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RIOTS, CRIME,
MISMANAGEMENT IS
DESTROYING US RETAIL

AUSTRALIAN CFR BASIS
UNDERVALUED AMID
CHINA BULLYING

US POLICY CONCERNS
MOUNT OVER A CHANGE
IN DIRECTION TOWARD
CHINA
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US COTTON COLOR
GRADES DOMINATED
BY SLM

CHINA’S RETAIL APPAREL SALES OUTPACE
THE REST OF THE WORLD
China’s October Sales Exceed USA For First Time

A

s the US fights the Wuhan Virus and extreme
mismanagement of its largest metropolitan centers
and election uncertainty while Europe experiences a
second wave economic shutdown, world economic
growth has shifted to Asia. The center of the Asian
return to growth is China, where its consumer economy
is again roaring. We have discussed this several times,
but it appears that everything changed when the
country entered the October National Day holidays.
The holiday served to boost consumer confidence and
has served to trigger the most robust conditions in the
world for apparel sales as well as many other products.
We found ourselves actually defending the data when
some regular China critics questioned the strength of
the data. The return to robust conditions was seen
across the whole textile market after the country

returned to work on October 9th. Last week the annual
Alibaba Singles Day sales exceeded all expectations,
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with sales soaring 26% to 74.1 billion USD, far
exceeding any sales event held in the US. Nearly 800
million consumers purchased products, which is three
times the population of the US. The event illustrated
why western brands and companies forego morals and
much more in an attempt to earn a slot in this market.
It appears that luxury products experienced very strong
sales, and it was led by foreign brands that operated
virtual stores via the JD.com or other Alibaba platforms.

2020, which gave it a real advantage in securing a slot
as now one of the major fashion events in the world.
The title of the Fashion Capital of the World is now held
by New York, but this will no longer be the case in 2021
and beyond. The title is likely to move to Shanghai. Paris
has been the second pick in the past, but it too has been
damaged by the virus and social unrest. Shanghai, not
New York, is now the center where the major brands
and retailers first seek to open their flagship stores.

Over 200 of the largest and most attractive brands in
the world participated and experienced a major boost
to their sales. Many opened flagship stores that were
a huge success. US brands are estimated to have sold
over 100 million USD in sales. Cartier sold a 28 million
USD necklace. The luxury brands Kerring, LVMH,
Richemont, and Swatch all reported sales up 150%
from a year ago. Apple, Loreal, Estee Lauder, Nike,
Lancôme, and Adidas all reported sales of more than
150 million USD each. Italian brands are reported to
have experienced record sales of near 450 million
USD, which provided a significant improvement to the
struggling sector as a second virus wave hits. Uniqlo,
one of the major brands of Japan, Fast Retailing,
experienced solid sales, and it is now estimated that
20% of this giant retailer’s sales come from China.

US retail sales of apparel in October were again weak
as many of the key shopping areas of the country
remain in chaos and as the local authorities continue
their gross mismanagement of their communities. Their
response to the second wave of the virus is to reinstate
lockdowns that will be the final blows to restaurants
and other small businesses that have survived up
until now. It also means Christmas sales will be
damaged, except for the largest stores that have the
best e-commerce platforms. Macy’s CEO pleaded with
Mayors and Governors to please not close them down.
These metro areas are headed for a calamity as budgets
collapse and they attempt to seek a federal bailout,
which will likely be difficult to achieve given the waste
and mismanagement that continues. The damage being
done to the economies of New York City, Chicago, and
Los Angeles is very distributing. A recent study of the
job losses that have occurred in the California creative
sector, which includes fashion and apparel, will cost
the California economy 160 billion USD in 2020. This is
equal to the entire GDP of Denmark.

China’s retail sales in October expanded 4.3% from a
year ago, which was the strongest growth since the
Wuhan Virus collapse. One of the top product areas
was apparel, which surged 12.2% from a year ago. This
means that the Chinese apparel market has exceeded
the US in size for the first time. October sales of
apparel in China reached 19.158 billion USD, which
exceeded US October apparel sales that fell 12.6% to
18.728 billion USD. This marked a major milestone and
will have major ramifications. China has been the home
of the world’s only live fashion and trade shows in

