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2021 is quickly being called “The 
Year of Green.” In addition 

to the wave of executive orders 
coming from the Biden White 
House, Wall Street and corporate 
America have announced a host 
of measures with the goal of 
carbon neutrality. Blackrock, one 
of the largest investment firms in 
the world, in the seat of power in 
Washington, with a large investment 
in China, has demanded that all companies in which it 

invests must reach carbon zero by 
2025. As these measures are rolled 
out it is finally being pointed out 
that fossil fuels have a major link 
to fashion. In recent years, Big Oil 
and Gas has invested heavily in 
plastics and a record number of 
raw material petrochemical plants 
are under construction in the US. 
At the same time, the production of 
the raw materials for the synthetic 

fibers is getting dirtier as coal and fracked natural 

NEW RISK EMERGES FOR 
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gas are used as the key raw materials. The US has 
actually become the cheapest producer in the world, 
undercutting China. Petrochemicals are now the center 
of growth for an oil and gas industry under attack.  
Exxon just announced that in 2020 it lost 22 billion 
USD, and its market cap is now half of what it was six 
years ago. 

The market cap of Tesla is 800 billion USD, which is 
four times that of Exxon and 5.78 times that of Royal 
Dutch Shell. These changes reflect major shifts. The 
focus on Fossil Fashion has been late in coming, but 
finally the link 
between fossil 
fuels, plastic, 
and polyester 
are being made. 
The carbon 
dioxide released 
in production of 
polyester apparel 
alone in 2020 
is estimated to 
have reached 
a billion metric 
tons, a new 
record. This is 
not far from the 
entire output 
from the country 
of Australia. 
This makes 
the industry 
important in the 
battle. As we 
have said before, 
the process of 
manufacturing 
plastic and 

polyester creates a great deal of environmental harm, 
but the greatest environmental disaster is occurring 
from the pollution created by the release of the non-
biodegradable microfibers with each wear and washing. 
This is followed by the global crisis of plastic pollution 
as man-made fibers and plastics fill landfills, pollute the 
ocean, and cause a global health crisis. 

Changing Markets Foundation has just released a study 
which should shake the fashion world exposing the 
fraud and mistruth spread about cotton and natural 
fibers under the guise of “sustainability.” Several of 
the major indices adopted by many brands have 
been exposed for their faulty methodology and also 
the question of who funded such flawed work to 
begin with. The Higg Index was one that has finally 
dropped its methodology and will readjust. The SAC 
Material Sustainability Index named Elastane as the 
most sustainable fiber followed by Polyester. The worst 
was silk, alpaca, wool, and cotton. Such a claim is 
outside all understanding and creditability and really 
begs the question who would believe that all the fibers 
created 100% by nature for thousands of years were 
the worst for the environment while the best is a crude 
oil byproduct created in a lab by Dupont in 1958. The 
Changing Fashion research also points out the false and 
misleading statements regarding claims against cotton 
involving water use. It reported the Water Footprint 
Network research found that polyester’s water footprint 
is seven times that of cotton. It also points out how the 
Higg Index had falsely reported that the water use in 
cotton fabric was 43 times that of polyester. Another 
study by a luxury brand claimed rainfed cotton had 
exaggerated water use and on and on it goes. It is 
unclear if the petrochemical industry is behind the 
spreading of these falsehoods, but they have been 
used to make the crude oil derivatives acceptable as 
an important resource for fashion. Some companies 
have adopted these false findings to actually report 
that the increased use of polyester has increased the 
sustainability of their supply chain.

The Change Tesla vs Exxon
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The microfiber pollution is becoming quite serious with 
microfibers found throughout the Arctic region, even 
more alarming was that 73% of the microfibers found 
were from textile synthetic fiber. Textiles now account 
for 15% of all plastic use. Polyester production in 2020, 
despite the pandemic, reached double the level of 
2000, which was also the year that polyester overtook 
cotton. Thus, the need for action is increasing. 73% 
of all apparel produced since 2015 is ending up in a 
landfilled and a large portion of the balance is being 
burned. Both are causing significant environmental 
destruction. Recycling is not the answer either. In 
2020 the price of virgin polyester was below that of 
recycled by a wide margin driven by the cheap flow of 
petrochemical raw materials out of the US. 

