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The return of the little boy is not only dreaded by the people around the world but has also caught attention 

of policy makers and economist of the different parts of the World. With the phrase “Little Boy” we are 

referring to the weather phenomenon popularly known as “El Nino”.  El Nino and La Nina are opposite 

phases of what is known as the El Niño-Southern Oscillation (ENSO) cycle. The ENSO is a scientific term 

which describes the fluctuations in temperature between the ocean and atmosphere in the east-central 

Equatorial Pacific. El Nino is a phenomenon in the equatorial Pacific Ocean characterized by a five 

consecutive 3-month running mean of Sea Surface Temperature (SST) anomalies in the Nino 3.4 region that 

is above the threshold of +0.5°C .The most commonly used region is the Nino 3.4 region and the most 

commonly used threshold is a positive SST departure from normal greater than or equal to +0.5°C. 

The oceanic and atmospheric phenomenon known as El Nino occurs in the Pacific Ocean when the western 

coasts of Ecuador and Peru experience unusually warm ocean conditions that cause climatic disturbances of 

varying severity. In a normal year, the warm waters are restricted to the western tropical Pacific, where 

temperatures are higher than the eastern waters of coastal Peru and Ecuador by more than 10 degrees 

Celsius. The air pressure is low over the warmer waters and moist air rises, resulting in the clouds and heavy 

rainfall typical of south eastern Asia, New Guinea, and northern Australia. In the eastern Pacific, the water is 

cold and air pressure is high, creating the characteristically arid conditions along coastal South America. In 

the east cold water rises to the surface as warm surface water is a pushed westward by the trade winds 

blowing from east to west. 

However, during El Nino, the easterly trade winds subside and sometimes change direction.  This causes a 

change in sea surface temperatures and changes in wind and pressure is observed. Sea surface 

temperatures along the western coast of South America experience a substantial increase while the warm 

water of the western Pacific flows back eastward.  As this happens, there is a shift in weather patterns. Wet 

weather conditions normal to the western Pacific move to the east and the arid conditions common in the 

east appear in the west. The shift in normal weather conditions can result in heavy rains in South America 

and droughts in southern Africa, south eastern Asia and India, as well as unusual weather to parts of North 

America. 
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Source : NOAA 

The picture above depicts the Nino 3.4 region on the world map and the bar graph indicates a time series of 

monthly SST anomalies for each NINO region (NINO 3, NINO 3.4, NINO 4). Thick line with closed circles 

shows observed SST anomalies and boxes show predictions by El Niño prediction model for next six 

months. 

 

 

 

 

 

 

 

 

 

Source: Google Images. 

 

 

 

 

 

Graphical Depictions of NINO Regions Model Prediction for NINO regions 

The picture shows how an El Nino brings changes to the various parts of the World. 
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The US Climate Prediction Centre (CPC) has increased the likelihood for emergence of an El Nino from 50 

percent to 65 percent in its latest update. ENSO neutral conditions have continued over the month of 

March’14 but above average SST developing over much of the eastern tropical Pacific and low level 

westerly wind anomalies were observed increasing the likelihood of an El Nino in 2014.  The Australian 

Bureau of Meteorology (ABM) too has estimated that there is 70% chance of El Nino emerging during the 

southern hemisphere winter. Although the El Nino–Southern Oscillation (ENSO) is currently neutral, surface 

and sub-surface ocean temperatures have warmed considerably in recent weeks, consistent with a state of 

rapid transition. It is due to this that the ABM now expects El Nino to emerge as early as July 2014. 

Despite the consensus, there remains a considerable uncertainty as to when El Nino will develop and how 

strong it may become. We must also note that an emergence of an El Nino does not necessarily mean that 

India is likely to face a drought. However, we must note that every time Indian Monsoons have been above 

average then in the following year monsoons in India are lower than normal. Apart from the Indian 

Meteorological Bureau which forecast a below normal rainfall, India’s meteorological agency “Skymet”has 

opined that there is a 40 percent chance that rainfall would be less than average and 25 percent probability 

of a drought. They expect that progression of the Indian Monsoon will be “staggered”. 