The vibrant nature of the Chinese apparel market is
being felt throughout the Chinese supply chain. The
robust nature of the domestic market and its attraction
for brands and retailers has also slowed any real impact
from the effort to boycott Xinjiang exports. The effort
was deflated by the weak US action that was more
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symbolic than commercial. Since that time, the US
administration has stopped a few shipments, but the
effort has drawn limited attention. The primary impact
has been to have spinners switch to imported cotton,
which offers them protection. The only hard technology
trace to Xinjiang is found in the ability to scan and
know where the cotton in a garment comes from. This
is not as true for man-made fiber, and efforts to prove
a direct link to Xinjiang concentration camps is very
difficult as the procedure is currently enforced. These
conditions have provided an enhanced confidence in
the Xinjiang textile and apparel industry. At the recent
China International Import Expo, several sizeable new
investments in Xinjiang manufacturing plants and
the establishment of complete supply chains were
announced by the major Chinese firms. These included
a new cotton spinning and weaving plant.
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flagship store in Gangnam District. New international
brands are setting up stores. The South Korea
Messaging app Kakao has over 50 million users. The
South Korean GDP grew 1.9% in 3rd Quarter. Taiwan
has a GDP of over 1 trillion USD, and its economy is
booming due to the fact it has been barely impacted by
the Wuhan Virus. The Japan, South Korea, and Taiwan
combined markets are estimated by Euromonitor as
having a personal luxury goods market of 50.4 billion
USD. Retail sales of apparel are booming across this
block. Singapore has been hard hit by the virus but is
now reawakening and is estimated to have a luxury
market of 4.1 billion USD.

The overall health of China’s textile and apparel sector
remains linked to the rest of the world as the world
largest exporter’s exports remain important. Since midNovember the bull market in cotton yarn has subsided
and prices have retreated. This is linked to caution
on the part of exporters who have seen some orders
postponed and do not know what the second and
forward quarters of 2021 will bring. Domestic open end
and mid count carded yarns have fallen about 300 RMB
a ton or about 4.5 US cents a kilogram, while combed
and higher count yarns have declined about 500 RMB,
about 7.5 cents a kilogram, from their peak. Imported
yarns from Pakistan, Vietnam, and Uzbekistan have
also continued to undercut domestic sellers offering a
price advantage. Some domestic spinners report that a
small buildup in yarn inventories has started and that
the lower prices have not triggered offtake. Vortex
spinners focusing on polyester and Viscose appear to
continue to enjoy better demand. Polyester continues
to receive a boost from PPE demand, and Viscose is a
considerable discount to cotton. Overall, the domestic
market is the bright spot, and exports are keeping the
supply chain cautious.

Major apparel retailers by store

The robust nature of apparel sales growth in the double
digits has significant ramification for demand for fibers
and yarns. When a market reached 175 billion - 200
billion USD in annual sales and can grow at 10%, this
creates up to 20 billion USD in new sales or more
annually, which results to large-scale growth in the
consumption of all fibers if it is maintained. Cotton
consumption alone should grow 3.5 - 4.0 million bales
in China in 2021, if the momentum is maintained. The
domestic market growth also makes consumption
growth much less dependent on exports to the US
and Europe. The other side is that a strong domestic
market allows the large companies to move excess
capacity to export at even lower cost. The pivot to
Asia in economic growth all plays well for Chinese
exporters. The Japanese economy posted record growth
in the third quarter, and retail sales are rebounding.
Japan and South Korea have a combined GDP of
over 7 trillion USD, which makes them a very serious
economic engine when combined with China as the
global driver. South Korea is now a major fashion and
luxury center. Louis Vuitton has just opened a major

It is shocking and in stark contrast how China’s
Communist local managers are showing far greater
concern for jobs and economic growth compared to the
liberal, socialist Mayors and Governors of New York,
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California, Oregon, Washington, Illinois, and other US
metro regions. As these areas focus on forcing business
to close and attemp to micromanage peoples’ lives, the
Chinese administrations are launching further measures
to stimulate consumption and retail sales. A major new
program has been rolled out to boost auto sales and
sales of electric cars especially. A new expansion of
tax-free shopping is occurring in Hainan where luxury
sales are already up 214.1% over the past four months.
In contrast, the US major liberal-ruled metro centers
have not launched a single retail stimulus plan. Instead,
they have focused on forcing more and more burdens
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onto businesses until they finally close their doors.
Last week, Chinese cosmetics company, Yatsen, went
public in the US in an IPO that raised 617 million USD
and saw its shares soar 75% and closed with a first
day market value of 7.82 billion USD. China issued a 4
billion Euro Bond in Europe last week, which drew 18
billion in bids. The yield on the 5 year was -.15% and
+.318% on the 10 year. These events show that the US
and European funds are rushing to the main center of
global growth, despite human rights issues and China’s
aggressive bullying of other nations and threats.