The Changing Markets Foundation research made 
several key recommendations. One that stands out, 
“Introduce a tax on virgin plastic, which should also 
cover the use of virgin synthetic fibers in the textile 
industry. Do not incentivize the use of plastic packaging 
(such as PET bottles) as a feedstock for recycled 
polyester fibers in the textile industry, as such items 
should be collected, reused and recycled in a closed 
loop.” Another recommendation was, “The Commission 
should prevent companies from making unsubstantiated 
green claims, particularly related to their use of 
recycled polyester from plastic bottles and the share 
of recycled polyester in their products. (Most recycling 
technologies available today still require the input of 
virgin material, while some calculation methods allow 
the share of recycled content to be overstated.).” The 
report was prepared for use by the EU to formulate its 
new policy on textiles. The recommendations to the 
EU included setting a timetable to phase out the use of 
fossil fuel-based textiles in apparel production, a bold 
and innovative call. 

The report should begin the push for “Fossil Apparel” 
to become a major part of the entire agenda in the 
move from fossil fuels. The report was refreshing in 
that it pointed out the hypocrisy that has prevailed in 

the fashion industry toward natural fibers. Many of 
the indices and measurements used have simply been 
misleading and used by the petrochemical industry to 
fuel the misconceptions. After all, if you tell a lie long 
enough it soon becomes an accepted fact to many. 
Natural fibers have seen market share suffer; the new 
green economy gives hope that this trend will now be 
reversed.
 
The stakes are high. Global fiber use in 2019 is 
estimated to have reached near 115 MMT, with man-
made fibers or fossil based fiber accounting for over 
71%. Each 1% market share gain for natural fibers 
equals over 1.15 MMT, and approximately 78% of the 
natural fibers are cotton. A 2-3% gain in share would 
equal increased cotton use of more than 12.3 million 
bales or the same as the recent production of Brazil. 
The numbers become very interesting if market share 
gains were to return cotton’s market share to that of 
as recent as 2008. This would result in an increased 
cotton use of 10 MMT or 45.9 million bales.  Just as 
bold, demand increases would occur for wool, hemp, 
and other natural fibers. These changes may seem like 
pipedreams, but the same could have been said just 
12 years ago if we suggested man-made fibers would 
have the market share that they do today. This suggests 
that cotton growers need to be ready to grow more 
cotton but in a sustainable way with a much-reduced 
carbon footprint. A friend of ours who has researched 
the drivers behind the switch back to natural fibers and 
is a leader in making it happen put it this way when 
we challenged him on his push to make the recycling 
of cotton apparel a viable economic enterprise as well 
as improving its quality. He stated, “The world simply 
cannot grow enough cotton to meet the demand when 
the world wakes up to the environmental disaster 
created by the Fossil Apparel.” We understand this 
now. Regardless of one’s political party and opinion 
on Biden’s presidential decrees, which have been a 
dramatic attack on the US energy complex, the move 
from fossil fuels is being driven by Wall Street and 
big business. Amazon is major driver, which alone is 
forcing a real impact, and many others are following. 
All the major automakers are making deadlines for a 
total conversion to electric. ESG investing is spreading, 
and investments in fossil fuels are actually prohibited. 
An effort is even underway to undercut lending to the 
sector by banks. A lot of unanswered questions remain, 
and the potential is that the conversion could endanger 
National security and a host of other issues. New 
challenges lie ahead, and one of the largest is China. 
Biden made a statement that the US will be forced to 
make the most dramatic cuts in carbon that can be 
made. However, he did not address the real problem. 
It was reported last week that China opened 35.4 
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gigawatts in new coal powered plants in 2020, which 
more than offset the net reduction of 17.2 GW in coal 
powered plants in the rest of the world that converted 
from coal.  

This entire event is now being referred to as a “Green 
Swan,” an environmental event that leads to a major 
change. The concept is based on the “Black Swan 
Economic Theory” by Nassim Nicholas Taleb.  Black 
Swans are dramatic events that are unexpected and 
outliers, while a Green Swan is a profound market shift 
event. The Changing Markets Foundation study and 
recommendations to the EU may be the first part of 
the Green Swan’s impact on the fashion industry. Many 
of the major brands have endorsed the entire focus 
on climate change and the new green economy and 
endorsed the actions. How can they do this in such 
a verbal and aggressive fashion and at the same time 
attempt to promote Fossil Apparel as sustainable? You can 
see a small movement already by switching to organic 
cotton, but this is uneconomical and unsustainable 
considering the necessary scale and it causes a greater 
environmental carbon footprint. This will be followed by 
the use of sustainable cotton.  John Elkington, who coined 
the term “Green Swan,” is known as the “Godfather of 
Sustainability,” and he says the Green Swan is a symbol 
of radically better times to come.

