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El Niño refers to a climate cycle in the Pacific Ocean that has a global impact on weather patterns. The 

name, which loosely translates to ‘Christ child’, traces its origin back to Peruvian fisherman in the 1600s, 

who observed that fish yields would often decline around Christmas time as sea water temperatures rose. 

The effects of El Niño include specific wind patterns across the Pacific Ocean, heavy rain in South America, 

and droughts in Australia and parts of Asia including India and Indonesia.

With the National Oceanic and Atmospheric Administration (NOAA) forecasting a 96% probability of an 

El Niño weather event during the current Northern Hemisphere winter, there is a strong chance that we 

could see some weather abnormalities in the coming months.

Figure 1. The probability of El Niño occurring this year1

Source: NOAA’s Climate Prediction Center and Columbia University’s International Research Institute for 

Climate and Society, WisdomTree, data available as of close 20 December 2018

Why El Niño matters for agricultural commodity prices

El Niño can have a significant impact on the fortunes of the agricultural industry, as the growing of 

agricultural products is highly sensitive to weather patterns. The right amount of sun and rain at the right 

time is important to produce the optimal yield. For example, droughts can ruin a crop because of insufficient 

water, while floods can wash away plants, or delay the process of harvesting a good crop from the ground, 

causing it to spoil.

While El Niño can have a considerable effect on agricultural commodity prices, the specific impact on the 

price of any individual commodity will depend on the El Niño’s amplitude and timing, as well as locational 

factors such as where the crop is grown and how prepared the farmers are for extreme conditions.

Figure 2. Weather impact of El Niño

Source: NOAA

Analysing the impact on agricultural commodity prices

When assessing likely El Niño effects, the first step is to consider the time of the year that El Niño is likely 

to begin. In this case, the NOAA believes that the event is likely to arrive in the Northern Hemisphere 

winter this year, but there is a good chance that it could linger into the Northern Hemisphere summer with 
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a lower intensity. The next step is to assess which part of the crop cycle it will affect. According to research 

by Iizumi et al., a weather disturbance during the ‘reproductive’ growth period of the crop cycle tends to 

have the largest impact on crop yields.

Using insights from Iizumi et al. we have assessed the possible near-term impact from an El Niño on crops 

that are in the reproductive phase of growth. We summarise our key thoughts below:

Bullish on sugar, cocoa, and wheat

Agricultural commodities that we are bullish on in the event of an El Niño include sugar, cocoa, and wheat.

Sugar production is highly concentrated in India and certain regions of Brazil. If El Niño occurs, it’s likely 

that both countries could see below-average rainfall and drier conditions, and this could drive prices higher.

Indonesia, which produces 10% of global cocoa supply, could also be directly affected by an El Niño, and 

dry warm weather in Indonesia could potentially drive cocoa prices higher.

Australia, which produces 4% of global wheat supply, is another country that could face dry weather if El 

Niño emerges. This could have a positive impact on wheat prices, although much of the wheat harvest is 

expected to be completed by mid-January, which should limit the impact of an El Niño.

Bearish on soybean, corn and Arabica coffee

In contrast, we are bearish on soybean, corn, and Arabica coffee.

Brazil and Argentina, who together are responsible for almost half of the world’s soybean supply, are likely 

to experience favourable growing conditions in the event of an El Niño. As such, an El Niño could prove to 

be price negative for soybean prices.

Figure 3. The effect of El Niño on soybean growing during the December to March reproductive 

growth phase
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Source: Adapted by WisdomTree from “Impacts of Southern Oscillation on the global yields of major crops” 

by Iizumi et al, May 2014. Forecasts are not an indicator of future performance and any investments are 

subject to risks and uncertainties.

The effects of El Niño on corn are less significant, but could be mildly positive for growing conditions in 

South America and parts of Australia, and hence slightly price bearish.

Arabica coffee production is highly concentrated in Brazil, Mexico, Colombia and Central America. These 

countries could experience favourable growing conditions, and given that most of the coffee in these 

regions will be in a reproductive growth phase in the months ahead, we could see a positive supply shock 

to the commodity, which would be bearish for prices.

Other factors

We caution that the analysis above is based on the pure effect of an El Niño event and does not consider 

the many other factors that can impact crop yields. We’ll also point out that agricultural commodity prices 

can be affected by a number of other developments such as exchange-rate movements and trade policies. 

However, the analysis is useful as a rough guide as to how commodity prices could potentially be affected 

if we do experience an El Niño event in the near term.
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Important Risks Related to this Article

Important Information
Marketing communications issued in the European Economic Area (“EEA”): This document has 

been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the 

Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been 

issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom 

Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as 

applicable). Our Conflicts of Interest Policy and Inventory are available on request.

For professional clients only. The information contained in this document is for your general 

information only and is neither an oer for sale nor a solicitation of an oer to buy securities or 

shares. This document should not be used as the basis for any investment decision. Investments 

may go up or down in value and you may lose some or all of the amount invested. Past performance 

is not necessarily a guide to future performance. Any decision to invest should be based on the 

information contained in the appropriate prospectus and aer seeking independent investment, tax 

and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or 

opinions expressed in this communication represent the views of WisdomTree and should not be construed 

as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of 

any of the views or opinions expressed in this communication. Any decision to invest should be based on 

the information contained in the appropriate prospectus and aer seeking independent investment, tax and 

legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other 

step in furtherance of a public oering of shares or securities in the United States or any province or territory 

thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or 

indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree 

does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own 

opinions related to product or market activity, these views may change. Neither WisdomTree, nor any 

ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever 

for any direct or consequential loss arising from any use of this document or its contents.
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