much higher,
and still runs up against objections that there are
other higher priority projects, for example the acute
need for much improved healthcare infrastructure
as highlighted by the challenges of dealing with the
Covid-19 pandemic, let alone education and basic
transport. Even among developed economies, there
are very different views, in no small part differentiated
by those countries that are net importers of
hydrocarbons as against those that are net exporters,
who would have to consider the offsetting cost of
stranded assets and lost jobs in the hydrocarbon
sector.
The palpable failure to co-ordinate responses to
the pandemic, and an underlying trend towards
protectionism in broader terms are further challenges.
The latter is also evident, for example, in the rather
surprising failure of western governments, who have
been banging a loud drum about security concerns
surrounding Huawei’s dominance in 5G equipment
supply, but thus far eschewed the opportunity to
coordinate direct investment towards the alternatives
offered by Ericsson and Nokia. The simple point is
that with governments rapidly accumulating debt to
fire fight Covid-19’s already huge economic impact,
it would surely be no bad thing if they were to
co-ordinate and pool resources to revive the global
economy in its wake, above all given the human cost
of the virus. Sadly at the time of writing, this looks to
be a hope rather than a realistic prospect, though the
opportunity remains writ large.

Marc Ostwald

E: marc.ostwald@admisi.com
T: +44(0) 20 7716 8534
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ICE AGE COMMODITIES…
LIFE BELOW ZERO!
Looking at a thermometer for pricing…
When I first started in
commodities, I was taught the
story (and lesson) of Chicago Onion
Futures by my boss back in the mid
1980’s. The story was a version of
the ‘pump and dump’ idea. Prices
driven higher by unscrupulous
speculation…only to crash the
market afterwards. Yet that wasn’t
the point. Many markets suffered
such behaviour…one can argue
some may still do. No…it was the
resultant effects, notably how
onion farmers drove into Chicago
in trucks loaded full with sacks of
onions…and emptied them into
the Chicago river, clogging it! Why?
Because the bags the onions came
in were worth more than the
contents. It was how Onion Futures
in the U.S. became the ONLY
banned commodity under Federal
law…ever! It taught how supposed
controllers of a commodity can
sometimes turn the world against
them.

The loss of Onion Futures was a
body blow to the Exchange upon
which it was traded. Up to 20% of
the total volume at the time was
made up from this one commodity.
However, it survived, developed
new contracts and prospered. It
was one of those lessons I just
remember from early on in my
career…thinking it an oddity that
will never have relevance in the
modern world.
We’re now roughly midway
through 2020…and what is
happening? We seem to be on
the other side of the looking
glass (see my earlier articles
Welcome to 2020…the Year of
the Metonic Panic [Spring 2020]
and Just What…is Going On?
[October2019]). Coronavirus/
COVID-19 is rightly the story of the
year if not the decade. Yet there
have also been some other ‘Panic’
moments in financial & commodity
markets. They’ve also not just
been moments but gone on for
many days…weeks in some cases.
The rout of the stock markets in
the early months of this year left a
bitter taste. However, there have
been others…the drop below zero
in NYMEX WTI Crude Oil Futures
we saw in April. I’d like to observe
two, maybe three points on this
event.
I’m not going to deal with the
events. There are many, better
than me who have done so ably in
depth plus I do not have the space
and time here to concentrate on
one aspect. Additionally, in the
case of WTI Futures, the whole
series is subject to both domestic
and international regulatory
agencies scrutiny which I am sure
(after many years) will bring light to
the subject.
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WHEN THE
CONTAINERS ARE
WORTH MORE THAN
THE CONTENTS…
Instead, I’d like to look at some
aspects not immediately obvious.
First…does anyone remember the
anecdotal story of the California
Gold Rush of the late 1840’s. It’s a
well told story that whilst some did
get very rich prospecting for Gold,
most did not. Those who became
(allegedly) very wealthy were
those who sold the prospectors
the shovels and pickaxes. Now
step forward to today and if we
then look at recent data from the
FIA1 we can see global futures &
options volume for Q1 2020 had
a record increase of 43.2% over
Q1 2019. Equity Index Futures
& Options had a rise of 61.9%,
Energy had the highest growth
in Commodities at 52.8% and
interestingly Agriculture had a
higher 68.9% rise, though from
a lower base. The result was the
revenue and net income of various
international exchanges & clearing
houses grew commensurately. It’s
worth pointing out that some of
the brokers in these exchanges
didn’t fare so well, especially in the
energy sector.
1 16 April 2020

Another point to think about…it’s
a simple one! We really did have
a commodity’s price below zero!
Let’s set aside what this does to
Technical Analysis, Risk models,
options, etc… We have today the
same circumstances that caused
WTI Futures to go below zero
in the first place. The supply/
demand imbalance, the limited
storage capacity at Cushing and
the global oil market situation.
Some criticised allowing of prices
to move below zero and we’ve
seen a moratorium on trading
for some (read Retail) clients or
else severe margin restrictions.
This led to a recent staff advisory
from the CFTC reminding market
participants ‘…they are expected
to prepare for the possibility that
certain contracts may continue
to experience extreme market
volatility. Low liquidity and possibly
negative pricing.’2 What was more
interesting and worrisome was
the added footnote ‘…wasn’t
intended to suggest that any
particular markets or contracts
will experience fundamental or
technical issues.’2 I don’t know
which is scarier.

There has been the usual
speculator bashing going on. Not
that it hasn’t been undeserved in
some cases. However, the role of
the speculator as a risk taker…at a
price…from a hedger is essential to
any fully viable operations on any
exchange. We’ll likely see stricter,
Federally enforced, position limits.
Hedgers will, of course, not be so
restricted…but when one can trade
OTC and then ‘hedge’ that position
on exchange…the line gets blurry.
These are just some observations
for a life below zero. Personally,
though I like winter and I’ve been
in harsh temperatures in a Russian
wintertime, I’ve still liked it when
the weather turned milder.

Eddie Tofpik

E: eddie.tofpik@admisi.com
T: +44(0) 20 7716 8201

A. Having one contract go
sub-zero.
B. Have it possibly repeated.
C. Having some other commodity
likely to go sub-zero.

2 Reported Marketwatch
13 May 2020

11 | ADMISI - The Ghost In The Machine | Q2 Edition

HOME
SWEET HOME
It has been over two months since I
decamped to my little study at home.
My routine has changed immeasurably.
I miss the office banter, the ability
to discuss an issue immediately by
walking to a colleague’s desk. I do not
miss the commuting especially when
my train home is late for the fourth
consecutive day in a row!

To do listt
• Complete Sugar Report
• Market Report - June
• The Ghost In The Machine
• Send Email to team
• Monthly End - sheet

Back in early March the Coronavirus scourge was
making its way slowly but surely across the world.
From East to West countries were going into lock-down
in attempt to halt its deadly advance. China firstly then
the rest of Asia followed swiftly by Europe then North
and South America. Financial markets were tumbling
on the back of great uncertainty and the fears that
huge economic woes would be inflicted on countries
by the closing and suspension of businesses. Most
commodity prices headed south with sugar being
no exception. Sugar prices had dropped from nearly
15 cents to just above 12 cents in the space of three
weeks as the industry took a distinct ‘risk-off’ attitude.
The funds soon started to square up their long position
(118k lots at the end of February) and the trade had
started to talk of global consumption being hit.
Over the past 12 weeks the market continues to be
battered by macro winds. Crude prices dropped to
their lowest level ever when the May WTI contract
dropped to a negative value as sellers essentially
paid the buyers to take their product. Sugar prices
dropped to their lowest level for over a decade only
just avoiding dropping below 9 cents as the May 2020
contract approached expiry. Concerns about a drop
in consumption was coupled with an even greater
concern that global production would spike led by
Brazil.
The double whammy of collapsing ethanol prices and
the Brazilian currency meant that sugar production
from cane has suddenly become more attractive.
Brazilian CS sugar production had collapsed from 36
million tonnes to just 26.5 million tonnes for each
of the past two seasons as low sugar prices and
high ethanol prices saw millers switch to using
over 65% of their cane for ethanol production.
Now, mills, that can, are using nearly 50% of their
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cane to make sugar. To a certain extent the mills have
no option. They have a huge cane crop to crush. They
have operational and labour costs coupled with
having to keep their cash-flow positive. Luckily,
at the moment, due to lower sugar production
elsewhere their sugar is in demand. Over 2 million
tonnes of Brazilian sugar were delivered against
the May 2020 contract and the vessels waiting
to load sugar outside Brazilian ports grows
daily. Despite this demand world sugar prices
have dropped as analysts estimate that Brazil
will produce a record amount of sugar in the
2020/21 season. Currently, guesses range
from the pessimistic but pragmatic of around
35-36 million tonnes to the fanciful 39-40
million tonnes. Whatever the outcome
it points to a large or very large global
surplus especially as Indian production
is expected to jump back to over 30
million tonnes.
Of course, the amount of sugar Brazil produces will
depend on several important factors and it is by no
means a certainty that they will produce a record
amount. Undoubtedly, their crush season for 2020/21
has got off to a thumping start. Since the beginning
of April (the official start to the season) they have
produced nearly 85% more sugar than during the
same period last season. Mills are using nearly 48%
of their cane for sugar. It would seem likely that they
will produce over 5 million tonnes just in May and
by the end of June production could be over double
compared with June 2019. However, to achieve
this level of production all the way through to the
end of the year would need ideal crushing weather
with minimal delays caused by rain. If this was to
be the case then concerns over dry weather would
soon be rife. Secondly, if crude prices continue to
improve as the world comes out of lock-down then
eventually ethanol prices may follow. If this is coupled
with an improvement in the Brazilian real it is not
inconceivable that ethanol parity may improve to a
level that might mean ethanol production becomes
viable again.
There are many if’s and but’s and the biggest
uncertainty is the Coronavirus which has caused
so much havoc and grief across the globe.
There would appear to be some light at the
end of the tunnel as infection rate drop in
many countries and lock-down is slowly lifted.
However, Latin America is still
being ravaged by the virus

