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ICA in Hong Kong

The International Cotton Association’s annual trade
event returns to Hong Kong in 2018, six years after
the gathering first took place in this city, which also
marked the first time that the event was held outside
Liverpool in the Association’s then 171-year history. Now
celebrating its 177 year, the ICA event has returned
to a region which is at the centre of global cotton
consumption, at a time when China’s policy decisions are
being watched more closely than ever by the trade, and
the concept of trustworthiness in business is at the fore.

Cotton Outlook continues to work proudly in
conjunction with the ICA and is pleased once again
to have contributions on their experiences and
expectations from the current president, Salman
Ispahani and the incoming president, Bill Ballenden
(who takes over the role during the Hong Kong
meeting). Both discuss, from their own perspectives,
the challenges involved in being at the helm of such
an historic organisation as the ICA, at a time of global
change.

We are grateful, also, for the continuing cooperation
we enjoy with the Secretariat, including Bill Kingdon,
who has now been in the Managing Director’s chair
for about a year and who will be attending his first ICA
annual gathering in the role.

The Feature contains several articles which
concentrate on the potential outlook for international
trade flows. They include contributions from a number
of leading industry figures, who are well placed to
ponder the issues involved in supplying raw cotton
to the major consuming markets, including former
ICA President Mohit Shah, ANEA President Henrique
Snitcovski and Wang Yan from CITIC futures. Analysis has
also been provided by Plexus’s Peter Egli of the potential
impact of the trend in recent years for more sales to
be made ‘On-call’. And of course, Cotlook has given its
customary overview of the outlook for global supply and
demand in the coming season. We thank our authors
for making this publication into what we believe you will
agree is an engaging and illuminating read.
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Interview with Salman
Ispahani, ICA President

FiAICAEESalman Ispahani

Cotton Outlook: Mr Ispahani, congratulations
on your year as ICA President. At a time of
change for the Association, with the accession
of Bill Kingdon as Managing Director, what are
your reflections on the achievements of the

I[spahanizt &, & %24t E&4E AICAL R
AR 4 % % 3 Bill Kingdonst £ £ 3 & — 4
PRl 89 TT iR, 3R ] e AT IR A i &
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Association during the

past 12 months? ICA % 2 #Bill Kingdon %t 4 & & 4455 — A
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)&, &L G afepH#p4E 49 ]irg Reinhart
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Also this year, in addition to reinvigorating our &
business intelligence activities and establishing 1

Salman Ispahani: One
does not realise how quickly
the 12 months will pass.
The new Managing Director,
Bill Kingdon, started a
month after | had taken
over. In the meantime, | had
accompanied Jirg Reinhart,
the outgoing President, to
Vietnam to meet the Spinners
Association directly after
the trade event in Singapore. Once Bill Kingdon
joined, he visited Bangladesh in early 2018 and
we went together to meet CAl in India, and
then to Pakistan to meet APTMA and the Karachi
Cotton Association. We also played an active
part in the China Cotton Association Conference
in Harbin, the American Cotton Shippers’
Association annual meeting in Austin, and in
Brazil at ABRAPA’s conference. These widening
participation visits are something in which the
ICA has invested in recent years so as to keep in
touch with the major markets.

Page 6



relationships across key trading regions
that provide us with critical data, we have
breathed new life into our Country Focus
Groups that cover eight crucial trading
regions.

Finally, we have established two
important working groups, the first
tasked with investigating the potential
for registration of cotton contracts to add
value to the sector, and the second to
explore the role of the Association in the
agent and controlling sectors.

We are hopeful that both groups will
make practical recommendations later this
year and | look forward to hearing them.
News of progress will be posted on our
website and in our newsletter.

CO: Last year a sub-group of the ICA
Board was formed, with the aim of
representing the concerns of spinners.
How far has that initiative progressed and
do you feel that awareness is growing
among spinners regarding the importance
of ICA membership?

SI: The Consumer Board Working Group
have had to tackle some very contentious
issues that were raised when discussing
problems faced by spinners. One of
the major concerns, which has since been
explicitly addressed in the ICA Rules, had to
do with Value Differences.

The new rule makes it more difficult for
shippers to deliver cotton of a standard
greatly inferior to the contracted grade. It
had been a long-held view of spinners that
shippers were able to deliver an inferior
product as the quality differentials were not

adequately reflected in the Value Differences

as set by the ICA. Spinners rightly wanted

to receive cotton of the quality contracted,
and so we have tightened regulation on

this front by implementing a change that
allows a contract to set a price ‘in stone’ and
discourages the shipping of cotton of a very
inferior quality by way of the multiplier used
in calculating Value Differences.

CO: At the time of your accession to
ICA President in 2017, you noted that
improved engagement in parts of Asia, and
an associated reduction in defaults, was a

MALLORY
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Hong Kong 852-2321-3200
Shanghai, China 0086-21-6368-0115

www.mallorygroup.com
Dallas, Texas 972-522-4740
Laredo, Texas 956-717-0674

Memphis, Tennessee 901-367-9400
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major aim. How has representation from
those markets been developed, and what
have been the main difficulties during the
process?

SI: We had very good meetings in the
sub-continent with all the main cotton
associations. We have engaged with them
and are setting up properly targeted training.
It is quite apparent that many buyers are
not aware of the Rules and Bylaws of the
ICA, though over 90 percent of all cotton
contracts are governed by these rules. There
has been a reduction in defaults, but it is
too early to say whether this is because of
the market or because people are becoming
more aware of the rules. However, it is to
be noted that a huge volume of cotton is
still traded by mills named on our List of
Unfulfilled Awards and this is an area that
needs a lot more work. The ICA has been
without a Compliance Officer for most of
this year, but that position has now been
filled and we envisage that it will henceforth
be much more difficult for defaulters to
access quality cotton at competitive prices.

CO: The ICA has expanded its
educational role in recent years. How vital
are your training courses in promoting
greater understanding of the international
cotton market among the trade, and are
there any plans to extend these kinds of
schemes further?