HOW SECURE IS YOUR SUPPLY CHAIN? UNREST EXPANDS IN
ETHIOPIA, VIRUS INFECTION OF MALAYSIA PPE FACTORIES
Will The Global Pandemic Mean a New Supply Chain?

T

by a bizarre moment on
Wednesday when the
mayor of New York was
over four hours late to a
press conference where
he announced that the
largest school system in
the US was again closing,
throwing working parents
lives into turmoil despite
the lack of science behind
the move. At the same
time, the very outspoken
governor of New York had a temper breakdown on live
TV when questioned about the move. His announced
policies included a strict limit on any holiday gatherings
and that you had to wear a mask in your home. Of
course, all these events were unconstitutional, and
many questions were raised about the authority for
such moves. Philadelphia entered a full lockdown

he global COVID-19
or Wuhan Virus
pandemic continues
marching on, with
infections in the US
reaching new records
daily. The second wave is
impacting the US in new
ways as the population
loses all faith in the group
of inept corrupt politicians
that are governing many
of the hardest hit cities
and states. There are days when optimism prevails as
more and more evidence that a very effective vaccine
will be rolled out before the end of the year, giving
validly to President Trump’s operation Warp Speed
that has broken all records in its success. Monday of
last week was one of those days when Moderna said
its vaccine was 94.5% effective. That was followed
4
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as did Chicago, all of which are ruled by inept
administrations. California drew attention for additional
lockdowns as its governor violated his own rules which
he is setting at will, all caught on a camera. At the same
time these events were unfolding, mounting evidence
of corruption in the US election process surfaced with
several states, such as Georgia, in chaos. Amid these
conditions, US brands and retailers face the most
difficult Christmas season on record. These conditions
are highlighting the need for a supply chain that can
react quickly.
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many new troubleshoots are brewing as the world’s
attention is focused on the breakdown of trust in the
US and the uncertainly over the election.
Ethiopia has a long history as a major empire. It
became famous when Makeda, the Queen of Sheba
who ruled the kingdom, married King Solomon in 10th
century BC. China chose the country as the center of its
Belt/Road program in Africa, given its strategic location,
history, population, and resources. It began to invest
in the country in 2005 before the Belt/Road began,
and by 2019 it had investments and contracts worth
24.52 billion USD in the country according to the China
Investment Global Tracker. An additional 2.7 billion has
been invested in 2020. Thus, it has a lot at stake in the
success of the PM Ahmed, who was granted the Nobel
Peace Prize for his work in reaching a peace agreement
between the country and Eritrea. It appears this may
have been in error. The PM certainly is not giving
the appearance of a man of peace or national unity.
The Tigray people have long played a key role in the
Ethiopia government, and the PM, who is of a different
tribe, moved to disenfranchise the previous government
officials and remove them from government and
business. This has led to conflict, as could have been
expected. Now, a civil war has broken out in the
state of Tigray in the north that borders Eritrea and
Sudan. Thousands have now been killed, and people
are fleeing the region to refugee camps in the Sudan.
Press reports indicate that the current government has
even been blocking new Chinese investment in Tigray
state, and blocking a trade team from Shanxi from even
visiting.

These events and the pandemic have shown the need
for a new textile and apparel supply chain that gives
brands and retailers greater control and less risk.
The complete collapse of the supply chain in March,
which left the spinners, weaver, knitters and cut/sew
operations all holding large unshipped and unpaid for
orders, simply cannot be repeated. The retailers and
brands all have attempted to correct the outstanding
issues. However, large losses were experienced by
all, and many segments are operating under very
tough conditions. The fact that what appeared to be
a possible rapid return to growth has given way to
another lockdown has only added to the anxiety and
caution now evident. Even the largest operations are
very cautious. All parts of the supply chain need greater
control over events and the risk they are managing. The
downstream spinners, weavers, knitters, and cut/sew
operations cannot carry the risk they did in the previrus world. Another such event with mass bankruptcies
and closures would leave the brands and retailers
without a source of supply.
Up to now, supply chains have attempted to go right
back to the general pre-virus method of doing business.
Adjustments have been made with supply chains
requiring greater deposits and attempting to access the
credit of the buyer. Brands and retailers have attempted
a much leaner inventory, cut down on the number
of products, and attempted to operate with more
flexibility. Still, the brands and retailers remain asset
light. Few have control of their supply chain and are
outsourcing all manufacturing, which still gives them
limited control. Efforts to clean up supply chains remain
lacking as the age-old practice to seek the cheapest
labor source despite the risk and lack of a living wage
or environmental considerations continues. Lots of
talk is made in the C-Suites over global warming, but
actually investing in a new company-owned supply
chain that addresses problems is not discussed.

