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The Global cotton and fiber Industry has generally 
underestimated the importance of the Brazil 

domestic apparel and footwear market. This has 
allowed the continued expansion of Chinese exports 
to this market to not draw the attention it should. The 
total size of the Domestic Brazil apparel and footwear 
market is estimated to have reached 87-88 Billion USD 
in 2018, which means the market is just under a third 
the size of the US market. The Brazilian market lost 
its bluster as the country suffered its worst recession 
on record following the socialist administrations and 
political scandals. At the same time, the socialist 
administrations continued to add to the tax and 

regulatory burden of the domestic manufacturing 
industries, including the textile/apparel sector, where 
limited investment and modernization made the 
industries very uncompetitive. One such area is the 
extreme taxes on electricity that are currently enshrined 
in the constitution. This has made manufacturing very 
expensive and made the removal difficult. The domestic 
textile/apparel industry has been shrinking as a result 
since 2012/2013, with domestic cotton use falling 
by close to a third. Since China joined the WTO, the 
industry has been impacted and under assault from 
aggressive cheap imports. The various governments 
have raised import duties, attempted dumping 
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investigations, but the imports have continued coming. 
Corruption has played a role, as shipments made it 
through without the proper payment of duties. 

Amid these conditions, the volume of textile/apparel 
imports has been expanding, even in a recession where 
the domestic industry faced a lack of credit, retailer 
bankruptcies, extreme interest rates, and a lack of 
investment. Even a collapse in the Real/USD exchange 
rate did not stop the influx of imports. Brazil imported 
3.864 billion USD of textile/apparel in 2016. These 
imports grew to 4.674 billion USD in 2017, and in 
January/November, imports have reached 5.258 billion 
USD. China has been the dominant supplier and remains 
the largest supplier with January/November imports 
up 11.82% at 2.746 billion USD, for a market share of 
nearly 52%. This has occurred despite the exchange 
rate, increased production cost in China, and the import 
duties. Thus, Chinese subsidies appear to have made up 
the balance. Even more shocking is that 2018 imports 
from China will be up over 40% over the last two years. 

Brazil’s socialist past has left a complex system of taxes, 
regulatory burden, and local corruption that has made it 
difficult for the domestic industry to adjust. One attempt 
to become more competitive was outsourcing of some 
cut/sew and other operations to Paraguay. Paraguay 
has low taxes, reduced regulatory burden, and cheap 
electricity. Brazilian companies export fabric and raw 
material to Paraguay and import the finished product 
without duties. In January/November, Brazil exported 
nearly 100 million USD of textile/apparel to Paraguay 
and imported just over 147 million USD of finished 
product, which means the process has been successful 
but remained small overall. 

As the domestic market has rebounded off the 

Recession lows, other exporters have moved into the 
market. But their market share is small compared 
to China. India is the second largest supplier, with 
January/November imports up 10.7% at 472 million 
USD. This reflects a sharp increase since 2016. 
Indonesia is the third largest supplier at 233.4 million 
USD, followed by Bangladesh at 188 million, and 
Vietnam at 157 million. 

Excessive production cost has caused exports to fail to 
expand. January/November textile/apparel exports have 
fallen 2.64% to 891.4 million USD, leaving the country 
with a 4.366 billion USD trade deficit in textiles/apparel. 
The largest export market was Argentina, which has 
suffered a massive recession as the peso collapsed, with 
exports reaching only 202.49 million USD. Paraguay was 
the second largest. The USA and Holland were small but 
important non-regional markets, with the regional markets 
of Columbia, Chile, Peru, and Bolivia also important. 

The New Capitalist government faces a host of major 
problems that need immediate addressing: law and 
order, rural infrastructure, and pension overhaul. 
The pension overhaul is a major issue, with the new 
economic minister telling the press that a trillion 
Real or 350 Billion USD overhaul is expected within 
the next few months. Once this reform is passed, 
the government will be able to focus on freeing 
the economy. An estimated 12 million people were 
unemployed as Bolsonaro took office. This provides 
a major labor pool for a complete revitalization of the 
country’s manufacturing and textile/apparel industry. 