SINCE THE BEGINNING OF APRIL
(THE OFFICIAL START TO THE
SEASON) THEY HAVE PRODUCED
NEARLY 85% MORE SUGAR THAN
DURING THE SAME PERIOD LAST
SEASON. MILLS ARE USING NEARLY
48% OF THEIR CANE FOR SUGAR.
and there is still a possibility that countries could
see a second spike of infections which could mean
restrictions being put back in place. It
would seem a vaccine may be many
months away but treatments are likely
to improve as more is
learnt about Covid-19.
Sugar prices took a dive
along with virtually all other
markets as uncertainty haunted
the world. Recently, fundamental
considerations have become
very much more instrumental in
determining price direction and this
will continue to be the case. There is
growing confidence that the lows posted
in late April may be the long-term price
bottom. The market’s
ability to improve further
remains very uncertain and
will depend on the factors
outlined above. There may be short
term supply tightness as Brazil struggles
to export the vast quantities of raw sugar
produced but whether
this impacts on prices
remains to be seen.
The market desperately
wants prices to improve but,
currently, this would seem unlikely. The large
long-term investment funds continue to remain
side lined. Until they become more active the market
looks set to remain range-bound with, possibly, a slight
up-side trend.
Whatever happens market-wise it is likely I will remain
cocooned in my study. I will continue to miss the office
camaraderie but, at least, I can continue to listen to
music I am not allowed to play elsewhere in the house.

Howard Jenkins

E: howard.jenkins@admisi.com
T: +44(0) 20 7716 8598
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$5.05 $40

30-50

China bought $5.05 billion of
American farm goods.

Pre-Covid, 14 US plants had
already been idled since 2018.

Billion

Billion

China had agreed to purchase
an average of $40 billion of US
agricultural products.

Percent

FEEDSTUFFS –
SPRING 2020
The signing of the US-China phase 1 agreement on
the 15th of January seemed to signal the beginning
of a return to relative stability following a period of 18
months of fractious trade negotiations between the
world’s two largest economies.
Set amid a backdrop of falling global demand for feedstuffs as China’s pig
industry struggled to contain the spread of African Swine Fever (suffering
losses of up to 50% of their overall herd according to some estimates), this
deal represented a ‘Bonanza’ for American agriculture: China had agreed
to purchase an average of $40 billion of US agricultural products over the
coming year in exchange for cuts to tariffs on Chinese goods. However, it
was the outbreak of another contagious disease that soon caused this to
pale in significance.
Since the COVID-19 pandemic was declared, the Chinese government
has given assurances that they will meet their obligations under the
agreement, and recent purchases of grain and increased imports of US
meat products indicated that this could indeed still be the case: Data has
shown that in the first quarter, China bought $5.05 billion of American
farm goods, up 110% from last year, including a seven-fold increase of US
pork amounting to 168,000 tonnes.
The fast-tracking of the approvals process for US ethanol producers,
outlined in the phase-1 agreement suggested that US distillers grains
(DDGS) would be the next item on the shopping list, given that the
Chinese feed industry had been working to reduce the dependence on
soya in their formulations (some of which dated back to the 1980s, at the
recommendation of the USDA). This exercise has already been carried out
with rapid approval of Ukrainian sunflower crushers, who exported meal
to China for the first time in 2019, significantly reducing the availability for
European consumers.
However, the ensuing economic shut-down has not only stymied progress
in the recovery of Chinese demand but more profound impacts in the
availability of feedstuffs more widely: Lack of container freight, particularly
for chilled and frozen goods heading to China has weighed heavily on
meat processing margins which are further impacted by the shutdown of
restaurant and takeaways, despite a short term boon as shoppers filled
their cupboards during ‘social-isolation.’

The reduction in petrol
consumption, which has been
estimated at anywhere between
30-50%, has been disastrous, not
only for US ethanol producers
who were already operating with
negative margins: Pre-Covid, 14
US plants had already been idled
since 2018; this number increased
to 44 during the peak of the crisis.
Even producers in Europe have felt
the pinch, where ethanol prices
had previously been buoyed by the
launch of E10 fuels in Denmark,
Hungary and the Netherlands with
the prospect of the UK to follow
suit by 2021.

A TURBULENT FEW
MONTHS TO SAY THE
LEAST, DRIVEN AS
MUCH BY EXTERNAL
FACTORS AND BY
POLITICS AS MARKET
FUNDAMENTALS.
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PRE-COVID, 14 US ETHANOL
PLANTS HAD ALREADY
BEEN IDLED SINCE 2018; AN
ADDITIONAL 44 WERE ADDED TO
THIS NUMBER DURING THE PEAK
OF THE CRISIS.

All of this follows on the back of a disappointing
maize crop in the US last year due to an exceptionally
wet planting season. Consequently feedstock prices
were already high, and with the prospect of a 2030% loss of production, co-product prices exploded
with an anticipated loss of between 1.5-4mmt of
distillers grains (DDGS) for animal feed. Given that
the US-China deal was prefaced with the caveat that
purchases are dependent on market conditions, sales
of DDGS to China now seem unlikely. Conversely, an
estimated cut to ethanol production of 20% would
release approximately 28mmt of US maize back into
the market. Combined with the USDA’s predicted 97
million acres of corn which is already being drilled in
the US, prices are likely to remain under pressure for
maize, which is already trading at a significant discount
to other feed grains.
Low oil prices, exacerbated by the OPEC/Russia dispute
in March, have been equally damaging to the biodiesel
industry, with oilseed processors winding down crushrates in response to dwindling margins and difficult
logistics. Whilst UK ports remain operational, export
hubs such as Rondonopolis have threatened to close
in response to Covid-19, and delays in Paranagua
have hampered loading. This comes just months
after one of Argentina’s major crushers declared
bankruptcy. Meanwhile South American crops have
quietly continued to develop, with Brazil reporting a
record 120mmt of soybeans, though bad weather in
Argentina has caused estimates there to be revised
down to sub-50mmt from expectations of 57mmt back
in October.
Palm oil suffered a similar spectacular collapse from
highs despite a 16% fall in production at the end of the
year. This in turn stirred the products (namely palm
kernel expeller) back into life following 6 months of
depressed, tightly rangebound prices. Demand was
first stoked by drought in New Zealand during their
summer months and availability squeezed due political
disputes (this time, Malaysia and India regarding the
status of Kashmir) and latterly by threatened closures
of plantations and load ports in the origin to stem the
spread of COVID-19.
In all, a turbulent few months to say the least, driven
as much external factors and politics as much as
by market fundamentals. This looks set to continue
well into the summer as the inevitable fallout from
Covid-19 starts to become clear and we begin to look
at weather in the US as we enter the growing season
as well as the state of Brazil’s Safrinha harvest to come
in June.

Nick Halle

E: nick.halle@adm.com
T: +44(0) 7818 572 541
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RENEWABLES ARE
TAKING THE POWER
By the end of the first quarter of 2020,
more than 100 countries around
the word had implemented a full or
partial lockdown to reduce the spread
of Covid-19. A significant amount of
individuals were asked to stay or work
from home to limit contact between
people. As the result, domestic demand
for electricity raised above seasonal
averages as the usage of electronic
domestic devices significantly
increased.

