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2020 began with retailers expecting a record year as 
the US economy surged and unemployment reached 

record lows. Then came the first Black Swan event 
with the arrival of the Wuhan Virus, which resulted in 
the first total shutdown in history of the majority of 
US retailers. The virus is now expected to cost nearly 
a third of America’s annual GDP. Retailers faced a 
30-60-90-day shutdown depending on location, while 
Walmart, Amazon, Target, and Costco were allowed 
to remain open, being deemed essential. This meant 
these retailers expanded market share in apparel and 
were spared the economic losses of the shutdown. The 
US is reopening all sectors of the economy with the 
southern US leading the way, with very positive green 
shoots beginning to appear. The progressive mayors 
in the major metropolitan areas on the west and east 
coasts and Chicago have kept the lockdown in place, 
with many only expected to enter stage one of the 
reopening process last week or in the coming week. 

   
US retail was hit by the second Black Swan event last 
week when mass riots and looting broke out across 
the US. This was the triggered by the killing of several 
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unarmed black Americans by police. At first, rightful 
protest and marches broke out, but these soon gave 
way to chaos, hijacked by gangs and terrorist groups. 
It soon became clear that several terrorist groups were 
behind the riots, as evidence was uncovered that many 
of the rioters were from out of state and were well 
organized with communication equipment, bricks, bats, 
and weapons. They followed a regular pattern in each 
of the targeted cities. Links were found to the now 
designated domestic terrorist group Antifa and other 
left-wing anarchist groups, including Communist party 
officials. The FBI reported that well-dressed white men 
with military boots, hammers, and fire torches started 
the looting and fired up the crowds. Other reports 
showed that groups of rioters were flown into the 
cities on Friday afternoon. It was literally impossible 
that the looting was random, as 60 cities in 40 states 
reported some of the same trouble. In addition, Chinese 
involvement was found in protests outside the White 
House and caught on videotape. The Chinese media 
actually broadcast on national TV widespread coverage 
of the riots and looting and used the violence to 
counter the US efforts on the crackdown in Hong Kong. 
The US Justice Department announced investigations 
into what terrorist groups were behind the looting. 
They also announced that they had discovered foreign 
government support for the unrest. The situation was 
made dramatically worse by the behavior of local 
mayors and governors. The hardest-hit locations were 
run by progressive, liberal politicians that were very 
reluctant to use force. This allowed the riots and 
looting to get out of control. The hardest hit cities were 
New York City, Minneapolis, Chicago, Philadelphia, 
Washington, DC, Los Angeles, Portland, San Francisco, 
Dallas, Seattle, Denver, and Atlanta.  

The economics of what happened is shocking. The 
GDP last year of the cities above was just over six 

trillion USD, which would equal approximately 50% of 
the GDP of China and is much larger than that of Japan. 
The hardest hit has been New York City, where polices 
of Mayor Bill de Blasio have been a disaster costing the 
city billions of USD. De Blasio is a socialist with very 
radical polices that have limited police action and has 
put him on a path of conflict with both the Governor 
and President, as he refused the needed assistance. The 
hearts of Manhattan’s shopping districts were looted, 
with the flagship Macy’s store especially hard hit, along 
with other major retailers. All the major names were 
hit, as the police force was overwhelmed and access to 
the city was left open. Bands of looters were reported 
throughout the city, with a sense of lawlessness 
prevailing. The Macy’s that was hit is one of the largest 
stores in the world. The losses come after all of these 
retailers were forced to close for two months and were 
about a week from reopening on June 8th.  Some may 
close for good, and all will have to develop costly new 
security precautions.

The New York City retail sector has always been 
heavily dependent on tourist traffic, but the Wuhan 
Virus and now the lack of security may end much 

Looting in New York

Destruction of the terrorist looting in SOHO
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of that traffic for a long time to come. All the elite 
shopping areas of the city experienced the looting and 
vandalism - Union Square, Soho, Madison Ave, 34th 
Street, and Brooklyn. Many of these areas were home 
to some of the most iconic retail shopping experiences 
in the world, such as the Ralph Lauren store on 
Madison Avenue. As previously reported, the city was 
already experiencing a mass exodus of its population, 
which is likely to accelerate due to the breakdown in 
security. As the week progressed, it became evident 
that law and order in NYC was a thing of the past due 
to the bail policy put in place by the failed Mayor. 
Those arrested for looting, arson, and violence were 
immediately released with bail and only a notice to 
appear in court at some later date. 