The potential for the economy and the country’s cotton 
industry to benefit is enormous. The largest Brazilian 
apparel chain, Lojas Renner has released its earnings 
of 2018, posting a record one billion Reais Profit or 
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269 million USD, up 39% from a year earlier. Fourth 
quarter profit surged 33%, marking a major turnaround 
from the years of 2016/2017. The company has said 
2019 same-store traffic is up over 50% from year ago. 
Lojax Renner has also announced that it will invest 700 
million Reis, or 188 million USD, in new stores in 2019, 
with 55 new stores along with three stores in Argentina 
and one in Uruguay. The company has a host of stores 
that focus on different segments, but it is heavily 
focused on the Middle Class. The top Luxury segment 
of the market has been hit the hardest by the country’s 
downturn. It is estimated to have shrunk nearly 24% 
in 2016 & 2017 combined. It rebounded 7.1% in 2018. 
However, several fashion brands that had opened 
their own stores have closed and left Brazil during 
this downturn. Many luxury brands are much cheaper 
outside of Brazil, with tourist spending outside of Brazil 
a major issue. The brands that left Brazil cited high 
taxes, logistics, and import duties as major problems.

These same issues have driven retailers to source 
imports. BTG Pactual did a study of 12 major products 
sold in the Zara fast fashion chain that operates in 
Brazil. It found that, out of the 44 countries surveyed, 
the most expensive products were found in Brazil. 
Brazilian products were 18% higher than the same 
product sold in US stores converted to USD. This study 
found that Zara ten years ago sourced over 40% of its 
products sold in Brazil domestically. Today that number 
is only 1.2%. 97.8% of all products are imported. The 
study cited that Zara encountered major problems with 
domestic suppliers. They also cited the major problems 
with the complicated Brazilian tax structure. Logistics 
was a major problem due to the lack of rail. Even with 
the imports, the company faces high import duties and 
major differences in taxes between states.

This illustrates the challenges that the Bolsonaro 
government faces in revitalizing the industry. The 
election and the early success of his administration 

have already restored consumer confidence. This means 
the retail sector has turned, and it now faces its best 
year since 2012/2013, with an acceleration of growth in 
2020 and beyond. The question is can the obstacles be 
addressed that will allow the domestic textile/apparel 
sector to benefit, or will it be Chinese exporters who 
benefit? So far, no major new investment in the sector 
has been announced, and the challenges are complex. 
However, the industry does have strength to build on. 
The booming cotton sector provides the opportunity 
for complete supply chains. Despite all the economic 
woes of the last several years, a few complete farms-
to-finished product operations are operating that have 
large potential. So far, these groups have not gotten 
the attention of the larger retail chains, which have 
been focused on imports and the cheapest prices. The 
industry’s biggest obstacles start with the extreme cost 
of domestic credit and the inability to build inventory 
as the crop moves. This extends to the ag sector, where 
credit tightness has resulted in a booming barter trade 
in inputs that forces a large block of the crop to move 
for export. 

These issues combined keep the domestic cotton 
spinners in a price squeeze where the local cotton 
price is at a premium to international prices. Sometimes 
the premium can be excessive, with imports made 
expensive by import taxes and logistics. Then the 
spinning, weaving, and knitting sector needs a 
sharp reduction in electricity cost, other taxes, and 
reduced labor social cost. The cut/sew sector is very 
disorganized, with the excessive labor social cost 
forcing companies to turn to the unofficial economy 
for much of the cut/sew operations. This denies the 
employment benefits from benefiting the economy 
and local communities, and leads to the exploitation of 

Village Mall, Rio De Janeiro, Brazil

Ellus, one of Brazil’s oldest fashion labels
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undocumented workers. 
One of the largest obstacles is the complex and 
confusing cost of electricity. On average, the cost 
of electricity in Brazil is 50% higher than the world 
average price and 100% higher than the cheapest 
locations. The reasons are high transmission cost, 
waste, and taxes. Brazil has federal, state, and local 
taxes applied to electricity. 14 specific taxes apply to 
electricity only, and are calculated on eight different 
bases. An estimated 45% of the average industrial 
electricity cost is in taxes. The budget trouble of the 
last several years has only added to the burden. 70% of 
all electricity is hydro produced, with the dams located 
far from the consumption centers. The other plants are 
fuel based, with solar becoming important. The earlier 
socialist government attempted to lower the tax burden 
on the very poor Northeast states such as Ceara in 
order to direct business to the region. This has resulted 
in some of the largest textile/apparel plants being in the 
Northeast states, which lowered electricity and labor 
cost but has created the huge logistic cost of shipping 
the product to the Southern Metro centers. 