However, the global demand for electricity plummeted
around the world during that period. According to the
International Energy Agency (IAE), the global electricity
consumption will decline by more than 5% this year,
the most since the Great Depression in the 1930s.
In the US, seasonal demand dropped to a 16 year
low in April 2020 while the National Grid in the UK is
estimating the demand to be 20% below normal levels
during the lockdown.
The electricity demand from industrial, commercial
and transport sectors have been significantly impacted
by the residual effects of the lockdown and more
generally the freeze of the economy. Factories,
offices, high street shops, restaurants, airports, train
stations temporally or permanently closed; or have
been operating at a reduced capacity. As the result,
lower electricity demand from those 3 sectors have
cancelled higher domestic demand and put further
pressure to system operators to maintain the balance
between supply and demand. This has been even
more challenging as production from renewables such
as solar and wind have been above seasonal average in
Europe as well as in the U.S due to wild weather
or storms.
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Operating an overloaded power system can have
severe consequences such as depressed electricity
prices and in some extreme cases, lead to negative
prices. Also, the oversupply of electricity can cause the
frequency of the system to rise above normal levels,
leading to power outages or blackouts.
In some regions, electricity produced from renewable
projects such as wind farms has a priority access to
the grid, in line with local authority’s policy to reduce
carbon emissions. Although renewables are generally
the cheapest source of electricity, its generation is
not constant through the day. Solar production for
example is not available after sunset to meet the
evening peak demand. This imbalance between solar
supply and demand through the day is described as
the duck curve.

Also, below a certain level, generating electricity is
no longer profitable as incomes may not cover fixed
operational cost. Therefore some power stations
shutdown to avoid additional losses if they are not able
to produce at or near full capacity.
Merit orders varies from a region to region and may
also change with time. However, renewals with low
operating cost have generally pushed more expensive
fuels such as gas and coal down the merit order and
in some extreme case out of the market. Short term
marginal cost for coal is higher and dirtier than the
other source of energy which means coal producers
need to buy more carbon-dioxide permits than the
other fuels to burn it.

Due to the inconstancy of solar, wind or hydropower
supply, system operators tend to have a threshold
from renewables generations to maintain a stable
power system. For that reason, a part of the solar
and wind production needed to be curtailed in some
regions during the lockdown. As electricity cannot
really be stored, it’s a non-negligible part of renewable
production capacity that does not reached the
operating power systems; and in some cases,
wasted if the electricity cannot be exported to a
neighbouring country.

Coal and gas producers have suffered the most during
the lockdown as lower electricity demand have been
reflected in coal and gas prices which dropped recently
to record low. The combined effect of higher supply
from wind and solar and lower demand have pushed
electricity prices down too. In some regions, nuclear
reactors are also no longer profitable therefore forcing
stations to be turned off.

When higher generation from renewables is not an
issue for the stability of the system, the merit order
is usually determining the dispatching sequence of
the electricity’s suppliers. Merit order is a way to rank
sources of energy from the lowest marginal cost to
the highest. When the market is oversupplied, power
stations sitting at the end of the merit order are asked
to produce lower electricity and in some cases to close
completely for a period of time.

E: mickael.soussant@admisi.com
T: +44(0) 20 7716 8073

During the lockdown, renewables are taking the power.

Mickael Soussant
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CAN GOLD
CONTINUE TO
TRADE HIGHER
DESPITE LIMITED
INFLATION?
One of the historic drivers of the price of gold has
been the fear of inflation. However, currently there
appears to be limited inflationary pressures and
very little appears to be on the horizon. In fact,
inflation in the wealthiest countries has collapsed
at the fastest pace since the 2007-2009 financial
crisis. The Organisation for Economic Cooperation
and Development said annual growth in the price of
goods and services across the group of 37 advanced
countries slowed significantly in March. Inflation
across the OECD area dropped to 1.7% in March from
2.3% in February.
In the U.S., the consumer price index fell by most on record in April.
The core consumer price index, which excludes volatile food and fuel
costs, fell 0.4% from the prior month after a 0.1% decrease in March,
according to the Labor Department. That is the biggest drop in data back
to 1957. Compared with April of last year, the core consumer price index
increased 1.4%, the smallest annual gain since 2011. The overall consumer
price index declined 0.8% in April from a month earlier, the most since
December 2008, and annual consumer inflation slowed to 0.3%, the
smallest increase since 2015.
Chart 1: Gold Futures - Weekly

THE U.K. INFLATION RATE SANK IN
APRIL TO ITS LOWEST LEVEL SINCE
AUGUST 2016 WITH CONSUMER
PRICE INFLATION DROPPING TO AN
ANNUAL RATE OF 0.8% FROM 1.5%
IN MARCH.
Euro zone annual inflation in April was 0.3%, which
is the lowest level in almost four years, according
to final data released by Eurostat. The European
Union’s statistics agency had previously estimated
that consumer prices in the 19-nation currency bloc
increased 0.4% on the year in April.
The U.K. inflation rate sank in April to its lowest level
since August 2016 with consumer price inflation
dropping to an annual rate of 0.8% from 1.5% in
March. That was the sharpest one-month decline in
over a decade and took inflation further below the
Bank of England’s 2.0% target.
According to the OECD, annual inflation also fell
sharply in Canada to 0.9% in March, from 2.2% in
February. Also, Japan’s core consumer prices fell for
the first time in more than three years in April on an
annual basis, declining 0.2% in the year to April. This
was the first negative reading since December 2016
and was below the median market forecast of a 0.1%
decline.
So, with the lack of any serious inflation threat on the
near-term horizon, why has gold put in such a stellar
performance?
The answer could be that investors are assessing the
longer-term potential inflationary ramifications of
the unprecedented fiscal stimulus efforts from major
industrialized countries and the world’s major central
banks.

Source: Chart from QST
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FISCAL POLICIES
On the fiscal side, governments around the world have initiated a variety
of stimulus measures. The response in the U.S. has been swift and
forceful. Congress has provided approximately $2.9 trillion in support
for households, businesses, health care providers and state and local
governments, and more is on the way. In addition, there have been
massive economic stimulus programs elsewhere in the world including in
the U.K., the European Union and Japan.

THE POSITIVE NET PURCHASES OF
GOLD CONFIRM THAT IT REMAINS
AN IMPORTANT COMPONENT OF
CENTRAL BANK RESERVES AND
IS INTEGRAL TO THEIR STRATEGIC
ASSET ALLOCATION.

STIMULATIVE MONETARY POLICIES
The world’s major central banks have been extremely accommodative and
are rushing to add more liquidity to the banking system. For example, the
Federal Open Market Committee cut its fed funds rate to zero to 25 basis
points in March.

It is expected that central banks will continue to be net
buyers of gold in 2020. The World Gold Council said
central banks have continued to be net purchasers of
gold this year, although at a slightly slower pace, as
central bankers around the globe continue to focus
on funding economic stimulus measures. The World
Gold Council said, “The positive net purchases of gold
confirm that it remains an important component of
central bank reserves and is integral to their strategic
asset allocation.” We have also seen a major effort
by central banks to repatriate their gold from other
countries, mostly from storage facilities in New York
and London.

Interest rates are very low globally and in many countries are at historical
lows, including interest rates in parts of Europe and in Japan that are
negative and may become even more negative.
Chart 2: Federal Funds Target Rate

So, what do central banks know and why have they
collectively bought so much gold in recent years? Are
they anticipating inflationary pressures eventually
that may be precipitated by the unprecedented
ongoing expansive global fiscal and monetary policies?
Whatever their reasoning is to acquire gold there is
one rule of thumb to keep in mind. That rule is that
often it can be financially advantageous to follow what
the strong hands are doing in any market and currently
that would include gold.

Source: 2020 MoneyCafe.com

AGGRESSIVE CENTRAL BANK BUYING OF GOLD
Another reason for the advancing gold price may be the aggressive
central bank buying in recent years. Central banks added 650 tons to
their reserves in 2019, which is the second highest in 50 years, after the
656 tons that were added in 2018. Before the 2007-2009 financial crisis,
central banks were net sellers of gold worldwide for decades.
Chart 3: Central Bank Gold Buying 1971-2019

“POSITIVE YIELD”
FOR NONINTEREST BEARING GOLD
Another reason for gold’s spectacular rise could be its
newly acquired status of providing a “positive yield”
when compared to negatively yielding sovereign debt
in parts of the world. One of the major criticisms
of gold ownership in the past is that it produces no
income except for central banks that have been able to
loan it out. Recently, for the first time ever, gold does
provide a “positive return” of zero when compared to
the negative yielding debt in many countries in Europe
and in Japan. Some investors are becoming so risk
adverse that they are actually willing to pay to hold
some bonds.
The dominant fundamentals that we have today are
the tailwinds that are likely capable of sustaining a
long-term bull market in gold futures. For a variety of
reasons, it appears that the flow of funds into gold may
just be getting started.

