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Cocoa: who'sin charge?

There are two distinct forces at work in the cocoamarket, and
both are struggling to determine its price.

On one hand, we have the supply and demand funda-
mentals. A superficial glance makesit seem that the market is
well supplied and that the multi-year downtrend in prices
merely reflects the economic realities of the cocoa market.
The world's biggest producer, the lvory Coast, harvested
another bumper crop of 1.3 million tonnes for the 1999-00
season. Global ending stocks won't budge from their perch
and are equal to about 40% of consumption — very high for
any commodity. The current marketing year will end with a
production/consumption surplus of almost 100,000 tonnes.

The future, however, looks much brighter. In its August
15 report, E.D. & F. Man cast doubts on the prospects of
another record crop in the Ivory Coast. “Despite favourable
soil moisture conditions, the recovery in new crop prospects
that was apparent in June and early July has not been sus-
tained in recent weeks...main crop arrivals next season are
likely to fall short of the 1990/00 total.” The market ignored
completely this bit of seemingly vital information. True, it is
very premature to talk about actual figures for the 2000-01
crop. But we find it amazing that potentially bullish news of
this nature would not even inspire a one-session rally. More
on this later.

The big story on the bull side is demand. Man says that
second-quarter grindings grew 7.9% and pegs growth for the
year a 8.9%. Thisis afar cry from the 2% to 2.5% growth in
global grindings that has been recorded in the past few years.

The bears have a counter-argument. They say that while
it is quite true that processors have been grinding beans at a
much faster pace than they have at anytime in recent
memory, stockpiles of the end products — butter and powder
— are building up. Man points this out in its report, as well.

Grindings have always been used in the cocoa market as
the benchmark for consumption. It has been an imperfect sys-
tem, because it doesn’t monitor the level of end products con-
sumed. We don’t remember anyone complaining about the
imperfection of the system when grindings were just limping
aong al these years.

In fact, we believe that the buildup of stocks in the end-
products is very bullish. The processors would not be grind-
ing if they were not getting ready to use the products. They

have to purchase the beans, absorb the expense of grinding
them, and then store the products. In the age of just-in-time-
inventory, why would anybody risk the grinding process if
they weren’t projecting solid demand?

TheAsian crisis delayed consumption growth for choco-
late and other luxury items in developing countries, but did
not kill it. We have no evidence that Asians, Russians, or
Eastern Europeans are going to be buying more chocolate,
but economists who work for multi-national corporations that
process cocoa beans certainly seem to have such information.

Why then is the market so weak?

Commodity funds are having afield day, even though the
spot price of cocoa hasn't moved very much at all. Although
the headlines on commodity pages in the media report every
new contract low in cocoa, they don’t tell us that in previous

In thisissue

Cotton
Hot, dry weather and strong exports yield a bull
market

4 Soybeans
Uncooperative weather and strong exports yield an
oversold market

Roundup
Commodities on the move

8 Hotline Update

Unless otherwise indicated, all articles have been written
by Sholom Sanik (E-mail: ssanik@friedberg.com).

Futures and a(gpti onstrading is speculative and involvesrisk of
loss. Past trading results are not indicative of future profits.

Focus on Futures now available
by E-mail available
Focus on Futures is available by e-mail as a Portable

Document Format (PDF) file. If you prefer to receive your
copy of Focus on Futures by e-mail, please let us know.

Send us a message at focus@friedberg.com and give us
your e-mail address as well as your street address.




FRIEDBERG’S FOCUS ON FUTURES

dips the spot price was actually lower (Chart 1). The burden-
some stockpiles have ensured consistent carrying charges
that at present are running at 15% per annum. This has
alowed anyone who is not in awe of the potentially explosive
bullish fundamentals to maintain a short position and “ collect
the contango.”

This explains why even bullish news does not cause ral-
lies. Traders for commodity funds stand waiting with their
sell tickets in hand to pound the market on even the smallest
uptick. Cocoa open interest currently sits at 115,000 con-
tracts (Chart 2). We would describe this as an “unnatural”
level, i.e, it is far larger than would normally be required to
facilitate commercia hedging. Toillustrate, consider the corn
market. The current open interest of about 400,000 contracts
represents roughly 20% of US corn production. The open
interest of the New York and London (Chart 3) cocoamarkets

Chart 1 — Spot Cocoa

combined is equal roughly to the entire global crop! It's a
game that cannot last forever. Ultimately, prices become too
cheap, farmers are not paid enough to maintain quantity or
quality levels and scarcity appears.