The Americas are lacking in having a major, large-
scale textile/apparel consumption base. Brazil has the 
most advanced industry and a very deep designer or 
fashion base, giving it a major advantage. In addition, 
with a population of over 210 million people, the 
country has a large domestic base that is well known 
for their shopping. Cotton is a very popular fabric; the 
lack of a major domestic man-made fiber industry has 
helped cotton maintain share of domestic produced 
goods. However, cotton has lost dramatic market 
share in the surge in imports, especially from China. 
The country has the potential to be a force in Viscose 

Fiber production, but for now the liquidized wood 
pulp is exported and processed elsewhere. Cotton 
consumption has been stagnating for a long time, as 
has the domestic industry. Cotton use reached a record 
in 2007/2008 at 4.450 Million bales. The country’s GDP 
in 2007 was 1.396 trillion. It has reached 2.056 Trillion 
in 2018, and cotton use has fallen to 3.4 Million bales 
in 2018/2019. Imports have filled the void, and the 
challenge for Brazil is to launch the reforms needed to 
revitalize the sector. 

Without a revitalization of the sector, Brazil faces a 
major challenge in moving an increasing volume of 
cotton to export. In 2018/2019, Brazil is expected 
to move a record 1,450,000 tons (6.66 Million bales) 
to export and carry forward a record 1,081,000 tons 
of cotton (4.966 Million bales). Both of these are 
challenges. Growers and the country face major losses 
in value-added revenue by exporting the raw cotton. 
The losses to the domestic economy will be huge, 
with large losses in employment and farmers suffering 
major reductions in income. In addition, Brazil faces 
a major shortage of warehouse storage. As a matter of 
fact, cotton is stored outside on pallets covered with 
tarps. This practice was okay when the export volume 
was small. However, it is not feasible, as export volume 
begins to reach current levels. As Brazil steps up its 
competition with the USA, it will also have to improve 
quality management. The country has the potential 
to double domestic cotton use if the sector gets the 
needed reform and protection from imports. Without 
this reform, Brazilian cotton will be viewed as another 
extraction commodity to be taken out of Brazil and 
valued-added and processed elsewhere.

Sao Paulo Fashion Week
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In its February estimates, CONAB raised Brazilian 
cotton production estimate by 151,208 tons to 

2,564,900 tons (11.784 million bales). The February 
report also revealed what may lie ahead for acreage 
outside of Mato Grosso, as growers in almost every 
region expanded cotton acreage by sizeable levels. 
The success of Mato Grosso growers, with cotton as a 
second crop behind soybeans, is drawing the attention 
of growers across the frontier states and the rest of 
the Midwest. The lack of infrastructure both in gins 
and in transport to the port has limited cotton acreage 
in the Frontier states. In 2018/2019, some growers in 
these regions have begun to establish a cotton base. 
In Roraima, the northernmost and least populated 
state, 1200 hectares were planted in November to 
irrigated acreage, and 6,000 hectares as a second crop, 
which reflected a 25% increase. This state has large 
tracts of virgin land with large potential for cotton and 
soybeans. The main issue for now is logistics in moving 
the product. Rondonia state, which borders Amazonas, 
planted 4500 hectares. Piaui doubled cotton acreage, 
reactivated a gin, and planted 15,600 hectares. Maranhao 
increased acreage over 23%, to 27,600 hectares. 

Acreage also expanded in the established farming states 
of Mato Grosso doSul, Goias, Minas Gerais, and even 
in Sao Paulo. Minas Gerais expanded acreage 57.6%, to 
39,400 hectares. 60% was a full season crop, and 40% 
as a second crop. The expansion of acreage outside the 
key sates of Bahia and Mato Grosso will also increase 
the availability of the crop to cover a wider shipment 
period. CONAB forecast that Bahia would plant 332,000 
hectares, a 25.9% increase. 292,000 hectares is rain grown, 

and 40,000 hectares of irrigated acreage planted after 
the soybean harvest in February. Mato Grosso production 
was placed at 1,720,900 MT or 7.9 million bales. 