The second hardest hit was Los Angeles and the 
Southern California region where all the major 
shopping districts were looted or burned. Westgate, 
Hollywood West, and Beverly Hills were all hit hard, 
with major stores like Nordstrom, Gucci, Target, Marc 
Jacobs, Adidas, Reformation, and Real all looted and 
heavily damaged. Nordstrom chose to close all its US 
stores to prevent further looting. This is a significant 
economic hit for this luxury retailer as it attempts to 
reopen and rebuild its business. Adidas also closed 
all US stores. As we have reported, both individuals 
and businesses have begun to flee the region to avoid 
the taxes, liberal government policies, and the high 
cost of living. Santa Monica, Long Beach, and San 
Francisco also experienced large-scale looting, violence, 
and property destruction. In Los Angeles, the unrest 
continued through Wednesday, with mass protest 
outside the Mayor’s home.
 

The Chicago area was another region where a 
progressive Mayor’s policies have already kept the city 
in lockdown, causing extreme economic pain in a city 
with a GDP of more than 600 million USD. Then there 
is the lack of law and order where gang violence hit a 

new record last week, which 
was followed by massive 
riots and looting by Antifa 
and other groups that hit 
Macy’s, Bloomingdale, Gucci, 
Versace, and others. The 
Mayor eventually took back 
control of the city, so the 
looters moved to the suburbs. 
Illinois is overall one of the 
poorest run states in the US, 
which has contributed to the 
issues.  

Besides the cities discussed, 
looting and riots occurred in 
many smaller cities such as 

NYC Fifth Ave destruction to luxury retail Riots in Los Angeles

Ralph Lauren Dreamhouse on Madison NYC

Ralph Lauren Madison Ave : Top of Luxury
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Charleston, SC, St Louis, MO, Raleigh, NC, Sacramento, 
CA, Louisville, KY, and many parts of Florida. The 
beautiful city of Santa Monica reported 80 businesses 
were looted and wrecked on Monday alone. H&M 
announced that it closed 100 of its US stores.  All this 
occurred after the worst financial quarter in history for 
US retail. Eleven retailers reported last quarter results, 
and these eleven companies alone reported a loss of 
3.733 billion USD. All these events have occurred at 
a time when the US retail sector had just begun to 
recover. Adding to this was the announcement by GAP, 
which reported an operating loss of 1.2 billion USD 
in the first quarter of 2020, and J C Penny announced 
it was closing 154 stores. Jernigan Global Research 
estimated that, at retail, the US consumed a record 
44.8-million bales of all fibers in 2019, and 18.4 million 
bales of cotton at retail. 2020 consumption is forecast 
to fall to 33.618 million bales, with 15.0 million bales 

of cotton. The riots have impacted over 60% of all 
US retail. Stores will be delayed in reopening, and 
closures could last for months, as hardest hit areas have 
to rebuild. The damage will also cause some of the 
smaller retailers to close their doors for good. The push 
to move online will accelerate, as much of the risk is 
reduced. US consumption at retail could be pushed 
down by at least 5% to 10% or to put this in bales, 
750,000 to 1.5 million bales. 

The Wuhan Virus has driven US unemployment to 
13.3%, as the government forced massive shutdowns 
that were extended in many important regions such as 
the West Coast and New York City. On Friday, The New 
York Times estimated that the Wuhan Virus will cost the 
US Economy an unbelievable 7.9 trillion USD after the 
massive mismanagement by the local municipalities.
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The Cotton Cooperation of India has entered the 
ranks of one of the largest cotton trading groups 

in the world, second only to Sinograin Corporation 
of China, which is now home of the Cotton Reserve. 
For the world cotton trade this means two state-
owned companies will control a large block of trade. 
The CCI has already procured a record volume of the 
2019/2020 Indian crop and is expected to hold over 10 
million 170-kilogram bales or near eight million 480-lb. 
bales at the end of the season. Additional 2018/2019 
stocks are also held, along with cotto+n procured by 
the Maharashtra State Co-op. The Indian government 
announced a 5% increase in the Minimum Support 
Price for the 2020/2021 season. Unless global prices 
rally, this will mean the CCI will again be tasked with 
procuring a large volume of the 2020/2021 crop from 
farmers at prices far above the private market. The CCI 
offering prices are currently at a premium to private 
export offers.

