
NOVEMBER 18, 2019  JERNIGANGLOBAL.COM  ISSUE NO. 1045

1

Over the past 30-60 days, China has been actively 
buying agriculture products in non-US markets as 

it negotiated with the US on a Phase-1 trade agreement. 
What makes this important is that the key component 
of what has been announced as an already agreed to 
is the purchase of 40-50 billion USD in US agriculture 
products. At the Presidential press conference held in 
the Oval office with the Chinese negotiator Liu He, 
President Trump and the US trade team stated the 
Chinese had agreed to the agriculture purchases, which 
Liu confirmed. Now here we are several weeks out, and 
with the expectation that an agreement could be signed 
soon. Then, on November 13, comes a Wall Street 
Journal headline stating the agreement has hit a snag 
regarding the agriculture purchases. That report was 
followed by a November 15th South China Morning 
Post headline, “Trump’s US $50 billion farm deal not 
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possible after trade war market shift.” The active buying 
by Chinese groups of a large volume of agriculture 
products that would be expected to be covered in any 
US trade agreement commitment suggests that, once 
again, the Chinese team has been very disingenuous in 
dealing with the US. Concerning cotton, the behavior 
of Chinese groups indicates there are no serious 
expectations that China will agree to purchase an 
established volume of US cotton in any agreement. The 
SCMP story cited the Swine Flu outbreak as reducing 
demand for soybeans and corn. President Trump later 
tweeted that China had better not renege on their 
White House promise to buy 40-50 billion USD of US 
agriculture products.

A review of the press conference at the White House 
clearly indicated the Chinese had agreed to the 
purchases. However, once Liu was back in Beijing, the 
Chinese clearly began an attempt to scale it back and 
make the deal based on demand. Jim Cramer of CNBC 
said his sources were indicating that Trump was staying 
firm on making China honor the commitment, but he 
indicated it was all about the gross volume and value 
of purchases, not commodity specific. In other words, a 
40 billion USD-purchase of pork and beef alone would 
work. He further stated that the Chinese resistance 
to the purchases was more about perception, which 
would suggest the US was winning. This, even though 
China needs the protein and will likely buy the pork 
over time regardless. 

In the period since the Phase I trade agreement was 
announced, China’s CNCRC has purchased more than 
900,000 bales of Brazilian cotton for the Reserve. 
Now, China’s Ministry of Finance has announced the 
Reserve will shortly begin a program to purchase 
Xinjiang stocks for the Reserve. The purchases will 
begin December 2nd and continue daily through 
March 31st. This has raised fears there will not be a 
trade agreement or that any agreement will not contain 
minimum purchase requirements for cotton. It is 
understandable why China would want to avoid any 
such minimum requirements, considering domestic 
cotton import demand is quite poor, domestic stocks 
are sizeable, and the domestic price is at a discount to 
international values. The question is what will be the 
volume of Xinjiang cotton purchased? Expectations 
are that purchases will be near a MMT. If it is higher 
than that it could influence the domestic price, which 
explains why ZCE futures recovered from earlier losses 
after the rumors surfaced. In the announcement it said 
the Reserve was expected to purchase 500,000 tons. 

The purchase has been expected for the past several 
months, while poor demand and quality issues has 
left Xinjiang ginners and traders with very large 
inventories of old crop cotton. These groups have also 
accumulated large losses as lint prices have collapsed 
since the ginners purchased the 2018/2019 seed cotton. 
Surveys suggest that approximately 1.125 MMT (5.169 
million bales) of old crop Xinjiang cotton is in Xinjiang 
warehouses and being held by traders and ginners. 
In addition, a new crop of 4.9 MMT (23 million bales) 
is now being ginned, a portion of which could also 
be included in Reserve purchases. The CCA October 
survey of commercial stocks showed 2,130,600 tons 
in Xinjiang warehouses. The Reserve traditionally has 
stepped in to buy large inventories of Xinjiang cotton 
when unsold volumes accumulate in order to provide 
financial support to the Xinjiang industry. Their goal 
now coexists with the need by the Reserve to add 
inventories and to rotate out the remaining old crop 
stocks that are over five years old. Reserve inventories 
are estimated at near 2 MMT, or near nine million bales, 
and some of it is as much as 7-8 years old and needs 
to be rotated out. If the Reserve purchases 1 MMT 
of Xinjiang cotton, and it is combined with another 
200,000 tons of Brazilian cotton, it would allow the 
Reserve to rotate approximately 5.5 million bales, or 
60% of its stocks, in 2020. Such rotation would allow 
the Reserve to provide the domestic market with its 
needed volume in 2020. 