SI: We strongly believe that the training
offered by the ICA, as an impartial and
objective organisation, can and does bring
greater understanding and appreciation of
the wider industry. Our training provision
has undergone significant redevelopment
and we are confident that it now reflects the
needs of the industry. In the coming year, we
have planned a programme of outreach and
training activities designed to foster best
practice and explain how the Association
works in support of each sector of the
industry. Training and outreach events
are scheduled for China and Pakistan later
this year, and plans are in progress for the
delivery of training in Bangladesh and Brazil
in 2019. And of course, we look forward
to welcoming another vibrant cohort to
Complete Cotton in April 2019.
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CO: As the incoming President, Bill Ballenden,
takes his role, what advice can you offer with
regard to to the forthcoming year?

SI: Bill Ballenden is a very senior industry
figure with a great deal of experience. Bill will do
an excellent job in steering the ICA in what may
be a difficult year as some big consumers re-
enter the market.

CO: Congratulations on the Association’s
inclusion in the shortlist for the Trade
Association Forum’s Best Practice Awards 2018
in the category of ‘Event of the Year’ (for the
2017 ICA trade event).

Sl: We are very proud that we were shortlisted
for the Best Practice Award for our 2017
trade event. Our team continues to surpass
expectations as they gain more experience in
delivering events. Managing our own events
gives us more control to tailor them to our
delegates’ needs, and provides an excellent

: M Y/ i/
& SONS COTTON, LLC *
)] 4 L

since 1943

%

-

Supimais
SJV &
C/A

Memphis

Jess Smith & Sons Cotton, LLC
2905 F Street

Bakersfield, CA 93301

www.jesssmith.com
traders@jesssmith.com

corporate bonding experience for the team from
Liverpool.

CO: Would you like to make any other
comments for the benefit of readers regarding
your year as ICA President, and the future of the
Association?

| am delighted to have been at the helm of the
Association during a time when the number of
arbitrations has been near the all-time low. To
my mind, as well as indicating a lack of volatility
in the market, this is a positive indication of
cross-sector relationships. The financial position
of the Association remains robust, principally
because of the strong support we continue
to receive from the entire supply chain. | am
confident that as | hand over the baton, Bill
Ballenden is taking on a healthy organisation
with a bright future. | would also like to record
my thanks and appreciation to Bill Kingdon and
all of the team based in Liverpool, who have
done a wonderful job over the past year.
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Running to Stand Still

Bill Ballenden,
ICA First Vice President

Even with the long history of the cotton
business and given all the traditions that bind our
community, our industry is in a constant state
of change. Whether it is trade policies, price,
weather, technology or the many other aspects
of our business that are
continually evolving, no two
days are ever the same.

Over the last 6 months
our industry has been
coping with two of the most
unpredictable factors which
contribute to any market
analysis: politics and weather.
The so-called ‘trade war’,
which has been played out
primarily between the USA
and China, but also with
the EU and others, might have long-lasting
ramifications for the agricultural supply chain.
The well-worn trade route of US cotton to China
is being called into question by the existence of
a high tariff. Meanwhile, the weather has seen a
scare in Xinjiang, a very dry spell in Texas and a
continued drought in Australia —to name only a
few. These events have added to price volatility
and supply chain uncertainty. They add risk to
our business. As such, they affect every cotton
producer, merchant and mill.

The ICA is constantly working to ensure that
these risks will never allow either the buyer or
seller to gain an unfair advantage. We are there

SEHEH, KRS

ICA % — 3] £ /% Bill Ballenden
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W A B RALTH 24
to provide a secure and impartial set of Bylaws 3
and Rules to the global cotton community. R R B A i A LI ACAIICA
We have Committees, Working Groups and of )ﬁ -Tj’ 6 AR IR T SUAMGTICASY 3215
course a Board who are constantly meeting and 7 Koo
discussing the ways in which everything from LEE RARIG &L

Articles to Rules can be updated and improved.

Important though dispute resolution is, the
ICA is much more than only an arbitral body. We
have a management team, led by our new and
energetic Managing Director, who are constantly
searching for new ways to offer the Membership
the kind of value that they rightly deserve and
expect. There is the annual trade event, the
Complete Cotton seminar, as well as various
training and outreach sessions and travel to both
origin and destination markets. | could go on.

Many of the people who contribute to the
ICA are members who receive no financial
compensation for their contribution. They are
members who believe that the ICA, through
a blend of tradition and vision, has created a
unique place where like-minded people can
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Sincot is an independent raw
cotton agency based in Singapore
since 2000. Representing only

the world’s most reliable suppliers
we service the top 40 spinners in
Bangladesh. Our Managing Director
brings the benefit of almost 40
years experience in the international
cotton trade. Sincot staff are
committed to the principals of open
two way communication and serving
both parties impartially.

Experience
with

SINGAPORE OFFICE:

Sincot (Pte) Ltd.

Block 1004, Toa Payoh North
Unit # 06-08

DHAKA OFFICE:

Sincot Bd Ltd. (SBL)

BDBL Bhaban (12th Floor)
12, Kawran Bazar C/A
Singapore-318995 Dhaka - 1215, Bangladesh
Tel: +(65) 62250622 Tel: +(880-2) 9144317-20
Email: sincot.michael@gmail.com  Email: sincot.bd@gmail.com

openly debate what sanctity of contract means,
and how we can ensure it is both respected
and enforced. They are members who act as
ambassadors for an Association which stands
for something very tangible and real. They are
members who believe that to be part of the
ICA is to show the cotton community that they
believe in sanctity of contract and good trading
practices. | thank them all for their valuable
contributions.

So, when you ask me what it is that a new
member can expect to receive in return for their
membership fee, | will do my best to be kind in
my response. While | am explaining all the above,
| will be wondering what it is that you expect.
Free theatre tickets? A box of chocolates? The
ICA is not run for profit. The ICA is run for the
benefit of its members and in the interests of

the global cotton community. To join is to make
a statement about what you stand for; to give
yourself a voice, and a vote, at the heart of a
business that we believe is a safer place to trade
because of the ICA. To join is to be an active
participant in a global cotton community, with a
common goal and shared values.

