Cocoa price forecasting as a tool to increase derivative

contracts potential in managing farmers’ price volatility risk

London Cocoa Futures - ICE o London Cocoa Futures — ICE e The cocoa market has always been affected
3200 Nearby Trend 2300 WY by a significant price volatility.
- * In the last decade, London cocoa prices
2700 1900 ranged in between a maximum of around
o 2.600 £/t and @ minimum of around 1.300 £/t,
S with huge fluctuations either within a
- 0 marketing year or across marketing years.
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00 * Price volatility is one of the main sources of
0 farmers’ financial risks and leads to a certain
000 level of uncertainty about their income.
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London Price and Stock-to-Use Ratio * There is a statistically significant relation

2500 between cocoa fundamentals and cocoa
2300 prices. The higher the Ending Stock-to-Use
Ratio is, the higher the cocoa abundancy is
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63% and the lower the cocoa price is and vice-
o versa.
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s0| * We exploit the relation to develop
econometric models aimed at forecasting the
London Cocoa price.

*© |« Depending on the MY models can take into
II 700 account the effects on prices of others
- exogenous variables as well (e.g.

macroeconomics variables, pandemic, shocks
on input costs...).

1300

o
o

9 © N A D> B DA DD DN A LS
PGNP PN SR S A P N S P AR AR AN AP AR AAN
SIS LIRS A S A S S (P S A P N GNP I
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Based on data from The ICE and ICCO

World Supply and Demand London Cocoa Futures and Forecasts * In particular, for the last two MY we used an
F.CAST o
AR model that forecasts the log differences

of London Cocoa futures.

Model 17: ARMAX, using observations 1985-2020 (T = 36)
Dependent variable: d | THEICE_LONDON
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1520 u' Standard errors based on Hessian
coefficienstd. error z p-value
1820 phi_1 0.440471 0.157473 2.797129 0.005156 ***
phi_2 -0.48366 0.139516 -3.46667 0.000527 ***
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" London Cocoa Price
22/23 Forecast

Sensitivity

d | RATIO WR -0.63377 0.179105 -3.53856 0.000402 ***
Net Production
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Based on data from ICCO; Areté’s forecasts for the 22/23 MY Based on data from The ICE. Areté’s forecasts for the 21/22 and 22/23 MY developed on march 2020 and december 2021 respectively
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