Source: World Gold Council, Refinitiv GFMS, Metals Focus

Alan Bush

E: alan.bush@admis.com
T: 001 312 242 7911
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THE HUMAN
MICROBIOME
GROWS UP: FROM
THE FRINGES
OF SCIENTIFIC
RESEARCH, TO
BILLION DOLLAR
INDUSTRY
In recent years, the human microbiome has been
enjoying a moment in the sun.
Before the world-changing events of early 2020, the microbiome was
one of the current hot topics in terms of medical and scientific research
– a simple google search returns millions of results, including the most
celebrated scientific journals, the most-read print media and countless
businesses, bloggers and predictions of where microbiome research is
heading. But what is the microbiome, what is the science behind it and
how does ADM feature in this rapidly-growing global business?
The term ‘microbiome’ refers to all of the microorganisms – that’s bacteria,
viruses and yeasts, plus other less-well-known organisms called archaea –
and all of their genetic material, found in a particular ecological niche. For
example there is a gastrointestinal (GI) microbiome, a lung microbiome
and a skin microbiome. All of these distinct microbial habitats involve
complex interactions between the host (in this case that’s us, humans) and
these microorganisms. Historically these microorganisms were divided into
“benign” and “pathogenic” i.e. harmless and harmful. But this dichotomy
is far too simplistic. The intricate interactions of these microorganisms,
their metabolites, the ecological niches they inhabit and the way they
interact with their human hosts all combine to produce a momentous
array of effects: simply put, these microorganisms can affect the health of
their human hosts.1

In the 20th Century, certain
groups of bacteria were identified
as ‘good’ bacteria because
of their beneficial effects on
health – and the term ‘probiotic’
was coined. The World Health
Organisation defines probiotics
as “live microorganisms which,
when administered in adequate
amounts, confer a health benefit
on the host”. But again, this is an
overly simplistic interpretation. In
recent years, analytical techniques
have advanced enormously,
allowing the scientific community
to better understand the layers
of complexity of the human
microbiome and how manipulation
of our microbial residents can
influence health and disease.

THE INTRICATE
INTERACTIONS
OF THESE
MICROORGANISMS,
THEIR METABOLITES,
THE ECOLOGICAL
NICHES THEY INHABIT
AND THE WAY THEY
INTERACT WITH THEIR
HUMAN HOSTS ALL
COMBINE TO PRODUCE
A MOMENTOUS
ARRAY OF EFFECTS:
SIMPLY PUT, THESE
MICROORGANISMS
CAN AFFECT THE
HEALTH OF THEIR
HUMAN HOSTS.
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The GI microbiome is (arguably) the most important
of the human microbial communities. It is also
the most studied. Thirty years ago, analysis of the
GI microbiome involved taking stool samples and
culturing (i.e. growing) the bacteria found within
and categorising them by the bacterial family (or
genus) they belonged to. Different families were
considered good (probiotic), others bad (pathogenic)
and those in the middle were called commensals.
Fast forward to today and microbiome analysis is
no longer conducted using culture techniques at
the genus level (e.g. bifidobacterium)- or even the
species level (e.g. Bifidobacterium animalis)- but at
the much more precise individual bacterial strain
level (e.g. Bifidobacterium animalis subsp. lactis CECT
8145; otherwise known as BPL-1). This is because two
strains of the same species can, and do, have unique
effects on their human host, hence the beneficial
effects of probiotics are ‘strain-specific’ i.e. one strain
may be beneficial in diagnosis-x whereas another
strain from the same species may be beneficial
in diagnosis-y, but not in diagnosis-x. The analysis
does not stop at just understanding which probiotic
strains may be present (or absent) in a particular
individual; now it is possible to conduct functional
analyses of microbial communities to understand how
these microorganisms work together. After all, the
presence or absence of a particular probiotic strain
might not be of primary importance; but rather the
cocktail of microbial metabolites (the study of which
is known as metabolomics) or proteins (the study of
which is known as proteomics) produced which is
important. Understanding the complex systems-level
interactions seen in the GI microbiome is only possible
with advanced bioinformatics and machine learning
technology: the result being that microbiome research
is an odd mix of microbiologists, geneticists, clinicians,
data scientists and AI techies.

Manipulation of the GI microbiome as a route to
protecting or enhancing GI health has traditionally
been the primary focus of probiotic research.
There is an astonishing number of clinical trials and
scientific papers on the microbiome and its effect
on gastroenteritis, irritable bowel syndrome and
antibiotic associated diarrhoea, to name but a few.
However, in recent years, the role of the microbiome
on organ systems beyond the GI tract has shifted the
centre of gravity for research. Now you are as likely to
read a scientific publication about the GI microbiome
impacting disorders of the skin, the immune system
or even psychiatric disorders. The GI microbiome can
also exert interesting indirect effects. One of the really
exciting developments in microbiome research in
recent years has been understanding how medications
might be affected by the organisms in our GI tract.
A number of biotech companies exist solely on this
basis – to understand how GI microbiome patterns
can affect commonly-prescribed medications: a field
known as pharmacomicrobiomics. In some high-cost
pharmaceutical treatments – such as the so-called
‘biologics’ for inflammatory bowel disease and some
cancers – understanding which patients will respond to
which treatments can have enormous cost implications
for payers. In this instance, understanding how
microbiome modulation can turn non-responders into
responders offers huge financial incentives.
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WITHIN ADM THERE IS A
WEALTH OF EXPERIENCE IN THE
MICROBIOME SPACE AND THE
AMBITION TO BECOME A WORLD
LEADER IN THIS FIELD.
Interestingly, one of the biggest challenges faced by
the microbiome industry is actually not scientific,
but one of regulation. In Europe, microbiome
interventions are regulated in the same way (and by
the same agency) as foods. Even though a microbiome
intervention might be shown in clinical trials to have
certain health benefits or mitigate certain symptoms,
it is not currently possible to communicate this to
consumers. In fact, even the word “probiotic” cannot
be used in consumer-facing communications; for
instance you may have seen products referred to
as “live bacterial cultures”. Why is the regulatory
framework restricting the way that consumers can be
told about the benefits of these novel treatments?
Surely it implies that the evidence is weak or lacking?
As with all scientific research, microbiome research
occurs on a spectrum: some is ground-breaking,
some is poorly-designed or executed, and most falls
somewhere in-between. Interestingly, one of the main
problems arises because most research is carried out
in individuals with a known illness, when the European
regulations require that health claims are supported
by data from healthy populations.2 Also, because the
full mechanistic workings of the microbiome are yet
to be fully understood, rarely can the researchers
conducting clinical trials say with confidence exactly
how a particular microbiome modulating intervention
works. Inherent in this picture is a tension: are
probiotics foods or are they medicines? Or do they
fall somewhere in between? Currently probiotics are
regulated as foods, but frequently researched as if they
were medicines.

Despite these regulatory hurdles, the microbiome
sector is growing rapidly, both in terms of the science
that underpins it and in terms of commercial value
– globally the microbiome industry is valued at
approximately USD 15 billion per year and growing at
around 7% annually.3 Within ADM there is a wealth of
experience in the microbiome space and the ambition
to become a world leader in this field. ADM Biopolis
provides a world-leading research facility in Valencia,
Spain, with a vast library of scientific research,
including publications on microbiome interventions for
atopic dermatitis, psoriasis, male fertility and weight
management. And in the UK, ADM Protexin produces
a number of market-leading consumer microbiome
solutions, including Bio-Kult, one of the world’s leading
probiotic brands as well as a hugely successful range of
probiotics for companion animals and livestock.
Microbiome research has advanced enormously in
recent years – both in the techniques used and the
scope of diagnoses included. As the research base
has matured, so too the market has grown. There
are many competitors currently operating in the
microbiome space, and the challenge going forward
is to ensure that ADM microbiome solutions stand
out from the crowd. Continued investment in both
pre-clinical and clinical programmes will be key to
developing the scientifically robust and novel solutions
our customers demand. In subsequent articles we
will explore ADM’s microbiome research portfolio in
greater depth and consider where our research should
be focused to meet the challenges of tomorrow.

Richard Day

E: richard.day@protexin.com
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LESS
THAN ZERO
Unlike paper assets which can fall to
zero, for example equities of companies
approaching bankruptcy, commodities
are real assets with a real sense
of value, so are never going to be
worthless.
That was the accepted thinking before April, when a
perfect storm of regular supply / plummeting demand
/ lack of storage and heavy speculative length on the
front contract caused May 2020 WTI to drop to a low
of minus $40/bbl.