If you believe in sanctity of contract, if you
want to participate in the constantly evolving
debate being held in Committees and Working
Groups about our business and if you feel that
the ICA stands for something that you believe in,
then please don’t ask what you can get. Ask what
you can give.

The friendly and open staff, based in Liverpooal,
are always willing to discuss how the ICA works.

You will find you are very welcome.

Page 14



Our commitment.
Your success.

Cargill Cotton is very proud to be one of the world’s largest and oldest cotton
businesses.

We serve growers, ginners, buyers and textile mills worldwide through our network
of buying, selling and shipping offices and our cotton gins and warehouses. We
are committed to achieving your objectives through trusted global expertise,
proven reliability and comprehensive risk management solutions.

Customers on six continents trust Cargill to provide reliable supply and delivery
of their quality requirements. We are committed to using our knowledge and
experience to collaborate with customers to help them succeed. As a leading
agriculture commodities merchant with global supply chain and risk management
capabilities, we are uniquely equipped to help you thrive.

Find out more about our cotton business and how we can help your business
grow on www.cargill.com/agriculture/cotton.

/ . ® Helping
a r ' the world
www.cargill.com thrive



Your Association

Bill Kingdon,
Managing Director,
International Cotton Association

This time last year the ICA was making the
final preparations for what proved to be a highly
successful trade event in Singapore —and | had
given barely a thought to international trade
organisations in general, or cotton in particular.
When we meet in Hong Kong
in October | will have been
the ICA’s MD for almost a
year, as well as MD of ICA
Bremen — our joint venture
with Bremer Baumwollborse.
This milestone prompts me to
think back over a fascinating
year in my own life and to
reflect upon what | have
learned from the international
cotton community.

Firstly, | have learned that
although the cotton trade spans the world, the
network is not so vast. It is a friendly community
that has been open and welcoming to me, as
to so many newcomers before me. There are
already many friends that | have met repeatedly
as | have travelled to many cotton markets on
behalf of the ICA.

It quickly became clear to me that there
are many varied roles in the fascinating, and
occasionally complex cotton value chain —
from growers and ginners, controllers and
logisticians, to shippers and merchants, spinners,
manufacturers, retailers and cotton information
providers — all of whom are critical in the
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trade and in the life of the Association. And
there are many agencies involved in improving
sustainability and supporting the ICA mission of
promoting safe trading and building an active
network of cotton professionals. My goal is to
involve all roles and sectors in the Association’s
activities so that we support and remain relevant
to each element of this important value chain. |
am committed to applying my energies to listen
to and learn from members and to look for
new ways of broadening and strengthening the
Association’s relevance to existing and future
members.

The contribution from many members to
the success of the ICA is easy to see. | am both
amazed and grateful that so many members
play an active role on our Board, in the many
committees, in arbitration, training and our
events, not forgetting the ICAB team in Bremen
who have worked tirelessly to ensure that the
organisation now has a well-deserved reputation
for excellence in testing for cotton quality.
Together we ensure that the ICA responds and
adapts to evolutions in the market and remains
dynamic and relevant — thank you all for your
contribution to our success.

A quick glance at our history confirmed my
instinct that the ICA has maintained a healthy
approach towards the future and to meeting
the emerging needs of its members. | recently
learned that resolving cotton contract disputes
through arbitration, to take just one example,
was at the forefront of the founders’ minds in
1841 when the Association was first established.
This makes us one of the very first international
arbitral bodies: and the approach of innovation
and adaptation continues today.

Looking forward, | continually ask myself and
others what type of Association we want to be in
the future. | hope that we can continue to build
on our success as a respected arbitral body, and
one that offers a range of dispute resolution
options for its members. Also, | hope that we can
broaden and strengthen the community of cotton
professionals who are committed to safe trading.
We plan to do this through the well-established
trade events that take place each year, together
with our Complete Cotton networking and
training course and refreshed outreach and
training projects with partner organisations in
key markets around the world. For example,
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later this year we will run courses with CCA in Henan
Province, China, and with KCA in Karachi, Pakistan. As
the President has described, more will follow in 2019.
We also hope to encourage increased participation,
and membership, in key importing markets such as
Bangladesh, China, Pakistan and Vietham. We have
recently welcomed some ICA Ambassadors in China to
support the Association in this endeavour.

Your management team, based in Liverpool,
comprises a small group of energetic, dedicated
and cheerful people all of whom are committed
to providing the best support we can to you, the
members. Their roles, too, adapt and evolve to match
the changing demands of the Association. We have
recently welcomed Casandra German as our new
Business Intelligence Officer. Her role is focused on
investigating trading data and alleged breaches of our
safe trading rules. She is also active in the Country
Focus Groups, which have a renewed focus this year.

Many of you know Tracy Dignan, our Membership
Officer. She will be helping those new members
that you encourage to join as they navigate our
application process. | know that you will help her out
in Hong Kong. We are sorry that our Marketing and
Communications Officer, Sarah Heaps, is leaving — but
we are delighted that she has secured a prestigious
position in Liverpool Institute for Performing Arts. We
will carry out a small re-balancing of the roles here as
we adapt to life without her and | will soon be able
to announce who will lead on communicating for
the Association. Next time, | will focus on a different
element of our team.

It has been a privilege for me to support your
Board of Directors and, in particular, the officers of
the Association, whose contribution is immense. | owe
a special ‘thank you’ to Salman Ispahani — my first
President — and Jirg Reinhart who led my selection
process as well as managing the team in Liverpool
between MDs. To my mind it is a measure of the
vibrancy and success of the ICA that such able people
volunteer their time freely to its management and
oversight. This is reinforced by the quality of those
members who have expressed interest in joining
the Board and becoming officers of the Association.
These facts, coupled with a sound financial position,
enable me to confidently predict that the future of the
Association is healthy and assured.