It isimpossible to put a number on the 2000-01 crop at
this stage. Nevertheless, early indications are that there will
be no extraordinary output increasesin the crops of any of the
major producers, particularly and most significantly the Ivory
Coadt. If grindings continue at their current pace, we will
surely have a production/consumption deficit. Eventually the
shorts will come to realize this and glance up at the board.
They'll find cocoa prices at ridiculously low prices, and a
massive short covering rally will ensue. [August 21, 2000]

STRATEGY: Remain long December cocoa as per Flash
Update of August 11. Maintain stops at 765, close only.

Chart 2 —New York Open Interest
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Hot, dry weather and strong exportsyield a bull market

Early this year the cotton market was mapping out a price pat-
tern amost in lock-step with other major US crops (Chart 4).
The weather in the major crop regions has been as volétile as
it has been in any year in recent history. Before the crops were
even planted meteorologists were calling for a hot, dry sum-
mer. Prices rose sharply in anticipation of drought and the poor
cropsthat would surely follow. A very dry spring depleted sub-
soil moisture levels, their forecasts were off to agood start.
Then came the rains, and they came, and they came.

Subsoil moisture was restored, crops were devel oping beau-
tifully — and early to boot — and corn, wheat, soybean, and
cotton prices plunged. The weatherman was wrong.

Well, not completely. Cotton regions were not as fortunate
as the grain aress, further north. When the rains came, spot
prices retreated all the way back to 50¢ per pound — along with
the grains and beans. But as the summer wore on, it became
obvious that the cotton market was not going to enjoy the same
bountiful supply-side fundamentals as the other US crops.
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Hot and dry weather has been wilting the crop in key areas
like west Texas and the Mississippi Delta. The forecast for
Texan growing regionsfor the next few daysisfor temperatures
to reach 90°F to107°F. In fact, the qudity of the crop has been
downgraded consistently for weeks now. On July 3, the USDA
edtimated that the “good-to-excellent” category represented
63% of the crop. According to yesterday's weekly progress
report, that portion has been downgraded to only 47%.

Interestingly, this is the same percentage of “good-to-
excellent” that was recorded at the sametime last year, ayear
in which the US crop amounted to only 16.97 million bales
compared with the USDA’s estimate of 19.16 million bales
thisyear. It is not as if the USDA expects this year's crop to
be 13% larger because of increased acreage alone. Planted
acreage is only 5% larger than last year. Yields too, expected
to be 648 pounds per acre, or about 7% more bountiful than
last year, must play along. Have the USDA analysts overshot
in their estimates for production?

To be sure, the crop is in much worse shape than anyone
would have believed a few weeks ago. Before the August 11
USDA supply/demand situation report, some analysts pegged
the US crop to be as high as 20 million bales. The average
guesstimate was 19.27 million bales. The estimate camein at
19.16 million bales. The weather has been so detrimental to
the crop that many analysts are now talking about a crop as
low as 18 million bales.

Turning to the global scene, the USDA again lowered its
forecast for ending stocks for the 2000-01 season to 35.15
million balesfrom its July estimate of 36.05 million bales. To
illustrate the significance, consider that last year's ending
stocks of 40.14 million bales represented 44% of consump-
tion while this month’s revised forecast would put global
ending stocks at only 38% of consumption. If the US wereto

end up with a drought-reduced crop of only 18 million bales,
global ending stocks would drop to below 37% of consump-
tion, or very closeto the kind of inventories we had when cot-
ton prices ran up to over $1 per pound.

This pessimistic-crop/optimistic-price projection is natu-
rally taken with the assumption that demand will remain con-
stant. The USDA estimatesthat US exportswill grow by 20%
in 2000-01 to 8.2 million bales. The marketing year began at
the beginning of August, and we find US export sales of 2.6
million bales are running ahead of last year’s pace by 23%.
This, despite the very paltry sales that we've seen in the past
few weeks, save for one blockbuster week when US exporters
sold 285,000 bales, which was dramatically above a typical
week's business. It seems that the market is experiencing
some sticker shock. Nevertheless, the USDA forecast appears
to be off to a good start.

The big story on the global scene was the sharp drop in
Chinese ending stocks of almost 5 million bales from last year.
While China till holds formidable inventories that represent
46% of consumption, it isadrastic change from last year when
it finished its marketing year with stocks that stood at 67% of
consumption. There is some debate as to whether actual con-
sumption increased or whether the Chinese are just trying to
deplete their burdensome stockpiles.

In conclusion, the fate of the US crop is so sgnificant
because it is by far the world's biggest exporter. While strong
global demand isimperative, the moreimmediate concern ishow
much damage was done to the crop and what the weatherman in
Texas can deliver from here oniin. [August 22, 2000]

CURRENT STRATEGY: Remain long December
cotton as per Flash Update of July 27. Raise stops to 63.50,
close only.