The announcement also set a price ceiling tied to the 
international market. If the daily purchase price reaches 
an 800 RMB a ton, approximately 5.16 cents a lb., 
premium to the international market purchases would 

China Liu He at press conference at Whitehouse
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be halted until prices were back in line. Only white 
color grade, 28 mm and longer, and B grade mike will 
be purchased. 

Overall, China’s cotton import demand is weak, as 
consumption prospects remain below most estimates. 
There have been a few signs of stability, at least as it 
pertains to cotton demand. However, some mills have 
moved to take up new crop Xinjiang cotton, both 
machine-picked and handpicked. In Hami, the quality 
of the machine-picked cotton has been good, and 
handpicked from the region is sold out. The quality 
of the crop in districts near Kazakhstan is reported as 
poor, with lower color grades and higher impurities. 
The machine-picked cotton has been steadily 
certificated for delivery against the ZCE futures contract. 
The base grade is for a T328 or Middling 1 3/32, with 
no differentiation for machine-picked vs. handpicked, 
which means only machine-picked is delivered. The 
certificated stocks are up to 12,705 units. Each unit 
is 5 lots of 5 tons each, thus 317,625 tons have been 
prepared for delivery. This hedging has provided 

resistant to the ZCE in its attempt to rally, as seen last 
week with continued resistance above the 13,000 RMB 
a ton level, or 83.88 cents a lb. The domestic market 
remains below the international price based on the 
Cotlook A Index after VAT and 1% import tax, which 
is around 13,300 RMB a ton. This premium has limited 
demand for imported cotton. Demand for port stocks 
in bonded warehouses remains very slow, with a small 
volume of Brazilian and Australian trading. Total port 
stocks in bonded warehouses stand at near 370,000 
tons, with 70,000 tons at Zhangjiagang and the balance 
at Qingdao. US, Brazilian, Australian, Indian, and 
Uzbekistan account for most of the stocks.  

Better demand has been evident for imported cotton 
yarn, with demand stronger than we expected. October 
imports, including imports from Pakistan that are 
included in the customs data, totaled 166,000 tons, and 
official totals were 146,000 tons. Imports from Vietnam 
reached 74,000 tons. Pakistan imports, which are now 
included under the free trade agreement, amounted to 
24,000 tons, imports from India were only 15,400 tons, 
and imports from Uzbekistan remain strong at 18,000 
tons.

One of the biggest problems for cotton demand 
remains the weakness in domestic polyester and 
Viscose fiber prices. Domestic virgin polyester prices 
moved down to a new record low of 43 cents a lb., 
which means cotton is only a few cents a pound from 
being double the price of polyester. Viscose fiber prices 
are at 67-68 cents a lb., which is also at a discount to 
cotton. Fabric companies are increasing their mix of 
polyester in an attempt to improve margins and reduce 
prices. In September, China’s textile and apparel export 
volume to the USA fell by 4.3%. However, the value of 
exports plunged 17%, which indicated exporters had 
sharply cut prices. 

Xinjiang cotton at gin
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If one were to go back just 12 months, it would have 
been extremely difficult to imagine the events that are 

now being played out in Hong Kong. Hong Kong has 
truly emerged as the most significant Black Swan event 
to occur in 2019. In 2018, Hong Kong was rated as one 
of the freest economies in the world, as it led the world 
in IPO’s and entered 2019 as the global financial center 
of Asia. It was the place where almost every company 
would open its first Asian office before then expanding 
to the mainland and across Asia. It was the fashion 
center of Asia, with every luxury brand in the world 
having a flagship store in the city. It was regarded as 
the center of capitalism, with the most expensive real 
estate in the world. For those who understand and 
follow the Black Swan economic theory developed by 
Nicholas Taleb, the events in Hong Kong are eerie in 
that Nicholas was born in Lebanon and remembers the 
country when its capital, Beirut, was known as the Paris 
of the Middle East prior to a destructive civil war that 
everyone thought impossible just a few years before 
it occurred. In his book, “Black Swan,” he describes 
Lebanon as the perfect Black Swan, with nearly thirteen 
centuries of peace and prosperity before it all ended 
with a civil war. We all know the rest of the story.

