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UZBEKISTAN’S ROLE AS COTTON EXPORTER APPEARS TO BE
ENDING AS YEILDS FALL AND CONSUMPTION RISES

U

zbekistan has a long and rich history as a major
cotton producer in Central Asia. Cotton became
a major crop for them in the 1860s during the Russian
Tsarist Era. It was the large supplier to Russia and then
to the USSR. After the fall of the Soviet Union, exports
from the Central Asian Republics, including Uzbekistan,
surged to 7.253 million bales in 2005/2006, making
them a significant force in world trade and accounting
for 16% of total trade. From that point forward the
region’s production began to decline. At the same time
investment in the region in the textile and apparel
industry began to expand. By 2018/2019, exports from
the entire five-State region had fallen to 2.26 million
bales, with Uzbekistan exports falling to less than

800,000 bales. As production declines in Uzbekistan
and consumption rises, the country will soon end its
role as an exporter of cotton. Moreover, a crisis appears
to be building for a major reform of the sector, as
massive investment is needed in cotton production
and irrigation infrastructure. It has been more than 27
years since the end of the USSR’s massive government
maintenance budget for the Central Asian irrigation
scheme, and the sharp decline in spending has taken
a toll on all infrastructure, increased water loss, and a
reduction in yields.
Under the rule of the USSR, a large scale expansion
in cotton production occurred in the 1960s. By 1975,
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after substantial government investment, its cotton
yields were among the highest of the major producers.
In the 1960s, the USSR launched one of the largest
irrigation projects in the world in one of the driest
regions, Central Asia. The project built 20,000 miles of
canals, 45 dams, and 80 reservoirs, which covered the
five republics of Central Asia. The USSR spent billions
on the system. Before the breakup of the USSR, it was
estimated the country spent 148.50 USD (1980 USDs)
per hectare in annual maintenance. The project was
a major agriculture success, growing not only cotton
but such water-intensive crops as Rice. The system
was generally designed to bring the snowmelt from
the Central Asian mountain ranges south. However,
the system was not designed to be run by five
different countries. It thrived under the central Soviet
management, which included the funds required for
operation and maintenance. The system did experience
large amounts of water waste and soon began to
deplete water resources. One Soviet study forecast
water supplies would be depleted by 2025. To counter
this, the USSR began to design a new project to bring
water from Soviet rivers south to replenish the system.
The project was called the River Diversion Project. The
project was designed to start just before the breakup
of the USSR when it was suddenly cancelled. It later
came to light that the cost of the project in 1990 USDs
was more than 250 million. Soviet President Gorbachev
cancelled the grand scheme due to cost.

ISSUE NO. 1008

compared to over 148 USD prior to the breakup. The
decline in spending has led to an acceleration of water
loss and waste. One study showed that up to 60% of
the water transported through the 837-mile Karahum
Canal is lost, thus reducing water supplies, increasing
cost, and lowering crop yields.

Central Asian cotton production peaked before
the breakup of the USSR at 12.833 million bales in
1979/1980. Production in Uzbekistan reached a peak
of 7.956 million bales in 1988/1989, shortly before
the end of the USSR. Since that time, production has
been declining, reaching a record low in 2018/2019.
The collapse in production has been overshadowed
by the US/China trade dispute, but a closer look
suggests the region is nearing a crisis in production.
All cotton production in Uzbekistan is irrigated, and
the production cost is quite high but difficult to clearly
identify due to the importance of the crop to the local
textile industry and to the government. Their yields tell
the story though. In 2018/2019, the highest irrigated
yields in the world are found in Australia, which
averages 1,887 kilograms. This means a great deal of
their output is at much higher levels. Second is Israel at
1,633 kg, followed by Mexico at 1,598 kg. Brazil, which
is 90% or more dryland, is actually tied for second
highest average yield, also at 1,633 kg per hectare.