Chart 4 — December Cotton (line) and December Corn (bar)
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SOYBEANS

Uncooper ative weather and strong exports
yield an oversold market

World soybean output is running rampant. After a bit of an
off year, production for the 2000-01 season stormed back to
a record 169 million tonnes, an increase of 8% over the
1999-00 season. The world's biggest producer, the US, is the
biggest contributor to the bounty, because it is expected to
harvest a crop of 81 million tonnes, a jump of 13% from last
season. Brazil, the number two producer, also harvested a
record crop of close to 33 million tonnes.

Although the demand side is growing as well, it pales
when compared with the 8% growth in output. In this month’'s
supply/demand situation report, the USDA raised its forecast
for 2000-01 consumption from last month’s estimate by close
to 2 million tonnes to — 165 million tonnes. This represents an
increase in consumption over last year of only 3%.

Even though the 2000-01 production/consumption sur-
plus shrank by 1.3 million tonnes from last month’s estimate,
the USDA raised its forecast for ending stocks by 2.7 million
tonnes. The USDA “found” 4 million tonnes to add its previ-
ous estimate of 1999-00 ending stocks. The net effect is that
ending stocks will grow to represent 17.5% of consumption
compared with last season’s 15% of consumption. All in all,
not aterribly bullish picture.

Why then did the November soybean contract record its
low tick on July 17 (Chart 5), almost amonth before the bear-
ish August 11 report? After al, the key figure in the report,
the size of the US crop, came in over 1 million tonnes above
the street’s average guesstimate.

Well, for onething, since the peak of theraly in early May
that was prompted by aweather scare, the price of soybeanshas
dropped amost $1.50 per bushdl, or 25% of their value. The
market has wiped the date clean of any fear premium. Theterm
“oversold” comesto mind. Are there any factors on the horizon
to watch for that might alter the outlook for this otherwise well
supplied market? Is there any reason to believe that the recent
strength is anything more than a correction in a bear market that
began in mid-1997 at $9 per bushd?

This year’'s US crop has been developing at an opti-
mum pace in all categories. The percentage of plants set-
ting pods was 91% as of the latest progress report (August
21) compared with the 5-year average of 80%. Some 65%
of the crop is rated good-to-excellent compared with the
rating at this time last year of only 48%.

The past two weeks, however, have seen hot and dry
weather cover some of the key growing areas in Alabama,
Georgia, and the Mississippi Delta. There is concern that
some significant stress may have occurred and that it may
show up in tomorrow’s crop progress report. Although the
crop is expected to be large enough to absorb some |osses, we
believe that current price levels allow absolutely no room for
anything to go wrong.

On the demand side, the USDA raised its estimate for
US exports by just over 1 million tonnes this month, to
27.5 million tonnes. This past season, US exporters sold
26.5 million tonnes. Last week’'s export commitments
were very lame at 283,000 tonnes and significantly below
traders' expectations. Still, the market has been firm since
that report was released Thursday morning and even aside
from the weather issue, it is not difficult to understand
why. A closer look at recent export activity paints a picture
that is consistent with ideas that the street is underestimat-
ing demand. Soybean meal exports in the most recent peri-
od were almost double the high end of traders’ estimates
and the best figure in months. Average bean and meal
exports for the past 4 weeks were 608,000 and 107,000
tonnes compared with 364,000 and 114,000 tonnes respec-
tively for the average of the previous 4-week period.

In the weeks that bean exports have been sluggish, meal
exports picked up the slack. In the past two months, weekly
meal exports were considerably stronger than published
expectations. It really doesn’t matter where the strength is;
ultimately beans are crushed into meal.

In conclusion, our foray onto the long side is not a bold
statement that claims the bear market in the soy complex is
over. Rather, we are saying that at these price levels, traders
are calling for a perfect crop and average consumption
growth. Recent weather and export numbers indicate to us
that these traders are a shade too optimistic.

Onefina note: Open interest has plummeted (Chart 6) along
with the downdraft in prices, providing evidence that any contin-
gent of weak longs has been shaken out. [August 27, 2000]

CURRENT STRATEGY: Remain long November
soybeans as per Flash Update of August 23. Raise stops to
4.60, close only.
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Chart 5— November Soybeans
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Commodities on the move

The Bridge/Commodity Research Bureau index (CRB)
made a new recovery high today at 228. The index has not
seen this level since the darkest days of the Asian crisis and
is now 25% above the lows set about one year ago. Isit fair
to say that the strength of the index is making a strong state-
ment about commodity prices in general? Probably not. We
can divide the components into two categories, strong and
weak. The strong are very strong, the weak are very weak.
Seven of the 17 components are trading at multi-year highs,
the other 10 are either at multi-year or one-year lows. Of the
seven strong commodities, three are energy-related. The
breadth of the index would thus indicate that the rally isled
by a few select commodities.

