Coffee @)

Market Report ORGANIZATION
May 2018

Prices for all coffee groups increased in May

In May 2018, the ICO composite indicator increased by 0.7% to an average of 113.34 US cents/Ib,
following three months of declines. Prices for all coffee groups rose in May 2018, though the largest
month-on-month increase occurred for Other Milds, which grew by 0.9% to 135.61 US cents/Ib. Global
coffee exports amounted to 10.18 million bags in April 2018, compared with 9.50 million in April 2017,
driven by an increase of 14.1% for Robusta shipments and 6.8% for Colombian Milds. World production
in 2017/18 is estimated 1.2% higher at 159.66 million bags with output expected to grow in eight of
the ten largest coffee-producing countries.

Figure 1: ICO composite indicator daily prices
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After falling in each of the last three months, the monthly average of the ICO composite indicator
rose by 0.7% to 113.34 US cents/lb in May 2018. The daily composite indicator ranged between
116.88 US cents/lb at the start of the month and 110.61 US cents/lb on 15 May before ending the
month at 114.90 US cents/Ib. While the monthly average is slightly higher than last month, it is the
lowest average monthly price for May since 2007 when the ICO composite indicator reached
100.09 US cents/Ib. From May 2008 to May 2017, the composite indicator price for May has averaged



142.33 US cents/lb, ranging between 119.91 US cents/lb in May 2016 and 227.97 US cents/Ib in May
2011. Despite the relative balance between supply and demand in the coffee market for coffee year
2017/18, the large crop anticipated in the coming months seems to be factored into current market
prices, which are lower than the fundamentals would suggest. However, the increase in May’s prices
compared to last month suggests that further downward movement is limited.

Figure 2: ICO group indicator daily prices
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Prices for all group indicators rose in May 2018. The largest increase occurred in the average price
for Other Milds, which grew by 0.9% to 135.61 US cents/Ib while Colombian Milds increased by 0.7% to
140.26 US cents/Ib. As a result, the differential between Colombia Milds and Other Milds decreased
by 6.1% to an average of 4.65 US cents/Ib. Similar to the composite indicator, the May 2018 average
price for Other Milds and Colombian Milds are the lowest since May 2007. Brazilian Naturals increased
by 0.7% to 119.57 US cents/lb in May 2018, which is the lowest average for May since 2009. The
monthly average Robusta price increased by 0.5% to 88.74 US cents/Ib, which is above the averages
for the same month in six of the last ten years. The average arbitrage in May, as measured on the New
York and London futures markets, rose by 4.5% to 42.65 US cents/Ib. Additionally, intra-day volatility
of the ICO composite indicator price increased by 0.8 percentage points to 4.8%.
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Figure 3: Arbitrage between New York and

London futures markets Figure 4: Rolling 30-day volatility of the ICO

composite indicator price
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World production in 2017/18 is estimated at 159.66 million bags, 1.2% greater than last year.
Arabica output is expected to decline by 4.6% to 97.43 million bags while Robusta production is
predicted to grow by 12.1% to 62.24 million bags. Production is expected to grow in all regions except
South America, which is estimated 6.1% lower at 70.59 million bags. Output from Africa is estimated
to rise by 3.2% to 17.66 million bags, from Asia & Oceania by 10% to 49.49 million bags, and from
Mexico & Central America, by 7.1% to 21.92 million bags. Production is expected to grow in eight of
the ten largest coffee-producing countries.

Figure 5: Coffee production
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Total exports in April 2018 grew by 7.1% to 10.18 million bags compared to April 2017. Robusta
exports saw an increase of 14.1%, while shipments of Colombian Milds grew by 6.8%. Total exports
for October 2017 through April 2018 were 1.2% higher than those for the same period one year ago.
While shipments of Colombian Milds were higher in April 2018, total shipments from October 2017 to
April 2018 were down 8.7% at 8.37 million bags. Exports of Brazilian Naturals reached 20.83 million
bags, which is 1% lower than in October 2016 to April 2017. However, Other Milds and Robusta exports
both increased in the first seven months of coffee year 2017/18 by 6.8% and 3.6%, respectively. As
presented below, shipments from three of the ten largest coffee producers declined during the first
seven months of the coffee year compared to one year ago.

Brazil, the world’s largest producer and exporter of coffee, increased its shipments of coffee by
4% in April 2018 compared to April 2017. However, its exports in the first seven months of coffee
year 2017/18 are 5.7% lower than one year ago, as it was an off-year of the biennial production cycle
for Arabica. This is attributed to a smaller total crop in 2017/18, estimated 7.3% lower than 2016/17
at 51 million bags. Increasing domestic consumption may also be contributing to the lower export
volumes. However, harvesting of its 2018/19 crop is underway with a larger crop expected given that
Arabica production will be in an on-year and weather has generally been beneficial.