With delivery against the May contract determined by close of business on
21 April, WTI futures longs could not store the remaining physical length
so were forced to roll their May positions into June, with the contango
suggesting a hefty penalty was paid to defer delivery.
Chart 1 shows front month and second month WTI daily low prices (left
scale), and the premium of m2 over m1 (red line, +ve is contango, on the
right scale) from 6 March to 27 May 2020.
Unable to take delivery ahead of the 21 April cut-off, remaining longs
dumped their May positions, which drove down the price to minus $40/
bbl on 20 April, with the June contract at a low of $20.19/bbl on that date,
a differential of $60/bbl basis both low prices (right scale).
On 21 April, the last trading day for May, it traded to a low of minus
$16.74/bbl against a low of plus $6.50/bbl for June, a differential of $23/
bbl basis both lows.
The price drop caught out some trading systems not configured for
negative prices, with reports that customers of Interactive Brokers were
buying May WTI at $0.01/bbl when the actual price was trading well below
zero, with the company promising to cover their losses.

Chart 1: WTI US$/bbI - 6 March 2020 - 27 May 2020

Source: Reuters / ADMISI
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CONTANGO – MORE THAN MAXIMUM
Whilst the negative prices were very difficult to understand, the extreme
contango was also very challenging.
Chart 2 shows the WTI m2-m1 spread on a closing basis from May 2015May 2020.
Typically, in a well-supplied market, the front month WTI (m1-m2)
contango can be expected around 25cts to 50cts/bbl, and is almost always
between $0 and $1/bbl.
Unlike ferrous metals, which can be stored in a field at very cheap rates
thereby limiting the maximum contango, oil needs to be stored properly
to avoid serious environmental issues, and the extreme contango was the
price paid to avoid this problem.
The contango caused significant issues for some paper players, who found
themselves in the twilight zone where derivatives become physical assets.
For example, the United States Oil Fund (USO) is an ETF allowing smaller
investors a convenient route into holding a long oil position, with the price
of the ETF reflecting the front month WTI contract plus costs.
Each month the ETF sells their nearby contract and buys the next prompt
month, which involves paying the contango as a cost to roll the position.
Chart 2: WTI closing m2-m1, US$/bbI - May 2015 - May 2020

Originally mandated to hold front month futures, USO
were reported to have held 25% of the May contract
so would have been affected as the differential moved
from the usual <$1/bbl out to a maximum of $60/bbl.
In the aftermath, USO revised its strategy, pushing
its holding into forward months to avoid punishing
contango losses when rolling its whole position m1
to m2, but USO aren’t the first oil market participants
to learn the importance of relative market size when
rolling nearby positions:
Back in the early 1990s, German industrial giant
Metallgesellschaft’s US oil trading arm created
a forward hedging market for energy product
consumers out 10 years, buying nearby WTI futures
in a beta hedging strategy which assumed a profitable
contango and crack spread. Initially, MG were able to
benefit from the backwardation roll on their nearby
WTI hedge, until the scheme’s success saw the
position increase above 50% of nearby WTI holdings.
Once the rest of the market saw the rolls coming, they
would pre-roll ahead of MG, forcing MG to roll up a
steep contango. Add-in margin calls for MG against
un-margined customer sales in a higher interest rate
environment, and the scheme was liquidated early at
a significant cost.

OPTIONS PRICING WAS
CONSISTENT WITH A FLOOR PRICE
OF MINUS $100/BBL.

Source: Reuters / ADMISI
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DIFFERENT OPTIONS FOR PRICING OPTIONS?
Whilst negative WTI prices and super contangos were hard to
comprehend, the options market also faced an unusual situation, with low
strike WTI put options being being bought for premiums greater than their
put strike, giving put options with negative break even prices.
MARKET PREMIUMS:
This Bloomberg screenshot from 27 April shows WTI June 2020 put
options data, expiring 14 May and basis June WTI futures at $14.62/
bbl, with Put strikes, bids and offers, implied volatility for bids, offers and
market (IVB, IVA, IVM) and Delta (sDM).
The data on this screen can be replicated using a Black Scholes model,
using a zero price for the market floor, and the implied volatility data was
calculated from the premium bids and offers showing in the market.
For example, the $1.50/bbl Put Strike is offered at a premium of $1.59/bbl,
with an implied volatility of 1886% and a delta of-0.5%
Table 1

The data on the Bloomberg screen was rather different
to the data on the CME’s screen, with the CME’s own
WTI options screen of 27 April showing rather different
“option greeks”:
This CME screenshot was taken basis a lower
underlying June WTI futures price of $12.25/bbl, and
the screen shows Calls on the left and Puts on the
right, separated by Strikes in the middle in Green,
showing premium Bids and Offers, Implied Vols and
Deltas (triangle symbol).
The CME screen (Table 2) shows the $1.50 Put offered
at a premium of $1.91/bbl, i.e. a minus $0.41/bbl
breakeven price. This is based on the CME’s implied
volatility of 63.68% with a delta of-22%, but these
numbers don’t fit with the data for implied volatility
and delta on the Bloomberg screen, or a Black Scholes
model basis a floor price of $0/bbl.
In mid-April, the CME announced a different options
methodology, signalling the possibility of a switch
from Whaley to Bachelier models if WTI months settle
below $11, and a definite switch if settlement below
$8/bbl.
The Whaley model is similar to Black Scholes but
incorporates dividend payments for valuation of equity
options, whilst the Bachelier model is a very early
option model (using normal distribution instead of log
normal distribution) which helps modelling for strikes
below zero and was recently applied when interest rate
markets went negative in late 2019.

Source: Bloomberg

To simplify, option models calculate the probability
of the current price reaching different prices in the
future, largely based on price volatility and time to
expiry, and then calculate the value of particular option
strikes based on this expected price distribution.

Table 2

Source: CME
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LESS THAN ZERO
It’s possible to use the CME implied volatility and
replicate the CME data for put option premiums and
deltas using Black Scholes, by using a zero price less
than zero.
This was achieved by adjusting the Futures Price and
Strike Price upwards by an amount equal and opposite
to the amount that the new zero was below $0/bbl.
For example, if the new zero were-$40/bbl, like the
20 April contract low price for May futures, then a
$1 Put basis a $12.25/bbl futures market becomes a
$41 Strike Put basis an underlying futures market at
$52.25/bbl.
We solved for the “new zero” until our put premiums
and delta’s matched the CME figures basis the CME
implied volatilities, and the results suggested an
implied zero floor price of around-$100/bbl:
OPTION RESULTS:
Using-$100/bbl as the “new zero”, makes the
underlying future $112.25 ($100 + $12.25) and the
$0.50 Put strike = $100.50
Table 3

Basis the same implied volatility and expiry date, this
gives a Put offer of $1.75/bbl and a delta of –ve 19%,
which is pretty close to the CME figures.
Replicating across the CME Put Strikes shown, using a
new zero of-$100 and Black Scholes gave the best fit
for the premiums and deltas on the CME Screen:
The table on the left ( Table 3) shows the data from the
CME screenshot; the Black Scholes data using a zero of
zero; and the Black Scholes data using a “zero of-$100/
bbl”.

Source: CME

Chart 3: Put Premiums (y-axis) by Strike (x-axis)

Chart 3 shows the Put Premiums using “new zeros” of
-$80,-$100 and-$120/bbl, against the premiums on
the CME screen, with a floor price of-$100 showing
the best fit for low strike puts.
April’s extraordinary WTI action resulted after storage
issues surprised derivative investors, used to trading
one of the most liquid commodity markets.
Investor longs have spread their concentrated front
month positions along the curve, owners of surplus
storage are likely to have been big winners and, with
June’s contract rolling off without drama, the market
seems back to normal.
Expensive, but valuable lessons learned.

Rohan Ziegelaar
Source: CME / Reuters / ADMISI

E: metals.desk@admisi.com
T: +44(0) 20 7716 8081
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THE GOODMILLS
GROUP VS
COVID-19: ONE
OF THE BIGGEST
CHALLENGES IN
OUR COMPANY’S
HISTORY
The sudden appearance of the Covid-19 virus has
changed our lives dramatically in a very short
space of time. It shows us how vulnerable our
society can be and how quickly things that we take
for granted can change. It also shows, that when
people work together, solutions can be quickly
found and problems can be solved.
Here at the GoodMills Group we are responsible for the operation of
25 mills across Europe, supplying high quality flour to the food industry
and bakeries, as well as directly to consumers. Day by day, week by
week, and for many, many years, people all over Europe have been
relying on the diligence and professionalism of our millers for their
daily bread.
Being part of the basic food group, flour has received a high level
of appreciation and a lot of attention during the current situation.
We are proud of our important role in helping to feed our fellow
citizens, which has been made possible by the outstanding efforts and
commitment of every employee of the company in these challenging
times. As a group, in order to keep up with increased demand, we
produced in the month of March alone more than 250.000 tons of
flour. To put this into perspective, this amount of flour is enough to
make more than 500 million loaves of bread!
How we were able to maintain maximum production in our 25 wheat
mills across 7 European countries was down to a combination of
existing policies and procedures, aligned with new measures our
management team quickly took in response to the pandemic.