Beijing has been expanding its influence in the city, 
but rather quietly. Its economic reach has crept into 
most major institutions, with such leading banks as 
HSBC now deeply involved with the CCP and Chinese 
state companies. The Hong Kong banks provided 
the credit that allowed the record Chinese IPO’s to 
occur despite the lack of disclosure required for 
US companies. Beijing began its breach of the 1997 

Handover Agreement in 2014 when it changed the 
way the Hong Kong Electoral Council was chosen and 
required the leader of Hong Kong to be selected only 
from candidates approved by Beijing. This triggered 
protests from September to December, but then ended 
as economics prevailed. Then came the 2019 move to 
allow Beijing to extradite Hong Kong citizens to the 
mainland, which followed high level abductions in 
Hong Kong by Beijing that went unchallenged by the 
Hong Kong government and other violations of the 
spirit of the 1997 agreement. Economic considerations 
appeared to overrule everything else until the summer 
of 2019. Beijing certainly misjudged the sentiment of 
Hong Kong when an official stated to the media that 
the 1997 Handover Agreement was only a historical 
document, and that it was no longer valid. For much of 
the world and the Hong Kong people, this meant that 
China would not honor the agreement, and that it felt 
no commitment to the 1997 agreement that provided 
for 50 years of self-rule for Hong Kong, meaning it 
was free to do what it wanted. The UK proved to be 
unable to defend the agreement, as it was embroiled in 
BREXIT, and many in its government had already fallen 
under Beijing’s spell as they sought greater economic 
engagement with China. The failure by the UK to 
stand up for Hong Kong is ironic, in that it marked 
the second time that the UK failed to protect the Hong 
Kong people in order to protect its economic interest. 
The recently released notes of Margaret Thatcher 
revealed that the UK did not move to force firmer 
terms for voting rights in the Handover Agreement, for 
fear that China would retaliate against UK companies’ 
extensive business interests after the handover.  

Battle for Hong Kong, Freedom Fighters battle police at Chinese university Pedder Street, Hong Kong Financial District,Nov 13, 2019

BEIJING’S INVASION OF HONG KONG IS THREATENING A TRADE 
DEAL WITH THE US AND IMPACTING GLOBAL GROWTH
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Conditions in Hong Kong have been steadily declining, 
as the behavior of the Hong Kong police turned very 
bizarre. Up until the summer of 2019, the Hong Kong 
police force was respected worldwide, and the city was 
one of the safest in Asia. Then, after several months 
of protest, their behavior turned extremely violent. It 
is clear the police force had been infiltrated and taken 
over by mandarin-speaking forces from the mainland. 
The police have made no attempt to respect the rights 
of the citizens and have progressively turned more 
violent. In recent weeks, the police force acted more 
like thugs then police, and they are now using live 
ammunition with the number of deaths climbing. The 
attacks by the police have been well documented, 
with countless videos showing their behavior. The 
weekend of November 9-11 was the most violent yet, 
with protestors being shot even when unarmed and 
not violent. Again, this was documented. It was clear 
by November 11th that Hong Kong had already been 
invaded. Instead of tanks in the streets it was mainland 
thugs masquerading as police. With each passing day, 
Beijing appeared to care less about perceptions as 
additional Chinese military hardware was seen. PLA 
Soldiers were confirmed as having been sent into Hong 
Kong Saturday to clear the streets near the University 
protest.