Figure 6: Total exports from October to April
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In terms of volume, increased shipments from Vietnam for October to April more than cover the
shortfall in Brazil’s shipments during the same period. In the first seven months of coffee year
2017/18, Vietnam’s exports are estimated 17.3% higher at 17 million bags compared to one year
ago, and are the highest volume ever recorded for the period. After declining by 11.1% to 25.54 million
bags in 2016/17, Vietnam’s production is estimated at 29.5 million bags, recovering 15.5% in 2017/18.
The increase is attributed to plentiful rains as well as new trees coming into production.
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Colombia’s exports in April 2018 increased 3% to 0.9 million bags compared to the same month one
year ago, and its total shipments in the first seven months of coffee year 2017/18 declined by 9.2% to
7.62 million bags. Its output in 2017/18 is estimated 4.3% lower at 14 million bags due to excessive
rain and cloudiness. The smaller crop and strengthening of the Colombian peso against the US dollar
have led to the lower volume of exports in this coffee year.

Honduras’s exports increased in the first seven months of coffee year 2017/18 by 5.7% to
4.15 million bags. However, slowing demand has led to a decline in April exports, which reached
804,573 bags. This is 13.9% lower than the same month one year ago and 6.1% lower than in March
2018. The overall increase in exports is due to the larger crop in 2017/18, which is estimated
12% higher at 8.35 million bags in 2017/18. Vigilance against coffee leaf rust and new areas coming
into production have contributed to this growth.

Figure 7: Total exports for October to April
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In the first seven months of coffee year 2017/18, India’s exports increased by 15.6% to 4.02 million
bags. As domestic consumption remains small, much of the coffee produced in India is exported. In
2017/18, India’s output is estimated 12.3% higher at 5.84 million bags, though less rainfall and
excessive heat may keep the crop from reaching its full potential.

Compared to one year ago when shipments were relatively high, Indonesia’s exports declined by
23.4% to 454,328 bags in April 2018, which is similar to the decrease of 23.7% to 3.54 million bags
for the first seven months of coffee year 2017/18. Indonesia currently has limited availability of coffee
for export as it has just started harvesting of a new crop and domestic consumption has steadily grown
in the last few seasons. Its production is estimated to recover by 4.4% to 12 million bags in 2017/18
after declining 6.7% in 2016/17.

Coffee Market Report — May 2018 5



Shipments from Uganda have declined for the third consecutive month in April 2018, reaching
295,184 bags and are 9.3% lower than in April 2017 due to heavy rains that have hampered harvesting
in the recent months. However, total exports for October 2017 through April 2018 have reached
2.69 million bags, 4.1% higher than last year as a result of a larger crop in 2017/18, which is estimated
to increase by 2.8% to 5.1 million bags in 2017/18. Planting of improved varieties, more efficient
supply of farm inputs, and better agricultural extension services have contributed to the improved
yields and increase in output.

Peru’s exports for October 2017 through April 2018 increased by 3.5% to 2.18 million bags, while its
production is estimated 1.8% higher at 4.3 million bags as it continues to recover from an outbreak of
coffee leaf rust. Ethiopia’s exports for the first seven months of coffee year 2017/18 increased 19.6%
to 1.86 million bags while its output in 2017/18 is provisionally estimated 4.8% higher at 7.65 million
bags due to timely rainfall. Mexico has slowly been recovering from the devastation of an outbreak of
coffee leaf rust with government policies aimed at recovering production, such as planting new rust-
resistant varieties and financial packages for planting new trees and accessing technological assistance
and training. Its output is provisionally estimated 5.8% higher at 4 million bags in 2017/18. Mexico’s
exports in the first seven months increased by 19.7% compared to the same period one year ago,
reaching 1.72 million bags.
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Table 1: ICO indicator prices and futures prices (US cents/Ib)

ICO Colombian Other Brazilian
Composite Milds Milds Naturals Robustas = New Yoric

Monthly averages
May-17 125.40 151.41 150.00 131.21 98.36 135.45 90.35
Jun-17 122.39 146.12 143.22 123.71 101.95 128.18 93.11
Jul-17 127.26 152.51 149.66 129.19 104.94 135.71 96.03
Aug-17 128.24 155.15 149.88 131.93 104.52 138.11 94.89
Sep-17 124.46 151.47 146.56 129.67 99.18 135.95 89.69
Oct-17 120.01 144.26 140.71 124.55 98.39 131.00 88.38
Nov-17 117.26 144.09 140.90 124.28 91.33 129.96 81.46
Dec-17 114.00 141.62 137.42 121.47 87.59 125.25 78.30
Jan-18 115.60 143.77 138.81 123.67 88.65 127.65 78.90
Feb-18 114.19 141.50 136.28 120.83 89.24 123.82 80.38
Mar-18 112.99 139.45 135.03 119.80 88.18 121.66 79.86
Apr-18 112.56 139.29 134.34 118.76 88.31 120.17 79.36
May-18 113.34 140.26 135.61 119.57 88.74 122.50 79.85
% change between May-18 and Apr-18

