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Coping with Volatility in the Coffee Value Chain
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Coffee markets: 
Volatile supply + stable demand + 
speculator trading = volatile prices 
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The best performing commodity this year 
so far
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Huge price movements this year so far
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But we have been here before too, coffee 
markets are notoriously volatile
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How much of this has been driven by the 
speculators ?
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They are an active bunch, and are 
influenced by macro as well as 

fundamentals
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For coffee, Brazil’s cyclical yield patterns 
as well as currency influence prices
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Hot and dry weather has led to sharp 
losses in Brazil’s Arabica crop
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The final yield loss will only really be 
known at the de-husking or harvest stage
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Until then, it’s a weather market, so 
expect volatility to continue

The longer term weather forecasts are pointing to drier than normal weather through to May
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Costs of production of coffee have been 
rising steadily
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The roya fungus issue has plagued 
Central American coffee production

0.00

2.00

4.00

6.00

8.00

10.00

12.00

14.00

16.00

2010/11 2011/12f 2012/13f 2013/14f 2014/15f

Mn bags

Mexico costa Rica Ecuador El Salvador Guatemala Nicaragua

Production by country



STRICTLY CONFIDENTIAL

Demand tends to be fairly stable, 
although the potential upside is huge

Global coffee demand vs growth Per capital consumption by country
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Price movements can prompt some 
consumer switching between coffee types

Global coffee demand vs growth
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World coffee supply/demand balance
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As we potentially move to a deficit, stocks 
will draw down, causing prices to rise 

higher
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So how do we cope with such 
uncertainty and volatility?
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Where we are now
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What Do We Mean By Volatility?
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Variance Versus Volatility
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Ways to Cope With Price Volatility

Do nothing and hope for the best.

Punt – try to pick the bottom of the top.

Let consumers, producers, or the tax payer bear the risk.

Understand your enterprises profit drivers.

Create an overarching risk management policy and strategy

Buy volatility

Use structures.

Diversify
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Buying Volatility
Vanilla Call Option

Contract: KCZ4 (at 193.00 
c/lb)

Expiry: 14 Nov 2014
Option Type: Call option

Strike: 220 c/lb
Cost: 24.00 c/lb
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Buying Volatility
Vanilla Put Option

Contract: KCZ4 (at 184.50 
c/lb)

Expiry: 14 Nov 2014
Option Type: Call option

Strike: 200 c/lb
Cost: 15.50 c/lb

Contract: KCZ4 (at 193.00 
c/lb)

Expiry: 14 Nov 2014
Option Type: Put option

Strike: 170 c/lb
Cost: 18.00 c/lb
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Buying Volatility
Reducing premium to be paid

Contract: KCZ4 (at 193.00 
c/lb)

Expiry: 14 Nov 2014
Option Type: Enhanced 

Average
Strike: 193 c/lb

Cost: 22.50 c/lb (vs 31 atm)
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Producer Structure
Trigger Reset

Contract: KCZ4 (at 193.00 
c/lb)

Expiry: 14 Nov 2014
Deal Type: Daily Trigger 

Reset
Expiry Double-Up

Cap: 170 / Reset Level: 230 
Cost: Zero
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Contacts / Disclaimer

Graham TRASK 
graham.trask@macquarie.com

Tel: +41 22 560 61 99

Mob: +41 78 742 01 69

Romulo SILVA
romulo.silva@macquarie.com

Tel: +41 22 560 6190

Mob:+41 78 607 2116

 This information has been prepared on a strictly confidential basis by Macquarie Bank Limited ABN 46 008 583 542 (“Macquarie”) and may neither be reproduced in whole nor in part, nor may any of its 
contents be divulged to any third party without the prior written consent of Macquarie. This information is not intended to create legal relations and is not binding on Macquarie under any circumstances 
whatsoever.  This information has been prepared in good faith and is based on information obtained from sources believed to be reliable, however Macquarie does not make any representation or warranty that 
it is accurate, complete or up to date. The information may be based on certain assumptions or market conditions, and if those assumptions or market conditions change, the information may change.  No part 
of this information is to be construed as a solicitation to buy or sell any product, or to engage in, or refrain from engaging in, any transaction.

 To the extent permitted by law, neither Macquarie nor its related bodies corporate (the “Macquarie Group”) nor any of its associates, directors, officers or employees, or any other person, makes any promise, 
guarantee, representation or warranty (express or implied) to any person as to the accuracy or completeness of this information, or of any other information, materials or opinions, whether written or oral, that 
have been, or may be, prepared or furnished by Macquarie Group, including, without limitation, economic and financial projections and risk evaluation.  No responsibility or liability whatsoever (in negligence or 
otherwise) is accepted by any person for any errors, mis-statements or omissions in this information or any other information or materials. Without prejudice to the foregoing, neither the Macquarie Group, nor 
any of its associates, directors, officers, employees nor any other person shall be liable for any loss or damage (whether direct, indirect or consequential) suffered by any person as a result of relying on any 
statement in or omission from this information.  Nothing in this information should be construed as legal, financial, accounting, tax or other advice.

 The Macquarie Group or its associates, directors, officers or employees may have interests in the financial products referred to in this information by acting in various roles including as provider of corporate 
finance, underwriter or dealer, holder of principal positions, broker, lender or adviser and may receive fees, brokerage or commissions for acting in those capacities. In addition, the Macquarie Group and its 
associates, directors, officers or employees may buy or sell the financial products as principal or agent and as such may effect transactions which are not consistent with any recommendations in this 
information.

 This information is distributed in the UK by Macquarie  and in the EEA by Macquarie Bank International (MBI) both of which are authorised and regulated by the Financial Services Authority.  This information is 
only being distributed to and is only directed at professional clients and eligible counterparties, as defined in the rules of the Financial Services Authority. It is not intended for retail clients and such persons 
should not rely on the information in this document. The transmission of this document to any other person in the UK is unauthorised and may contravene the Financial Services and Markets Act 2000. This 
document does not constitute investment research for the purposes of the FSA rules. This document should not be relied upon as being an impartial or objective assessment of the subject matter and is not 
deemed to be “objective research”. The individuals who prepared this document may be involved in providing other financial services. As a result Macquarie, MBI and the individual employees who prepared this 
document may have responsibilities that conflict with the interests of the persons who receive this document and you should therefore not rely on this document as being an independent, impartial or objective 
view of the value or prospects of the companies and/or investments referred to herein. MBI is not an authorised deposit-taking institution for the purposes of the Australian Banking Act 1959 (Commonwealth)  
and its obligations do not represent deposits or other liabilities of Macquarie.  Macquarie does not guarantee or otherwise provide assurance in respect of the obligations of MBI, unless expressly noted 
otherwise

 © Macquarie Group 2012
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