The general recognition of this sent the Hang Seng 
Index and Chinese equity indices plunging on Monday 
and raised doubts about the US/China trade agreement. 
It is apparent that within the US you have two groups 
with very strong and opposing views. One group is 
Wall Street companies backed by Morgan Stanley, 
Blackrock, and others that want a deal and are clearly 
willing to look the other way in regard to any human 
rights violations, including Hong Kong. This group 
views access to the Chinese market and lifting of tariffs 
as the number one goal. The opposing view is led by 
Peter Navarro, the USTR, Vice President Mike Pence, 

Secretary Pompeo, and Senator Marco Rubio, who 
want to tie the human rights abuses to any agreement. 
Strangely, President Trump remains quiet as this battle 
occurs. His silence would appear to be providing mixed 
signals to Beijing and keeping them off balance as seen 
from comments by the Chinese press. 

In the US, the momentum appears to be building to 
put pressure on the US administration to confront 
China on its handling of Hong Kong. As last week 
progressed, the Beijing police force became more and 
more aggressive, with fears growing of a Tiananmen 
Square moment. The massacre at Tiananmen killed 
several hundred, and possibly several thousand, of the 
students and laborers who joined massive gatherings 
lasting more than a month. On Tuesday evening, a 
massive show of force by the Beijing police at the 
Chinese University triggered panic as police blocked 
ambulances and trapped students, raising fears of a 
massacre. The Financial Times on Tuesday ran a late 
headline, “The Hong Kong Authorities Have Lost Their 
Legitimacy.” They blamed the escalation of the crisis 
on the Hong Kong government and Beijing. The FT 

People take refuge from tear gas attack from Hong Kong police 

Bloomberg, November 13, 2019

China fails to live up to handover terms

How will HKSE perform as confidence erodes?
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cited, “In a sign of how sentiment has shifted, office 
workers in suits could be seen cheering black-clad 
demonstrators in full battle dress as they ran through 
the city’s central business district on Tuesday. Having 
lost popular legitimacy, the authorities have resorted 
instead to police rule.” The FT said for the first time 
ever Hong Kong has a serious rule of law problem. The 
rule of law which was fair and managed through an 
independent judiciary has been a significant drawing 
card for Hong Kong and a primary reason behind Hong 
Kong’s role as Asia’s top financial center. In that role, 
Hong Kong has been instrumental in the raising of 
capital for Hong Kong and Chinese companies and also 

for Hong Kong and China Stock Connect, which has 
allowed billions of funds to flow into Mainland China. 
It remains to be seen how long the Hong Kong capital 
markets can maintain confidence once the banking 
system believes the rule of law no longer exists. If 
Beijing can have its mainland police dressed as Hong 
Kong police shoot unarmed protestors, as it did last 
week, what is to keep them from seizing the bank 
accounts and assets of its perceived enemies? In every 
situation there is a tipping point, and we appear to be 
near that moment for Hong Kong. On Friday, Intrabank 
rates suggested there is major pressure on the banks for 
liquidity.

US apparel imports in September were weak, falling 
4.3% in volume terms while textile imports increased 
5.2%, lifting total textile and apparel import volume 
by 1.1%. Within the data there was a clear shift away 
from China, as imports from China fell 4.3% in volume 
terms, but plunged 17% in value terms due to Chinese 
exporters slashing prices to keep orders. In volume 
terms, India was the second largest supplier, increasing 
volume by 6%, followed by Vietnam, which increased 
their volume by 8.8%. Pakistan emerged as the third 
largest supplier in volume terms, increasing volume by 
17.7%. In USD terms, Vietnam was the second largest 
supplier, increasing the value of exports to the US by 
17.2%, followed by India.  Overall, Vietnam, India, 
and Pakistan clearly are benefiting. However, Chinese 
apparel exporters have switched to their Cambodian 
operations, which is provided duty free entry into 

the USA. Imports from Cambodia in USD terms in 
September soared 37.9%, with the country the third 
largest supplier of apparel after Vietnam and India. 