The breakup of the USSR ended any discussion of the
River Diversion Project and left the new five countries
to attempt to manage the system. These countries were
all cash-strapped after the sudden breakup, with the
cotton industry actually forced into a barter system
for the first several years. A study since the break up
estimates the maintenance of the system has completely
dried up. The highest expenditure comes from
Uzbekistan while the poor Republic of Tajikistan spends
less than 10 USD per hectare in annual maintenance,

Cotton is a very profitable crop in these regions.
Uzbekistan is experiencing a crisis in yields, as
highlighted by the fact the record yield that we have
records for was in 1987/1988. It had an average yield
of 713 kilograms a hectare, compared to the 2018/2019
yield of 612 kilograms a hectare. Only 524 lbs. an acre,
for a fully irrigated crop. This puts the Uzbekistan
yields below that of Pakistan at 680 kilograms, and just
above India’s 450-480 Kg. This begs the question of
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how a 100% irrigated cotton crop can be grown in a
very arid region under labor-intensive conditions with a
yield near that of only 2.81 bales a hectare versus 7 - 8
bales in Brazil dryland and 10 - 14 bales in Australia on
irrigated land. Turkish yields are even 2.5 times larger.
The economics of these yields are unsustainable, as
water supplies dwindle. The decline in production
has occurred as a State-dominated market has been
maintained with no private ownership of land, while
the State maintains the role as trader and merchant. At
the same time, the government has been successful in
drawing investment in the country’s textile sector; the
country consumed close to 800,000 bales when the
Soviet Union broke up, and today it is consuming 2.7
million bales or more. 2019 has brought an emergency,
as the government attempts to reform the cotton sector
with old-style soviet central planning. The government
has issued policy to optimize the agriculture sector by
establishing a minimum size for cotton and wheat farms
of 100 hectares, and 20 hectares for vegetable farms.
The decree will result in many farmers losing their land.
Growers are not allowed to own land but can lease
with term of up to 50 years. However, the State sets a
production target each year, and failure to meet that
target in any one-year period can result in the loss of
your lease. The State rules the market, and each farmer is
provided inputs and fuel and is required to sell the target
production to the State at set prices. Production above
the target can be sold to the State for additional income.

production targets. Output reached only 2.3 MMT of
seed cotton, which is expected to produce only 730,000
tons of lint, 3.25 million bales. Aid groups interviewed
growers to identify the problems that occurred in
2018, and they cited water shortages, problems with
the irrigation infrastructure, salinization of soil, poor
yields, and lack of needed agriculture equipment. The
country in general has faced a significant problem with
the use of forced labor for picking, which has led to a
boycott of Uzbekistan cotton and textiles and apparel
products by some companies. The US has banned
Turkmenistan textiles and apparel products due to the
use of forced and child labor in picking. At the time of
the breakup of the USSR in 1991, approximately 70% of
the Uzbekistan cotton crop was machine picked with
approximately 40,000 pickers. In 2017/2018, only an
estimated 2,000 pickers were in operation.

The new decree states that farms will be combined to
meet the minimum size, and the land will be leased
to farmers who are viewed as having invested in
quality production practices, have the needed farm
equipment, and are financially stable. The 2018 crop
was a disaster, with most farms not meeting the State

