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Arabica coffee prices have had a strong run in 2021, up 48%1, its highest level in 6?2

years. Last week coffee prices rose 33%2, (marking its highest weekly gain since February

2014 after the worst frost in 27 years struck key-coffee growing areas in Brazil.

Investors trimmed their shorts on Arabica coffee futures by 22% while long positions

rose by 1% over the prior month3.

 

Figure 1 – Historical comparison of Arabica coffee price versus net speculative

positioning

Source: Bloomberg, Commodity and Futures Trading Commission (CFTC), WisdomTree as of 28 July 2021. Please note:

stdv represents the standard deviation which is a measure of the variation of a set of values from its average.

Past performance is not a reliable indicator of future performance.

 

Extreme weather conditions in Brazil dampen the supply outlook

 

Brazil, the world’s largest producer and exporter of coffee, has faced extreme weather

conditions in 2021 which have lent buoyancy to coffee prices. Earlier in the year Brazil

suffered a historic drought which lowered the outlook for production in the current low-

yielding year (2021/22) as discussed here. However, the extreme dry weather conditions

in Brazil at the start of the year have been followed by extreme cold weather

conditions, the coldest since 1994 according to Rural Clima. This has led to damaging
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frosts at key plantations in Minas Gerais – a south-eastern inland state that produces

70% of Brazil’s Arabica beans. Frost has also hit northern Sao Paulo and Parana states. 

Coffee trees are extremely sensitive to frost. Even a small variation in temperature

tends to have a big impact on the level of damage done to the trees. Sub-zero

temperatures have resulted in defoliation of crops and even destroyed the youngest

plants that are very important for the harvest. Frosts in Brazil tend to affect the

production of the following year’s crop due to which concerns about next Spring’s crop

remain at the forefront. Initial estimates suggest 3-5mn bags may be lost, though some

predict that up to 10% of the 2022 crop (initially predicted to be at a record 68mn

bags) could be lost4. While the extent of the damage has not yet been determined, a

significant part of the crop has been adversely impacted. According to an initial

assessment by the Brazilian government’s food supply agency Conab, 11% of the total

arabica crop area has been affected to varying degrees. Another cold front is expected

to reach Brazil next week with additional threats of frost over the weekend according to

Maxar. 

 

Global coffee demand recovers as lockdown restrictions ease

 

World coffee demand is also picking up this year especially in the major consuming

markets with the covid-19 vaccine programmes generating a greater degree of confidence

among consumers. According to the International Coffee Organisation (ICO), shipments by

exporting countries to all destinations totalled 11.4mn 60-kg bags in April 2021,

compared to 11.29mn bags in April 2020. As a result, total exports over the first 7

months of coffee year 2020/21 amounted to 77.52mn bags compared to 74.49mn bags over the

same period in the coffee year 2019/20.

 

Conclusion

 

Although global consumption is increasing at a slower pace compared to global

production. We expect the ongoing prospects of lower production in Brazil in the current

low-yielding coffee year 2021/22 and a disappointing Brazilian crop next year in 2022/23

due to the frost conditions to shift the global coffee market into a deficit from the

current surplus paving the way for higher coffee prices. 

 

Sources:

1. Source: Bloomberg, from 31 December 2020 to 29 July 2021

2. Source: Bloomberg, from 19 July 2021 to 26 July 2021

3. Source: Commodity Futures and Trading Commission (CFTC): 22 June 2021 to 20 July

2021

4. Mercon Report, Bloomberg
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View the online version of this article here.
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Important Information

 

Marketing communications issued in the European Economic Area (“EEA”):         This

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

and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA:         This

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

regulated by the United Kingdom Financial Conduct Authority.

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

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

available on request. 

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

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

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

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

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

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

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

seeking independent investment, tax and legal advice. 

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

different interpretations. Any views or opinions expressed in this communication

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

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

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

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

appropriate prospectus and after seeking independent investment, tax and legal        

advice.

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

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

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

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

United States. 

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

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

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

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

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

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