Last November we made the argument that being long
the CRB Index was the best way to capitalize on the recov-
ery in commodity prices. A glance at Chart 7, however,

shows that the CRB Index looks suspiciously like a chart of
crude oil. This, and our trading experience with the CRB
Index, has inspired us to rethink our strategy.

Still, with strong economies in the developed and emerg-
ing countries, it is clear that demand continues to improve.
Many commodities, even the strong ones, continue to trade at
prices that are cheap relative to average prices of the past 10
years. While the strength in energy prices does tell us some-
thing about the economy in general, it has proven to be of lit-
tle assistance asan aid in trading the other commoditiesin the
index. Thereis no replacement for meticulous research of the
fundamental factors that drive each commodity on the board,
supported by selected technical analysis.

We currently have five outstanding recommendations;
al arelong commodity positions. Three are from the strong
group (cotton, copper, and sugar). In the other two posi-
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tions, soybeans and cocoa, we are groping for a bottom.
We've commented on cotton, cocoa, and soybeans this
month. The following is a brief overview of the copper and
sugar markets.

Copper

The most recent news in the copper market was
released on August 29 and the headline was not bullish.
Copper production in Chile rose 10% for the month of July
compared with July 1999. The market spent a bit of timein
negative territory the day of the report, but finished the ses-
sion by smashing through the top end of the tight range that
the market has been trapped in for over a month (Chart 8).
Traders treated this item as an anomaly because all the
broader indicators have been showing that the period of
monstrous growth in copper production we've seen in the
past five years is over. Earlier this month, Chile's National
Mining Society reported that Chilean copper output will
grow 2.2% in 2001. This compares with 5% growth in 2000
and 18% growth in 1999.

At the global level, the International Copper Study
Group stated in its August report that the production/con-
sumption deficit for the first five moths of the year stands at
230,000 tonnes. At the end of April the deficit was 46,000
tonnes. Global production in the same period grew at only
.5% compared with the same period last year, while con-
sumption grew at a rate of 9%.

LME warehouse stocks continue to plummet and now
stand at 448,000 tonnes, having fallen 400,000 tonnes
from their peak two and a half years ago. The bullish case
is solid.

STRATEGY: Remain long December copper. Raise stops
to 85.00, stop close only.

Sugar

For weeks now, there have been few fresh develop-

ments in the sugar market’s fundamentals. On August 23,
the International Sugar Organization announced that it
pegged the production/consumption deficit for 2000-01 at 5
million tonnes. Traders yawned. Although a bit higher than
some previous estimates, it was hardly shocking news. If
anything, whatever news did come across was slightly bear-
ish. There was a story that EU output might come in
500,000 tonnes higher than expected. The Brazilian govern-
ment continued to ratchet the acceptable ratio of the widely
consumed gasoline/ethanol mix to a lower ethanol content.
Indian exports in excess of 1 million tonnes hang over the
market.

One of the fascinating aspects of this bull run in sugar
has been the pattern in the open interest (Chart 9).
Typically, our experience has been that rallies in sugar
attract a huge contingent of speculators. This was the case
for the first leg of the rally. But when the market consoli-
dated between 8¢ and 9¢ per pound from the middle of June
through the middle of July, traders apparently figured that
the move was exhausted and a massive liquidation took
place. Open interest has dropped some 50,000 contracts
since then.

The composition of the open interest is not ideal in
terms of the breakdown of the two groups, commercials
and speculators. According to Steve Briese, author of
Bullish Review (August 28), a newsletter dedicated solely
to such matters, the commercial long position is only 30%
of itstypical size. Nevertheless, the relatively small specu-
lative long position is not overwhelming and is therefore
less likely to fall victim to massive selloffs.

The operative issue remains that the sugar market was
hit with an unexpected turnaround in output because of dra-
matically poor crops in Brazil, Russia, the European union,
and Australia. In one season we have turned from comfort-
able production/consumption surplus to steep deficits. The
next upleg is around the corner. [August 31, 2000]

STRATEGY: Remain long October sugar. Raise stops to
10.15, close only.

Chart 7 — Spot CRB Index (Line Chart) and Spot Crude Oil (Bar Chart)
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Chart 8 — December Copper
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HOTLINE UPDATE

Flash Update: Thursday, August 3, 2000:

Good morning for Thursday, August 3, 9:15 am. ThisisaFlash
Update. We have liquidated our long December gold position at
281.