Soviet cotton picking machines, post 1991
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The collapse in machine picking follows several major
government efforts to re-establish machine picking. It
is unclear what happened to all the pickers that existed
at the time of the USSR breakout, but it appears many
were stolen and sold, while others fell into disrepair as
the years have advanced. An attempt to manufacture
Case pickers domestically in a JV early after the break
up was closed by 1998. In 2013, the Prime Minister
of Uzbekistan at the annual Cotton and Textile Fair
announced a major plan to expand mechanical picking,
and stated that by 2016, 90% of all cotton would be
machine picked. Uzbekistan has manufactured its
own cotton pickers at the Tashkent Tractor plant, and
IH Case has also been operating in the country, with
service and parts centers located in the country. The
Tashkent plant was reported to be able to produce
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7,000 pickers annually, but production targets were not
met in 2015, as only 807 cotton pickers and 425 Case
pickers from the Tashkent Tractor plant were operating.
By 2018, only 2,000 total pickers were estimated to
be operating.
Prime Minister Shavkat Mirziyoyev announced in
December that the government was going to exit the
cotton business, which would be completed through
the “cotton cluster” program that was launched
during the last year. The program suggests that, first,
the government is finally willing to allow the cotton
sector to be managed by the textile sector. Secondly,
it suggests the country is now prepared to use 100%
of all production in domestic consumption, essentially
ending its long history as an exporter. The cotton
cluster program allows a textile company to
take over cotton production and ginning,
process the cotton into yarn, and then expand
from there. What is not clear is who owns
these new textile clusters, and the degree
of State ownership. The State has been a
leader in the investment in textile and apparel
and has aggressively pushed joint ventures
with foreign groups. The Prime Minster
suggested that all ginning and production
would eventually be operated under these JV
companies. It was not clear how the current
farmers would work in the program.
In 2018/2019, it appeared 15 clusters were
operating in 15 districts, and controlled over
50,000 hectares. The main clusters were
in Angora (3,000 hectares) and SherobadSariousiai (8,000 hectares), with both areas
in Surkhandarya. An 11,000-hectare cluster
is operating in the Navoi region, and a
7,000-hectare cluster was operating in
Andijan. These clusters are targeted at foreign
investors. The first round of clusters appears
to be owned by State textile companies. The
largest new cluster is expected to open in
2019, following the announcement of a 335
million USD investment by a major Singapore
textile group, which will plant cotton, corn,
and other crops, and expand into cotton
yarn production in a phase two. It is also not
known if the textile groups have title to the
land, or if it is leased.
For world cotton trade, the reduction of
Central Asian and Uzbekistan has opened
the opportunity for Brazil and US cotton
to increase market share. The main market
to experience this is Bangladesh, where

Tashkent Tractor Plant Manufacturing cotton picker
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Uzbekistan and Central Asian cotton has been very
popular. In 2018/2019, US and Brazilian cotton has
replaced Uzbekistan with many spinners. Uzbekistan
cotton has also moved to China in some volume under
special supply arrangements. Uzbekistan cotton yarn
is popular in China as well. The clusters model faces
many challenges. One significant challenge is the
modernization of the irrigation infrastructure, which
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will cost millions. The government up to now has been
unwilling to assume this expense. The second key
challenges concern total water supply in the Central
Asian region, which became very difficult due to the
separate initiatives of the five different governments.
During times of reduced water supplies, the total
supply available to Uzbekistan will fall sharply, and
heavy loss of water occurs before the water even
reaches Uzbekistan. It is unclear exactly how
the clusters will deal with the individual
farmers. The economics of the clusters will
also depend on the ability to boost yields,
which involves seed production that is now
controlled by the State. Yields will have to
double to make operations successful.
The end of Uzbekistan as a major cotton
exporter marks the end of an era. At one
point, after the break up of the USSR, the
country was the source of massive flows
of aggressively priced cotton that played
a key role in world trade. From this point
forward the attention will be on Uzbekistan
cotton yarn and finished products. The
focus is moving to the question of whether
the challenged farming sector can meet the
increasing needs of the textile sector, or will
the country actually become an importer,
taking up the remaining supplies available for
export from the balance of Central Asia.

INDIA/PAKISTAN CONFLICT BEGINS TO AFFECT
COTTON TRADE

T

he India/Pakistan dispute over Kashmir has moved
to a new level. First came a Pakistan terrorist group
attack on India, and then came an Indian strike on the
group’s camp in Pakistan-controlled territory. That was
followed by Pakistan’s shooting down of two Indian
fighter planes and the capture of an Indian pilot. By
week’s end, Pakistan attempted to calm tensions by
returning the pilot. Pakistan turned to its largest ally,
China, and asked them to mediate a peace. Adding to
the event was the fact that the planes used by Pakistan
were Chinese fighter planes. This marked the first
time this fighter jet was used in a battle. At one point,
airspace on both sides of the border was closed to all
civilian traffic. The drama brought Indian movement of
cotton into consignment stocks in Pakistan to a halt. It
remains to be seen how long this will last. The move
by Pakistan to drag its largest financial backer and
investor into the dispute is likely to anger India and
also raise the stakes even further. China’s investment