These actions suggest that Chinese investments could
be in trouble. Tigray state has a large industrial park
that is being impacted, which is focused on textiles
and apparel. Indian and Turkish investment is also at
risk. The larger industrial parks to the south continue to
operate, but the risk to them is increasing as the threat
of more fighting expands. China has a long history in
the country and is the largest investor and holder of
debt. It also has investments and ties in Tigray state,
and it remains to be seen if it will attempt to stabilize
the situation. For a large number of the brands and
retailers, Ethiopia has become a major sourcing hotspot,
and some have made investments in local factories.
Wages there are quite low and start at 15 USD a day,
plus lodging. This was the draw, and the Chinese
companies have extended their investment beyond
cut and sew with the development of a supply chain.
Export shipments have to move to the port of Djibouti
where China has made more investments and also
has a military base. The new railway could become a
terrorist target if the civil war expands.

Hence, we are about to enter 2021, and the same
problems remains. Unrest in one of the apparel
sourcing hotspots is again back in the headlines, and
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The unrest will likely halt new investments. There were
already signs that China was trying to scale back. It has
massive Belt/Road loans in Africa to countries that will
not be able to pay them back, and it has already begun
to exploit any recourse in seeking payment. Zimbabwe
is one of the most corrupt countries in the region,
and China has lost billions. For brands and retailers,
these are not easy countries to switch orders from in
the event that conditions worsen. Chinese exporters
have used the country to ship Chinese fabric for cut/
sew and then get duty free access to the US. The US
through AGOA has allowed the Chinese a tremendous
advantage for its African investment in cut/sew. Many
of the investment centers export duty free to the US
without any direct purchase of US raw material.
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Time will tell if the Civil War creates any incentive to
finally invest in a full supply chain that pays a living
wage. For the massive buyers of PPE equipment in the
US, a new concern has surfaced for imports of plastic
gloves. Top Glove company in Malaysia is the largest
plastic glove manufacturer in the world. producing
90 billion gloves a year. The fear is whether any of its
shipments are infected with the Wuhan Virus, since
new research is finding that it does spread on surfaces
and even in frozen foods. Top Glove has experienced a
significant infection of the virus at some of its Malaysian
factories, with 13,000 workers now under lockdown.
This clearly exposes the risk to outsourcing PPE and
even the raw materials for PPE production.

US POLICY CONCERNS WILL IMPACT US COTTON
ACREAGE IN 2021/2022

T

he US election remains unsettled due to voting
irregularities, outright corruption, and inadequate
security of the system. This has left the media pushing
for one outcome while the balance of America seeks
a fair accounting. The future of the US hangs in the
balance. For cotton, two uncertainties have been
created. As we discussed last week, the US/China trade
deal remains uncertain. China has a sizeable volume of
buying yet to be done to complete the agreement for
2020, and as time advances and the election results are
unknown the pace of Chinese buying in many products
has slowed. However, the big concern is if a Biden
administration is put in place new negotiations of the
agreement are a certainty. Biden received the support
of many Bush administration Republicans and Wall
Street, which are globalist and battled hard for greater
engagement with China and were also responsible for
the accelerated outsourcing of much of the US supply
chain. One of the main groups has already called for