CONAB forecast consumption at only 730,000 tons and 
exports at a record 1,450,000 tons, leaving a record 
ending stocks of 1,081,000 tons. The cotton areas of 
Goias, Mato Grosso, Minas Gerais, and Bahia received 
very beneficial rains during the February 9-11 time 
period. For some parts of Western Bahia, it was the 
first major rains in 30-40 days. Planting of the second 
crop in Mato Grosso is accelerating and is past the 60% 
point. New attention is now centered on a new Land 
Investment Bill that is being considered, which would 
lift restrictions on the sales of land to foreign groups, 
except in the Amazon region. The Agribusiness lobby is 
pushing the bill, but the President is fearful that it will 
lead to a rush of Chinese land purchases. 

Brazilian exporters remain very aggressive in export 
offers, especially the lower quality color grade 1 1/8 
styles that must compete with US styles. Last week, 
Brazilian sold in volume across a broad cross section 
of destinations. In Turkey, SLM 1 1/8 and lower color 
grades sold at 550 on the cover month, which reflects a 
very aggressive basis given the freight cost from Brazil 
to the Turkish ports. Brazilian exporters are under 
pressure to move all stocks before the record new crop 
begins to move.   

CONAB RAISES THE 2018/2019 COTTON CROP TO  
2.565 MMT OR 11.784 MB
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This past week the release of the National Cotton 
Council planting intentions survey drew the 

attention of the speculative funds, even though 
the increase had been discussed in this and other 
publications for months. Much of the selling since 
the NCC survey release has been from the Managed 
Funds. However, little attention has been given to 
the dry winter being 
experienced across 
the West Texas region, 
and the excessive rains 
in the Mid-South and 
Southeastern belts. 
November to May 
cumulative rainfall for 
Lubbock, Texas has 
averaged 10 inches. 
Over the past five years, 
the heaviest rainfall 
reached nearly 20 
inches in 2014/2015, 
and the driest was 
2017/2018, when 
only four inches was 
recorded. November 
1- February 14, 2019 
rainfall has reached only 
1.19”. Last week, a high pressure was locked over the 
region with no rain occurring. Very windy conditions 
prevailed, with dust storms noted. The area will have 
a slight chance of snow early this week. The dry 
weather will play a role in planting intentions and in 
growers’ willingness to make the needed commitment 

to crop inputs. The NCC survey showed that growers 
have intended to expand acreage. The timing of rain 
is important. Growers must make commitments on 
inputs, quality of seed, and make field preparation. 
Extreme dryness into April-May will influence decisions 
that will impact yields and quality. Crop abandonment 
can range from 5% to over 30%, depending on rainfall.  

Texas could plant from 
7.5-8.0 million acres, 
and thus huge swings 
in harvested acreage 
occur. 

The next level 
of concern is the 
continued very wet 
pattern prevailing 
across both the 
Mid-South and 
Southeastern Belts. 
Last week was very 
wet, which limited any 
fieldwork. Growers 
across the region will 
need an extended 
period of dry weather 
for fieldwork. This 

region will be crucial in 2019/2020 for US yields to 
reach their potential, and will also be very important 
to the overall quality of the crop. Water availability in 
California’s SJV is expected to improve following the 
excellent snowpack that will help maintain and expand 
Pima acreage. 

US PREPLANT CONDITIONS CAUSE SOME CONCERN:  
DRY WEATHER IN WEST TEXAS/EXCESSIVE RAINS  

IN THE MID-SOUTH

Food inflation is now an issue, as the impact of the Lira 
collapse is being fully felt. Recently, the attention has 
been on onions, which have tripled in Lira terms over 
the past year. The sharp increase in this staple food 
has caused the government to come out against the 
farmers, and attempt to stop any hoarding. Could this 
indicate that the government will attempt to boost food 
crop protection and be unwilling to increase the price 
support needed for cotton acreage to be maintained? 

Turkey planted a large acreage to cotton in 2018/2019, 
but the results were not good. Grower returns were 
reduced by excessive rains at planting, and again 
at harvest, reducing quality and yields. In addition, 
the Lira collapse occurred before the 2018 harvest, 
which reduced returns. Acreage in 2018/2009 surged 
to 560,000 hectares from only 400,000 hectares in 
2016/2017. However, production declined to 3.7 million 
bales due to the weather issues.