The asset light model used by the global apparel 
brands is coming under increased assault in 2021 

as unrest hits the cheapest labor markets. Last week 
began with Myanmar in the headlines as the military 
staged a coup followed by reports that the death toll in 
Ethiopia’s civil conflict had reached 50,000 people. Both 
countries have been in the spotlight as global sourcing 
hotspots, with Ethiopia attracting lots of interest. It is an 
important part of China’s Belt & Road where they have 
invested billions of USD in power infrastructure, roads, 
railways, dams, and also in industrial parks. These 

investments made the new Apparel Industrial Parks 
attractive for Chinese and other investment. Another 
key incentive is the cheapest labor rate in the world, 
with an estimated starting salary of 25-40 USD a month. 
This is one fourth of Myanmar’s starting salary and 
much cheaper than East Africa’s cut/sew centers. That 
is about 15 US cents an hour and is occurring when the 
US is seeking to raise its minimum wage to 15.00 USD 
an hour. The fact that Prime Minister of Ethiopia, Abiy 

INCREASED RISK OCCURING IN CHEAP  
GLOBAL CUT/SEW CENTERS

MYANMAR COUP – ETHIOPIA MCKELLE PARK BOMBED 
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Ahmed, received a Nobel Peace Prize for his efforts to 
heal the country added to the attraction. Today though, 
he is accused of war crimes following his effort to crush 
all opposition. The cheap wages of the country are not 
a living wage, and there is widespread poverty which 
fuels the tribalism. Moreover, the current government 
has attempted to damage old rivals economically. In 
2020, this led to the outbreak of several pockets of 
hostility and then an assault by the central government 
on the northern state of Tigray. 
  

The assault on Tigray triggered reports of 50,000 
people killed and thousands of refugees. The central 
government forces bombed the region including the 
industrial sections. This included the important Mekelle 
Industrial Park which was the focus of investment in 
apparel manufacturing. The park opened in 2017 on 
100 hectares and was built by the Chinese construction 
giant CCCC. The park drew investment from Chinese, 
Bangladesh, Dubai, and Italian companies. These 
companies included a major denim jean and knit 
apparel group that produced apparel for the major 
brands. These companies have now suspended 
operations following the outbreak of the civil unrest 
and bombings. To the south, the flagship Hawassa 
has suspended the night shifts to allow workers to get 

home safely as pockets of unrest have spread. These 
conditions have raised serious doubts about sourcing 
in such a country. The scale of the Chinese investment 
means it has a lot at stake since Ethiopia is at the heart 
of its Belt and Road program in the region.  

Ethiopia enjoys a number of trade benefits to the US 
under AGOA, with the duty-free export of apparel. 
In the year ending November 2020, the US imported 
207.615 million USD of apparel which reflected 7.63% 
growth as it expanded market share. 127.256 million 
was cotton apparel. It remains to be seen if the Biden 
administration will address the human rights abuses in 
the northern and other regions. 

Burma, or Myanmar, is a much larger apparel exporter. 
It has enjoyed GSP duty-free entry into the EU. Its pre-
virus apparel exports had reached 4.28 billion USD. The 
country exported 426.135 million USD worth of textiles 
and apparel to the US in the year ending in November, 
which is 38.6% growth. Only just over a 100 million 
USD was cotton apparel, with exports dominated by 
man-made fiber products. Exports of non-man-made 
fiber products surged over 96% to 106.717 million USD. 
The country has over 600 cut/sew operations and has 
drawn investment from China, Vietnam, Singapore, 
and Thailand. Its labor cost is the cheapest in Asia at 
about 100 USD a month. Its location near China and 
Thailand has been a large draw. Just before the coup, 
the Dongzhan Textile Group of China had applied to 
build a 370 million USD manufacturing hub. The coup 
raises lots of problems, and number one is the fact that 
the EU may revoke the duty-free status, while the US 
may curb trade. 

These developments in early 2021 continue to indicate 
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that the asset light model for brands and retailers carry 
large risk. Another driver in the interest in both these 
regions has been the cheap labor rates which are 

required for the mass Fast Fashion apparel products 
that continue to be produced. These are fossil fuel 
based, cheap and require low labor cost.

