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Coffee volatility to linger

Coffee has had an explosive year due to the impact of drought and
frost on the Brazilian crop. Supply chain bottlenecks have also helped
push the market higher. There is plenty of uncertainty for the 2022
outlook; much will depend on rainfall over the Brazilian rainy season

Drought has hit coffee
production across
Brazil as this farmer in

" Sao Paulo knows all too
well

Brazilian woes

The old song may claim 'there's an awful lot of coffee in Brazil', but there's not so much this year.
Adverse weather across the country has had an impact on several crops including corn and sugar.
However, the impact on Arabica coffee has been significant, and that's pushed prices to the
highest levels since 2011.

Brazil has battled not only with frost this year, but also drought. There are concerns that large
areas of coffee trees were damaged which will have an impact on production next season.
Similarly, drought is also expected to weigh on the forthcoming harvest, although how much will
depend on precipitation levels over the rainy season.

The Brazilian 2021/22 coffee crop is complete and the latest estimate from the country's
agricultural agency, Conab, is that production over the season totalled 46.88m bags (60kg bags),
down 25.7% year-on-year. Dry weather weighed on the crop, while it was also the lower-yielding
year of the biennial cycle.
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There is plenty of uncertainty over the impact of both drought
and frost

For the 2022/23 season, while it will be the higher-yielding season, there is plenty of uncertainty
over the impact of both drought and frost. There are estimates suggesting that as much as 12m
bags of coffee could be lost in Brazil next season due to the conditions. However, in more recent
months, growing regions have seen higher than usual rainfall. This was particularly the case in
October. However, Brazil will need to see continued goof rainfall in the coming months to ease
concerns. The issue is that US forecasters see a 90% chance of La Nifia conditions over the
Northern Hemisphere winter and 50% through into spring. Generally, dry weather in Brazil is
associated with a La Nifia event. A lot of the strength we have seen in the market more recently
reflects these weather concerns.

Multi-year high coffee prices along with the weakness in the Brazilian real means that farmers in
the country are seeing the highest prices in local currency terms on record. However, many of
them would have sold forward and so are unable to take full advantage of the higher spot prices.
There have been reports of some farmers defaulting or wanting to renegotiate given the higher
prices. The high price environment also means that we could see increased plantings for coffee.
However, given that these take several years to develop, any increase there will not be felt for a
few years.

Logistics should improve

Like many other markets, coffee has been affected by supply chain issues. Covid-19 restrictions
have contributed to supply issues, while a lack of containers has pushed freight rates higher. This
has seen exchange inventories dropping from around 2.2m bags in the middle of this year to
around 1.6m bags currently, further supporting prices.

However, as we go into 2022, we expect supply chain issues to gradually improve which should put
less upward pressure on the coffee market. The key risk remains further strict restrictions in key
growing regions should see another hard wave of the coronavirus.

2021/22 global coffee deficit

The International Coffee Organisation estimates that the global coffee market saw a surplus of
1.97m bags in the 2020/21 season (October 2020- September 2021).

Consumption is estimated to have grown by 1.9% YoY to 167.7m bags and this is after having
fallen by 1.8% in the previous season. The fall in consumption last season was due to Covid-19
related lockdowns and the growth we have seen this year takes consumption back to pre-Covid-19
levels. While we still wait for what Omicron will throw at us, if most economies continue easing
emergency restrictions, then demand is likely to continue growing in 2021/22. Despite the smaller
Brazilian harvest this season, global production during the 2020/21 coffee year still edged higher
by 0.4% YoY to 169.6m bags.

For the 2021/22 coffee year, demand is expected to outstrip supply. This will be driven by a
combination of further growth in demand, along with a Brazilian crop weighed down by frost and
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possibly drought. However, much will depend on precipitation in the coming months. There are
some who are forecasting a deficit of as much as 7m bags. The expectation of a deficit in 2021/22
and the uncertainty on how big this deficit could be suggest that prices should remain well
supported.

ING forecasts

1022 2022 3gzz2 4022 FYzz
ICE &rahica Coffes (Uscib) 215 195 185 175 195
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