TURKEY: WILL COTTON ACREAGE FALL AFTER POOR  
RETURNS OF 2018 AND INFLATION CONCERNS?



FEBRUARY 18, 2019  JERNIGANGLOBAL.COM  ISSUE NO. 1006

7

After the sharply lower yields and returns of 2018, 
2019/2020 acreage would appear set to fall sharply. The 
average farm size is about 9.5 hectares, and growers 
depend on a government subsidy to keep the crop 
profitable. The government raised the subsidy for six 
straight seasons thru 2017/2018, and left it unchanged 
in 2018 at .80 Lira per kilogram of seed cotton. Just to 

keep the subsidy at the same level in 2019 will mean 
an increase of 30-50%. Such an inflationary increase 
may be something the government is unwilling to do, 
because it is just too expensive. Approximately 80,000 
farmers grow cotton. The incentive, especially in the 
Aegean and Cukuriva belts, may be switched to food 
crops. The financial woes of the Lira crisis have also 
slowed the expansion of the GAP irrigation scheme.  

Early indications suggest cotton acreage could fall 
back to the 370,000-hectare level, which would 
suggest production may total no more than 2.7 
million bales. Textile/apparel exports have been 
expanding, supporting domestic consumption, but the 
weaker European economy is causing some concern. 
Consumption could reach the seven million bales 
level, which would set the stage for a rebound in 
cotton imports to near the 4.2-4.3 million bales level. 
The sharp decline in international price levels and the 
availability of US long staple lower color grades at 
record discounts is again stimulating import offtake. 
Turkish mills were very active buyers of US, Brazilian, 
and Greek styles last week. 

E N J OY  T H E  G R E AT  F E E L  O F  
1 0 0 %  A L L - N AT U R A L  C O T T O N

FIELD TO CLOSET™ NASHBROUGH COTTON™

EX PANDING COTTON CONSUMPTION IN  A  NEW SUPPLY  CHAIN  FOR GROWERS
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Argentina is estimated to have 
planted 550,000 hectares to 

cotton in 2018/19. This is near 
a record. Private estimates from 
such groups as Cotlook suggest 
only 50,000 hectares has been 
lost from the devastating flooding 
in Janurary, which hit the major 
cotton areas. This is much 
below the levels that had been 
feared. Cotlook has maintained 
a production estimate of 300,000 
tons, which would mean a record 
crop of 1,378,350 bales is still 
possible. Domestic consumption 
is weak and will not likely exceed 
450,000-500,000 bales which means 

exports will be a record of over 
800,000 bales. Argentine offers have 
not been aggressive yet, as crop 
uncertainly has limited selling. If 
trade confidence in a record crop 
is restored and harvest begins, very 
aggressive export offers are likely. 
Such an export volume would 
strain logistics, but the weak Peso/
USD provides a major incentive to 
move the crop to export. The crop 
will likely be popular in Pakistan, 
Indonesia, and other markets, 
based on expected offering levels. 
The quality of the Argentine crop 
has improved, which has helped 
broaden demand. 

Much of the 2019 Australian crop is now cutting 
out, with some areas experiencing a shortage of 

the needed final irrigation application, as water has run 
out. Major dust storms have prevailed across Northern 
Victoria and New South Wales, creating very poor 
conditions for both humans and the finishing of the 
crop. Additional rainfall has been very disappointing, 
and no major rain events have occurred. The tropics 
east of the Country have heated up, but no major new 
storms have occurred. The devastation in Queensland 
from the flooding continues, with an estimated 22 
Million hectares of land under water. Despite these 
conditions, the Labor party has called for additional 
water buybacks from farmers in order to increase 

the flow into rivers. No major discussion on water 
infrastructure has occurred, as shocking as that is 
given the devastation to Queensland and wasted water 
resources illustrated by the event. The estimate of 
losses continues to expand, with live cattle losses alone 
reaching 500,000 head.

2020 crop prospects remain very much in doubt. The 
first challenge is the requirement for major rains, and 
the second is the political challenges poised by the 
Labor and Greens ahead of an expected election in 
2020, which may, even with an improved supply, 
reduce the water availability to farmers.

The first half of the 2019 financial year has shown 
very strong growth for Bangladesh apparel exports. 