DAY BY DAY, WEEK BY WEEK, AND FOR MANY,
MANY YEARS, PEOPLE ALL OVER EUROPE
HAVE BEEN RELYING ON THE DILIGENCE AND
PROFESSIONALISM OF OUR MILLERS FOR
THEIR DAILY BREAD.
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SO JUST HOW DID WE MANAGE TO BALANCE THE SIGNIFICANT
INCREASE IN ORDERS AGAINST THE INCREASINGLY EXTENSIVE
SECURITY MEASURES AND RESTRICTIONS?
To start, once it became clear that European countries were considering
imposing lockdowns and travel restrictions, the executive board rapidly
created a Covid-19 crisis team with the aim to bring in close “virtual”
contact the Executive board with select local personnel to facilitate fast
sharing of best practice, to coordinate measures across the group and to
be a partner for important decisions on country level.
Because the health and wellbeing of the employees is of utmost priority,
and to ensure continual production, we have – among other measures
– cordoned off our mills and sent non-operational staff to work from
home. Furthermore, we have segmented all operations and shifts and
created separate teams to minimize personal interaction between our staff
members, thereby respecting the social distancing norms we follow today
and ensuring that production is not disrupted.
Ensuring continuity of production and its optimization by securing in
advance all materials necessary for a smooth production process was
possible due to our long-established strategy of regional procurement and
loyal business relationships with our suppliers.
Hygiene and safety systems have thoroughly and strictly been
implemented for years throughout our mills. Because of our adherence
to these standards and the fact that we have planned for an array of
foreseeable eventualities, the GoodMills Group was already in a strong
position to deal with the challenges imposed by the virus. Nevertheless
we implemented 100% of all additional safe-guards our own experts
suggested to us in all our mills across Europe such as: the obligation to
increase washing and / or disinfecting of hands by all persons, increasing
the number of disinfectant preparation points, maintaining a minimum
distance of 1m between people in any area and drivers to remain in their
vehicles at truck loading and un-loading points.

HYGIENE AND SAFETY SYSTEMS
HAVE THOROUGHLY AND STRICTLY
BEEN IMPLEMENTED FOR YEARS
THROUGHOUT OUR MILLS.
These are just a handful of the measures taken which,
with the help of our employees, were able to quickly
implement. As a company we weren’t spared from
having any cases, but measures taken were effective
and prevented the virus spreading beyond the limited
groups. Fortunately, l am happy to say that at the time
of writing we’re able to report that all our staff and
their family members who contracted the virus have all
made a full recovery.
As we look forward to the upcoming period, we still
face a lot of uncertainties as the flour consumption
continues to shift between out-of-home (hotels,
restaurants, etc) to home consumption. But whatever
challenges might come, the past months have taught
us the importance of having in place a management
team who knows well our industry, whose decisions
were clearly and transparently conveyed to all staff,
and in return made all involved parties feel safe,
appreciated and ready to continue supplying millions
of Europeans with what we all depend on:
our daily bread.

Alexandra-Maria Stoiciu
E: a.stoiciu@goodmills.com
T: +43 1 5351124 548
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LESSONS FROM
THE GREAT
INFLUENZA
Many of us have had cause to reflect on the
aphorism: “those who cannot remember the
past are condemned to repeat it” (George
Santayana). Whilst progress in our lives often
feels new, fresh and different, there are seeds
from the past in much of what surrounds us.
I suspect I am not alone in reacting to current events shaping our lives by
looking back at history for what lessons might be learnt. As the current
coronavirus pandemic started to sweep Westwards, the 1918-1920
‘Spanish Flu’ pandemic obviously springs to mind, leading me to John M
Barry’s fascinating book “The Great Influenza” (2009/2018). Were the
lessons learned from that pandemic useful in directing our response to
Coronavirus today?
It is amazing how much we think we know about certain events, only
to find that our sketchy background knowledge misses much of the
detail and nuances of often complex chapters in history. The book is
not only very informative as a history of that influenza outbreak and
crisis, but also as a story about the fight to find a vaccine, the World
War I backdrop and how it allowed the virus to take hold, through to the
mechanics of the influenza virus and how it can thrive. I was not aware
that the ‘Spanish Flu’ is thought to have started in sparsely populated
Haskell County in Kansas, before taking hold in the network of US Army
training camps, and then exported to Europe during the latter stages of
WWI. Why then “Spanish Flu”? Wartime censorship of the media in the
USA, UK, and Germany kept statistics for the virus and its impact away
from the public eye, and opponents’ gaze. It was only in Spain where the
figures were reported properly, and so the name took hold.

However, while the book is an
excellent history of the 191820 pandemic, it also adds a
modern update to the tale.
Originally completed in 2004,
the conclusion noted the 1997
outbreak of HN51 avian flu (Bird
Flu) and its re-appearance in
2003. In fact, the further evolution
of other strains of coronavirus
and the author’s interest in them
make the ‘Afterword’ section
even more interesting. Barry
has served on the US federal
government’s Infectious Disease
Board of Experts, and on the
advisory committee at John
Hopkins Bloomberg School of
Public Health for its Centre for
Refugee and Disaster Response.
I found that he took the politics
out of the discussions and had
great insight into modern day
preparedness for another ‘big’
pandemic. Barry notes that post
‘9/11’ the Western World was
well prepared for a variety of
disasters, including pandemics.
Sadly by 2009 (after the GFC) this
had already started to slip and, by
2018 the plans were underfunded
and seriously flawed.

WARTIME
CENSORSHIP OF THE
MEDIA IN THE USA,
UK, AND GERMANY
KEPT STATISTICS FOR
THE VIRUS AND ITS
IMPACT AWAY FROM
THE PUBLIC EYE, AND
OPPONENTS’ GAZE.
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IN 1997 AN HN51 AVIAN INFLUENZA
VIRUS (BIRD FLU) IN HK KILLED
6 OF THE 18 PEOPLE INFECTED.
MILLIONS OF FOWL WERE
KILLED IN AN UNSUCCESSFUL
ATTEMPT TO WIPE IT OUT, AND IT
REAPPEARED IN 2003.
As has been observed in the U.K. the reliance on ‘just
in time’ supplies of PPE from Asia, when a ‘pandemic’
is a global issue, and where the last outbreaks have
centred on Asia, appear to be a classic case of poor
planning. But given the long period of time that this
covers, the blame lies with political parties from all
sides of the spectrum.
Some of the facts and points raised in the book
and Afterword raise both questions and eyebrows,
throwing some light on the reasons for the policy
responses in various countries as the current
coronavirus spread.
Bearing in mind that the book was written between
16 years and 2 years prior to the COVID19 outbreak,
I have collated his recollections and projections and
included most of them because, while some are
off the mark, others are amazingly prescient, and
feel like they could have been written today, and
help to explain a lot of reactions from the various
authorities to the current pandemic. What follows is
an abbreviated and annotated summary of Barry’s
observations:
Between 1959 and 1997 only two people suffered
documented infections by avian viruses and neither
died. In 1997 an HN51 avian influenza virus (Bird Flu)
in HK killed 6 of the 18 people infected. Millions of
fowl were killed in an unsuccessful attempt to wipe it
out, and it reappeared in 2003.
Since then HN51 and the more recent H7N0 avian
virus have been infecting humans at increasing rates:
2,342 cases of whom 1,053 have died (45%). The
fatality rate is high as both viruses bind only to cells
deep in the lung making the starting point for the
disease viral pneumonia.

