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COMMODITY MARKETS: AN OVERVIEW

• Definition of commodities and global markets

• Role of supply–demand dynamics

• Price volatility and global economic cycles

• Importance for developing economies
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Definition of commodities and global markets
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Role of supply–demand and stock (inventories) dynamics
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Price volatility and global economic cycles
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Price volatility and global economic cycles

Implied volatility (IV) is the market's forecast of a security's future price movement, derived from its option prices. It's a 

forward-looking measure that indicates the expected magnitude of price fluctuations over a specific time, often 

expressed as a percentage. Higher IV suggests the market expects larger price swings, while lower IV indicates more stable 

expectations, and it is calculated using an option's current market price within an option pricing model.
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Importance for developing economies



COFFEE AS A GLOBAL COMMODITY

• One of the most traded agricultural commodities

• Two main species: Arabica and Robusta

• Complex global value chain

• Value Distribution in the Supply Chain
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Coffee, one of the most traded agricultural commodities
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Coffee, one of the most traded agricultural commodities
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Two main species: Arabica and Robusta
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Two main species: Arabica and Robusta
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Complex global value chain
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Value Distribution in the Supply Chain
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Value Distribution in the Supply Chain



CLIMATE CHANGE & PRODUCTION SHIFTS

• Macro climate factors: El Niño and La Niña

• Higher climate risks: droughts, frosts, irregular rainfall

• Impact on yields, quality, and farmer livelihoods and prices
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Macro climate factors: El Niño and La Niña

El Niño and La Niña are opposite phases of El Niño-Southern Oscillation (ENSO), a

climate pattern in the tropical Pacific Ocean that affects global weather. El Niño is the

"warm phase," characterized by warmer-than-average sea surface temperatures and

weaker trade winds, which often leads to increased rainfall in the central and eastern

Pacific. La Niña is the "cool phase," with cooler-than-average sea surface temperatures

and stronger trade winds, leading to more rainfall in the western Pacific and less in the

eastern Pacific.
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Macro climate factors: El Niño and La Niña
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Higher climate risks: droughts, frosts, irregular rainfall
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Between 2020 and 2024, shifting temperature and

precipitation patterns negatively impacted coffee

production due to increased droughts, floods, and

temperature extremes. These climate anomalies led to

reduced harvests in major producing countries like

Brazil and Vietnam, contributing to higher global

coffee prices. Changing weather patterns also made

coffee plants more vulnerable to pests and diseases

like coffee leaf rust, which spread more easily in warm

and humid conditions.

Higher climate risks: droughts, frosts, irregular rainfall
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Key impacts on coffee production (2020-2024)

Brazil:

Experienced severe droughts and frosts, which significantly damaged crops and led to lower yields.

Vietnam:

Suffered from drought, causing a more than 10% decrease in coffee production in 2023 compared to the previous year.

Ethiopia:

Experienced erratic rainfall and prolonged droughts, causing fluctuating yields in different growing regions.

Pests and diseases:

Warmer temperatures and increased humidity favored the spread of pests and diseases, such as coffee leaf rust, which are now a

major threat.

Reduced suitable land:

Scientists have warned that climate change could reduce the amount of land suitable for coffee growing by up to 50% by mid-

century.

Supply chain disruption:

The combination of these factors created supply constraints and drove up global coffee prices.

Higher climate risks: droughts, frosts, irregular rainfall
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Contributing factors

Rising temperatures:

Higher temperatures can accelerate the ripening process of coffee cherries, leading to lower yields and quality.

Erratic rainfall:

Both excessive rainfall and prolonged droughts disrupt the natural cycles coffee plants need to thrive. Consistent rainfall is ideal, but 

the timing and amount have become unpredictable.

Extreme weather events:

Climate change is increasing the frequency and intensity of extreme events like frosts and severe droughts, which can devastate crops 

in a short period.