and relationship with Pakistan has extended into the
military, which could make such disputes even more
dangerous.
Indian cotton prices have appeared to become stable,
near 75.50 cents a lb. ex-gin for a Shankar-6 1 1/8.
New export business has slowed, but brisk shipments
of prior sales to China has been reported. The crop
remains a source of concern, especially in Telangana,
Andhra Pradesh, and Karnataka where water shortages
have affected the late crop. Indian export prices remain
steady at near 750-850 on May, CFR Asia for a Shankar-6
1 1/8, which has made it uncompetitive in the higher
freight markets since heavily discounted US and Brazilian
cotton offer higher values. In Pakistan, recent rains have
provided a boost to water supplies, with rainfall since
January 1st up 46% from a year ago. Early planting of the
2019 crop has started on a small scale.
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CHINA COTTON IMPORTS IN DECEMBER SOAR

US

exporters were big losers in December, as
Brazilian, Indian, Greek, and other styles
flowed into China with import shipments up more
than 100% from a year ago at 280,000 tons or 1,280,460
bales. So far, total 2018/2019 imports have reached
1,040,000 tons. Cotton yarn imports were steady at
160,000 tons, which equaled approximately 882,144
bales of cotton.

Local cotton prices in China are steady, but domestic
polyester prices are showing new weakness as the
entire polyester fiber and filament industry is impacted
by a major downturn in auto sales. Chinese auto sales
in January and February have weakened further and are
in a major slump. This is causing filament inventories
to build up. Both polyester staple fiber and PSF yarns
were weaker last week.

US COTTON EXPORT SHIPMENTS SHOW IMPROVEMENT

W

eekly US export sales were
reduced during the week
ending February 21st by Chinese
cancelations, but export shipments
showed improvement. The US
cotton industry faces a challenge
streamlining the export shipment
process. Total export sales were brisk
at 199,500 running bales of upland
and 9,500 of Pima. However, US
merchants are now facing a steady
cancellation of the existing Chinese
sales, and difficulty in completing
sales made at much higher prices. In
addition, sales of Middling 1 1/8 and
better are also challenging from a
supply perspective. China purchased
28,200 running bales of upland,
switched 16,700 bales to another
destination, and cancelled 77,000
bales, leaving 2018/2019 sales falling
a net 65,500 bales. This compares to
soybeans, which enjoyed brisk sales.
China still has 874,600 running bales
of upland sales made at much higher
prices outstanding. Even with a trade deal, the fact that
these sales occurred at 20% or higher prices raises a lot
of concern. These sales equal nearly 6% of the US sales
target, and either the shipment of these sales or new
sales of the same or larger volume will play a major
role in whether or not the US meets its export target

below the weekly target needed for the remainder of
the season to reach the USDA export shipment target.
Total shipments have reached 5,794,828 bales, which
is below year-ago levels of 6,167,205. Total US export
sales and shipments total 12,781,912 480 lb. bales.
Weekly shipments will have to average 402,676 480 lb.
bales for the remainder of the season to meet USDA’s
target. As we have discussed several times, this is a
challenge. It’s not impossible, but it will be difficult
for the weekly average to exceed this level. Moreover,
shipments to China of at least a million bales will also
be required to meet the target, which remains possible,
but an unknown at this time.

The net buyers for the week were Indonesia 29,600
bales, Vietnam 27,800, Turkey 27,400, Bangladesh
21,500, and Pakistan 7,900 bales. 2019/2020 export
sales totaled only 12,100 bales. Export shipments were
the most notable feature at 345,700 running bales of
upland and 9,300 of Pima, which was only slightly
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US EXPORT OFFERS DOMINATED BY A WIDE RANGE OF
HEAVILY DISCOUNTED LOW GRADES

A

review of export offers of
US styles reveals a totally
different quality mix than has
been the case over the past
several seasons. Offers are
dominated by lower quality
grade (41 and below), bark
or high leaf content (Bark 1 &
Leaf 4 &5), and much longer
staple than normal (large
volume of 38 and 39 staple).
This quality decline has
occurred at a time when many
of the competing growths
have also had a mixed quality
season. The growth that had
an excellent harvest season
was the African Franc Zone,
and its offers are commanding very wide premiums
over US and Brazilian styles, which is quite unusual.
US quality has experienced further decline due to the
prolonged harvest in Texas and Georgia. In Texas, the
later harvest has been dominated by decent quality, but
a large percentage is marked for bark. In Georgia, the
hurricane and late season rains have dragged out harvest
and provided a much lower quality than expected.
The result is that merchants and coops are aggressively
offering this wide range of quality at heavy discounts.
The discounts are true for both the E/MOT offers, which
include cotton from every region east of Texas and in
the Memphis Territory and Memphis/Eastern offers.

