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Despite the strong performance across commodity markets, Arabica coffee futures
(Bloomberg Ticker: KC1l Comdty) have witnessed a dismal price performance since the start
of the year, down 4.81% (as of 4 March 2019). Following a similar price trend in 2017,
coffee prices have failed to benefit from the on-going risk-on environment as they have
been weighed down by the ample supply situation and the weaker Brazilian Real.

Figure 1: Agriculture sector - Price returns (1 February 2019 - 1 mMarch 2019)
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Source: Bloomberg, WisdomTree as on 4 March 2019.

Historical performance is not an indication of future performance and any
investments may go down in value. You cannot invest directly in an index.

Brazil accounts for a third of the world’s coffee output and has about one-quarter share
of the 1international export market. According to the Tatest estimates by the Brazilian
forecasting agency Conab (Companhia Nacional de Abastecimento), the Brazilian coffee
crop for the 2019/20 crop year is predicted to be 50.5-54.5mn bags, which is Tlower than
previous estimates. In comparison to last years record crop of 61.7mn bags, the latest
estimates point to considerable decline. However, a lot of this information is already
built into coffee prices because Arabica coffee crop if facing a Tower yield year in the
two-year cycle. Conab’s Tlatest crop volume estimates still constitute a record Tlevel in

a Tow yield year.
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According to the International Coffee Organisation (ICO), global coffee exports amounted
to 10.43mn bags in December 2018, compared with 10.33mn in December 2017. Coffee exports
in the first 3 months of the coffee year 2018/19 (October 2018 to December 2018) have
increased nearly 8.1% to 30.91mn bags versus 28.58mn bags in the same period last year
2017/18 as reported by ICO. The record high crop in Brazil flooded the -international
markets. While stronger growth in demand 1is expected to help reduce the surplus for
2018/19 by 1mn bags to 2.29mn bags, the excess in supply continues to weigh on prices
and we expect this to continue over the next few months.

According to the Sea Surface Temperatures (SST) anomaly readings, risks of an El Nino
have mostly dissipated, however recent December/January 2019 heat and dryness in Brazil
places downside risk to local production. Nonetheless 2019/20 coffee markets are Tlikely
to be balanced barring any weather-related supply disruptions.

Figure 2: Coffee Ending stocks, annual data in min bags (60kgs), 1982 - 2018
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Source: USDA, Bloomberg, wisdomTree.

Historical performance is not an indication of future performance and any
investments may go down in value. You cannot invest directly in an index.

Sentiment towards the coffee market remains weak evident from Figure 3. Net 1investor
positioning 1in coffee futures at -56,943 contracts has dipped more than 1-standard
deviation below its 5-year average underscoring the extent of pessimism towards the
coffee market.

Figure 3: Net Speculative Positioning (26 February 2014 - 26 February 2019)
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Source: Bloomberg, WisdomTree. CFTC: Commodity Futures Trading Commission.

Historical performance is not an indication of future performance and any
investments may go down in value. You cannot invest directly in an index.

From a technical perspective, coffee prices over the past year are trading 9% below

their 200 - day moving average (dma), an extremely bearish dindicator illustrated in
Figure 4.

Figure 4: Price performance (1 March 2018 - 1 March 2019)
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Source: Bloomberg, WisdomTree.
Historical performance is not an indication of future performance and any
investments may go down in value. You cannot invest directly in an index.

conclusion:

our outlook for coffee prices remains tilted to the downside barring any weather-related
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supply disruptions. However, coffee prices are trading at a steep discounts and any
weather-related supply outages could help coffee prices rebound owing to a swift short
covering rally Tike the price reaction witnessed in late September 2018.

Related blogs
+ E1 Nifio: the impact on agricultural commodities

+ Collateral damage on soybean market: price gap between US and Latin American prices wi

den
Related products
+ ETFES Coffee

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 dssued in jurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which 1is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree 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 1is 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 1laws 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 Tlegal 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 1in the
appropriate prospectus and after seeking independent investment, tax and Tlegal
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 1indirectly) into the
United States.

Although wisdomTree endeavours to ensure the accuracy of the content 1in 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 Toss arising from any use of this document or its contents.
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