Almost all victims were infected by direct contact
with birds but every time the virus infects a person,
it has the opportunity to develop to bind to human
cells in the upper respiratory tract, as per seasonal
flu viruses. This would allow it to pass from person to
person, in effect it would have jumped species.
In 1918 such a virus (influenza) did infect humans.
Whilst not settled, there is evidence that 7 of the
8 segments of the 1918 virus are of avian origin,
and the virus jumped species to humans after a
reassortment with another virus where it acquired a
human hemagglutinin gene, allowing it to bind to us.
In 1918, the world population was 1.8bn, and the
pandemic probably killed an estimated 50-100 million
people. Today the world population is circa 7.6bn and
a comparable death toll today would be roughly 150 –
425 million. Modern antibiotics would likely slash the
toll from secondary bacterial infections, possibly by
half (So you can understand the fear in Governments
at the outbreak of COVID19 and the ‘flattening the
curve’ rhetoric).
A severe influenza pandemic could hit like a tsunami,
inundating intensive-care units even as doctors
and nurses fall ill themselves. This could push the
health service to the point of collapse. Hospitals
have become more efficient at cutting costs, which
means virtually no excess capacity. During a routine
influenza season, usage of respirators (in the USA)
rises to nearly 100%; in a pandemic, most people
needing a mechanical respirator probably would not
get one.
In the event of a particular secondary bacterial
invader, perhaps resistant to antibiotics, shortages of
needles, bags to hold IV fluids, etc could easily render
a lot of the medical advances since 1918 moot.
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Disease impact would ripple through the economy
with disastrous effect. With everyone from air traffic
controllers to truck drivers out sick, just-in-time
inventory chains might collapse, while schools
and day-care centres might close for weeks.
(Technological evolution has overtaken Barry’s
concerns on internet ‘last mile’ connectivity and
working from home, and ‘vital’ or ‘front line services’
have been maintained very well).
With the emergence of H5N1, the inherent threat
of the scenario above caught the attention of large
companies and Governments; businesses began
working on supply chains and continuity plans,
governments in developed countries began pouring
money into pandemic preparedness, including
basic research, vaccine production, and drug
stockpiles. They also looked at non-pharmaceutical
interventions (NPIs) – what to do without drugs.
This brought together people from backgrounds
in history, laboratory science, public health,
international relations, mathematical modelling
and politics. (Barry worked for several years on the
projects). Planners had prepared for things such as
a Cat 5 hurricane but were thrown off-balance by
the 2009 H5N1 swine flu outbreak. This mildest ever
pandemic still taught them new lessons, including a
rethink of NPI policy.
The 2009 pandemic killed ‘only’ an estimated
150,000-400,000 worldwide, with about 12,000
US deaths. The average age of victims was only 40
(80% under 65), whereas seasonal flu outbreaks see
up to 650,000 deaths in the 65+ bracket. But this
experience should reassure no one. Where are we
now (2009) and what are the lessons?
It’s worth understanding the commonalities of the
pandemics we have information on: 1889, 1918,
1957, 1968, and 2009.
All five came in waves. Some investigators think
the 1918 virus circulated in humans for several
years before mutations allowed it to spread easily.
The 1889 pandemic virus did follow this pattern,
generating 2 ½ years of sporadic outbreaks around
the world, including London, Berlin and Paris, before
becoming a full pandemic in the winter of 1891-92.
The 1968 pandemic gave us the H3N2 virus and this
has continued to cause the most severe disease of
several circulating influenza viruses ever since. This
virus mutates rapidly prompting an official to quote
“When you’ve seen one influenza season, you’ve
seen one influenza season”.

THE 2009 PANDEMIC KILLED ‘ONLY’
AN ESTIMATED 150,000-400,000
WORLDWIDE, WITH ABOUT 12,000
US DEATHS. THE AVERAGE AGE OF
VICTIMS WAS ONLY 40 (80% UNDER
65), WHEREAS SEASONAL FLU
OUTBREAKS SEE UP TO 650,000
DEATHS IN THE 65+ BRACKET.
There is an answer to all this: a universal vaccine that
works against all influenza viruses (the current aim
in 2020). Current vaccines target hemagglutinin,
the antigen most exposed to the immune system
(looks like the head of a broccoli). Unfortunately,
these vaccines target the head portion, which
mutates rapidly, and often without interfering
with the functioning of the virus, which is why
influenza vaccines are not particularly efficacious.
Effectiveness between 2003 and 2017 ranged
from 10% to 60%, though still preventing millions of
cases and thousands of deaths. Other parts of the
virus, the stalk, are ‘conserved’ and shared by most
influenza viruses. Current vaccine research is trying
to incite the immune system to go after the stalk, for
obvious reasons, which would be the ‘holy grail’.

If a universal vaccine was easy to develop, it would
have been done by now. However, it has not been
helped by a lack of funding and resources (though
not anymore!). Note, prior to the emergence of
H5N1 the US was spending more money on the
West Nile virus that killed 294 in its worst year than on
Influenza which was killing some 56,000 Americans
p.a. That has changed now and significant progress
to a universal vaccine has been made.
ASIDE FROM VACCINES, HOW PREPARED ARE WE
FOR A NEW PANDEMIC?
The good news: The WHO and governments have
developed a good surveillance system. The problem
is it is incomplete and dependent on government
cooperation. In 2003, the system did pick up SARS,
which was originally thought to be a new influenza
virus and contained it. But SARS was easy to contain.
As it was, the world was put at risk by China, which
allegedly initially lied and hid the disease. China is now
better prepared but it is still not fully transparent.
Whilst surveillance matters, giving early warning
and allowing a vaccine hunt to begin, the vaccine
itself is the main defence against pandemic. Time
is important, even a few weeks can make a massive
difference.
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Investment has gone into better and faster vaccine
manufacturing technologies. Technology has
moved from a slow and unreliable method where
the vaccine was grown in eggs, but since 2009,
to better and faster technologies. One grows the
vaccine in mammalian cells and the second uses
recombinant molecular biology techniques, inserting
the hemagglutinin antigen into an entirely unrelated
virus, then grows that virus in insect cells.
Even under a best-case scenario, using new ideas,
it will still take months to deliver large quantities
of vaccine. Furthermore, much of the US vaccine
supply comes from outside the country. In a lethal
pandemic, would a foreign government allow its
export before protecting its own population?
Several anti-viral drugs (oseltamivir and zanamivir)
can help to lessen the severity of an attack, but there
are signs of resistance developing.
What else can be done? In the past several years
governments have looked at NPIs – ways to mitigate
the pandemics impact using public health measures.
No easy answers exist.
The virus is airborne, it is primarily inhaled, but it can
also survive or most surfaces for varying periods of
time (as we have found this time). The only way to
avoid it is to completely isolate oneself from society
for the 6 to 10 weeks an outbreak takes to burn itself
out. That (Barry says) is unfeasible. So NPIs will have
limited usefulness (obviously we’ve gone ahead with
these policies during COVID19).
Modelling of the 1918 pandemic suggests that
‘layering’ several interventions – most of them ‘social
distancing’ – would stretch out the length of the
pandemic and ease the strain on the health care
system (Again, we can see the advice here being
followed for the current pandemic).
The data for 1918 shows no benefit of quarantine
unless strictly enforced. This data was gathered from
US army camps of the period.

SEVERAL ANTI-VIRAL DRUGS
(OSELTAMIVIR AND ZANAMIVIR)
CAN HELP TO LESSEN THE
SEVERITY OF AN ATTACK, BUT
THERE ARE SIGNS OF RESISTANCE
DEVELOPING.
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Closing borders would be of no benefit either. It
would be impossible to shut down trade, prevent
citizens from returning to the country etc. That
would shut down the entire economy and magnify
any supply chain problems – including health-related
goods (PPE!). Barry’s statistics suggest that 90%
efficiency of a border closure delays the pandemic
by a few weeks, and a 99% efficient closure by about
a month. (Obviously, governments have put the
economies into an induced coma, thereby causing
a demand and supply shock. They now need to
resuscitate the patient and hope that not too much
damage has been done).
That leaves the individual the task of washing their
hands (we’ve heard that one and it still seems a key
defence!). He says, discipline on this across society
does make a large difference. Surgical masks are
next to useless except in very limited circumstances.
Putting a mask on a sick person is most effective as
it contains droplets otherwise expelled. N95 masks
for professionals do help, assuming they are worn
properly (This seems in line with current guidance).
Other recommendations are simple. Keep sick
children away from school and sick workers at home.
Exercise ‘cough etiquette’ – cough and sneeze into
your elbow and not the hands. Use of telecommuting
is sensible, where viable.
In a truly lethal pandemic, authorities might take
more aggressive steps – closing theatres, bars,
restaurants and maybe banning sports events (the
actions of current Governments in these areas will
be the subject of scrutiny and argument for years, I
suspect).
The most controversial NPI is closing schools. The
argument for closure is that children are careless
with regards cross-contamination protocol. They
spread it amongst themselves and then on to adults.
However, closing schools places an economic burden
on working parents, as it has to be sustained for
weeks. This might make sense in a lethal pandemic,
but not in a mild one.
Data from 1889, 1918 and 1920 undermines
the belief that children are ‘super-spreaders’ of
influenza. It showed that the first cases in 80-85%
of households were adults. The data also suggested
that it was adults who spread the disease to children.
CDC investigators, when presented with this said,
‘I don’t believe the data’ even though the data was
collected by solid epidemiologists.
Finally, for NPIs to be effective the public has to
comply with recommendations and sustain this
for a period. That will be difficult. Surveillance and
monitoring of the virus remain critical throughout.