outturn. Memphis/Eastern GC
41-4-39 is offered at 950 on
May CFR Asia, 41-4-38 at 850900 points on and 41-4-37 at
750-800 points on CFR. With
bark, the 41-4-38 offer drops
to 600-650 points on May,
CFR and a 41-5-37 discount
extends to 600 points on May.
Offers of 52 & 53 color grades
in the same leaf and staple are
also in circulation with a 525-36 offered at 400-425 points
on May.
E/MOT GC 31-3-38 are
discounted down to 900-950
on May. The later Brazilian
ginnings have produced a wide mixture of color grades
as well, with good staple. Brazilian SLM 1 5/32 is offered
at 1000 points on May, and SLM light spotted 1 5/32 is
offered at 850 points on May, CFR Asia. Light Middling 1
5/32 is offered at 550 points on May.
The late quality of the US crop continues to fall. In the
week ending March 1st, 102,876 bales of upland were
classed. However, only 37.5% of the volume was of
tenderable quality. Texas provided the largest volume,
with 40.2% of all Texas classings marked for Bark 1 & 2
levels, while 19.6% of the classings from Oklahoma was
also marked for bark. The data suggests an additional
500,000 bales or more remain to be classed, or the crop
will be reduced further from the USDA estimate of 18.39
million bales.

It would appear that most offers of a middling and
above color grade with a 3/2 leaf and 36 staple or longer
of Memphis/Eastern and Memphis Territory have been
removed or are rare. Offers of E/MOT, which include
Texas, still include a few offers, as the Texas color
grades have held up well, but bark and leaf are the main
limitations. The high amount of leaf 4 & 5 and bark have
played a key role in the discounts as these affect yarn

These discounts are allowing US and Brazilian styles
to dominate trade in many markets. In contrast, West
African SM 1 1/8 offers remain at sizeable premiums at
1100-1300 points on May or July, CFR Asia. This origin is
proving to be very popular because of the quality.

USA: EXCESSIVELY WET CONDITIONS CONTINUE IN
THE MID-SOUTH/SOUTHEAST

L

ast weekend saw excessive rains across the MidSouth and Southeast cotton belts, with major
flooding reported in low-lying areas and along the
Mississippi River. Fieldwork has been at a standstill,

growers are far behind, and the clock is ticking. The
forecast is again raising concern, with additional rains
of 2 + inches expected through next Friday. There will
be little opportunity for fields to dry out. West Texas
7
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has remained mostly dry except for scattered light
snow in the northern panhandle areas. The current
forecast calls for dry conditions through the end of
the week. Planting will soon begin in the RGV, where
dry conditions prevail. Corn planting is widespread
in the Coastal Bend region, with rains reported last
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week. In the West, the snow keeps falling in the Sierra
Nevada Mountain range that supplies the SJV with its
water. Growers appear headed for the largest allocation
in years, as the snowpack continues to build, with
additional snow expected this week.

US/CHINA TRADE PACT APPEARS TO HAVE
FURTHER PROGRESSED

T

products, including cotton.
The gross value of 30 Billion
USD of agriculture products
above the normal trade of
just below 20 Billion was the
only thing discussed. The
quantity for each commodity
is unknown.

he US and China have
made major progress
in reaching the tentative
outline of a trade deal.
USTR Negotiator, Lighthizer,
provided lengthy testimony
to the US House Ways
and Means Committee,
which provided additional
details on the Chinese trade
negotiations. Regarding
cotton, a question from Texas
Representative Arlington
to Lighthizer revealed that
cotton was included in
the list of required purchases by China. Since that
testimony, additional details have emerged. First, the
US and China have reached a currency agreement
designed to keep China from depreciating the Yuan for
a trade advantage. The wording was said to be similar
to the language in the revamped NAFTA agreement.
Secondly, China and the US have reached a tentative
agreement on enforcement. The tentative outline
included a 7-year commitment to buy US agriculture