Thank you, everyone, for making my first year in
your Association both professionally rewarding and
personally enjoyable. | look forward to getting to know
you all better in the coming year.
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The Dangerous Rise of

‘On-call’ Sales

AINHE,

Peter Egli,
Director of Risk Management,
Plexus Cotton Limited

In recent years we have witnessed a significant
increase in unfixed ‘On-call’ sales, to a point
where they have become an important factor in
the futures market. ‘On-call’ sales (and purchases)
are nothing new, since they have been in use for
over 100 years. It apparently
all started before World War
I, when American merchants
followed a practice developed
by Liverpool traders and began
selling cotton ‘On-call’ on a
specified futures contract.

In 1938 the Commodity
Exchange Administration
(a predecessor of the
CFTC) started compiling
data regarding ‘On-call’
transactions and in 1939
weekly reports were being published for
the first time. In a study, the CEA found that
‘public information was needed about ‘On-call’
transactions. It was felt that some firms, knowing
their own ‘On-call’ position and exchanging
information with other houses, were in a position
to influence prices to the disadvantage of other
market users’. The CEA further stated that ‘the
purpose of the weekly report is to make basic
information on ‘On-call’ transactions equally
available to all members of the trade and the
public’. These observations are still as valid today
as they were 80 years ago!

‘On-call’ transactions serve some important
functions for mills and producers. For example, by
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buying ‘On-call’, a mill that doesn’t have forward
yarn orders in hand yet, is able to secure raw
cotton supplies without having to take on market
risk. It also allows mills to buy cotton at times
when prices are considered high, in the hope
that they may subsequently drop, while at the
same time giving the seller an opportunity to
lock in the final sales price by selling futures.

Unfixed on-call sales
(as at August 2018)

AEMENHE
( #iZ201858A)

m2018/19 contracts
40,000 2018/19FEEEH

60,000

myear earlier

EILt EEE

However, too much of a good thing can turn
into a problem. If too many mills buy ‘On-call’
instead of a fixed price, while merchants lock in
the sales price by selling futures (or are using
bearish options strategies), it can lead to a
massive build-up of short positions. On May 18
this year, unfixed ‘On-call’ sales reached a new
record of 16.48 million bales and at the time of
writing in mid-August, they were still at 15.90
million bales.

A large futures short position tied to ‘On-call’
sales is not necessarily an issue as long as the
market outlook remains neutral or bearish, but
if the market were suddenly to turn bullish and
mills started to fix in great numbers, it could
lead to an explosive market. This has partly to do
with the way the futures market is structured.
A futures market is a ‘zero sum’ game, meaning
that for every long position there must be an
equivalent short position. Therefore, if a big
number of shorts are trying to cover, they need
traders on the other side who are willing to sell.

Since about 2004 there has been rapid growth
in Commodity Index Fund investments, which
are now occupying a large percentage of the net
long position in futures and options. The latest
available CFTC ‘Commitment of Traders’ report
showed that as of August 14, Index Funds owned
8.03 million bales (50.5 percent) of the net long
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position in cotton futures and options,
while all other speculators combined were
7.87 million bales net long (49.5 percent).
The trade, which consists of producers,
merchants and mills, was on the other
side with a 15.90 million bales net short
position.

Index Fund investors often own 40-60
percent of the net long position in cotton
futures and options. Since these Index
Fund positions are part of larger baskets
that typically include over 20 different
commodities, they do not react to price
swings in any particular commodity.

Instead, Index Fund positions change only due
to investment flows in or out of the entire
commodity basket, or due to annual rebalancing
within the basket.

Therefore, if a bullish situation arises in which
trade shorts feel a need to cover their positions,
but 50 percent of the longs (Index Funds) are
not in play at all and the other 50 percent
(speculators) are reluctant to sell during a rising
trend, the shorts suddenly find themselves in a
market that is devoid of sell-side liquidity.

The 2010/11 season serves as a good
example of what can happen when shorts get
trapped in such a setup. In the first phase of the
historic bull market, during which futures prices
nearly doubled from 77 cents in early June
2010 to around 151 cents in early November
2010, mills bought a lot of their needs ‘On-call’,
refusing to pay runaway prices. During these
four months, from early June to early November
2010, unfixed ‘On-call’ sales increased from 6.32
to 12.12 million bales, a record that stood until
last year.

A temporary lull in buying activity allowed
prices to briefly fall back to 113 cents by late
November 2010, but from there they would
again double over the following four months
and reach a synthetic high of 227 cents by the
end of March 2011. | believe that ‘On-call’ sales
played a major role in this parabolic price rise,
as mills were forced to fix in an increasingly
illiquid market, which pushed prices even higher.
Between early November 2010 and early April
2011, we saw unfixed ‘On-call’ sales drop by
nearly 6 million bales, from 12.12 to 6.30 million
bales, as mills were scrambling out of their
painful positions.

We ® ready for just
about anything.

Rekerdres & Sons Insurance Agency constantly strives to keep ahead
of the ever-changing rules, laws, and customs issues involving cotton
shipping and storage. This allows us to identify exposure, control risk
and more fully understand the supply chain, from origin to destination.

®

REKERDRES & SONS
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Defining the Future of Cargo Insurance Since 1953
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Could it happen again? The answer is yes!
Whenever we have a sizeable trade net short
position in the futures and options market, which
is to a large degree tied to a massive amount
of unfixed ‘On-call’ sales, while the long side is
split between passive Index Funds and trend-
following speculators, then this set up is like a
powder keg waiting for a spark. All it takes is a
bullish event that prompts a large number of
mills to fix, while speculators jump on the bullish
train and Index Funds sit on their hands. This
would be enough to initiate a short squeeze that
then keeps feeding on itself, similar to what we
saw in 2011.