removal of the tariffs. Last week’s Bloomberg New
Economy Forum experienced a full catalog of speakers
all calling for new engagement with China and an
end of the tariffs. These included Hank Paulson and
former President Clinton. Thus, Biden will feel the
full force of this group to ditch the tariffs, which will
leave any agriculture trade agreement both weak and
unenforceable. This same group has proven very
ineffective in any enforcement of Chinese violations.
China experts late last week indicated that Biden is
already preparing to end the pursuit of Chinese spies in
the US and the stealing of intellectual knowledge that
has been uncovered on a widescale basis. If this is true,
a major sellout of US interest will begin.
For cotton, at least 3-4 million bales in Reserve
purchases hang in the balance, and such assured sales
would have important implications for US prices and
global CFR basis levels. The US will have a smaller
6
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crop. Thus, a 13-14 million crop in 2021 with 1.8
domestic consumption and at least 6.5 million plus
carryover means exports of near 14 million bales will
be needed to draw stocks to a tight 4 million bales or
less. If the agreement is in place, non-Chinese exports
of 10 million bales or less could be easy to achieve,
which means firm CFR basis levels and improved ICE
futures. Without the agreement, it will be back to all
about price. Brazil will have a smaller crop to ship in
2021/2022, but its low consumption base and large
stocks already have the new crop basis at 850 On Dec
2021 or at least 300 points or more below where a US
Middling 1 1/8 will be offered. With the agreement,
Brazil will benefit and face little US competitive
pressure. Without it, major selling pressure will be
forthcoming. China Reserve has been restocked and it
is about to start buying 500,000 tons of Xinjiang 2020
crop. These stock levels mean it will have the option to
add or not add to inventories in 2021 with no pressure
to act. While we see larger commercial imports, it is a
different value operation.
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modification. A lot will depend on the ultimate control
of the US Senate and the fears of an inept Georgia
system is increasing. US Agriculture Secretary Perdue
has looked after the interests of his native state Georgia
and for the interest of cotton farmers. The allocation of
cotton in the China/US trade agreement was a major
achievement for the US cotton industry and cotton
farmers. A US Secretary of Agriculture with no ties to
the entire commercial agriculture industry suggests
that farmer income will suffer, food security will be
endangered, and the US will lose market share to
Brazil. US farmers will be saddled with the extra cost
of the Paris Climate Accord, while China will receive a
free ride. Many of the same team allowed the US cotton
program to be gutted under WTO while taking no
action to hold China accountable.
These two developments combined with surging
soybean and corn prices suggest cotton will be in a
tough battle for acreage in 2021/2022 in the US. The
greatest battle will be in the very important Mid-South
region, which is currently set to grow any crop and
can move between corn, soybeans and cotton. Cotton
acreage in the Mid-South collapsed in 2015 to only
988,000 acres, but since that time acreage has recovered
and reached 1,772,000 acres in 2020. The fear is that
2021 planted acreage might return near the 2015 level.
This is the highest yielding dryland and irrigated mixed
region in the US. It also produces on average the
highest quality crop in the US, having 38-39 staple, high
strength, and is in great demand from spinners. Thus, a
large drop in acreage would impact total US production
and also the quality makeup. Any drop in 2021 would
add to a very tight high-grade situation as we enter the
season. A 500,000-acre reduction would remove 1.250
million bales from US production prospects, and any
return to the 2015 levels would remove nearly 2 million
bales of production.

Hank Paulson sellout to China

The future of the agreement will not be clear for
several months. The second US policy shift that could
occur if a Biden administration becomes a reality is a
major shift at the USDA. Politico last week reported
that Biden is being pressured to appoint a progressive,
left-leaning US Secretary of Agriculture. The person
under discussion lobbying for the job, US Rep Marcia
Fudge, is citing loyalty to Biden and her experience on
the US House Agriculture Subcommittee on nutrition.
She wants to focus the Agriculture Department on more
food programs and also to move forward the Green
Deal and a Carbon program under the CCC within the
USDA. The early choice, Heidi Heitkamp , who is much
more qualified, is being called by the left as a friend
of big Agriculture. The fact that the left is pushing
for the Agriculture Secretary position is shocking and
shows the drive to change levels of government.
Regarding cotton, if such an appointment occurs, all
future support will be in doubt or least subject to
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In the Southeast, it remains unclear just how much
acreage would switch to corn or soybeans. The big
unknown is Georgia where soybeans are not an option
on large blocks of the dryland, and corn and sorghum
is a concern if rains are not timely. In 2015, Georgia
acreage was only 100,000 acres below 2020 acreage.
Some have argued that a large amount of acreage
could move from cotton, but this is an unknown. In
the Southwest, expectations are that dryland sorghum
will pull acreage from dryland cotton. A million-acre
swing could easily occur, but a lot will depend on soil
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moisture levels as planting nears. The dryland crops in
this region are driven by crop insurance and last-minute
weather changes.
For months, the 2021 crop strip of futures appeared to
be underpriced, and the developments of November
tell us what the market knew; never have US growers
faced the policy risk that they are now exposed to, and
the outcome will determine just what happens to 2021
acreage and also how export trade will perform.