0.7% 0.7% 0.9% 0.7% 0.5% 1.9% 0.6%
Volatility (%)
Apr-18 4.0% 4.2% 4.0% 5.0% 5.1% 5.2% 5.6%
May-18 4.8% 5.2% 4.9% 5.8% 6.0% 6.3% 5.9%
Variation between May-18 and Apr-18

0.8 1.0 0.9 0.8 0.9 11 0.3

* Average price for 2" and 3" positions

Table 2: Price differentials (US cents/Ib)

Colombian Colombian Colombian Other Other Brazilian New York*

Milds Milds Milds Milds Milds Naturals

Other Brazilian Robustas Robustas London*

Milds Naturals Brazilian Robustas

Naturals

May-17 1.41 20.20 53.05 18.79 51.64 32.85 45.09
Jun-17 2.90 22.41 44.17 19.51 41.27 21.76 35.07
Jul-17 2.85 23.32 47.57 20.47 44.72 24.25 39.68
Aug-17 5.27 23.22 50.63 17.95 45.36 27.41 43.22
Sep-17 491 21.80 52.29 16.89 47.38 30.49 46.26
Oct-17 3.55 19.71 45.87 16.16 42.32 26.16 42.62
Nov-17 3.19 19.81 52.76 16.62 49.57 32.95 48.50
Dec-17 4.20 20.15 54.03 15.95 49.83 33.88 46.95
Jan-18 4.96 20.10 55.12 15.14 50.16 35.02 48.75
Feb-18 5.22 20.67 52.26 15.45 47.04 31.59 43.44
Mar-18 4.42 19.65 51.27 15.23 46.85 31.62 41.80
Apr-18 4.95 20.53 50.98 15.58 46.03 30.45 40.81
May-18 4.65 20.69 51.52 16.04 46.87 30.83 42.65
% change between May-18 and Apr-18

-6.1% 0.8% 1.1% 3.0% 1.8% 1.2% 4.5%
* Average price for 2™ and 3" positions
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Table 3: World supply/demand balance

Crop year commencing 2014 2015 2016 2017 % change
2016-17
PRODUCTION 149 077 152 107 157 694 159 663 1.2%
Arabica 86 281 88432 102 176 97 426 -4.6%
Robusta 62 796 63 675 55518 62 237 12.1%
Africa 15964 16 338 17 120 17 663 3.2%
Asia & Oceania 45974 49 566 44 968 49 485 10.0%
Mexico & Central America 17 188 17 237 20 467 21924 7.1%
South America 69 951 68 965 75139 70 591 -6.1%
CONSUMPTION 151 828 155712 157858 159917 1.3%
Exporting countries 47 197 48 252 48 516 49434 1.9%
Importing countries (Coffee Years) 104 631 107 461 109342 110483 1.0%
Africa 10713 10926 11119 11238 1.1%
Asia & Oceania 32641 33628 34 680 35422 2.1%
Mexico & Central America 5237 5302 5239 5326 1.7%
Europe 50914 51674 51 860 52101 0.5%
North America 27 363 28934 29 564 29 851 1.0%
South America 24 960 25248 25398 25978 2.3%
BALANCE -2751 -3605 -164 -254

In thousand 60-kg bags

Table 4: Total exports by exporting countries

October-April

% change

2016/17 2017/18 % change

TOTAL 9504 10177 7.1% 69 781 70 647 1.2%
Arabicas 6 054 6240 3.1% 44 611 44 568 -0.1%
Colombian Milds 1008 1077 6.8% 9176 8373 -8.7%
Other Milds 2587 2583 -0.2% 14 395 15367 6.8%
Brazilian Naturals 2 459 2 581 4.9% 21040 20 828 -1.0%
Robustas 3449 3936 14.1% 25170 26 078 3.6%

In thousand 60-kg bags
Monthly trade statistics are available on the ICO website at www.ico.org/trade_statistics.asp

Table 5: Certified stocks on the New York and London futures markets

May-17 Jun-17 Jul-17 Aug-17 Sep-17 Oct-17 Nov-17 Dec-17 Jan-18 Feb-18 Mar-18 Apr-18 May-18
New York 1.65 1.70 1.73 1.86 2.03 2.15 2.17 2.23 2.24 2.14 2.21 2.26 2.28
London 2.87 2.81 2.63 2.52 2.52 2.19 2.20 2.09 1.79 1.52 1.37 1.32 1.34

In million 60-kg bags
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