Mills currently have an unfixed ‘On-call’
position of nearly 16 million bales, which is
considerably larger than the 12.12 million bales
that they held back in November 2010. However,
for the last two seasons, mills have been playing
it relatively cool and, so far, they have avoided
getting squeezed, although | would argue that

the general price level has been higher than it
would have been without this massive ‘On-call’
position.

Recent geopolitical and economic
developments (the Sino/US trade war,
depreciating emerging market currencies) have
been weakening the bullish case and mills are
once again being rewarded for their patience,
but that doesn’t mean that they can let their
guard down.

Sooner or later a new bull market is going to
emerge, and mills might not be as lucky then.
Risk mitigation is therefore paramount, be it by
limiting upside exposure through the use of ‘out
of the money’ call options, or by fixing cotton
and then keeping downside opportunity open via
put options. Various ‘over the counter’ strategies
are another way to limit exposure. In short,
prevention is key, because the cure has proven to
be painful!
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Trade Flows in Turbulent

Times

Mohit Shah,
Director, Gill and Co. Private Limited

“Trade War” has become a common term
this year. Looking back, this has not appeared
suddenly. The stage was set in 2016 during
the electoral campaign by the then Republican
presidential candidate Donald Trump.

In 2017 the total US trade
deficit was USDS566
billion. President Trump
wants to reduce this deficit
as it is detrimental to the
US economy — the largest

in terms of Nominal Gross
Domestic Product (GDP).
The US, given its political,
military and economic
clout, would not like to lose
its status as the leading
global economy to China,
which is the world’s largest
economy by purchasing power parity, according
to the IMF. Interestingly, China accounts for 66
percent of the total US trade deficit in goods.

At the time of writing this article, admittedly,
to predict the future outcome or trend is beyond
anyone’s scope and is a best guess for the future
in the current environment when political
statements are made and changed almost on a
daily basis.

The US textiles and apparel trade is heavily
one-sided, with Chinese goods constituting
around 36 percent of all US textile and clothing
imports according to the Office of Textile
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and Apparel under the U.S. Department of
Commerce. But when it comes to the raw
material — cotton — it is the other way.

With 12 billion dollars’ worth of textiles and
apparel exports, Vietnam is the 2nd largest
supplier, accounting for more than 11.5 percent
of all textile and clothing imports by the USA in
2017. Bangladesh and India are the next largest
suppliers of textiles and garments. So far, the
Trump administration has avoided including any
consumer goods in the dispute. The sheer risk
of 25 percent or more US tariffs on imports from
China exposes a key risk to the global textiles
and apparel chain, of the over-dependence on a
single country’s supply chain. Already US brands
and retailers have announced a switch away
from a China-centric supply chain. Vietnam,
Bangladesh, India and Pakistan will stand to
benefit as the re-shaping by major US brands
and retailers occurs, albeit slowly, given the
challenges in each of these countries.

US exports as % of world trade
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The tariffs imposed by China, if they prevail
for a long time, will bring profound changes to
the world agricultural sector and supply chain.
Cotton is no exception; sales of US cotton to
China are valued at USD$980 million.

In the context of US cotton exports reported
by the USDA, those to China account for about
15 percent of the total and for about 11 percent
of total output in recent years. From the Chinese
perspective, US cotton takes a relatively high
share of total imports, especially in 2017 and
2018, when the proportion reached as high as
44 percent. Even as the trade war rhetoric was
in the background, it appeared that no one,
including Chinese mills themselves, believed
that US cotton would be dragged into the fray.
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The only import quotas up to that point were
the annual 2018 WTO-guaranteed quotas. The
marketplace believed these were sacrosanct,
since issuance was part of the WTO agreement.

60% - Vietnam Market Shares
Raw cotton imports
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China already had a quota system for its cot-
ton imports in place to protect domestic farm-
ers; before the trade war, one percent duty was
levied on imports under the annual quota of
894,000 tonnes (per the WTO entry commit-
ment). Volumes in excess of that level were sub-
ject to tariffs of 5 to 40 percent, depending on
the import price. The punitive tariff introduced
this year, which brings total tariff rates to be-
tween 26 and 65 percent, would raise the price
of US cotton by some 3,500 to 4,000 RMB (say,
USS585) per tonne. Concerned about inventory
running low, China in June approved 800,000
tonnes of additional cotton import quota for
2018, the first time the country has allowed
extra quota in five years. US cotton will now be
costlier, requiring a change by China in its raw
material sourcing strategy. Clearly, trade flows
will shift and become re-balanced. Chinese mills

/'\
(w)

PCK Cotton Private Limited

Ginners & Exporters of
High Quality Indian Raw Cotton
Specialize in Qualities like : Shankar-6 /MCU-5/DCH-32

Chetan Mehta Paras Mehta
Mob: 9820046400 Mob: 9820327555

404, ML Spaces, Dashrathlal Joshi Road,
Kamala Nagar, Vile Parle (West), Mumbai-400056
Email : info@pckcotton.com

could be forced to increase imports from other
cotton exporting countries like Australia, Brazil,
Greece, India and to some extent the CIS and
West Africa. Whilst the share of cotton imported
from these countries by China might be expected
to increase dramatically, at the same time US
exports of cotton to countries like India, Pakistan,
Vietnam, Bangladesh and Indonesia should also
grow.

Depending on their individual textile
capacities and capabilities, these countries could
emerge as an increased supplier of (1) cotton
yarns made out of US cotton to China and of (2)
fabric and apparel exports to the US.

In conclusion, the landscape of the world tex-
tile apparel industry will change to some extent
and specifically for cotton in the near term. The
price direction remains tied to how these trade
issues are resolved. Predicting at this juncture
the degree to which trade flows will alter, how-
ever, would be like playing a game of ‘POKER’.




Meeting the Challenge:
The Outlook for Brazilian
Cotton Exports

IR :

Henrique Snitcovski,
ANEA President

“Order and Progress”. If you haven’t
noticed, this is the sentence written in the
white strip of the Brazilian flag. In a simplified
way, interpretation of the slogan perfectly fits
our cotton industry. The sector inspires and
represents the principles
of commitment and
achievement over time.