 

The Indian Meteorological Bureau (IMD) released its first official forecast yesterday with a note that Indian 

Monsoon will be dull this year, due to increasing probability of El Nino. As per the IMD report, the subsurface 

temperatures in the tropical Pacific have warmed significantly to the levels which are observed prior to an El 

Nino event. The Meteorological Department defines average, or normal, rainfall as between 96 percent and 

104 percent of a 50-year average of 89 cm for the entire season. The five category probability forecasts for 

the seasonal (June to September) rainfall over the country as a whole is given below-  

Category Rainfall Range  
(% of LPA) 

Forecast Probability 
(%) 

Climatologically Probability 
 (%) 

Deficit < 90 23 16 

Below Normal 90-96 33 17 

Normal 96-104 35 33 

Above Normal 104-110 8 16 

Excess  >110 1 17 

Source: IMD 

The Indian Meteorological Bureau will issue the update forecast in June 2014 as a part of second stage 

forecast. The June report would consist of separate forecasts for the monthly (July and August) rainfall over 

the country as a whole and seasonal (June- September) rainfall over the four geographical regions of India. 

 

Current Scenario 

 

Indian Meteorological Bureau  
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What is important for us is to know how the El Nino will affect agricultural commodities in India specially and 

the rest of the World. Weather anomalies in the past have bought large scale damages to the agricultural 

crops which are primarily weather dependant. In Brazil, heavy rains bought by El Nino can cut time available 

to harvest sugar and lowers the sucrose content in the plants. Palm oil production will be affected extensively 

in South East Asia with the emergence of El Nino. El Nino have brought damages to palm oil, cocoa, coffee 

and sugar crops in the world market and khariff crops in India. In India, crops like soybean, castor, guar, 

maize, cotton and sugar will be impacted on a large scale if El Nino results in a drought or drought like 

scenario in 2014-15. Soybean crop which was affected to irregular rains last year will suffer losses this year 

as well if the Central and Western India is left dry. Apart from this, guar which is a rain dependant crop grown 

in the north-western India will be extensively impacted by poor rains. 

 

Domestic scenario 

In India, we have seen that after every good year of monsoon the following year is affected by lower than 

normal rainfall. In the previous year 2013-14, the monsoon rains were above normal and lasted for a longer 

span of time than normal. Heavy rains in the major growing states of central and the western regions had 

reduced soybean production by almost 20 percent. A threat of deficit this year owing to El Nino has raised 

concerns over the production prospects of the oilseed for the coming year 2014-15.  

 

Particulars (Lakh Tons) 2012-13 2013-14 

Supply Side    

Opening Stock  (with farmers) 0.5 3.6 

Production  108 90 

Retained by farmers  10 10 

Marketable Surplus 98.5 83.6 

Consumption Side    

Arrivals till 31st March 69.5 57 

Crushing till 31st March 60.5 50 

Crops yet to arrive (April-Sept) 29 26.6 

Direct Consumption till March 1.8 2 

Stock with plants 7.2 5 

Total uncrushed soybeans as of 1st April 36.2 31.6 

Source: Private Sources, NB Research 

Looking at the supply demand scenario, we clearly see the drop in production in the year 2013-14 to 90 lakh 

tons compared to 108 lakh tons in the previous year 2012-13. This has inturn reduced the marketable 

surplus available for consumption by 15%. As a result of lower supply, we have seen how consumption has 

also fallen during the period Oct- March in the year 2013-14 if compared to the year before. India is left with 

approximately 31 lakh tons of soyabean for the remaining oilseed year ending in September 2014. 

SOYBEAN 

 

Indian Soybean Supply Demand Scenario 

 



 

 

El Nino & It’s Possible Impacts 

 April 25, 2014 

5 

However, the reduced pace of arrivals in the spot market have raised questions about the production 

estimates and there lies an increased possibility for a downward revision in production estimates going 

forward. Looking at the export scenario we clearly see that soy meal exports from India have fallen from the 

month of November till March on year on year basis. This is largely due to the disparity of Indian meal in the 

world market. However, the exports are still significantly big considering the drop in production this year. 

Severe competition and disparity to the world market has resulted in reduced exports to Japan, Vietnam and 

Indonesia. India is also losing its share in the Vietnam market due competition from other origins. Iran 

continues to buy Indian meal and remain the largest importer while France is also importing big quantities 

from India due to its preference of Non GMO soybean meal. 

Therefore, looking at the supply demand dynamics we find that supply scenario is going to get tighter as we 

move towards the sowing season. With reduced production, arrivals this season are lesser than normal and 

of poorer in quality. This made the processors scramble for good variety of seeds as result of which prices 

flared up. Presently too, farmer selling is slow and processors are not holding enough stocks keeping the 

sentiments in favour of the bulls. With such a backdrop, if the Indian monsoon fails to cheer the farmer in 

2014, then we would see soybean prices making new highs. 