A further sign that a deal
could be near was an
announcement on Friday that
the USTR has cancelled the
pending hike in tariffs on
200 billion USD of imports
from 10% to 25%. The fear of a deal is impacting
Brazilian farmers, who have put some expansion on
hold, attempting to reduce cost. A 7-year agreement for
China to buy a set volume of US soybeans would have
a significant impact on Brazilian basis levels and hurt
grower income. Details on the more complicated parts
of any agreement have not been released. A date for a
Trump/Xi summit could be announced at any time, but
is expected by mid-March.
8

MARCH 4, 2019

JERNIGANGLOBAL.COM

ISSUE NO. 1008

WTO CASE ON SUBSIDIES FINDS AGAINST CHINA
ON WHEAT AND RICE

T

he Obama administration failed to include cotton in
a WTO case against China, which brings a claim that
China violated subsidy limits in wheat, corn, and rice.
The WTO finally ruled on the case, finding that China
did violate the WTO subsidy limits in wheat and rice.
The WTO did not rule on corn. China’s cotton subsidy,
which is the highest in the world, was not included in
the case. Most of China’s cotton production is focused in
Xinjiang, and the government has spared no expense in
providing subsidies for all crops and businesses in this
province in order to boost incomes and to increase the
migration of Han Chinese to the region. For cotton, a
host of subsidies are provided, with the largest being a
target price system that replaced the Reserve, purchasing
almost the entire crops in 2011, 2012 and 2013. The
current target price is set at 18,600 RMB a ton, which
equals from 125.80 to 131.54 cents a lb., depending
on the Yuan/USD exchange rate. Growers receive the
difference in this price and the average selling price for
a defined period when the crop moves. This, plus the
protection provided by the limitation on imports and the
duty applied to imports when the sliding scale duty is in
effect, assures growers of protection from international
prices. The cost to the central government is beyond any
economic consideration, as is much of all expenditure
on subsidies in Xinjiang.

The Xinjiang growers are Han Chinese, and they
are increasingly modern. The giant Production and
Construction Corp commercial farms are responsible
for about a third of all production. As we reported last
week, production in Xinjiang hit a record in 2018/2019
of 23.478 million bales. The target price subsidy assures
that the crop is very profitable. In addition, a major effort
is being made to increase yield. Xinjiang yields average
over 9 bales a hectare, which is quite impressive and
is one of the highest in the world. Thus, the subsidy is
not focused on poor farmers, but rather on creating very
modern drip irrigation operations.
Xinjiang production would fall sharply if the subsidy
was not available. When the government launched
the Target Price scheme in Xinjiang, it also ended the
Reserve support for cotton production in the traditional
Eastern cotton belt. A small direct subsidy payment
was provided, but basically the Eastern cotton growers
have been rapidly phasing out cotton production, as
it is no longer profitable. It is simply not profitable to
grow and hand-pick cotton on the small plots. What
is ironic is that China ended the subsidies to the small,
much poorer farmers of East China, and then launched
a massive support scheme for the larger commercial

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

E X PA N D I N G C O T T O N C O N S U M P T I O N I N A N E W S U P P LY C H A I N F O R G R O W E R S

F I EL D TO CLOS ET™
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farms of Xinjiang. The move was the right one from
an economic standpoint, and we applaud it from an
agriculture efficiency standpoint and for the development
of a modern agriculture sector. However, the Xinjiang
subsidies are a clear violation of the WTO limitations.
Imagine the global uproar if the US announced a new
cotton subsidy scheme that provided US growers with a
40 to 50 cents a lb. subsidy, or provided a target price of
1.00-1.25 cents a lb.
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focused on crop insurance, while Xinjiang growers
receive a host of non-target price subsidies. Their
subsidy scheme is having a significant impact on US,
Brazilian, and other growers’ incomes. If left to market
forces or a subsidy limited to WTO limits, Chinese
production in Xinjiang would drop at least half or more.
This would have a major impact on world trade, and it
would lift prices.
What is shocking is the silence on the issue from the
US and other producing nations. The silence stems
from the fear that a suit at the WTO would lead to
some retaliatory actions against cotton imports from
that nation. Regardless, the subsidy issue needs to be
addressed. If not, what is to prevent the US and other
countries from sharply increasing their subsidy schemes?