Brazil was one of the
largest cotton importers in
the world in the mid-1990s
and has since become one of

It is remarkable. The
extraordinary growth in
production has resulted
from the perfect balance
of climatic conditions and
water resources, rich soil and ideal topography
for cotton cultivation, enabling Brazil to deliver
the highest yield per hectare in the world from a
rain-fed production cycle.

Permanent research and investment in
precision farming technologies — through the
development of varieties adapted towards
farming in the Cerrado region, including
harvesting and ginning management processes
- have positioned the country as the world’s
fourth largest producer, but more importantly,
the leading supplier of certified cotton, which
is produced responsibly and sustainably. The
hard work and cooperation among growers

the world’s leading exporters.
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and the entire network of
Brazil’s Industry Associations,

. . 2,500,000
continues to provide full
coordination to meet the 2,000,000
industry’s needs along this
1,500,000

promising journey. 27% 34%

Despite the successful 1,000,000 23%

achievements of recent years,

and the consolidation of the 500,000

large-scale cotton production,

the next challenge for Brazil ,90"" ,190“ m@‘”

is to continue to sustain 00'”\ 00'5\ 00“\ 00"’\
DS S S S

potential growth, expanding
production and market share
globally.

ABRAPA — Brazilian Cotton Growers
Association, and ANEA — National Cotton
Exporters Association, have been working
intensely for the continued promotion of
Brazilian cotton globally, addressing initiatives
focused on fiber quality, traceability and regular
supply, while visiting and also inviting actual
and potential new consumers to personally
understand the greatness of the local industry
and the challenges of the sector.

The key elements in strengthening
commitment to the industry include increased
transparency, as well as access to and
understanding of customer needs and trends.
In most international meetings, there is always
someone representing Brazilian cotton, with the
aim of improving commercial relationships and
providing relevant information. Such visibility
and credibility also support the logistical
mechanism employed by Brazil to negotiate
sales in advance, thereby enabling farmers to
finance and secure their costs for investment in
future crops.

But there are other challenges to overcome.
With increasing exportable surplus, foremost on
the list remains the impact of logistics and the
supply bottleneck. The country has an extensive
territory, with cotton moving long distances
from major growing areas to the major shipping
ports. The rail system is still underdeveloped
and even though roads are improving,
transportation depends exclusively on trucks
with significant handling costs.

Furthermore, over 70 percent of export
shipments occur during the second half of the
calendar year. Such a concentration forces
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STANDARD BRAZIL HVI (SBRHVI):
SEVERAL REASONS TO RELY ON THE
QUALITY OF BRAZILIAN COTTON

The SBRHVI program in full steam for the 2017/2018 season. Thanks to the work
performed by CBRA (Brazilian Reference Center for Cotton Testing), there are even
more reasons to trust Brazilian cotton. A series of ongoing projects will bring more
credibility to the fiber produced in the country:

== CBRA Check Sample Program - 0.5% of all
samples tested at HVI labs are checked

== Retest Program
== Brazilian In-house Verification Program
== Brazilian Round Trials Program

==  Ongoing training at the labs that are part of the
network to ensure testing consistency

== Brazilian cotton quality database accessible
through Abrapa'’s portal

BRAZILIAN.COTTON:
QUALITY, TRACEABILITY,
TRANSPARENCY AND
RELIABILITY.

www.abrapa.com.br



handling and storage capacities to test their 200
limits, making logistics and execution in

planning increasingly relevant to controlling 150
costs and efficient performance. The trade

flow also depends on the balance between 100

general imports and exports, besides
competition for space against other products.

Back in 2011, the country reached a record
export shipment of 1.03 million tonnes o
between July 2011 and June 2012, and the
following year a milestone of 188,000 tonnes
were shipped in a single month. Since then,
the closest has been 167,000 tonnes in a
single month.

At that time, China alone accounted for more
than one third of total Brazilian exports, followed by
Indonesia and South Korea, which were recognized as
more established markets for Brazil, while Vietnam,
Bangladesh, Turkey, Pakistan, Thailand and Taiwan
represented rising prospects. All those countries
combined today represent over 85 percent of total
Brazilian exports. However, despite the major market
share achieved among these main destinations, Brazil
will have to look elsewhere to explore possible shifts in
trade flows and additional consuming markets, if the
country wants to stay ahead of the pack.

ANEA is projecting that exports for the 2018 season
will surpass 1.15 million tonnes, corresponding to
the period from July 2018 to June 2019. However,
shipments during the first half of 2019 are expected to
increase notably, if compared with the same period in
the year before.

In order to remain competitive in the long-term,
Brazil’s export capacity should remain the headline
during most sectorial meetings. Nonetheless, ANEA
recently redesigned the body of its logistics committee
to participate in an economic feasibility study of new
port boundaries, to ease the concentration that today
prevails in Santos Port. It is a multi-task coordination
project for mid-term impact and long-term benefits.

Presidential elections during the last quarter of
2018, political turmoil and poor economic growth have
hampered Brazilian cotton from being in the spotlight
for generating new investments, but economic
diversity and agricultural strength will not inhibit Brazil
from overcoming obstacles and taking off again.

Brazil’s fame as the “Farm of the world” could
become a newly relevant slogan if delivery matches the
needs of global consumption on schedule. It’s time to
go the extra mile!
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China Cotton Industry

Outlook

FH

Wang Yan,
CITIC Futures

Looking back on the past few years, China’s
cotton policy has been a major influence on
the domestic and international cotton markets,
including of course the policy of State Reserve
sales and procurement. From 2011/12 through
2013/14, China adopted a practice of unlimited
state buying, which saw increased cotton
consumption and in turn higher global cotton
prices. Since the end of that policy, on the back of
the Xinjiang target price reform trial programme,
China has undertaken a reserve de-stocking
process that has gradually prompted a narrowing
of the spread between domestic and international
prices. Hence, the huge turnover in State Reserve
cotton and the associated regulatory policies
initiated by the Chinese government have clearly
had a significant impact on the global cotton
market.