 

U.S the world’s largest soybean producer is also facing a tight supply scenario in the current oilseed year 

2013-14. U.S soybean production in the year 2013-14 is expected to be close to 89.51 million tons up from 

82.56 million tons in the previous year. Despite the rise in production, the ending stocks are expected to the 

lowest in a decade owing to robust crushing and exports, particularly to China. Exports from U.S in the year 

2013-14 have risen by almost 20 percent to 43 million tons compared to the previous year. Crushing pace of 

soybean in U.S still remains robust as evident from the March crush of 153.84 million bushels, the highest 

crush in the month of March since 2001. 

With robust exports and domestic demand, U.S is likely to see a higher dependency on import of soybean 

from South America this season. U.S soybean import is expected to rise to 1.76 million tons in 2013-14 as 

compared to 0.98 million tons in 2012-13. Ending stocks for 2013-14 is expected to be 3.66 million tons 

down from 3.83 million tons in 2012-13. It is due to this supply demand dynamics that soybean prices on the 

Chicago Board of Trade rallied above $15 a bushel.  

What is a concerning factor is whether we would see demand rationing at higher prices or a slowdown in 

China’s appetite for soybean in the coming quarter. There is a higher probability of slowdown in imports from 

China. Chinese soybean processors are unable to cover their costs as outbreak of the bird flu has sapped 

demand for animal feed. There is a possibility of China’s Government Authority to sell their state reserves in 

the month of May-June adding to the large domestic supply. Negative crush margins coupled with large 

domestic supply owing to surge in imports makes us believe that there could be a possibility of lower 

soybean imports in the quarter ending June’14. However, the slowdown in imports will be temporary as the 

USDA still expects China to import 69 million tons of soybeans in 2013-14 as against 63.42 million tons last 

World Scenario 
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Particulars 
(MT) 

2011 2012 2013 2014 

Quarter1 10.97 13.27 11.52 15.34 

Quarter 2 12.74 15.78 16.01   

Quarter 3 13.99 15.26 18.27   

Quarter 4 14.93 14.08 17.62   

Total 52.63 58.39 63.42   

 

year. In the first quarter ending March’14, Chinas soybean imports totalled to 15.34 million tons up 33.15 

percent on a year on year basis. 

   

 

 

 

 

 

 
 
 
Source: NOPA, Reuters, NB Research 
 
 

Looking at supply demand scenario in the U.S, we look forward for tighter supply scenario as we move 

towards the end of crop season 2013-14 which will remain supportive for prices. We could get price 

corrections in between if China imports slowdown temporarily, though the long term trend remains bullish for 

prices.  

It will be very crucial to check on the developments on El Nino and “Indian Ocean Dipole” as they would 

give us a clue on the Indian Monsoon. Hence, looking at the scenario it is clear that if there is a deficit in the 

Indian Monsoon especially in the oilseed growing belt, it will affect yields and production of 2014-15 soybean 

crop. A drop in production will mean a second consecutive failure at a time of supply tightness will have 

cascading impact on soybean prices in the coming months. Bullish sentiments on the back of supply 

tightness and expectations of below normal rains are likely to take prices to the levels of Rs 5000 - 5300 per 

quintal in the medium term. 

 

Castor seed though is a drought resistant crop but it requires good soil moisture and sufficient showers for a 

good crop to mature. Over the last few months we have seen sharp movements in castor prices driven by 

both bullish and bearish sentiments. Prices rose very sharply during the period October - December’13 due 

to lower production of castor seed in the year 2013-14. However, lack of demand made it difficult for the bulls 

to keep the prices sustained at higher levels. As result of which prices gave up most of the gains made 

during the said tenure. 

A shift in acreage is also an added reason behind the lower production in 2013-14. Farmers in Gujarat and 

Rajasthan shifted their acreage to crops like soybean and guar as they found them lucrative due to higher 

prices. Untimely rains coupled with shift in acreage is responsible for the 25 percent drop in production in 

India which contributes about 90 percent of the world’s castorseed production. 

U.S Soybean Crush 

 

China Soybean Imports 

 

CASTOR 
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Looking at the demand aspect, majority of castorseed is used as castor oil and its derivatives primarily for 

export purpose. Of the total consumption of castorseed, 87.5 percent is meant for exports in form of castor 

oil and its derivatives. This clearly indicates that prices in the domestic market are driven by exports. The 

extraction rate is approximately 46 percent and the annual demand of oil and derivatives for domestic and 

exports are about 800,000 tons. This means to meet the said demand, 17.4 lakh tons of castorseed needs to 

be crushed annually. Now looking at the demand and supply scenario, we clearly see a tight supply 

scenario. 