Indian export offering prices are the cheapest in the 
world, as the average spot price of a Shankar-6 at the 
gin remains near 55-56 cents a lb. The Indian CFR 
basis has collapsed as ICE rallied. On Thursday before 
Friday’s rally, S-6 1 5/32 was offered at 150 points off 
July, and lower grade offers are even more aggressive 
with the Shankar-6 1 1/8 offered at 200 off July. The 
CCI was established in 1970 with the goal of providing 
price support operations and tasked with helping 
farmers while also attaining some level of commercial 
gain. The latter goal has made the CCI always reluctant 
to sell acquired stocks below acquisition cost. It 
remains to be seen if these record stocks can be 
liquidated at prices above the MSP. 

Indian cotton is reported to have sold in moderate 
volume last week in China from stocks located in the 
bonded warehouse stocks. Indian Middling 1 1/8 is 
offered after VAT and freight at 900-1100 RMB a ton 
discount to US and Brazilian styles, and a discount of 
750-850 RMB to local Xinjiang T3129 styles. Offtake 
in Bangladesh has been soft, as spinners attempt to 
recover from the collapse in demand. The government 
of India ruled that the Wuhan Virus is a natural calamity 
and allows for the Force Majeure clause to be invoked. 
However, the ICA does not recognize the clause. Thus, 
any use will result in arbitration. Indian mills do not 
have a large volume of imports unshipped, which will 
reduce the impact of the Indian government’s action. In 
the US, 53,600 running bales of US Pima are sold and 
unshipped out of total sales of 183,700 running bales. 
Only 47,700 running bales of upland cotton have been 
sold and are unshipped out of total sales of 403,700 
running bales. The sharp discount of Indian cotton 
suggests there will be little import demand except for 
US Pima.

CCI Buying Yards Seed Cotton awaiting sale

Seed Cotton Movement

INDIA’S CCI WILL HOLD 8 MILLION BALES AS IT IS TASKED TO 
SUPPORT NEW CROP AT EVEN HIGHER PRICES
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CHINESE SPINNERS TAKE UP 2019 CROP  
BRAZILIAN RECAPS AS BASIS WEAKENS

BRAZIL COTTON SHIPMENTS CONTRAST  
WITH RECORD SOYBEAN SHIPMENTS

Merchants holding 2019 crop Brazilian continue to 
weaken the CFR basis as ICE futures rally, which 

has helped stimulate offtake in China. The spinners 
with import quotas are attracted to Brazilian and 
some other styles. Mills’ demand overall is slow but is 
occurring. Demand for local cotton is very quiet, with 
Xinjiang cotton moving off in small lots. Handpicked 
3129 Xinjiang is trading at 600-700 RMB a ton on the 
September ZCE futures contract. This equals 79-80 cents 
a lb. and about 4 cents or more premium to Brazilian 
Middling 1 1/8 landed the port after VAT and import 
cost, which has helped create offtake. Spinners report 
that offtake of conventional cotton yarns has improved, 
with the strongest demand being for the carded yarns, 
while high-count combed yarn demand is poor. This is 
evidently based on the reduced demand for domestic 
ELS cotton and for imported Pima and Egyptian. 
Domestic ELS T137 prices are very weak at 19,600 RMB 
a ton or 126.30 cents a lb., which is 25% below January 
price levels. 

Overall, high count combed yarn demand is estimated 

by some to be off 35% or more from a year ago and 
appears to be tied to the weaker luxury apparel export 
demand. Domestic cotton stocks remain a burden, and 
the industry has asked the Reserve to procure old crop 
Xinjiang cotton. China’s cotton imports in April reached 
124,830 tons, and the US was the largest origin with 
74,817 tons followed by Brazil at 25,479 tons. The other 
major growths were India at 16,865 tons and Australia 
6,174 tons.  

Spinner demand remains anemic due to weak export 
demand and a domestic retail market that has not 
recovered from the Wuhan Virus. The research group 
Oliver Wyman estimates that the Chinese apparel 
market has suffered a 60 billion USD loss in demand 
from the virus and weaker economy. The Belt & Road 
program has failed to provide the export boost during 
the downturn. Urumqi Customs reported that Xinjiang 
textile exports in January-April fell 42.19% to only 946 
million RMB or 133 million USD, and apparel exports 
fell by 27.9% to 4.719 billion RMB or 664 million USD.