As the reduction of State Reserve stocks
implies that the de-stocking policy will soon draw
to a close, it is predicted that China’s regulatory
policies will have a relatively weaker impact on
the cotton market, while the influence of the
fundamental supply and demand situation will
increase gradually. Recent market developments
imply that in the future we might need to pay
more attention to China’s demand for textiles and
apparel, in the face of Sino/US trade tensions, and
the uncertain impact of international economic
development prospects.

TR SRERREE

PR Tk

iRz

B it E, EiXEGILEF, S PELE
EHMAET 5 F oo K89 F 4L TP AR
B MO Bk, 2011-20134 /%, T H
BATHE B IR B WS, TN AT XK,
S ARMMNE S, 201454, A£#i2 B4R
MK EREEFT, TEBTHESEES
f, 4B AN ZRT S, SAhE, TEHR
JiE BEAT 0 B S AR AR RS Fe AR AT ), FEOP
E 77 £ A AT T F WAL T B b EAR R 45 B

RH AR,

ME P E A EALEGERE, Rt
I % AR R 42 BOR TR AL T 3 69 % v 1
5, WAL B & 494 F AR I T35 69 o
A¥ BT R, NEIHTHEEFAE, ¥
£ G &md P EAGRBIREE K, At

AWRBF BT Z AR, RERIKEE
25T X,
ELBRES

2011/124 &, 2012/134% % %2013/14
SR, PRELS=AFERTRUE 41y
16007 vk, 485 F L4 F BABILE = AT R
HANBREEE, BT FEZHILLERIFS K
HABAAER T, +E IR &R
WEAARRAE T BRFGZT XFHLTHER, L4
b R A 5456907 vy, % M4k 0 4R
412807 vk, Fsh& EFRTHIE AR E
R4600%F vk, HIEZ®, 2011/12% E 715
£, PEFHSHEOBILELH23048 T vk,

Page 34



We deliver
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Reviewing the past

From 2011/12 through 2013/14, a total of
around 16 million tonnes of domestic lint were
bought by the Chinese government, or over 70
percent of the cumulative total output in the
three seasons. All this cotton entered national
reserves. The move effectively removed a large
volume of domestic cotton from the supply
side, resulting in market demand being met
predominantly by State Reserve auctions and the
allocation of additional cotton import quotas.
During this time, 6.9 million tonnes of State
Reserve lint were offered for sale, 12.8 million
tonnes of lint were imported, and global demand
for cotton rose by around six million tonnes.
Data show that during the five years before the
2011/12 season, China’s annual net imports were
estimated at an average of around 2.3 million
tonnes.

From the beginning of the de-stocking
process, launched in 2014/15, to the end of
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August 2018, roughly eight million tonnes of
raw cotton were sold via the State Reserve
auction process. Total Chinese cotton imports
during the same period were 4.8 million tonnes,
placing annual net imports at an estimated 1.2
million.

Outlook

China’s imports are expected to ‘normalise’
as the anticipated end of the State Reserve
de-stocking process approaches. Meanwhile,
the trade frictions between China and the US
will have a major impact on China’s cotton
consumption, as well as on the global economy.

Cotton Imports

China’s annual net imports from 2003/04
through 2010/11 totalled 2.35 million tonnes,
and the figure between 2014/15 through
2017/18 was around 1.2 million tonnes. If
China’s imports return to the historical average,
then imports for 2018/19 will be around one
million tonnes more than the current level.
Readers will be aware that recent government
actions have reflected the intention to ease
cotton import quotas. In June, the National
Development and Reform Commission
announced that an additional 800,000 tonnes of
cotton import quota will be allocated, under the
sliding-scale tax system, to ensure that spinning
mills’ production needs will be met.

Cotton Consumption

The current relationship between domestic
and international cotton prices could be
expected to shift after this year’s State Reserve
sales programme has ended, as less cotton will
be readily available on the Chinese domestic
market. Should local values move considerably
higher, a decline in the consumption of domestic
cotton could materialise.

At the same time, the Sino/US trade frictions
will have a negative influence on the relationship
between the world’s two largest economies.
China’s exports of textiles and apparel are
expected to rebound if the relationship improves.
However, in the short term, we believe that
China’s cotton consumption in 2018/19 will be
less than in 2017/18, in view of the strengthening
competitiveness of textiles and apparel from
other Southeast Asian countries, and the trade
barriers between China and the US.
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Outlook for Global
Supply and Demand

Alice Robinson,
Market Analyst, Cotton Outlook

Overview

The outlook for global supply and demand in
the coming year will continue to be as relevant
as ever to the movement of international cotton
prices. The difficulties in presenting a clear
picture of potential cotton
production and consumption
are well documented,
particularly at this early
juncture in the season.
However, close consideration
of the various elements
involved, including weather
patterns, logistical issues
and of course political and
economic factors, gives rise
to a projection that is as well
informed as it is possible to
be, while still remaining subject to change as the
months wear on.

The world balance sheet in 2017/18

Indeed, precisely such elasticity was seen
in 2017/18, when virtually all of the major
producers saw estimates of their output change
considerably over the course of the year, for the
most part to the upside. Since the initial forecast
was announced in February 2017, Cotlook’s
projection of world output in that period rose by
over 11 percent.

In India, planted area passed the threshold
of 12 million hectares for the first time since the
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2014/15 season, and abundant Monsoon rains
were received over major producing regions

at the crucial time for standing cotton. This
restored the expectation for yields, which had
previously been in question, and the production
outlook was transformed in just a few weeks.