AUSTRALIAN CFR BASIS UNDERVALUED AS
CHINA ISSUES NEW THREATS

C

has fallen over 400 points since January and more than
1000 points from the peak period of Chinese demand.
Middling 1 5/32 is offered at 1575 points On May
compared to 1775 points On in September and 2,000
points On in January. Compared to a E/MOT 31-3-37,
today the premium for Australian has narrowed to 50
points, which compares to year-ago premiums of 600700 points and even larger premiums in past seasons.
The premium of Australian to an African Franc Zone
Plebe 1 5/32 stands at 575 points and at a 475-point
premium to Brazilian M 1 5/32 offers. The greatest
premium is against Indian, where new crop Indian
S-6 1 5/32 stands at a 1375-point discount, which the
narrows to 1175 points for CCI 19/20 offers.

hina appeared to be taking advantage of the US
election chaos when it issued further threats against
Australia. It actually released to the press 14 demands
for normal relations to be restored, and each demand
violated Australian sovereignty. The demands were
all focused on internal issues such as complaints that
Morrison was undoing the Victoria Belt/Road project,
which was illegally signed by Victoria’s rouge Premier,
the Huawei ban, investigation into the source of the
Wuhan Virus, comments on Xinjiang, South China
Sea, etc. It appears that Beijing is attempting to make
Australia heel to its will and support its policies. The
strong PM Morrison stood firm and has shown no
indication of buckling, despite pressure from China’s
allies within Australia. Amid this battle, Australia’s
cotton exports to China have stopped, and Chinese
mills are forced to look elsewhere for high grades. This
has created an undervalued CFR basis for the 2021
Australian crop.

The global supply of longer staple 1 5/32 Middling and
better grades will tighten over the next 6-8 months until
the 2021 Brazil and US crops moves. The sharp fall in
the color grade of the US Memphis/Eastern crop and a
shortage of unsold longer staple Middling and above
grades in Brazil will put Australian styles as the primary

The CFR basis for 2021 Australian Middling 1 5/32(37)
8
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source. China’s increased high-grade needs should
absorb almost all non-Australian supplies, which will
provide a firm boost to the Australian basis after the
2021 TRQ import quotas are allocated. They have not
been today. Thus, the Australian CFR basis has room
for significant appreciation, especially if ICE continues
to stall at the 72.50 level.
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500 points On, and 2023 crop at 280 points On. The
2023 crop FOB basis is undervalued by 300 points or
more, mainly due to the focus on flat prices in the
limited trade.

2021 crop at Theodore nears maturity

The planting of the crop is now well advanced, and
the first crops in Theodore in Queensland, which were
planted in April, will be harvested near the end of
December. Planted acreage is now estimated at 210,000
hectares of fully irrigated acreage, 20,000 hectares of
mixed, which will need supplemental rainfall, and
30,000 acres or so of dryland acreage. All planting will
end by mid-December. Northern Australia is expected
to plant near 15,000 hectares. This amount of acreage
suggests a crop near 2.5 million bales.
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WHY COTTON?

Comes from Nature, Returns to Nature
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WORRIES EXPAND OVER 2021 BRAZIL COTTON CROP AS
DRYNESS DISRUPTS SOYBEAN SEASON