Flash Update: Friday, August 4, 2000:

Good morning for Friday, August 4, 10:00 am. Thisis a Flash
Update. We have covered our short October crude oil positions
at 28.75.

Friday, August 4, 2000:

Good afternoon for Friday, August 4, 4:55 pm. Thefollowing is
arecap of our current open position recommendations, and our
latest stop levels. We are long October sugar, with our stop
revised to 9.85; long September copper, with our stop revised to
83.50; and long December cotton, with our stop at 58.50. All
stops are close only.

Flash Update: M onday, August 7, 2000:

Good afternoon for Monday, August 7, 12:30 pm. This is a
Flash Update. We have liquidated our long October sugar posi-
tion at 10.55.

Flash Update: Tuesday, August 8, 2000:

Good afternoon for Tuesday, August 8, 1:15 pm. ThisisaFlash
Update. We have liquidated our long September copper position
at 85.85.

Flash Update: Friday, August 11, 2000:

Good morning for Friday, August 11, 9:00 am. Thisis a Flash
Update. We have purchased December cocoa at 815, placing
our initial stop at 765, close only.

Friday, August 11, 2000:

Good afternoon for Friday, August 11, 5:00 pm. The following
isarecap of our current open positions, and our latest stop lev-
els. We are long December cotton, with our stop revised to
59.50, and long December cocoa, with our initial stop at 765.
All stops are close only.

Flash Update: M onday, August 14, 2000:

Good morning for Monday, August 14, 10:30 am. Thisis a
Flash Update. We have purchased October sugar at 10.78, plac-
ing our initial stop at 9.78, close only.

Friday, August 18, 2000:

Good afternoon for Friday, August 18, 5:00 pm. The following
is arecap of our current open position recommendations, and
our latest stop levels. We are long December cotton, with our
stop at 59.50; long December cocoa, with our stop at 765; and
long October sugar, with our initial stop at 9.78. All stops are
close only.

Flash Update: Wednesday, August 23, 2000:

Good morning for Wednesday, August 23, 9:15 am. Thisisa
Flash Update. We have two new recommendations: We have
purchased December copper, currently trading at 87.15, plac-
ing our initial stop at 82.70 close only. We have also purchased
November soybeans at 466.75, placing our initial stop at
436.75, close only.

Friday, August 25, 2000:

Good afternoon for Friday, August 25, 5:00 pm. The following
is arecap of our current open position recommendations, and
our latest stop levels. We are long December cotton, with our
stop revised to 62.50; long December cocoa, with our stop at
765; long October sugar, with our stop at 9.78; long December
copper, with our initial stop at 82.70; and long November soy-
beans, with our stop revised to 447. All stops are close only.

Friday, September 1, 2000:

Good afternoon for Friday, September 1, 5:00 pm. The follow-
ing is arecap of our current open position recommendations,
and our latest stop levels. We are long December cotton, with
our stop revised to 63.50; long December cocoa, with our stop
at 765; long October sugar, with our stop revised to 10.15; long
December copper, with our stop revised to 85.00; and long
November soybeans, with our stop revised to 460. All stops are
close only.

Friedberg’'s Focus on Futures is published by Friedberg Subscription Enquiries for
Commodity Management Inc., P.O. Box 866, Suite 250, BCE Friedberg's Focus on Futures
Place, 181 Bay Street, Toronto, Ontario, M5J 2T3. Contents P.O. Box 866, Suite 250
copyright © 2000 by Friedberg Commodity Management Inc. BCE Place, 181 Bay Street
All rights reserved. Reproduction in whole or in part without Toronto, Ontario, Canada
permission is prohibited. Brief extracts may be made with due M5J2T3
acknowledgement. (416) 364-1171

All enquiries concerning trading accounts should be directed to:

In Canada InUS.

Friedberg Mercantile Group Friedberg Mercantile Group Inc.
PO. Box 866, Suite 250 67 Wall St., Suite 1901

BCE Place, 181 Bay Street New York, N.Y. 10005

Toronto, Ontario M5J 2T3 (212) 943-5300

(416) 350-2903
Attn: Sholom Sanik

All statements made herein, while not guaranteed, are based on information considered reliable and are believed by us to be accurate.
Futures and options trading is speculative and involves risk of loss. Past trading results are not indicative of future profits.

The U.S. broker-dealer, Friedberg Mercantile Group, Inc. NY, takes full responsibility for the contents of this market letter.
U.S. residents wishing to effect any transactions in any security discussed in this report
should contact Friedberg Mercantile Group, Inc. NY, toll-free at 1-800-474-2663.

September 5, 2000