Turkey’s exports in January 2021 hit 15 billion USD, 
which followed December’s record exports of 17.8 

billion USD. The top markets were Germany, USA, 
Italy, United Kingdom, and France. Apparel exports in 
January were 1.5 billion USD along with PPE exports 
of 34.8 million USD. The ability of Turkey to offer 
the largest European markets just-in-time shipment of 
apparel and a short trucking shipment time is proving 
to be a significant advantage as ocean shipping cost 
from Asia remains at record highs, along with delays. 
The record cost of freight from Asia has destroyed 
many small importers in Europe. A survey of small 
and medium businesses in the EU revealed that 77% 
had experienced supply side issues over the past six 
months. The cost of shipping goods from China to 
Europe is now ten times higher than a year ago. The 
record apparel exports are producing a booming textile 
sector that is operating near capacity.

The German market for apparel at retail is expected to 
have a value in 2021 of near 71 billion USD, thus the 
ability of Turkey to service this market with short transit 
times offers a major growth potential. The shipping 
time without delays from China to Germany is over 
40 days, while Turkey can deliver in 2-4 days. Turkish 
exporters can service Italy in even shorter time. 
 
December cotton imports reached 97,712 tons, the 
highest since the virus outbreak. The major origins 
were Brazil 28,139 tons, Central Asia 24,036 tons, 
Greece 23,669 tons, and US 8,656 tons, followed by 
Syria, Mexico, African Franc Zone, and Argentina. 
August-December cotton imports were up 16% at 
437,977 tons. January and February imports will focus 
heavily on US cotton which recently sold in volume. 
2021 cotton use will hit a record. 

ICE futures surged to more than a 300-point gain 
following the weekly US export sales report. It revealed 
the US sold a net 286,700 running bales of upland and 
19,000 bales of Pima in the week ending January 28th. 
Last week we pointed out that 27.3 weeks remained 
in the season, so if the US sells an average of 200,000 
running bales of both upland and Pima then this 

would mean an additional 5,623,800 480-lb. bales and 
would put total sales at 19,087,448 bales. The USDA 
has exports at 15.250 million bales and carryover at 
4.6 million. Such sales would leave US stocks at only 
712,552 bales uncommitted on August 1st before the 
much smaller domestic mill requirement is considered. 
Against this backdrop, you can clearly see the fact that 

US WEEKLY EXPORTS APPEAR TO HAVE TRIGGERED  
SOME RATIONING OF US SUPPLIES

TURKEY QUICKLY BECOMING THE APPAREL  
SOURCING HUB FOR EUROPE
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The new extended 
weather models suggest 

very heavy rains are now 
expected over Mato Grosso, 
Goias, and Bahia for the 
next two weeks, with a 
total of 6-12 inches are 
possible. While the rains 
will improve soil moisture 
profiles, they will also 
delay soybean harvesting 
in Goias and Mato Grosso, 
which will in turn delay 
cotton and corn planting. 
As last week started, only 
5% of the Mato Grosso soybeans are harvested, which 
is delaying cotton and corn planting. Only 31.7% of the 
Mato Grosso cotton crop is sown, including the first crop, 
which compares to 83% on the same date last year and 
the 68% average. Only 2% of the corn crop was planted. 
The wet outlook in Bahia is welcome, but in Mato Grosso 
it means delayed soybean harvest and delayed cotton 
planting. The corn can’t be planted until the third week 
of February, but the ideal planting date for cotton has 
passed. Based on the wet weather forecast, one group 
estimates that the Mato Grosso soybean harvest will not 
reach 50% before early March. That means big problems 
for both cotton and corn. 

The large commercial farmers plan crops well in 

advance. However, the 
question is whether there 
will be some switch from 
cotton to corn if the delay 
continues. Corn is very 
profitable. IMEA estimates 
the break-even cost for 
corn at 21.22 Real a sack 
or 1.82 USD a bushel. The 
current price is equal to 
6.00 USD a bushel, which 
is much more profitable 
than cotton. This is 
making Mato Grosso 
cotton acres a question 

mark. Growers have sold only 54% of the estimated 
crop, which leaves room to switch acreage. 

January exports reached 274,000 tons, which was much 
slower than the record set in December of 370,000 
tons. The local price of a 41-4-35 landed Sao Paulo 
ranged from 84.24 to 87.01 US cents a lb. as domestic 
mills bid for a few lots. The January PMI for Brazil 
turned back to contraction, raising concerns about the 
improved outlook for domestic apparel sales. Increased 
imports of yarns into the textile sector have also been 
noted.  Brazil imported 4.329 billion USD in textiles and 
apparel in 2020 and exported only 811 million USD, 
leaving a 3.518 billion USD trade deficit. The largest 
source of imports remains China at 2.537 billion USD. 

the US could be committed in old crop before the 2021 
crop moves. Every week that sales are 200,000-300,000 
bales or more this reality becomes closer. This is the 
result of the invert and the weaker CFR basis that is 
keeping the US very competitive, even with the current 
volume of sales. US sales exceeded that volume, 
which triggered mill price fixations and a new wave of 
speculative buying. 