O

ne of the
Average rainfall
miracles of the
in Mato Grosso
agriculture boom in
in SeptemberBrazil has been the
November in the
regular patterns of
crop areas has
rainfall, especially
averaged 7 inches
in Mato Grosso.
as compared 18.72
Its reliablility has
inches normally.
resulted in a farming
This has been the
operations which
driest for that time
runs 24 hours a day,
period since records
7 days a week, and
started being kept
Urthecast forecast
365 days a year.
40 years ago.
At least two crops are produced each year. In Mato
Rainfall has been sporadic, and the driest weather has
Grosso, its mainly soybeans followed by cotton or corn.
occurred in the very important central and northern
Soybeans have to be planted in a specific window
parts of the state. These conditions are raising serious
to allow second crop corn or cotton to go in January
concerns over soybean yields and also the condition
and February, also in a small window. The reasons
of the soil when the second crop cotton is planted.
are that the regular rainfall patterns provide for a dry
Growers continue to change growing intentions. In
period to prepare land and get ready to plant soybeans,
the minor producing state of Mato Grosso do Sul, the
followed by the rains which stop again and allow the
cotton growers association, AMPASUL, has forecast
soybeans to be harvested in late January and early
cotton acreage will decline 27.3% in the state to 23,000
February. Then the rains return late February, March,
hectares.
and April before they begin to recede in May and then
come to an end in June. Sometimes rainfall drops off
In general, Brazilian 2021 cotton production appears
sharply in April. The result is that the crop receives the
to be near an 11 million bales forecast at this point
rain throughout the growing season and then stops in
in the process. The CFR Asia basis is currently very
time for a clear corn or cotton harvest. As long as the
strong for the remaining 2020 crop offers but becomes
planting and harvest stays on schedule, few problems
discounted as they shift to 2021 crop for October and
occur as the crops receive abundant rainfall. If the
forward shipment. The Trade is long the 2021 crop
cycle is broken trouble occurs. Late planted soybeans
basis and growers still have volume to sell. Against
mean late planted cotton which results in the greatest
this backdrop no forward sales are occurring. The only
needs of the cotton plant occurring later as the odds
way to stimulate spinners to accept the risk is a heavily
of decreased rainfall are likely leading to lower yields
discounted basis. Currently a Middling 1 1/8 2021 crop
and possibly impact quality. For the past two seasons,
for October-December shipment is offered at 850 points
record soybean crops have been followed by record
on Dec, a level which has yet to stimulate sales. The
cotton crops with yields setting new records.
nearby export and domestic markets are firm, as local
mills bid for cotton and exporters rush to fill shipments.
La Nina appears to have broken the cycle, as very
The ESALQ Index of a 41-4-35 landed Sao Paulo rallied
abnormal rainfall has prevailed during this Septemberlast week reaching 72.01 US cents on November 19th.
November period across Brazil and Argentina.
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US YIELDS EXPECTED TO FALL, ISSUE OF SEED COAT
FRAGMENTS SURFACES DUE TO HURRICANES
a staple of 39 or longer. Congratulations to Dave Albers
and the cotton breeding team at Delta Pine. The average
strength was 31.36 in Arkansas, with 11.9% reaching 33
or higher, very near the 2020 Australia crop average of
30.1-31.9. The Mid South has a record 41 color grade
high quality crop with of the cotton classed to date from
52.1% to 67.7% of the crop has been 41 grades except in
TN where it is 26.5.
In the Southeast, which had to deal with the direct
hits of several hurricanes, a problem has emerged in
three states from seed coat fragments in the cotton lint.
Seed coat fragments are from cottonseed that broke
during the ginning process and is likely due to the
seed sprouting in the boll after excessive periods of
rain. This cotton is hit with discounts as the fragments
cause serious issues for spinners. The 2020 discount is
470 points, which means this is an issue for growers.
Georgia has classed 616,521 bales, which is just over
25% of the USDA’s 2.4 million bales estimate that we
expect to be reduced. Of the 173,759 bales classed
last week, 36.4% had a seed coat level of 1 and 23.1%
of the total volume classed had a similar reading. In
Alabama, where only 288,413 bales of the USDA’s
estimated 825,000 bale crop has been classed, 14.3%
had a seed coat level of 1, and 26.1% of the cotton
classed last week reached that level. In Florida, which
is only expected to produce 155,000 bales, only 26,560
bales have been classed and 36.3% had a seed coat
level of 1.

W

ithout the series of hurricanes that hit the US
Mid-South and Southeast, the US was on the eve
of producing the highest quality crop on record. The
ever-improving seed technology of the popular Delta
Pine seed proved itself with the results clear even after
Mother Nature unleashed its wrath as the harvest period
started. The 2020 US crop will likely be the longest
staple and highest strength crop on record, even after
the hurricane and tropical storm weather. The US MidSouth is now ready to challenge Australia when harvest
weather permits, as the new seed varieties delivered
not only yield but quality. In Arkansas, which had the
largest acreage of cotton, the average staple length is
38.52, 28.2% had a staple length of 39, and 24% had a
staple length of 40 or above. This kind of quality has far
outshined the small California Acala crop, where only
18.9% has reached 39 or longer. Even more impressive,
52.2% of the Arkansas crop has a staple of 39 or longer
while only 29.6% of the 2020 small Australian crop had

The Texas crop has had the highest color grade, and
of the cotton classed last week 77.3% was 11/21 color
grade and 67.1% had a 1-2 leaf. Staple was shorter,
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averaging 35.85 which was pulled down by 20.9% of
the volume falling to 34 or shorter. On the other hand,
37.1% reached 37 or longer staple and strength has
averaged 30.36, while bark is only 5.1%. The only major
problem is low mike. Mike last week averaged 3.96,
and 19.4% had a mike of 34 or below.