July/December Bangladesh apparel exports have 
reached 17.08 Billion USD, which reflects a 15.65% 
growth. The strongest growth has been to non-
traditional markets. July-December exports to non-
traditional markets reached 2.9B USD, which reflects a 
29.52% growth in knitwear and 43.5% growth in woven 

apparel. The government has provided a 4% cash 
rebate for exports to the non-traditional markets. The 
top non-traditional market is Japan, where exports are 
up 50.62% at 547.22 Million USD in the July/December 
period. Australia was the second largest market, with 
exports of 360.41 million USD. Strong growth has also 
been noted in China and India. Cotton remains the 
dominant fiber of choice for Bangladesh mills.

PRIVATE ESTIMATES FOR ARGENTINA CROP SUGGEST  
RECORD CROP STILL POSSIBLE DESPITE FLOODS

AUSTRALIAN BELT HIT BY CONTINUED DUST STORMS

BANGLADESH CONSUMPTION HOLDS FIRM  
AS APPAREL EXPORTS POST GROWTH
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export sales were very brisk last week, as 
futures broke the 70 cents level and basis 

levels remain cheap. Even with futures at 70 cents, US 
E/MOT GC 31-4-36 offers at 850 on March and May 
means landed mill prices below the 80 cents level. The 
wide variety of quality discounts has resulted in the 
very cheap offers. An E/MOT GC 41-4-37 with level 1 
bark offers are at 500 points on May. E/MOT GC 42-4-
36 offers are at 525 on May. These prices are CFR Asia. 
Merchants are attempting to avoid carrying the low 
grades into next season. Even the small volume of high 
grades is experiencing aggressive basis levels. Mot/E 
SM 1 1/8 offers are noted at 950 points on May. Sales of 
US styles were very active last week, with Turkey and 
Pakistan featured buyers. 

The US government slowdown has kept reporting of 
export sales delayed. Export sales for the week ending 
Janurary 3 were very active at 299,800 running bales 
of upland and 6,200 of Pima. Pakistan, India, Turkey, 
and Vietnam were all active. The main disappointing 
feature was the slow pace of export shipments, which 
reached only 181,100 running bales of upland and 
16,200 bales of Pima. Total US export sales are on track 
to meet the USDA target, despite the lack of Chinese 
offtake. However, the problem is shipments. With 
the 2018/2019 season half over, the US has shipped 
only 3,842,258 bales. For the USDA target to be met, 
weekly shipments will have to average 373,706 bales a 
week. Such volume has been difficult to achieve, and it 
remains to be seen if this can be accomplished.

The various 
comments in the 

press would appear 
to provide ample 
evidence of successful 
talks, as well as failure. 
Another fear is that 
the Chinese team is 
leading the US in the 
traditional strategy 
of extending talks in 
hopes of frustrating 
the other side, as 
discussion of a 60-day 
extension surface. Such 
an extension would 
have provided the 
Chinese side with a 
full five months of reduced tariffs, and left the US side 
empty handed, as the much-proclaimed Ag purchases 
failed to occur as promised. It remains a great mystery 
how such a major promise from China, as reported 
from the US side, has been clearly broken, and yet no 
one is discussing it. The US proclaimed on December 
1 that China would begin major purchases of US Ag 
products immediately. Other than a few token cargos 
of soybeans, nothing has occurred. Despite this, we 
have not seen one headline or comment from the US 
side asking WHY, or questioning the broken Chinese 
promise. Despite this blatant failure to follow through, 
the press comment is full of discussion that the most 

success in the talks 
so far has been that 
China would buy 
large volumes of US 
products to balance the 
trade deficit. The other 
side of this argument 
is that the delay in 
completion of the talks 
is giving US companies 
more time to move 
their supply chains 
out of China before 
applying higher tariffs. 

On Friday, it was 
announced that trade 
talks will continue this 

week in Washington, following a full week of talks 
in Beijing that ended with a meeting between Robert 
Lighthizer, Steve Mnuchin, and Xi Jinping. Rumors were 
in circulation that a Memorandum of Understanding 
was being drawn up on the terms agreed to up to 
now in order to guide the final talks. In cotton, some 
discussion has centered on China issuing an annual 
special import quota for US cotton that would be duty 
free. The volume appears centered around 894,000 
tons, which is equal to the WTO quota that was 
violated in 2018. But the almost complete silence on 
the specifics has continued to keep the agriculture 
sector in the dark. 