Problems presented by a pandemic are immense,
but the biggest problem lies in the relationship
between governments and the truth! This requires
political leaders to understand the truth and then to
be able to handle the truth. The lesson from 2009 is
that too many governments were incapable of doing
this.
Most governments worldwide had prepared plans for
a pandemic, as did the WHO. They were reasonable
plans and tried to limit the role of ‘personality’ by
laying out explicit steps. Too many political leaders
ignored the plans (Mexico, China, Egypt, France all
made irrational moves). Emotion is not the absence
of reason; emotion corrupts reason. The human
factor, the political leadership factor, is the weakness
in any, and every, plan.
There was real terror afoot in 1918 as the
randomness of death hit home. So did its speed. But
it was public officials and the media that helped to
create that terror, not by exaggerating the disease
but by minimizing it – by trying to reassure. The
dominant lesson from 1918 is that governments
need to tell the truth in a crisis. Current fads for ‘risk
communication’ imply managing the truth.
Terror rises in the dark of the mind. Horror movies
build upon fear of the unknown, the threat we cannot
see and cannot hide from. But once the monster
appears, the terror diminishes. Fear remains but the
edge of panic from the unknown dissipates. The
power of imagination dissipates.
In 1918 the public could trust nothing and so they
knew nothing. Society is ultimately based on trust.
As trust broke down people became alienated from
each other and authority (this perhaps starting to
happen in the USA during COVID19).
So, the final lesson of 1918, a simple one yet one
most difficult to execute, is that those who occupy
positions of authority must lessen the panic that can
alienate all within a society. Society cannot function if
it is every man for himself.

Graham Pattle

E: graham.pattle@outlook.com
Published June 2020

(Copyright © John M. Barry, 2004, 2005, 2009,
2018. Barry, John M. The Great Influenza. Penguin
Publishing Group.)
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We have seen many countries implementing partial or total lockdowns
that went on for weeks. During this period, we saw demand destruction as
“consumers” were not allowed to leave their homes and many lost their
jobs without any government assistance. Demand destruction was across
the board and fuel was one of the most affected ones.
As global economies were affected, currencies were displaced from their
“traditional” bands and some took a great fall like the Brazilian Real. Brazil
is having to deal with the virus and the internal politics. The dispute for
power in Brazil is magnified via the media which is also
divided and dividing politics/population in how to deal
with the virus. Anyway, at time of writing the Real is at
R$ 5,33 down 25% so far this year (but has been worse
i.e. R$ 6,00 in mid-May).

SUGAR, THE VIRUS
& THE FUTURE
Sugar producers across the world, like many other
sectors were not prepared for Covid-19. Many
governments had to step in to control what was
seen as a deadly virus which would bring long term
impact, one way or another.

All these are the harsh facts that caused demand to
drop and confidence to be shaken.
We just ended the April/March 2019/20 period in a
deficit, estimated at 11,7 mln m/t R.V.

We are still in the Oct/Sept 19/20 period (different
companies look at different periods) and the S&D is
reflecting some new crops like Brazil CS. For the Oct/
Sept 19/20 period we estimate a small surplus of
less than 2 mln m/t R.V. We are also taking into consideration some sugar
demand destruction during April/June 2020.
The long term for Sugar is the fact Ethanol demand and prices in Brazil
plummet and millers which were likely switching 40% of their cane juice to
sugar will likely do more. Current estimates range from 45% to 50% and in
terms of industrial capacity is feasible. Current crop estimates range from
35,6 to 41 mln m/t.
Ethanol prices in Brazil are trading at a discount to Sugar. It has been worse
(high 7’s) but remains weak at high 8’s so with Sugar trading around UScts/
lb 10/12, millers will still look to maximize sugar production, to the point
sales are not easy and cash flow starts being an issue. So, Brazil CS crop
produced 26,7 mln m/t last year and we are wondering if the world needs
Brazil producing 8,9 to 14,3 mln m/t more? We don’t think so! Maybe half
would be fine.
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WE ALSO SEE MEXICO AND THE
USA IMPROVING FROM THEIR
POOR CROPS LAST YEAR AND WILL
CONTRIBUTE WITH A COMBINED
1,8 MLN M/T HIGHER SUGAR
PRODUCTION.
The rise in sugar production and therefore a drop in
Ethanol production, would not be a major issue for
the Brazilian Ethanol S&D, given the carry over and the
lower demand.
India is also expected to improve next crop, depending
on the coming monsoon which is expected to be OK.
India may end up producing 27,2 mln m/t this year
and may rise to 31/32 mln m/t next year. Indian Sugar
exports for Oct19/early May20 reached 4,4 mln m/t
and 3,7 mln m/t were locally produced sugars (not
tolled sugars) out of the 6 mln m/t export program.
Indian Millers are seeking a higher Minimum Domestic
market price so will the Gov “help” once again to get
“extra production” into the World Market?
It seems likely.
We also see Mexico and the USA improving from
their poor crops last year and will contribute with a
combined 1,8 mln m/t higher sugar production.
As we move into April20/March21 Sugar S&D we see
a potential surplus of 8,6 mln m/t R.V.
Elsewhere in the world we are not expecting a better
EU crop, at least not yet. Total EU area is expected to
be marginally down and the weather in the EU has
been drier than normal.
We also expected the CIS to produce less, with lower
acreage and lower Agri/sugar yields. The last crop was
fantastic for Russia and unlikely to be repeated.

Thailand is also not expected to recover much from a
very poor crop last year (75 mln m/t down from 131
mln m/t of cane). So far, the rainfall has been poor and
it is likely they lost some acreage but the jury is still out.
Central America and Colombia are also not expected to
divert too much from the last crop production.
Sugar prices tend to depend on production (weather
and economics) and demand (GDP, population and
behaviours) and what we seem to have in the short
term is an incentive to maximize sugar in Brazil and a
“partial” demand destruction.
As lockdowns are lifted and people start moving and
producing, they will consume more and fuel and sugar
will be some of the commodities which will see better
days.
We need to watch the Real (export parity) Crude
(gasoline prices) and demand (end of lockdowns and
better economic activity) to see how Ethanol prices
and demand will improve in Brazil and how fast millers
may adjust their Sugar Mix.
The April/March 19/20 deficit allowed for Sugar
stocks to be drawn down (+/- 9 mln m/t), as it
affected largely the world market with reduced exports
from exporters and higher imports from importers.
We see April20/March21 Sugar S&D in a surplus
perhaps as high as 8,6 mln m/t but with downside,
to as low 4 mln m/t, depending on economic activity,
as well Ethanol demand in Brazil and the weather
among sugar producing nations.

Alberto Peixoto

E: albertopeixoto@apcommodities.london
T: +44(0) 7570 714 981
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ADM Investor Services International Limited (ADMISI) is a full service multiasset brokerage company with an 106-year corporate history in London and
extensive experience in the international investment markets, offering clearing
and brokerage services into all major investment markets.

PRODUCTS AND SERVICES

COMMODITY MARKETS
As one of the world’s leading food processers, we have a wealth
of expertise in agricultural markets. This is supported by
extremely experienced and professional teams in each of the
main fields of the industry: energy, metals, grains, sugar, coffee
and cocoa.
FOREIGN EXCHANGE
With a traditional voice desk and state of the art technology
driving ADMISI FX’s online offering, you will have access to fast
execution, low latency and deep liquidity in over 130 crosses.
Whether you trade spot, forward, swaps or NDFs, ADMISI FX
will have a solution for all your currency trading needs.
GLOBAL INVESTMENT BROKING
Our 24 hour trading desk is there to support all client
trading through the time zones in all the markets throughout
the year.
CLEARING/STRAIGHT THROUGH PROCESSING
Our highly experienced and professional team supports
all aspects of clients’ accounts from execution through to
settlement. We value our clearing and settlement capabilities
as a core competency for ADMISI.
EQUITY MARKETS
As members of the London Stock Exchange, we have a highly
knowledgeable and energised securities group to meet your
requirements.
MARKET COMMENTARY AND INFORMATION
We are able to call on a global network of market commentary
covering all topics of the business, which can be found on our
website, or delivered by email or hard copy as you require.
ELECTRONIC TRADING
PLATFORMS/DIRECT MARKET ACCESS
ADMISI is able to provide access to the most dynamic trading
systems in the industry in futures, options, FX, CFDs and
equities.

At ADMISI, we provide a full brokerage service that includes
clearing and brokerage into all major investment markets and
exchanges. We provide our customers access to an extensive
range of investment opportunities.
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