 

Particulars (Lakh Tons) 2012-13 2013-14 

Carryover Stocks 8 6 

Production 14 9.5 

Total Supply 22 15.5 

Demand 16                 3.5 (Jan-March) 

Ending Stocks 6              12 (April- Jan) 

Source: Private Sources, NB Research 

 

Particulars (Tons) Figures  

Farmers 600000 

DEMAT Stock at Exchange 125000 

Non DEMAT hedgers 125000 

Others 350000 

Total Stock in the market 1200000 

Source: Private Sources, NB Research 

We have a mere 12 lakh tons to meet the demand for the remaining 9 months of the crop season, i.e. before 

the new crop arrives in the market. The main export season in India is from March till August post which 

demand from China, cools off with the arrival of its own castor crop. 

Castor sowing begins from the southern state of Andhra Pradesh by mid July followed by Gujarat and then 

lastly Rajasthan. Rainfall in these states will be a crucial factor to watch out for. Below normal rains in these 

states will affect the production of the oilseed in the year 2014-15 as well. This will again give the bulls the 

strength to ride the market in the months to come. Market participants should look to buy the July contract of 

castor seed in the range of Rs 4100-4000 for an upside towards Rs 4600 per quintal. 

 

 

 

Castor Supply and Demand Scenario 

 

Stock Scenario 
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Palm oil is an edible vegetable oil derived from the fruit of the oil palms. Palm oil is a common cooking 

ingredient in the tropical belt of Africa, Southeast Asia and parts of Brazil. Indonesia and Malaysia accounts 

for near 90 percent share in the total world production. Weather in these nations play a pivotal role in 

governing production and thereby the price of palm oil. 

Stock scenario coupled with production and exports are the leading factors to drive the sentiments of the 

market participants. Crude palm oil traded on the Bursa Malaysia is widely watched by the domestic players 

to gauge the price direction of the vegetable oil.  

In the first quarter ending March’14, Malaysia and Indonesia witnessed an excessive dry patch. In Malaysia, 

the northwest monsoon which arrives during the period November to March brings more rain than the 

southwest monsoon from June till September. However, the year 2014 was unusually dry as tropical weather 

system in the eastern part of country has moved far to the west of the Pacific Ocean. At that time, the 

atmosphere is very stable also causing less rainfall in the Peninsula and Sarawak regions. Malaysia received 

60-70mm of rainfall in the first two months of this year as compared to the normal 350-400 mm. However, 

the month of March brought some relief. The rains replenished the top soil moisture but the subsoil still 

remains dry and this is likely to impact the yields going forward. Malaysian refiners were cutting production 

with some plants running at their half capacity as two month drought reduced the availability of palm oil.  

Looking at the supply scenario in Malaysia, production during the period October- February has fallen on a 

month on month as well on a year on year basis. Stock scenario which was a major cause of concern last 

year has fallen tremendously over the time. From 2.62 million tons in December’12, it now stands at 1.68 

million tons in March’14. 

 

 

 

 

 

 

 
Source: MPOB 

 

The graphs above clearly illustrate the falling supply in the market in the year 2013-14 as compared to the 

previous year 2012-13. Now looking at the demand aspect of palm oil, we find that demand from India was 

reduced over the last two months. This is mainly due to spread between palm oil and other soft oils. Crude 

palm oil usually trades at a discount of $100-150 per ton to soybean oil but the recent rally in palm prices 

PALM OIL 

 

CPO Production in Malaysia  

 
CPO Stock Scenario in Malaysia 
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narrowed the spread significantly prompting buyers to switch to soya oil over palm oil. However, the months 

of May till July are expected to see an increase in demand from the major consuming countries like India, 

Pakistan and the Middle East owing to Muslim festival of Ramadan. 

Another crucial factor which needs to be given importance when we analyze the demand aspect is the 

biodiesel industry. Indonesia increased the biodiesel mandate thereby raising expectations of higher crude 

palm oil consumption. Indonesia’s government raised the minimum bio content in diesel to 10 percent and 

made it compulsory for power plants to blend gasoil with 20 percent biodiesel. It has also stated that the 

additional biodiesel demand created by the new mandate must be met by the local supplies and imports will 

not be allowed for this purpose. Lower prices of crude palm oil will attract more demand of crude palm oil for 

the biodiesel industry.  

In the past when an El Nino occurred in 2009-10, palm oil prices surged by almost 30 percent during the 

period May-September’09. Therefore, if an El Nino occurs then production in Malaysia which is at its peak 

during the period July- September will suffer and consequently we would see a sharper fall in production and 

thereby depletion of stocks. Hence, any dry phase in the coming months shall prove to be very bullish for 

prices and we could see crude palm oil prices on the Bursa Malaysia index rising to 2800-3000 Ringgits in 

the medium term. In the Indian market, prices are expected to touch Rs 600 per 10 kg in the coming months. 
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