US EXPORT SALES REMAIN BRISK AT CHEAP BASIS LEVELS

CHINA/US TRADE TALKS CONTINUE WITH  
MIXED SIGNALS CONTINUING

US
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The Managed and Hedge Funds guided by the 
Algometric systems now dominate the speculative 

sector, with few fundamental funds still operating. 
These funds moved to a net short position in Cotton 
near the end of 2018, and are now adding to that 
position. Additional selling by these groups was 
triggered last week following the NCC planting 
intentions survey. This occurred despite the wide 
discussion of a larger US crop by us and by other 
groups over the past several weeks. The influence 
of the Algo systems was clear, as the market reacted 
negatively to any technical development, such as a 
failure at a nearby resistance point. The March contract 
was in full liquidation mode last week, as the index 
and other long funds rolled out of March. The breach 
of 70 cents was a psychological blow that drew new 
selling. The weakness also triggered active mill price 
fixations and new export offtake. US and Brazilian 
cotton dominated trade, as the CFR Asia basis levels 
remained very aggressive, allowing landed mill prices 
in most locations to move below 80 cents. 

The price decline has taken prices back to the 2017 
price range of 66.81-70.00 cents. The market has two 
major issues to deal with. First is the China/US trade 
talks and a resolution of the tariffs on US Ag exports. 
The second is a general concern over demand. Last 
week, economic data from Europe showed additional 
weakness with growth in France and Germany in 
trouble. Both regions could easily slip into a recession. 
In addition to this concern are the fears over the 
slowdown in the Chinese Economy. Prices of cotton 
landed mills have fallen over 26% since June of 2018, 
and this adds to the drama as the US/China talks draw 
toward a conclusion. China will need to increase 
cotton import volume dramatically over the next 24 
months, as its reserve stocks are rebuilt. It now has 
the opportunity to acquire international stocks at 
dramatically lower prices that are at major discounts 
to the Chinese domestic price. Chinese spinners are 
already complaining about the domestic price of 
Xinjiang cotton as compared to landed mill prices of 

Overall, two clear camps appear to exist. The first is 
what is referred to as the “Wall Street” group, which is 
pushing for President Trump to complete a trade deal 
with China that is focused on a reduction of the trade 
deficit, with structural issues addressed later. The other 

camp is the “China Hardliners,” which are focusing on 
getting China to agree to major structural changes that 
are more important than any reduction in the Chinese 
trade deficit.  

FUND SELLING PUSHES MARCH BELOW 70 CENTS  
IN ICE FUTURES
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imported cotton. Margin levels are such that Chinese 
mills cannot pay 20% more for cotton than their mill 
in Vietnam. These mills need access to cotton at 
international prices, free of duties, taxes, etc. This gives 
China the ability to use Reserve purchases clearly in 
trade talks and negotiations. On the other hand, in the 
face of larger US and Brazilian new crops, they have 
time on their side.

These conditions will keep cotton prices on edge. On 
the other side, both the US and Brazil have the burden 
to move cotton to export, as larger crops loom. The 
additional decline in prices has raised the question will 
the increase in US acreage still occur after last week’s 
price weakness? It remains a major unknown how 
committed US farmers are to planting soybeans, with 
US ending stocks at excessive levels and the limited-
on farm storage still full. It’s clear that soybean exports 
face the greatest hurdles, even in the face of a US/

China trade deal, as procurement patterns have already 
changed since the trade war broke out. The dryness in 
the West Texas region adds further uncertainly to US 
production prospects. Overall, the US and Brazil face 
major hurdles in meeting their export targets. With basis 
levels already at aggressive levels, cheaper prices alone 
may not trigger the needed export volumes. For the US, 
new policies will be required unless the China/US trade 
dispute is settled. 

For the moment, prices face major hurdles in advancing 
until the China/US trade agreement provides access, 
or concerns over larger supply subside. The most 
positive aspect is that, at the current prices, cotton is 
competitive against man-made fibers and is holding 
market share. The Managed Fund net short position is 
at one of its largest net short positions in recent years. 
In addition, the negative sentiment toward cotton is 
back to historically low levels.  