The imports from Cambodia are Chinese fabrics cut and 
sewn in Cambodia. They receive a ‘Made in Cambodia’ 
label from probably a Chinese apparel company 
before being sent to the US duty free. Cambodia has 
maintained this important trade advantage despite its 
becoming a quasi-Chinese colony and not consuming 
a bale of US cotton. The trade status is a relic of the 
Vietnam War aftermath. The recent surge in US imports 
of apparel likely sewn with Chinese fabric but finished 
elsewhere continues. Jordan is now a major supplier 
to the US, with September imports surging 17.9% at 
181.7 million USD. This surpassed imports from Turkey 
and nearly doubled that of Thailand. Jordan also has 

US TEXTILE AND APPAREL IMPORTS IN SEPTEMBER  
SUGGEST GAINS FOR INDIA, PAKISTAN, VIETNAM,   

AND SECOND-TIER MARKETS
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duty free access to the US and is exclusively a cut/sew 
center. Ethiopia is rapidly becoming a major supplier. 
September imports were up nearly 100% at more than 
18 million USD, and 2019 imports are expected to reach 
over 200 million USD, putting them just slightly below 
Columbia. Record investments by Chinese companies 
have transformed the country into a major supplier, 
while a host of other groups are setting up operations 
in the country. Cotton consumption is slowly increasing 
as Chinese groups expand into textile production. 

Imports from Kenya also continue to grow and will 
reach double that of Ethiopia. Japan has been a very 
large investor in Kenya. Kenyan imports of cotton 
apparel are up over 30%, with major growth in cotton 
pants and shirts. Kenya exported nearly 400 million 
USD of apparel in 2017, and almost all went to the US 
market. It, however, remains a net importer of textiles 
and apparel, with China the main supplier. In 2017, 
it imported 682.5 million USD worth, with about half 
coming from China. 

US export sales during the week ending November 
7th were brisk at a net 345,100 running bales 

of upland. The sales came from five main destinations 
– Pakistan, China, Turkey, Vietnam, and Bangladesh. 
It was the fact that China purchased 83,300 running 
bales of upland that drew everyone’s attention. We 
are not sure what the purchase is linked to. It could 
be a goodwill purchase by a state trading group, or a 
purchase that is under a processing quota or going to 
a Free Trade Zone. Pakistan purchased 117,000 running 
bales of upland, bringing their total to 1,168,000 running 
bales of US upland. There is some talk that Pakistan may 
be allowed to import Indian cotton, but this has not yet 
been confirmed. Indian low grades are now competitive. 
Pakistan was a buyer of Brazilian, US, Tanzanian, 
Argentine, Sudan, US Pima, and Egyptian last week. 
Bangladesh was a small buyer of US but has turned its 
attention to Indian offers, along with West African. 

As we have pointed out numerous times, the US 
has a problem with slow export shipments. The US 
warehouse system was designed when the focus was 

moving cotton into the CCC loan and the government 
paid storage cost and cotton stayed in storage if 
possible. Quick turnaround or the ability to receive 
and to release stocks at the same time has not been an 
asset. Thus, export shipments have always been a bit 
slow during the peak of harvest, but this season export 
shipments have been extremely slow. In the week 
ending November 7th, only 126,200 running bales of 
upland and 3,200 of Pima was shipped, which is far 
below the volume required to meet the USDA’s export 
target. 38 weeks are left in the season, and the US will 
have to ship 350,440 running bales a week to hit the 
target. In the past we have pointed out the difficulty 
the US warehouse, transport, and port facilities have 
in weekly shipments moving above 400,000, except 
for isolated periods. Thus, a couple of more weeks of 
such poor shipments and US exports will need to be 
reduced. 

US CFR export basis levels remain very aggressive and 
the most competitive in the world, except for the Indian 
low grade offers.

Both Green Card and type E/MOT export offers 
remain aggressive, and US styles dominate most 

categories, except for the Indian styles that are now 
offered at a discount. E/MOT refers to cotton that is 
sourced from Texas, Southwest, Memphis Territory, and 
Southeastern cotton belts. The broad sourcing options 
have been favorable for merchants but have drawn 
complaints from spinners that they could receive cotton 
from 4- 5 states in one shipment. Type offers moved 
to steep discounts to Green Card offers and discounts 
to other origins. Single origin offers are now drawing 
a premium. Memphis Territory, which limits shipments 
to cotton from Missouri, TN, MS, LA, and Arkansas, are 

drawing a 100-125-point premium. A move to Memphis 
Eastern will expand shipment options to AL, Georgia, 
North and South Carolina, and VA carries a 75-point 
premium. It has become evident that in many seasons 
there can be variables between the general spinning 
characteristics from each major region due to the 
climatic conditions of each region. We would divide 
the offers as Texas High Plains (including Oklahoma 
and Kansas), South Texas, Memphis Territory, and 
Southeast. At this stage it is difficult to find merchants 
willing to offer this differentiation. The lack of more 
specific origin offers is contributing to the ongoing 
discount of E/MOT offers.

