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Coffee prices are trading at their highest level in 10 years and is the second-best

performing commodity Year to date (Ytd)1. A combination of a production shortfall in

Brazil (the world’s largest coffee producer) due to extreme weather conditions coupled

with supply disruptions should continue to propel coffee prices higher in 2022. 

 

Figure 1 – Commodity Futures Ranked Percentage Returns Year to Date

 

Source: Bloomberg, WisdomTree as of 8 December 2021

Historical performance is not an indication of future performance and any

investments may go down in value.

 

 

Lower inventory levels to keep prices vulnerable to supply shocks

 

The coffee harvest has a biennial cycle. This implies that a crop year with a good

harvest (the “on year”) will be followed by a crop year with a lower harvest (the “off-
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year”). The last crop in Brazil was disappointing not only because it was an off-year,

but Brazil also faced unfavourable weather conditions resulting in weaker supply. This

was evident from Companhia Nacional de Abastecimento’s (“CONAB”) latest estimate for

Brazil’s 2021/22 coffee crop, which is down 25.7% over the prior year3. As a consequence

of lower output, global ending inventories are expected to decline from 7.9mn bags to

32mn. The weaker forecast represents the lower availability of coffee for exports,

following weather setbacks to the 2021 harvest and logistical bottlenecks. Further

obstacles have emerged towards the latter half of 2021 in the form of elevated shipping

costs and high fertilizer prices, which are also likely to lend a tailwind to coffee

prices. According to the United States Department of Agriculture (USDA), Brazil’s coffee

exports are expected to slump by 12.45mn bags over the prior year to 33.22mn bags in

2021/224. A decline of that level would represent the largest decline in volume terms by

a distance and the sharpest fall in percentage terms at 27% since 1985/86. USDA has been

citing more cases of “defaults”, where coffee farmers failed to deliver pre-agreed

contracts on the physical market because of excessive hoarding of coffee beans amidst

the steep rise in prices. USDA also expects global consumption to rise by 1.8 million

bags to 165.0 million, with the largest gains in the European Union, the United States,

and Brazil.

 

Outlook for 2022/23 clouded in uncertainty

 

While the Brazilian 2022/23 coffee crop will be an on year (of the biennial cycle),

there is still plenty of uncertainty shrouding the outlook of the coffee crop. According

to Fitch, the La Nina5 weather phenomenon could cause further problems for the upcoming

crop. The arrival of the La Nina weather phenomenon, which tends to bring dryness in the

southern part of South America for the second consecutive year, has also dampened the

outlook for the coffee crop in the upcoming season. 

 

Conclusion

 

The supply tightness on the physical market has also pushed the front end of the coffee

futures curve into backwardation from contango, thereby yielding a positive roll yield

of 0.2% versus -1.4% a month back. Coffee stocks in the International Continental

Exchange’s (ICE) warehouses have declined further and currently find themselves at a 9-

month low of 1.78mn bags. Net speculative positioning in coffee remains 1-standard

deviation above the 5-year average underscoring the bullish sentiment towards coffee.

While the recent rise of the Omicron variant could threaten demand as countries decide

to restrain mobility, we believe the fast-spreading variant could also complicate

supply-chain disruptions and potentially drive Arabica prices higher.

 

Figure 2 – Net Speculative Positioning in Coffee Futures over the past 5 years
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Source: Commodity Futures Trading Commission, WisdomTree as of 7 December 2021

Historical performance is not an indication of future performance and any

investments may go down in value.
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View the online version of this article here.
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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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