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Low supply from Brazil gives sugar prices arush

Global white sugar prices started rallying in the beginning of August and had reached a four-and-a-half-year high of
$504 per tonne as on 17" of the month, up 28% on-year. Inclement weather is affecting sugar production in Brazil

and this, in turn, is expected to impact global supply in the upcoming sugar season (SS 2022; October 2021 to
September 2022).

Brazil, the largest sugar producer in the world, is expected to produce just 29 million tonne of sugar in SS 2022 as
against 41 million tonne in SS 2021.

Trajectory of sugar prices up to SS 2022
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Source: Industry, CRISIL Research

To be sure, prices are projected to rise up to March 2022 as global sugar supplies are expected to be in deficit
despite the third wave of Covid-19 gripping Australia, Europe and the US.

Prices are forecast to begin moderating from May 2022, provided better weather conditions prevail in Brazil at the
start of the new SS from April 2022.
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Indian exporters on a sugar high

With white sugar prices reaching $504 per tonne in August 2021, sugar exporters were able to earn Rs 37 per kg
without any subsidy (as against the domestic price of Rs 31-32 per kg) That has led them to sign export contracts
abowe the target of 6 million tonne set by the government for SS 2021, which ends in September

In fact, by end-SS 2021, India is expected to export over 7 million tonne of sugar.
Hence, there would be no subsidy provided by the government for the additional 1 million tonne.

That said, exporters have already entered into contracts to ship sugar for the next season without waiting for the
announcement of government subsidy, as it is now economically viable to export sugar even without the subsidy.
Hence, we do not expect the government to provide export subsidies to the sugar industry in SS 2022

Sugar exportsto be profitable without government subsidy in SS 2022
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Domestic sugar prices sweeten as well

SS 2021 is expected to close with an inventory of 7-8 million tonne, lower than the five-year average of 9.8 million
tonne.

In SS 2022, inventories are expected to deplete further to 6-7 million tonne as mills are expected to divert higher
amount of cane towards ethanol (with the government’s push to increase blending with petrol) and export 5-6
million tonne of sugar.

This is expected to trigger ~11% on-year price rise in the domestic market in SS 2022. S-grade prices that touched
Rs. 33/kg in August 2021 are expected to rise further in SS 2022. Domestic prices would also benefit on
expectation of lower inventories, with significant amount of cane likely to be diverted for ethanol blending with petrol
in SS2022.

Inventory depletion to lead domestic sugar pricesupwardsin SS 2022
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Severe weatherin Maharashtra could escalate domestic
prices

Rainfall in Maharashtra is a key monitorable for domestic sugar production and prices. Currently, over 20% of the
area under sugarcane in Maharashtra has been affected because of heawy rainfall.

Sugarcane is aresilient crop and so farmers do not expect a sharp decline in yields. However, if heawy rainfall
persists, sugarcane production in the state would plunge, further supporting the domestic price rally in SS 2022.
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