Higher climate risks: droughts, frosts, irregular rainfall
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Higher climate risks: droughts, frosts, irregular rainfall
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Higher climate risks: droughts, frosts, irregular rainfall
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Brazilian coffee frost causes reduced supply, leading to

higher global prices and significant damage to coffee

plants, sometimes forcing producers to prune heavily or

replant, which can take years to recover. The extent of

the damage depends on the frost's intensity, with black

frost causing more severe, long-term harm than white

frost. Consequences include lower export volumes,

increased costs for roasters, and a potential impact on the

next harvest's yield due to damage to buds .

Higher climate risks: droughts, frosts, irregular rainfall
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.Brazil's droughts have led to reduced coffee harvests,

higher global coffee prices, and lower quality beans.

These effects result from damage to coffee plants, which

decreases crop yields and leads to lower stockpiles,

causing the price of green coffee beans to rise

significantly. Consequently, this affects consumers

through higher prices and may force businesses to seek

cheaper alternatives or innovate.

.

Higher climate risks: droughts, frosts, irregular rainfall
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.Floods, hurricanes, and other natural disasters

severely impact Central American coffee production

by destroying farms, causing landslides, eroding soil,

and damaging infrastructure. Heavy rainfall can wash

away fertile soil on steep slopes ideal for coffee

cultivation, and storms can lead to crop loss and

significant economic damage, affecting both large-

scale production and smallholder farmers who often

lack the resources to recover.

.  

.

Higher climate risks: droughts, frosts, irregular rainfall
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.Typhoons in Vietnam's coffee-growing regions can

lead to increased coffee prices due to potential crop

damage, delayed harvests, and reduced supply.

While some storms may only cause minor issues like

fallen cherries, heavy rains can affect quality and

disrupt the harvest schedule. These impacts,

compounded by other climate challenges like

drought, create instability in the global coffee

market, especially for robusta.

.

.

Higher climate risks: droughts, frosts, irregular rainfall



GLOBAL CONSUMPTION TRENDS

• High consumption in Europe, North America, Japan

• Emerging markets: China, South Korea, Middle East

• Specialty coffee driving demand for quality

• Rise of out-of-home consumption and new coffee cultures
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.

High consumption in Europe, North America, Japan
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.

High consumption in Europe, North America, Japan
Emerging markets: China, South Korea, Middle East
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.

Specialty coffee driving demand for quality
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.

Specialty coffee driving demand for quality
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.

Specialty coffee driving demand for quality



36

Rise of out-of-home consumption and new coffee cultures
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.

Rise of out-of-home consumption and new coffee cultures
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.

Rise of out-of-home consumption and new coffee cultures



PRICE FORMATION & MARKET DYNAMICS

• ICE Arabica and London Robusta futures

• Hedging and risk management

• Contract price formation vs ICE price
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.

ICE Arabica and London Robusta futures
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.

ICE Arabica and London Robusta futures

Deliverable Origins
Mexico, Salvador, Guatemala, Costa Rica, Nicaragua, Kenya, 
Papua New Guinea, Panama, Tanzania, Uganda, Honduras, and 
Peru all at par, Colombia at 400 point premium, Burundi, 
Rwanda, Venezuela and India at 100 point discount, Dominican
Republic and Ecuador at 400 point discount, and Brazil at 600 
point discount.

Deliverable Locations
Exchange licensed warehouse in the Ports of New York, District, 
of Virginia, New Orleans, Houston, Miami, Bremen/Hamburg, 
Antwerp and Barcelona.
.
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.

ICE Arabica and London Robusta futures

Deliverable Origins
Any robusta producing country. No discounts/premium on 
origin level. Discount/premium on quality level only.

Deliverable Locations
Amsterdam, Antwerp, Barcelona, Bremen, Felixstowe, Genova-
Savona, Hamburg. Le Havra, Liverpool, London, New Orleans, 
Rotterdam, Trieste 
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Hedging and risk management
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Hedging and risk management
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.

Hedging and risk management
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Hedging and risk management

What do you mean by hedging?

Hedging is a risk management strategy to 

offset losses in investments by taking an 

opposite position in a related asset. The 

reduction in risk provided by hedging also

typically results in a reduction in potential

profits. Hedging requires one to pay money 

for the protection it provides, known as the 

premium.
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.

Hedging and risk management
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.

Hedging and risk management
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.

Contract price formation vs ICE price
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