ISSUE NO. 1098

the classing pace behind normal if the USDA target is
going to be met. The US will have a very small highgrade color crop, so we expect extreme tightness in
the longer staple color grades to develop. The 5 million
bales sold to China in 2020 were primarily Middling
depleting old crop stocks. This tightness should open
the opportunity for increased demand for the 2021
Australian crop.

The US has now classed 6,868,216 running bales, with

CHINA’S COTTON AND YARN FUTURES CLOSE
AT WEEKLY HIGHS, ICE FOLLOWS

C

hina’s cotton and textile derivative markets had
experienced a rather dull week until Friday. The
first indication of new buying and optimism occurred
in Thursday’s late arbitrage session on the ZCE cotton
futures. The short night session allows spreading
between ICE and ZCE. Futures volume in cotton had
been dull all week, falling to around only 300,000
or so in the daily session compared to more active
times when volume will exceed a million contracts.
In Thursday’s arb session, volume surged to 305,491
contracts and prices closed 200 points higher. Then, on
Friday, volume increased, and the Jan ZCE closed at
14,425 after making a high of 14,530, the highest level
of the week. The ZCE cotton yarn contract followed
and gained 245 RMB and closed on its high for the
week at 20,710 RMB a ton. The man-made fiber futures
performed in a similar manner, with PTA (polyester raw
material) closing on its highs for the week at 3,460 in
Jan. The Polyester staple fiber contract did the same
and closed at 6,020 RMB a ton or 41.06 cents a lb., its
high for the week and a premium to cash. These gains
are noteworthy since they have occurred when China’s
premium to international values is near its extreme.
The volume has slowed, but Chinese state trading
companies purchased a limited volume of imports this
week, and additional US and Brazilian sold from port
warehouses. The ban on Australian cotton is damaging
spinners’ ability to cover the high-grade requirements
and instead must focus on a US or Brazilian alternative,
which is limited.

and textile futures complex. ICE futures attracted a
wave of new speculative buying as the old highs were
penetrated, allowing March to break out of a massive
extended wedge from a technical standpoint. March
reached a high of 73.05 and closed near the highs at
72.96.

US grower selling was active all week as increased
trade was noted daily. The FOB basis was slightly
weaker for the week on the movement. Certificated
stocks continued to build as the certification of 41
longer staple color grades forced Dec/March spreads
to the widest levels in several expiration periods.
Mill demand last week was very limited, with most
spinners taking a very cautious approach. The smaller
crop in India appeared to aid local prices as did CCI
procurement of new crop. Indian basis levels and cash
prices rallied ahead of ICE leading the way higher.
Prior to the ICE surge, the cash price of a Shankar-6
1 1/8 in Gujarat hit 70.50 US cents a lb., a new high
for the season. The CCI again raised floor prices last
week. The Indian CFR Asia basis firmed near 100 points
before the ICE gains on Friday. They may be adjusted
later. Pakistan mills were light buyers of US, West

ICE futures experienced a dull week but were able to
close with solid gains on the highs as concerns over
the size and quality of the US crop and the discount to
Chinese values all outweighed the increasing nearby
demand concerns. The Dec ICE contract liquidated
rapidly with Open Interest by Friday down to 2,651
contracts. The Dec/March spread widened to 265 points
Dec discount. First Notice Day is November 23rd, and
116 notices were issued. ICE futures surged Friday
following the bullish action across the Chinese cotton
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African, and Sudan styles. Bangladesh was a light buyer
of Central Asian, West African, and Brazilian. China
was a buyer of US, Brazilian, and West African. Mills
remain worried about the second quarter, and forward
orders for 2021 and the shutdowns have undermined
confidence. The new strength in ICE may add to the
CFR basis pressure in some growths such as African
Franc Zone, which are now quite competitive. The
demand side and the nearby outlook is a real concern,
and the US faces a very volatile period ahead.

ISSUE NO. 1098

support as demand remains in doubt. The uncertain
outlook is clearly illustrated in the performance of the
March 2021 ICE vs. Dec 2021 futures spread, which
closed Friday at a 239-point discount Dec 2021. This
comes at a time when Nov 2021 soybean futures closed
at 10.49 and Dec 2021 corn at 408 ¼. This reflects
the lack of interest in forward export coverage and
uncertain policy issues for US growers we discussed
earlier. While US soybean and corn balance sheets are
at some of the tightest level in years, cotton faces a
different demand outlook that is much more focused
on policy issues, such as a strong US/China trade
agreement.

Technically, ICE futures have the potential to challenge
75 cents, but the concern is the lack of commercial
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