US EXPORT SALES TURN BRISK BUT SHIPMENTS STILL LAG

US E/MOT OFFERS ARE AGGRESSIVELY OFFERED  
FOR SHIPMENT THROUGH JULY 20TH 
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The Cotton Association of India’s first 2019/2020 crop 
estimate was below expectations at 35.45 million 170-
kg bales, as it reduced yields due to the excessive rains. 
The Maharashtra crop was placed at only 8 million bales, 
despite the larger acreage. Domestic consumption was 
placed at 31.5 million 170-kg bales, which reflected 
an increase from 31.15 in 2018/2019. Exports were 
estimated at 4.2 million bales and ending stocks at only 
4.6 million bales. Indian spot prices were weaker last 
week, and the export basis turned weaker. 

From this past Monday through Thursday, the CFR 
export offering basis for Indian styles was lower each 
day, and we suspect it will fall further today after Friday’s 
gains in ICE. The CFR basis for S-6 1 5/32 stood at 500 
points Friday after starting the week at 625 points on 
Dec. The basis for a S-6 1 1/8 fell to 250-275 points 
on Dec compared to 575 points on Monday. The S-6 
1 5/32 SLM Light Spotted basis fell to even Ice from 
250-275 points on Dec. J-34 1 1/8 SLM basis fell to 200 
points on Dec from 450 points on at the beginning of 
the week. The high-grade MCU 31 and 30 mm offers 

fell by over 150 points during the week. Export offtake 
in Indian styles is picking up with Bangladesh and 
Vietnam buyers. The MSP has so far been ineffective in 
supporting domestic prices, and pressure is on ginners to 
export the building stocks.

The standard E/MOT SM 1 1/8 offers are at 850 points 
on March and May futures, nearby Nov and Dec offers 
are drawing a 200-point premium. Middling 1 1/8 type 
offers are at 800 points on March and May. E/MOT 
Green Card offers are at 300-400 point premiums over 
most type offers.  January-March shipment offers are 
the most aggressive, with November and December 
shipment offers at 200 points premium or more. E/MOT 
31-3-36 offers are at 1100 points on March with a 21-2 
at a 50-point premium. 21-2-37 offers are at 1200 points 
on March and May, while GC 21-2-38+ offers are at 
1250 point on March. 

Aggressive SLM offers are in circulation. GC 41-4-37 
offers are at 900 points on March and May, and 41-4-
36 offers are at 825 points. Type E/MOT SLM 1 1/8 are 
600 points on March. The very short staple Texas High 
Plains styles now being classed at Lubbock and Lamesa 
have not yet shown up in merchant offers.         

CAI PLACES 2019/2020 COTTON CROP BELOW  
EXPECTATIONS AT 35.45 MILLION BALES
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As we expected, ICE futures went nowhere last 
week, as the Algo and HFT systems ruled the 

turnover, and the large Funds rolled positions out of 
Dec. The certificated stocks continued to build slightly, 
as a few traders certificated short staple high grades. As 
we discussed last week, the base grade of the contract 
makes it a draw for both shorter staple high grades, and 
then medium grades carrying the maximum premiums. 
The domestic FOB basis has rolled to March, and the 
basis is weak. In the SE, it’s 200 off, 300 off in the Mid-
South, and 550-575 off in Texas. The US crop movement 
is active, with 1,528,597 bales classed last week. Growers 
have not been in a panic to sell, as the CCC loan offers a 
short window to wait. Thus, hedge pressure from the US 
was light last week. Indian growths began to pressure 
values as medium grades were added to the Cotlook 
A Index for the first time all season and assumed the 
position as the cheapest growth. The Indian crop will be 
smaller than some expect and will contain an abundant 
supply of lower grades. 