Brazil’s soybean exports in May reached a record 
50 million MT, while cotton export shipments in 

contrast slowed to 69,500 MT, down from 90,600 tons 
in April and 82,345 tons in the same period a year 
earlier. July 2019 to May 2020 total export shipments 
reached 1,856,000 tons, a record. However, demand 
has slowed following the worldwide Wuhan Virus 
shutdown. Brazil’s domestic demand remains quite 
weak, with Industrial Production in April collapsed a 

record 27.2% from a year ago. Footwear and leather 
production declined 48.8%, apparel production fell 
37.50%, and textile production was down 38.6%. 
January-April cumulative textile output was down 14.6% 
and apparel production down 25.8%. 

The Real earlier collapsed to a record low of 5.9, but it 
has recovered, surging 15% to 5.0866 by June 3rd and 
ending the week at 5 Real to the USD. This strength has 
caused a significant improvement in local cotton prices. 
The ESALQ Index of a 41-4-35 landed Sao Paulo hit a 
low of 43.41 as the Real collapsed, reaching 51.90 on 
June 2nd as the Real recovered. Harvest is beginning 
in Bahia and will expand next month. The strength in 
ICE July futures pressured the CFR basis with Middling 
1 1/8 2019 crop basis falling to 675 points on July and 
SLM 1 1/8 at 575 on before Friday’s rally.  

The 2020 crop basis has also turned softer. Many 
merchants have been attempting to hold the CFR basis 
at 850-1000 points on Dec but have found very little 
demand. Some of the largest Turkish mills bid for 
Brazilian 2020 crop Middling 1 1/8 and were able to 

Santos Port



JUNE 8, 2020 JERNIGANGLOBAL.COM  ISSUE NO. 1074

7

secure business at 600 Points on Dec for September-
December shipment. This is a new low in the 2020 
basis and suggests 2019 crop basis will fall sharply over 
the next week or so. Brazil needs to move all old crop 
stocks and make room for the record 2020 crop now 
beginning to be harvested.  

The Brazilian economy has been extremely hard-hit 
by the Wuhan Virus. As of June 2nd, the country had 
reported 555,383 cases. By June 2nd, the total official 
global death toll from the Wuhan Virus reached more 
than 382,000

Turkish mills have been one of the first to return to 
the market, which suggests some improvement in 

confidence. Turkey’s largest market is Europe, and the 
move by Germany and France to agree to the issuance 
of EU debt created excitement that the EU will not 
break up and will emerge as a single market. This 
marked the first time Germany and France, viewed as 
the two strongest of the EU countries, were willing to 
back the issuance of EU-wide debt. The EU has agreed 
to a 500 billion-Euro bond rescue package that could 
increase to 750 billion. A German court ruling still 
offers hurdles, but it has become clear that Germany 
wants to spend and avoid the risk of social unrest. The 
German retail market has held up better than in France, 
Spain, or Italy. April sales fell only 5.3%. Turkey’s total 
export to Germany exceeded 16 billion in 2019, with 
over 3.7 billion in textiles and apparel. Germany also 
passed a bold stimulus package of 130 billion Euros, 

which included a cut in the VAT tax for the remainder 
of 2020. One German lawmaker called it the largest 
stimulus of all time. 

The desire to reenter the market was also the result 
of a stronger Lira/USD exchange rate. The Lira has 
strengthened to 6.73 compared to a May low of 7.19. 
Turkey imported 83,517 tons of cotton in April, the 
weakest in some time. August-April imports stand at 
744,475 tons, which is dramatically higher than last 
year’s 471,773 tons and the 641,321 tons imported in 
2017/2018 in the same period. The USA has been the 
top supplier, shipping 261,210 tons. Turkish mills use 
US, Greek, and Brazilian cotton almost interchangeably. 
Greek imports have totaled 148,463 tons, followed 
by Brazilian imports of 139,794 tons. Mexican and 
Argentine cotton is also becoming increasingly popular 
thanks to the improved quality and cheap basis. 