Today, at the current exchange rate of 6.7064, the target
price equals 125.80 cents, which compares to a US cash
price for a 31-3-35 in the Delta of 70 cents. This means
the Chinese farmer in Xinjiang is receiving a 55-56 cent a
lb. subsidy. The same is true for the Brazilian farmer. The
US subsidy scheme today is very limited and is heavily

ICE FUTURES BEGIN TO REFLECT CHANCE OF US/CHINA
TRADE PACKAGE
The prospect of a US/China trade deal has helped ICE
futures hold, but the market is suffering several other
issues. First, there is rumor fatigue regarding a trade
deal. Since December, there have been daily rumors
regarding a possible trade deal, and these followed
the false hope created by the early announcement that
China would begin
US agriculture
purchases
immediately. That
proved to be an
incorrect statement.
Secondly, US
growers who have
sold On-Call or
have held back
cotton are also
having fatigue and
losing hope, and
that has led to some
sales and fixations.
Finally, merchants
and coops are
facing challenges
completing the much higher priced export sales and
high-quality sales. This has opened the market up
to selling from cancellations. Amid this atmosphere,
spinners feel no need to rush to expand coverage.
Adding to that feeling is the aggressive forward offers
of 2019 Brazilian new crop, which is also causing
spinners to wait. Brazilian 2019 Middling 1 1/8 offers
are at 900-950 on Dec 2019 for October-December

shipment. US exporters will have to match that level.
US cotton has had a China problem since June 2018.
It remains with us, but it would appear that a trade
deal is near. The possible agreement would seem to
offer much of what the agriculture sector wants – a
guarantee that
China will buy a set
volume from the
US annually with a
strong enforcement
mechanism. Such
an agreement offers
hope, but then
comes the actual
working of the
agreement. First, the
Chinese will likely
have a full year to
meet each purchase
requirement, which
gives them plenty
of time to price. For
example, even the
brisk Chinese purchases of US soybeans in February
did not move prices higher. What will be the required
volume for cotton? A quota of 800,000 to 1,000,000
tons would be supportive and help assure that the US
reaches its required export targets. Another important
consideration regarding the quota is whether or not
it will be focused on Reserve purchases rather than
general imports, or will be part of the general import
10
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the excessive wetness in the Mid-South and SE and
dry weather in West Texas to be corrected, but if these
conditions are not corrected production prospects
would shrink. A failure of any China agreement to be
reached would leave the market on the defensive and
the US in a very tough position, with export targets a
difficult challenge. So, for now, the market remains in
the grip of the Washington/Beijing drama.

quota, even if it is enlarged.
Such a quota would allow the US to replace Brazilian
and others if it is part of the general quota. This would
force Brazilian to get very aggressive in the other
markets in order to move the volume it would have
otherwise shipped to China. This would in turn mean
the US has to be aggressive in those markets. Thus,
Reserve purchases that leave normal trade flows intact
would be much more supportive to prices than an
application of the quota to normal trade flow.

The sharp gains Friday have left the market in a much
stronger position technically. The market is now
beginning to attempt to price in a trade agreement with
China. The Managed Funds’ net short of 18,854 contracts
as of February 19 provides potential buying, any move
through 75 in May would open the way for a move
back to the 80/82 area in May. The charts clearly look
positive, and the Funds are short, so the only missing
feature is a confirmed deal with China that favors
volume purchase quotas from the Reserve. The US/
North Korean Summit last week showed how any such
agreement can fall apart before signed. The market is
headed toward a volatile period in the near-term.

This explains why the market has shown caution,
but a solid Chinese deal should allow the market to
experience a near-term rally that appeared to provide
support on Friday. The net short position of the Funds
remains a very supportive feature, and any event that
would cause them to cover shorts and reverse long
could propel the market to again challenge the longterm downtrend. The future for such a rally would
depend on how the drama of US cotton acreage levels
and early planting success turns out. There is time for
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