The US has now sold 13,777,450 bales with 26.3 weeks 
left in the season. New business did slow last week 
before the Thursday price explosion, but the futures’ 

gains clearly began to ration remaining US supplies. 
The invert continued last week, which left exporters 
with an incentive to sell all inventories. Merchants did 
report that the recent heavy sales volume has nearby 
shipment capacity booked, with new sales not available 
for prompt shipment. US sales during the week ending 
January 28th were again broad based, with China, 
Turkey, Pakistan, Vietnam, and Indonesia all notable 
buyers. US CFR basis levels have been at a discount 
to Brazilian for a prolonged period, which has been 
accelerating offtake in markets focusing heavily on 
Brazilian prior to January 1st. 

BRAZILIAN CONCERNS OVER CROP DELAYS CONTINUE
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Dec ICE futures moved 
to 81 cents on February 

4th for gains of 23.3% since 
September 1st, which now 
exceeds gains in soybeans 
and corn during the same 
period. This led to some 
forecasters indicating cotton 
may hold its gains in the 
battle for US acreage. 
Estimates are that total US 
cropland will have to return 
to 316-320 million acres in 
2021, compared to nearly 
305 million last season. 
For this to occur, soybeans 
and corn have to draw 
near 8.5 million or more acres together along with an 
increase of nearly 500,000-700,000 acres in sorghum. 
Can these increases occur at the same time cotton 
acreage is maintained or possibly expands? That is a 
big question. Large acreage expansions hinge on Texas, 
where the drought has not broken. The small RGV is 
in a significant drought, and cotton acreage will fall 
and West Texas needs soaking rains. Another important 
question concerns how much will be planted to 

sorghum or milo. Thus, will 
US cotton acreage hold or 
recover now that prices have 
advanced? One estimate 
has acreage increasing 1.4 
million to 13.5 million acres, 
which, of course, contains 
a sharp increase in Texas 
cotton acreage back to near 
7.5 million acres. In addition, 
acreage increases in the 
Mid-South and Southeast. 
In the Mid-South, the pull 
of soybeans and corn will 
remain strong. The rally 
to 81 cents has ended the 
fears that planted acreage 

could plunge to 8.5-9.0 million acres as once feared. 
In 2015, US planted acreage fell to 8.56 million acres. 
A return back to 12.5-13.0 million acres now seems 
possible. The practical side of the debate over acreage 
is the importance of Texas, which can swing harvested 
acreage by 2-3 million acres or more. With much of 
that area in a drought, the debate is only beginning. 
The West Texas region is the largest cotton growing 
region in the world where such volatility in production 
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Xi, China’s ruler for life, in remarks to the CCP 
party leaders this month, was said to say that his 

efforts to imprint Chinese national identity on Uighurs 
and other minorities in Xinjiang was totally correct. 
Statements by the US and others that China’s actions in 
Xinjiang were genocide and totally inhumane appear 
to be ignored by Xi. After all, he has people now 
being forced to worship him. Despite all the efforts 
by former Secretary of State Mike Pompeo and all his 
courageous work and the actions of the US Customs 
and Border Protection, Xi and his team in China seem 
unshaken in their commitment to make Xinjiang as 
much like any other Han Chinese province as possible. 
Regarding agriculture, the success of the Xinjiang 
policies is clear. The actual cost of that success or the 
environmental damage is an unknown as China lacks 
any accountability. It appears that the CCP will simply 

After experiencing very brisk demand for several 
months now, global ELS prices have reached levels 

last experienced in 2018. US Grade 2 Pima is now 
offered at 160.00 US cents a lb., which is well off the 

lows of 2020 when special discounted offers down to 
110.00 were reported. Prices were last at this level in 
early 2018 when prices ranged from 160-166 cents a lb. 
Egyptian Giza 94 has also surged. After making a 2020 
low of 107.00 US cents a lb., prices have now returned 
to 146.00 US cents a lb. This actually exceeds the 2018 
highs. Egypt is selling out all inventories, with several 
crop years offered. Many believe it is rapidly drawing 
down stocks and could soon be sold out. Israeli Pima is 
now getting attention with multiple crop years offered. 
Its Pima prices stand at 157.000 cents. When the market 
was collapsing, the Israeli selling groups basically 
pulled out of the market and never followed US and 
Egyptian prices to the lows. Now that prices have 
recovered, it appears to have multiple crop years for 
sale. The announcement by India of a 10% import tax 
on cotton, which will have its greatest impact on ELS 
imports, is expected to slow demand. India is currently 
the largest spinners of ELS in the world and is the 
world’s largest importer so far in 2020/2021.