In the United States, Tropical Storm Harvey
caused devastating floods and serious damage
to infrastructure in parts of Texas and the Delta.
However, the volume of cotton affected failed to
dent the bumper crop that resulted from higher
planted area, lower abandonment in West Texas
and improved yields. Output was raised by some
22 percent, to over 4.5 million tonnes. Of course,
the other notable example is Australia, which
saw a crop of one million tonnes produced in
2017/18, but is facing an estimated reduction

of some 40 percent in the current season, by
Cotlook’s current forecast, owing solely to lack of
water.

On the demand side, China stood somewhat
removed from the global market as strict
import restrictions prevailed, and almost six
million tonnes of cotton still remained in the
State Reserve. However, in the intervening year
the changes to that country’s policy and the
implications for the pattern of global supply and
demand have shifted dramatically.

At the beginning of the 2017/18 season, the
anticipated surplus in the world outside China
(close to 2.5 million tonnes) seemed daunting at
a time when global consumption was expected
by Cotlook to fall short of production by some
590,000 tonnes. One need only glance at today’s
figures, and the continuing recovery of the
outlook for world consumption, to understand
how significantly the fundamental picture can
change in a single season.

The outlook for 2018/19

India is perhaps the first origin that comes to
mind when considering the effects of weather on
crop prospects; not only is it the largest producer
in the world, but it also relies almost entirely
on Monsoon rainfall, rather than irrigation, to
meet its water needs. During the 2018 Monsoon
season, the distribution of precipitation was
erratic and sowing of cotton in the important
Gujarat region was delayed. However, a ‘normal’
volume of rainfall was received overall (according
to the Indian Meteorological Department).

Global cotton production
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Receipt of an adequate volume of moisture
during the crucial growing season, coupled with
a planted area only modestly smaller than that
covered in 2017/18, may give rise to a crop not
significantly different from that of the previous
year.

The above-mentioned transformation in
Australia is perhaps the most striking change this
season, and although there are some months to
go before planting begins, it seems unlikely that
a considerable reduction in output is avoidable
without a significant rain event in that period.
Clearly, the major challenge for growers in recent
months has been the almost complete lack of
rainwater and excessively hot temperatures
received. Moreover, the medium-range forecast
includes little that will cheer growers, as dry
conditions are expected to persist.

A reduction similar in volume to that in
Australia appears in prospect for the US crop,
although the percentage fall is certainly not as
dramatic. The focus of the trade’s attention was
mainly the chronic drought that has plagued
major producing region West Texas for much
of the growing period. Abandonment has
been high. Yields in the region have suffered in
comparison to those attained last season, but
are forecast to exceed those recorded in earlier
periods of drought. However, elsewhere, the
crop performed well and despite the situation
in Texas, USDA’s August forecast, at 911 lbs/acre
(1,021 kgs/ha), would represent a new record if
attained.

The other considerable change is in Brazil,
where the 2017/18 crop (the movement of which
is only modestly earlier than that of the Northern
Hemisphere 2018/19 crops) is expected to reach
two million tonnes for the first time. Near-ideal
conditions have prevailed during growing and
picking, and yields appear on course to set a new
record.

In China, where the domestic industry
consumes virtually every bale produced locally,
forecasts of output from Xinjiang have been
adjusted sharply upward, and according to
some observers may match the exceptional
results obtained from the 2017/18 crop. The
size of the domestic crop will of course affect
the volume of imported cotton required to
meet the country’s structural deficit. Readers
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will be aware of the strict import restrictions
that have prevailed in China for the past
several seasons, following a period of heavy
state procurement, and then several years
of stock reduction via the State Reserve
auction. In recent seasons, US cotton has
enjoyed a considerable share of the much-
reduced import market. However, the
well-publicised trade tensions between the
world’s two largest economies are expected
to affect Chinese demand for that growth

in the coming season (although it should be
noted that at the time of writing, no major
cancellations for China have been recorded in
USDA’s weekly export reports).

It is of course possible that the 800,000
tonnes of additional quota announced
by China in June, for arrival by February,
heralds a sea-change in the pattern of policy
decisions. The trade has watched closely for
any sign that Chinese mills may be permitted
to import raw cotton on a larger scale in
the short term, or that the government will
begin once again to purchase cotton from
the international market, to replenish State
Reserve warehouses and meet the needs of
the local spinning industry.

Given the timescales involved and the
potential for tariff issues to affect purchases
of US cotton, the question arises of how the
requisite lint will be sourced? Brazilian or
such Australian as remains available would
seem likely preferences for those spinners
requiring machine-picked cotton but Indian
may also figure if price relationships are
favourable.
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Steadily rising consumption
is also anticipated in the
increasingly significant markets
of Bangladesh and Vietnam,
although the volumes required
in these destinations pale in
comparison to China’s hunger for
cotton.

Cotlook’s estimate of global
consumption in 2018/19 marks
an historic high of 27,081,000
tonnes (in early September),

US exports to China
(tonnes)
200,000,000
180,000,000
160,000,000
140,000,000
120,000,000

100,000,000
80,000,000

60,000,000 | ‘ |
2005000 || 11
20000000 [} || 1] oy hll bl B Al 1

Taking all of the above into
account, Cotlook has placed the
deficit between global production
and consumption in 2018/19
at over 650,000 tonnes at the
time of writing. Whether that
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against production of 26,417,000. It may be
tempting to cheer the outlook for this season as
supportive to prices, and therefore conducive to
greater production in 2019/20. However, the task
of meeting an increased level of world demand
may present a considerable challenge. As the
producers in origins as far apart as West Texas
and Australia will attest, weather developments
and the availability of irrigation water can put

an end to the most prepared farmers’ plans.
Additionally, some other major producers are
constrained primarily by land availability. In India,
for example, the finite amount of land on which
cotton can be cultivated is close to saturation,
and many other crops compete for space. The
sheer scale of cotton plantings seems unlikely to
increase considerably beyond the twelve-million-
hectare mark.

Apparent Changes in
World Stocks
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configuration of output and use will materialise
of course depends on many factors, including
those detailed in this article.

As always, the only certainties in life are
death, taxes and a shifting outlook for world
cotton supply and demand.
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