Last week, aggressive offers of Brazil and Argentine 
were taken up by some of the largest mill groups. The 
2020 crop Brazilian basis fell sharply, with Middling 1 
1/8 selling at 600 points Dec for September–December 
shipment. This is at least 400-points discount to US E/
MOT offers. Argentine 2019/2020 crop SLM 1 1/16 also 
sold. The basis was 300 off July, which is 500 points or 
more below the lowest US offer. Turkish mills are in the 
driver’s seat as one of the few sources of demand. The 
virus shutdown also left Turkish ginners and merchants 
holding unsold 2019/2020 crop domestic cotton, and a 
small volume of it has also moved off. 

Brazil Domestic 41-4-35 Landed Sao Paulo in US Cents a lb.

TURKEY APPEARS SET TO EMERGE A WINNER  
AS BUYERS TURN FROM CHINA
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The US sold no additional cotton to China for 
2019/2020 shipment during the week ending May 

28th. However, in the April 23rd to May 14th time 
period, the US registered sales of 1,050,500 running 
bales of upland for 2019/2020 shipment, with only 
289,100 running bales shipped to China. This has 
raised a lot of questions as to why these sales have not 
shipped as the season winds down. It is very clear that 
China has abundant domestic stocks of cotton, both 
Xinjiang and bonded warehouse imported styles. These 
sales are believed to be on behalf of the Reserve, thus 
there is no immediate need. But, by registering the 
sales for 2019/2020 shipment, they have played a major 
role in influencing the July/Dec spread. The spread has 
inverted and is creating a short squeeze in July that is 
forcing the spec’s and Trade to cover shorts or roll. The 
July contract has rallied over 1000 points since the first 
sales were confirmed. The rally plus the performance 
of the July/Dec spread has made a bullish July position 
placed in conjunction with the sales very profitable. 
The expectation that these sales would be completed 
before the end of July was a key part of the drive in the 

short squeeze. If the sales are rolled into 2020/2021 or 
are eventually canceled, then a host of questions are 
raised. 

Last week, reports of additional sales of US soybeans 
to China continued, despite the sharp deterioration in 
US/China trade relations. It remains to be seen why the 
buying is continuing even in face of record Brazilian 
purchases.  In the latest week, scattered additional 
sales to China were recorded: 74,000 tons of wheat 
2019/2020, 70,100 tons of sorghum for 2019/2020, 
201,000 tons of soybeans for 2019/2020, and 264,000 
tons for 2020/2021, 700 tons of beef, and 3,400 tons of 
pork. 5,500 running bales of upland sold for 2020/2021, 
while new sales of 4,800 for 2019/2020 were offset with 
cancelations for 2019/2020. 

US export demand during the week ending May 28th 
was very light, with sales for 2019/2020 reduced 10,100 
bales. Sales of 12,400 bales were for 2020/2021, and 
6,100 running bales of upland was sold for 2021/2022. 
Export shipments were very light at 237,900 running 
bales of upland and 2,100 of Pima. Only nine weeks 
remain in the season, and US export shipments face 
great difficulty in meeting the USDA target of 15 
million bales. Just over 12 million 480-lb. bales have 
been shipped, so shipments would have to reach near 
325,000 bales for the remainder of the season to meet 
the USDA target. 

Another feature to US spot trade is a weak domestic 
spot FOB basis, which is very unusual if an invert is 
warranted. The FOB basis in the Southeast is at 225 off 
July and 275 off in the Delta, and 500 points off July in 
Texas. US domestic demand is extremely week, as the 
domestic spinning sector continues to operate far below 
capacity. The US is likely to carry forward a record 
volume of 2019/2020 sales.

WHY ARE US CHINA SALES NOT BEING SHIPPED?
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The recycling effort 
in fiber, textiles and 

apparel is now facing a 
serious problem due to 
weak prices and much 
slower demand. In 
Europe, textile banks in 
February were paying 
130 British Pounds, about 
169 USD, a ton for used 
apparel. Today the best 
bid is 30 British Pounds 
or 39 USD. In many cases 
there may not be a bid. 
This follows the attempt 
by retailers and brands 
to liquidate a record volume of inventory. Also, many 
countries have banned the importation of used apparel 
since the outbreak of the Wuhan Virus. India, which 
was a large market, halted all imports, but Pakistan 
remains an important market. The recycled polyester 
market is simply no longer economical, and recycled 

poly has lost market share. 
Morgan Stanley estimates 
that crude oil has to 
be averaging 65 USD a 
barrel or higher for the 
economics to work on 
recycled polyester, and, 
of course, crude oil fell 
below zero earlier this 
year. The world is awash 
in cheap crude and natural 
gas. Virgin polyester is 
cheap at 37 cents in China, 
and only an active PPE 
business has kept the 
price from falling much 

further. 