ELS PRICES SURGE REACHING THE HIGHEST LEVELS SINCE 2018

XINJIANG COTTON HITS NEW RECORD AS GINNING  
EXCEEDS ESTIMATES

occurs, which is linked to the large amount of dryland 
and the lack of adequate irrigation supplies. No effort 
has been made to correct the lack of water resources, 
and all solutions involve massive investments. Instead, 
the regions focus on crop insurance, which keeps 
producers battling to stay viable. The region needs a 

reliable irrigation supply and water infrastructure. A 
group of Texas A&M researchers forecast that Texas 
will faces its direst period in 1,000 years sometime 
during the remainder of the 21st century. The crucial 
West Texas region will face a grim period if one of the 
crucial aquifers becomes totally depleted. 
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allocate unlimited funds to Xinjiang to accomplish 
its goal. The forced handpicking by the Uighur labor 
brigades and their work to build irrigation infrastructure 
for the Xinjiang cotton industry was the subject of 
a major international report that made headlines in 
Europe and to a smaller degree in the US. This report 
was never acknowledged in Xinjiang or in the domestic 
Chinese press or discussed by the Chinese cotton 
industry. 
2020 may have been a year that brought economic 
destruction to much of the world as the Wuhan Virus 
killed millions and caused most of the world to plunge 
into a recession that will cost trillions. However, for 
Xinjiang it was the most successful year on record for 
its cotton industry. The Han Chinese farmers enjoyed 
record yields and record prices, and cotton was a very 
profitable crop, as we have discussed several times. 
The farmers received record seed cotton prices and 
a subsidy based on the target price of 18,600 RMB a 
ton or about 130.62 US cents a lb. The combination 
made cotton the white gold of Xinjiang. Xinjiang 
also spent millions if not billions on building a very 
modern infrastructure for growing cotton in a desert. 
It purchased the most modern drip irrigation systems 
in the world to allow water to receive its maximum 
benefit. It has rapidly been mechanizing the industry, 
and a record percentage of the crop was machine 
picked, in many cases by the same John Deere pickers 
operating in the US, Brazil, and around the world. 

As of February 4th, ginning in Xinjiang confirmed a 
record crop of 5,556,200 tons or 25,527,961 bales, 
which was much higher than early estimates. This 
reflects record yields and a 12% increase over 
the performance of 2019. This marked a major 
accomplishment for the industry as it moved irrigated 
yields to impressive levels. It was also a very successful 
season in which competition for seed cotton provided 
growers with bullish seed cotton prices while at 

the same time the ginners were well-financed, and 
growers received payment promptly via cell phone 
confirmations. The improvement in machine picking 
also added to the yields, as problems of earlier years 
did not occur. The only real issue was that the quality 
of the crop in regard to staple length, strength, and 
mike was below targets. The mike issue appears to 
have been tied to a late shortage of irrigation supplies 
in some districts. The use of drones for defoliation was 
a problem as well. The largest issue was the fact that 
growers all chose seed varieties based on performance 
in terms of yield, with limited emphasis on quality. 

The Production and Construction Corp is a very 
modern, well-run group and employs the most modern 
farming practices in the world. Furthermore, it is the 
top ginner in Xinjiang, and its cotton draws a premium 
for its better quality as a result. Production from PCC 
farms hit a record 2,149,800 tons as of February 4th. 
Its 6th Division increased output 40%, the 7th Division 
27%, and the 2nd and 3rd Divisions increased output 
18% and 20% respectively. The largest cotton-producing 
district, AKSU, produced a record 1,004,800 tons, which 
is a 22% gain. Aksu is also home to a large textile and 
apparel industry and home to a large number of Uighur 
concentration camps.