The March ICE contract closed 10 points higher for the 
week, but the interesting feature was the price behavior. 

Last week we discussed the March outside range day 
(65.00 - 66.41), and the market failed to ever break 
out from this range. Then, on Thursday, it created yet 
another outside range day (65.64 - 66.70). These actions 
mean the market remains on the edge of a technical 
turning point. The CFTC data showed no significant 
ownership changes, as would have been expected. The 
ZCE Chinese futures contract was also near unchanged 
last week. This price behavior suggests that if March can 
move through the 67.00 level, then the Managed Funds 
would likely turn buyers. However, a continued failure 
to clear this area could bring them back as sellers.

We continue to see the chances for a lasting trade 
agreement with China and the US as slim. Even if an 
agreement is reached, it will probably be missing any 
cotton-specific purchase requirements, despite the textile 
and apparel imports that everyone is ignoring, both 
in the government and out. The Chinese economy is 
growing at near 2% or less and headed into a recession, 
and that is not good for global demand. The situation 
in Hong Kong has reached the tipping point, and 
the mishandling of this by Beijing will further hurt 

AUSTRALIAN CROP PROSPECTS ARE POOR  
AS WILDFIRES RAGE AMID DROUGHT

Last week, the entire state of New South Wales was 
under a brush fire alert, and major fires raged in many 

different areas. Queensland also suffered from pockets of 
wildfire. A large high-pressure system is stalled over the 
middle of the country, and there is little chance of any 
rainfall. The crop is not likely to meet early estimates, 
for any dryland prospects are poor and some growers 
have sold their water. The situation is such that the entire 
country is now beginning to focus on the drought, but 

unfortunately no group has come out to endorse the 
needed water infrastructure projects. Australia shipped 
46,317 tons of cotton in September, down sharply from 
86,285 tons a year ago. China was the top destination 
at 26,002 tons. May-September shipments have reached 
273,795 tons, which is more than 50% lower than a year 
ago. A notable volume of Australian remains for sale in 
Chinese bonded warehouse stocks.

ICE FUTURES GO NOWHERE AS FUNDS ROLL OUT OF DEC
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global growth and cause the Chinese economy serious 
problems, as the capital markets lose confidence. It is 
adding further significant turmoil to global textile and 
apparel supply chains. As we finish this week’s letter, 
preparations are being made to pull foreign nationals 
out of Hong Kong, including buying agents for many of 
the world’s largest brands and retailers, if they are not 
already out. The unfolding events are sad, and clearly 
point to a breakdown in the integrity of international 
agreements and raises troubling concerns about Taiwan.  

We have been warning for months that the use of slave 
labor in Xinjiang textile and apparel factories will disrupt 
trade. It also has added a new negative on cotton. 
Saturday, the New York Times carried a feature research 
article displaying 400 internal Chinese government 
documents detailing the placement of Uyghurs in 
concentration camps and the impact on families. The 
accounts were chilling and will add further pressure to 
the exit from sourcing in China, especially Xinjiang.       

These developments leave us very worried about global 
demand, as does the continued erosion of Chinese 

polyester prices last week. A look at the March ICE chart 
could, for the optimist, suggest a possible move back 
to 75 cents if the nearby resistance is overcome. For the 
pessimist, however, a failure at 67 cents could be viewed 
as rolling over with new lows ahead. One fundamental 
negative we see on the horizon is something we have 
previously talked about; we have been of the belief that 
India’s CCI would not support prices via the MSP to the 
point that many have expected. That is clearly occurring, 
with Indian growths now replacing US and Brazilian 
as the most competitive. If export demand switches to 
Indian from US and Brazilian, this will impact ICE as the 
US crop completes its movement. Price deflation in the 
US at retail in apparel is also a problem for the entire 
supply chain. The willingness of Chinese exporters to 
cut prices is helping to accelerate the problem. China 
was the driver behind the large drop in apparel prices in 
October. The average wholesale price of imports from 
China fell nearly 13% in September alone. 

Our thoughts and prayers go out to all our friends in 
Hong Kong, and we hope they will remain safe.
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