Despite the lack of economics, several groups continue 
to attempt to move forward with recycled products. 
Mud Jeans announced plans to produce a denim fabric 
made from 100% post-consumer recycled cotton. 

Extreme weather is prevailing across parts of the US 
cotton belt. A tropical storm is expected to bring 

heavy downpours to the Mid-South cotton belt but 
miss the dusty, dry Texas High Plains. Growers in the 
West Texas region have been planting in very dry soils 
ahead of insurance planting deadlines. The northern 
High Plains deadline was May 31st followed by June 
5th in the central High Plains and June 10th on the 
southern High Plains and northern Rolling Plains. The 
final deadline is June 20th for the southern Rolling 
Plains. The current path of the storm and forecast has 
the rain staying to the east of the region. However, 
light rain will be possible, with the heaviest amounts 
in the Rolling Plains. Weather forecast for the region is 
generally highly unreliable, so the region could always 
be surprised by heavy rains. Heavy rainfall is reported 
in the Texas Coastal Bend, and 6-7 inches will be 
possible over much of the Mid-South. This could cause 
some flooding in low lying areas.

If the dry weather outlook holds, then 2020 
abandonment levels for the Texas High Plains districts 
will increase sharply, decreasing US production 
estimates. There is still time for a disaster to be avoided, 
but the clock is ticking.

Recycled

RECYCLING POLYESTER AND TEXTILE AND  
APPAREL FACES MAJOR PROBLEMS

US WEATHER FORCING WEST TEXAS GROWERS  
TO PLANT IN DUST
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ICE futures remained in their own world last week. 
The Managed Funds and others got caught short July, 
and as the week progressed they were forced to cover. 
The real momentum came on Friday when the forecast 
of the US jobs report, which is usually quite accurate, 
provided a real economic shock. After a week of the 
headlines being dominated by civil unrest in the US, 
the markets were greeted with a major green shoot 
for the US economy. All the forecasts indicated an 
extremely week report of additional job losses of over 
seven million people in May and an unemployment 
rate of 19.8%, the greatest since the great depression. 
Instead, 2.5 million jobs were created across all private 
sectors, the single largest job growth in history, and 
unemployment fell to 13.3%. This triggered a wave of 
buying across the US equity markets, as the Algorithmic 
systems pushed the NASDAQ to a new high with a gain 
of 2%, the DJIA gained 3.15%, and the S & P 500 gained 
2.62%. Europe also had its green shoots, with equities 
on European exchanges also posting similar gains. US 
debt yield rallied. The buying was focused in all stocks 
that had been beaten down, including the retailers. 
Kohl’s gained 11.5%. The buying wave expanded to 
cotton futures, where the Managed Funds, Index Funds, 
and HFT systems all were aggressive buyers.    

True price discovery is currently only occurring in the 
CFR basis, as ICE futures remain under the influence 
of a trade house, China state trading company plays, 
and with the speculative influence. It is as if on most 
days ICE cotton futures were reflecting a world totally 
different from reality. We have discussed this several 
times, as a short squeeze has been played out in the 
futures that does not exist in reality. When was there 
a shortage of SLM 1 1/6 cotton when the Southeast 

FOB basis was at 225 points off or the Mid-South 275 
off?  US growers who have held cotton in the loan and 
have attempted to sell during the squeeze have found 
equity levels barely moved. At the same time, the 
Brazilian CFR basis has weakened in both the 2019 and 
2020 crops further eroding last week. By Thursday, the 
Indian basis had collapsed to 150 points off July for S-6 
1 5/32 and 200 off landed an Asian mill for a S-6 1 1/8. 

The US will carry over seven million bales into the 
2020/2021 season, and the Brazilian, West African, and 
others will also carry record inventories. This is in spite 
of sales to China’s Reserve of a million bales, which 
may or maybe not be shipped. Against this backdrop, 
as we had feared, a rather bizarre squeeze has played 
out in ICE futures. July futures have rallied over 1000 
points since the first China sale was made, and the 
July/Dec spread has moved to an invert that reached 
162 points early last week. Played correctly, with the 
Chinese buyer and trade house working together, it 
appears this has been quite a profitable play. Purchase 
may have all occurred near the lows, and gains in the 
futures made this very cheap cotton. 