We expect cotton acreage to expand in 2021, as 
growers seek a repeat of the success of 2020. No 
weakness in demand has been evident from the switch 
in sourcing by US brands and retailers from Xinjiang, 
as a robust domestic market has replaced the lost sales. 
Exports to Europe and Central Asia have increased. 
The fears of new blockades of imports from Xinjiang 
do not appear to have caused any Western companies 
operating in Xinjiang to halt operations. Last week, a 
major BBC report was broadcast that carried interviews 
with Uighur refugees that reported women being raped 
and abused in the camps. 

Indian domestic prices moved higher Friday following 
the 329 points gain in March ICE but reflected only 

about a third or less of the gains. Punjab J-34 prices 
gained 136 point at 75.41, Haryana J-34 gained 103 
points at 74.41, and Shankar-6 1 1/8 gained 87 points 
at 77.05. The CCI raised its floor prices 500 Rupees 
per candy on the 2020/2021 and 200 on the 2019/2020 
stocks. Indian exporters CFR export basis also 
weakened to 250-300 off March for S-6 1 5/32 from the 

current crop and 500 off for the SLM 1 1/8 S-6 offers. 
This is the lowest CFR basis levels of the season. The 
offering levels of the CCI stocks held by Merchants 
also weakened. A CCI SM 1 5/32 was offered at 50 
points off March, and a M 1 5/32 was offered at 150 off. 
International merchants attempted to mostly maintain 
their CFR basis levels, which priced them out of the 
market.

INDIA ANNOUNCES COTTON IMPORT TAX AND  
CFR BASIS WEAKENS AS ICE ADVANCES
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The committee that replaced CAB raised its 2020/2021 
cotton production estimate to 37.1 million bales. In its 
new budget, the government shocked the market with 
a 10% cotton import tax, but at the moment this will 
mainly affect ELS importers. There is an exemption 
for exporters, but it is said to have limitations on the 
use with other tax benefits. In addition, many cotton 
spinners importing ELS sell the yarn to the ultimate 
exporter, which makes the exemption difficult. There is 
a lot of confusion at this point. India is now the world’s 
largest ELS importer and the number one buyer of both 
US Pima and Egyptian. Indian ELS DCH prices have 
followed the ELS rally reaching 123-127 US cents a lb. 

A major bull market occurred in Indian organic 
cotton. In August of 2020, organic S-6 1 1/8 could be 
purchased for a 2-3 cents premium over conventional 
offers, but then fraud on a massive scale was 

discovered in the issuance of GOTS certificates. India 
was the largest organic cotton producer in the world, 
producing 127,668 tons in 2020. It was found that at 
least 20,000 tons of that was counterfeit, with 30% of 
all organic cotton tested being GM cotton. Gujarat, 
Maharashtra, Odisha, and Madhya Pradesh are the 
main production areas. The entire organic market was 
impacted and shaken by this event. The second largest 
producer of organic cotton in 2020 was China with 
41,247 tons, of which 40,645 tons came from Xinjiang. 
The issues with the forced labor and concentration 
camps made this cotton off limits for many brands. The 
subsequent supply and demand imbalance has resulted 
in a significant surge in price. Today, the offering price 
in small volume of Shankar-6 1 1/8 organic is 37-40 
cents premium to the standard offers, which puts the 
price at 117 cents a lb., now in line with the added 
production cost. 

The first three days of 
last week brought 

very dull trade on ICE 
cotton futures, with much 
of the volume focused on 
spreading. One feature 
of that trade was strong 
support near 80 cents 
from new export offtake 
and mill price On Call 
fixations. The July/Dec 
spread attracted new 
interest in this period, as it 
set back to 424 points. On 
Thursday, that all ended 
with a firmer Chinese 
ZCE market setting the 
tone for early gains followed by a US weekly export 
sales report that created a new wave of speculative 
buying. Volume soared to 103,210 contracts in futures 
and 12,079 contracts in options. The futures volume 
was the second largest volume on record, which 
was 109,542 contracts set in May of 2017. The price 
action drew heavy speculative Funds buying, and the 
volume would suggest that Managed Funds may have 
added 5,000-10,000 new longs or more. Open Interest 
increased 11,802 contracts. The excitement on ICE 
spread to the Chinese ZCE cotton and yarn futures. 
The May ZCE Cotton futures closed 335 RMB higher 
Friday, which equaled a 2.5 cent gain. The May contract 
ended the week at 15,490 RMB, or 108.59 US cents a 
lb., gaining 4.3% for the week. The China Cash Index 
closed the week at 108.14 cents a lb., while the Yarn 

contract closed sharply 
higher on Friday at 22,240 
RMB a ton. Overall, the 
volume on both was not 
heavy, since many mills 
have already closed for 
the holiday or slowed 
operations. The gains on 
these markets were all 
speculative in nature, as 
most spinners remained 
out of the market until 
after the Lunar Holiday. 

