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Cocoa'’s speculative flip

Cocoa has been the best performing commodity this year, with
London Cocoa having rallied by more than 30%. The move higher
would have seen producers breathe a sigh of relief, with farmers
suffering from low prices over 2017. So why the recent strength?

London cocoa managed money position (000 lots)
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Source: CFTC, Bloomberg, ING Research

Cover those shorts

Speculators held a record net short in London cocoa at the beginning of this year, with the
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managed money net short position standing at 62,570 lots. Expectations of a second consecutive
surplus in the global cocoa market this season, meant speculators were comfortable to
aggressively sell.

Lower prices have clearly led to a pickup in demand, with grinding data from Europe and Asia
showing robust growth, which would have offered some support to the market. The International
Cocoa Organization (ICCO) estimates that grindings will rise by around 2% over the 2017/18
season.

However the key driver for speculative short covering has been concerns over weather in West
Africa. The largest producer, Ivory Coast, is already expecting to see output fall from the record
2.01m tonnes produced last season. Cocoa arrivals at the port so far this season totals 1.43m
tonnes compared to 1.46m tonnes at the same stage last season, according to Bloomberg. This
gap is likely to widen as we move through the mid crop. Meanwhile, the second largest producer,
Ghana, has said that it looks increasingly unlikely that the country will hit its production target of
850k tonnes due to dry weather.

This concern has seen speculators flip their net short position to a net long of 17,011 lots as of the
13 March, and in fact this is also the first time since the end of 2016 that speculators have held a
net long position. Whilst weather has played a key role in short covering, it is also important to
bear in mind that speculators were significantly overextended to the short side earlier in the year,
and so it is no surprise that some moderately bullish news, has had a significant impact on the
market. The speculative net short made up a record 18% of total market open interest earlier in
the year.

Given that the shorts have largely been flushed out, means it is unlikely that we will see further
significant strength. Speculators are likley to be more reluctant to add fresh longs, especially when
you consider that for now the global cocoa market is still set to see a surplus of 105k tonnes this
season. However keep an eye on West African weather, as this expected surplus could shrink
relatively quickly.

London cocoa managed money position as % of total open
interest

30%
25%
20%
15%
10%
5%
0%
-5%
-10%
-15%
-20%

-25%
Jun12 Nov12 Aprl3 Sep13 Feb14 Jull4 Decl4 Mayl5 Octl15 Marl6 Augl6 Jan17 Junl7 Nov17

Source: CFTC, Bloomberg, ING Research

Snap | 19 March 2018 2



THINK economic and financial analysis

Author

Warren Patterson
Head of Commodities Strategy
Warren.Patterson@asia.ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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