By Wednesday, Open Interest in July had fallen to the 
lowest level in five years on that date. As we discussed 
last week, the CFTC data showed the majority of the 
Trade did not fight the tape and moved hedges to new 
crop early, avoiding the invert and also not challenging 
the play. It is truly amazing given the inventories being 
held. This tells us a lot about the antiquated delivery 
mechanism of ICE. The next thing to be on the alert 
for is when the players slip out of both the spread and 
futures. Last week’s volume was heavy on Monday and 
Tuesday, and spread volume was quite active followed 
by a large volume day on Friday in both futures and 
options. A large volume of Exchange for Physicals also 
occurred, with nearly 500,000 bales worth occurring 
on Monday alone. The CFTC data for the week ending 
June 2nd made the picture ever clearer. The Trade was 
a clear net seller of 7,943 contracts and has expanded 
their net short position to 56,642 contracts. The 
Managed Funds we discussed last week were moving 
out of a net short, and they were net buyers of 9,482 
contracts and were net long again on Tuesday night 
of 2,623 contracts. The Expanded CFTC data showed 
Managed Funds still had 8,763 short contracts in July at 
that time. The Other Reportable was again a net seller 
of over 2,000 contracts, as they have been doing for 
the last several weeks. This may be linked to a Chinese 
account. Index Funds were buyers of 3,218 contracts. 

ICE FUTURES POST NEW HIGHS AS RECOVERY TRADE 
ATTRACTS SPECULATIVE BUYING
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The Managed Funds are now moving to a net long 
position of 25,000 contracts. 

July still has drama left, with another week of options 
play. The July/Dec spread was active on Friday, trading 
more than 15,000 contracts, but the spread remained 
below the highs reached earlier in the week. The 
reason is some apparent Trade selling in the spread, 
and the focus of Index Funds and Managed Funds 
buying now moving to Dec. Several weeks ago, we 
said the play in July might push it toward 65 cents, and 
it has accomplished much of that. We are not at all sure 
just how far its masters will allow it to go, but normally 
the play is over by the time the options expire, which is 
next Friday.

What has made the July squeeze stand out is that 
outside of the one artificial buyer it has not been 
stimulated by demand. The US FOB basis is weak, 
and the CFR basis for Brazilian and Indian is falling 
sharply amid inventory pressure and poor mill demand. 
Turning attentions away from the July, the December 
contract reached 61.11 cents on Friday, and the drivers 
are the July/Dec spread, the Managed Funds, the High 
Frequency Traders, and Algorithmic systems. Weather 
did enter the market, as US growers dry planted much 
of the dryland acreage in the Texas High Plains ahead 
of insurance deadlines. These conditions have the 
potential to change US production prospects, but this is 
a market all about demand, not supply. The forecast is 
void of any major rainfall for the next week. No notable 
export trade is occurring outside the earlier forward 
Chinese activity, and neither is there much Trade 
selling. The CFR basis for the fourth quarter shipment 

is also weaker, and US sales, unless made at aggressive 
levels, will be lost to Brazil, Argentina, Mexico, and 
others. It is not at all clear why any spinners would 
buy US new crop at current basis levels and futures 
prices.  Consumption prospects for one of the two 
largest apparel markets, the US, became weaker last 
week following the terrorist activity that hit major US 
cities, damaging all major retail centers. The US/China 
trade deal has remained on track despite everything 
taking place, and for the moment, with China making 
small purchases to give the impression all is well. This 
included more US soybeans on Friday. Frankly, with all 
that occurred in the US during the past seven days, the 
amount of attention given China by the administration 
has been greatly reduced. However, the intelligence 
agencies have made it clear that Beijing may have had 
some involvement in the unrest, and China state media 
has exploited the events to argue the US is managing 
the situation similar to China actions in Hong Kong. For 
now, the trade deal is limping along. 

The technical outlook for the Dec contract is very 
positive, and the Managed Funds are now likely 
headed to at least a small 25,000 or more net long 
position, which may be enough to move prices near 
65 cents. The poor state of demand makes all of this 
very suspect, but until the July play is completed the 
outsider will look and believe a bull market is on, 
demand is robust, and the CCP Wuhan Virus did not 
just take trillions of USD out of the global economy. 
We hope a calmer period is ahead for all, but the 
experiences of the last several weeks make us fear we 
are indeed in unusual times.
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