We have been warning 
that the speculative forces 
were looking at cotton 

with interest. In addition to the wave of futures buying, 
Thursday’s action included Call buying in the May 90, 
95 and 110 Calls, July 90, 95 and 105 Calls, and Dec 
90, 100 and 110 Calls. In addition, the sharp rally on 
Thursday was further fueled by the volume of options 
open from 83-86, which suddenly needed new hedges. 
This is referred to as a Gamma Squeeze and was an 
important feature in some equities in recent weeks. US 
equity markets continue to draw volume of speculative 
activity from online retail traders. Last week’s flurry of 
volume included silver. The largest silver ETF drew a 
record inflow of nearly a billion USD on January 29th 
and 550 million on February 1st. This market surged 
on February 1st but then retreated, providing another 
example of the speculative liquidity that remains across 
the markets.  

MARCH ICE FUTURES NEAR 85 ON HEAVY VOLUME
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Actual export offtake last week was light and was 
focused early in the week when futures were below 81 
cents. The heavy spreading and rolling out of March 
had some merchants switching all offers to May, which 
also raised prices. CFR basis levels held generally 
steady with the exceptions being weakness in the 
Indian CFR basis and the Australian basis. The Brazilian 
basis, in contrast, was firmer, as concerns over the new 
crop outlook increased. After Thursday’s rally, most if 
not all spinners have moved to the sidelines and yarn 
prices, unlike the previous rally, have not followed 
with similar gains. Most yarn offering prices are now 
off their peaks. Europe is a market just as large as the 
US and remains in almost complete lockdown from the 
virus, while the vaccine rollout has been slow. Amid 
these conditions, many exporters are concerned about 
order books to this region.
 
Friday’s action on ICE remained quite volatile but 
experienced solid resistance as it again neared 85 cents 
before retreating to close at 82.74 with heavy volume 
of 90,504 contracts. The surge was less to do about 
demand and more to do about a host of other factors, 
as March prepares to head to First Notice Day. First, 
there were the options with the March options expiring 
on Friday. Second, there were the spreads, with the 
March/May spread experiencing very heavy volume 
as funds and others rolled. Open Interest in March by 
Friday had fallen to below May, signaling a switch in 
leadership. The switch to May raised prices by 100-125 
points for spinners. This, plus the price gains, has most 
sidelined. The volume on Thursday was heavy enough 
to have allowed some of the On Call price fixation 
pressure to be relieved. 
 
The CFTC COT report indicated that through February 
2nd the Trade was the main buyer providing the crucial 
support at near 80 cents. The trade in the week added 
1,793 new longs and covered 3,087 shorts. A deeper 

look indicated the Trade’s longs were all added in old 
crop futures. The Trade is now holding a 45,311-long 
position. It appears the trade is hedging some position 
not yet covered in physical. During the same week, 
the Managed Funds reduced their net long position 
by 3,958 contracts to 63,706 contracts. The Index 
Funds were also sellers, reducing their longs by 1,948 
contracts. After Thursday’s actions the Managed Funds 
may be back near 75,000 contracts net long, a level 
where the position has recently been stagnant. The 
market still has the invert to deal with and its impact on 
CFR basis levels. Then, the US needs to slow sales, or 
inventories will soon be extremely tight. We have been 
favoring a two-sided trading market with an upward 
bias, and this remains the case with the focus now on 
May. 
 
There is a possible revision looming that could have 
major ramifications for US stock levels. The issue is 
serious and would lower US ending stocks. There is 
concern that the USDA NASS crop estimation team has 
continued to overestimate the US crop. Already the 
USDA has made two back-to-back large adjustments 
long after the trade suggested they should occur. 
The USDA has estimated the US crop in January at 
14,953,000 bales. It is now February 5, and the US has 
only classed 14,037,194 statistical bales, and time  is 
running out. Last week, the US classed only 110,096 
running bales and only 97 out of 500 gins were still 
operating. The volume per the gins open is small and 
dropping. These gins cannot be holding near a million 
bales of backlog. They all have crews and are working 
as fast as possible to shut down. This raises the 
possibility that another 500,000-bales adjustment in US 
production could occur. This would pull US carryover 
down to 4.1 before exports are adjusted higher. Such 
adjustments would mean the US supply left to sales 
before new crop is quickly becoming an issue.
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