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T

July to only 12,000 tons from 40-50,000 tons a month
early in 2019. The competitiveness of Indian yarns
was first affected by the divergence of domestic cotton
prices from international price levels. Furthermore, the
devaluation of the RMB against the USD has added to
importers woes, as domestic yarns become cheaper.
India has been a key exporter of open-end yarns to
China, but these yarns are no longer competitive.

he drop in demand for cotton and cotton yarn has
left China’s ports awash with unsold cotton and
cotton yarn stocks. Unsold port stocks of cotton at
Qingdao are near 350-400,000 tons, which is believed
to be maximum capacity. Zhangiagang in Jiangsu,
a smaller river port within a free trade zone, is a
second port used to store imported cotton. Unsold
port stocks have presently reached a new record of
more than 80,000 tons, which is more than a 30,000
tons increase during the past 30 days. Unsold stocks
of imported cotton yarn are estimated at 100,000
tons, with approximately 40,000 tons stored in
Jiangsu and Zhejiang warehouses, 40,000 tons in
Guangdong warehouses, and the balance in north
China warehouses. July cotton yarn imports fell to
133,000 tons, which was down 32% year on year.
Yarn imports from Vietnam are being maintained due
to the large number of Chinese-owned spinners that
have operations in Vietnam, with July volume reaching
65,000 tons. The sharpest drop in cotton yarn imports
has come from India, where imports fell sharply in

The downturn in Chinese cotton yarn demand has
caused significant problems for India’s non-vertical
spinners that are primarily focused on exports. Chinese
demand for imported cotton yarn from India is not
likely to return anytime soon. The reason for the
narrowing of the premium of the Chinese domestic
cotton price to international values is the weakening
of cotton demand and oversupply of domestic unsold
cotton. The price difference between the September
ZCE cotton futures contract and the Cotlook A Index,
adjusted for VAT, is nominal, which makes domestic
cotton yarn much more competitive against imports.
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China’s domestic cotton market is flooded with unsold
cotton, Xinjiang ginners are still holding unsold
2018/2019 crop, traders are holding unsold stocks,
mill inventories are up, and unsold stocks at port
warehouses are at record levels. These conditions
have left spinners in a very good position to secure a
discount for the purchase of any volume. However,
some Xinjiang 2018/2019 crop, which is low quality,
poor uniformity, and high contamination, is reported to
be unsellable.
Chinese demand for cotton yarn, cotton/poly, and
polyester yarns is weak. Spinners and weavers are
in no mood to expand inventories, and downstream
weavers and knitters are facing record unsold
inventories. The weakest part of the supply chain is in
weaving and knitting, which has sizeable overcapacity
issues. The hardest hit segment is fluid jet looms, which
includes the air-jet and water-jet loom segment. The
air-jet loom uses a jet of air to propel the weft yarn
through the warp shed instead of the traditional shuttle.
Both are used for household and apparel fabrics, but
water-jet technology is designed for man-made fibers
and is unsuitable for hydrophilic fibers, such as cotton.
Some estimates have this group of mills holding as
much as nine million square meters of unsold fabric.
Unsold inventory, lack of cash flow, and credit issues
are evident throughout the supply chains. Some mills
are demanding payment in cash because of concerns,
even with companies which they have had long-term
relationships. A price war also has broken out, as some
weavers and knitters seek to make sales at almost any
price in order to get cash to pay expenses. Most mills
have cut production and are operating at less than 50%
of capacity after years of steadily expanding capacity in
order to meet the expected increase in demand.

refocus on domestic demand. This disruption will
result in a significant change in trading patterns due to
Indian cotton and yarn popularity in China, as many of
the features of both resembled domestically produced
cotton. The usual premium of domestic Chinese cotton
yarn prices has always allowed for Indian yarns to be
generally competitive. The current lack of divergence
between Chinese domestic prices and international
prices, the large unsold volume of domestic cotton,
and the sharp downturn in the weaving and knitting
sector has changed all previous dynamics. Moreover,
the domestic market has about 480,000 tons of unsold
international cotton in bonded warehouses and another
100,000 tons of unsold imported cotton yarns.
The loss of the Chinese cotton yarn import demand
has resulted in non-vertical spinners focused on the
export market reducing operating schedules and idling
capacity. The Northern India Textile Mill Association
last week took out ads in the Indian Express newspaper
titled, “Spinning Industry Facing Crisis,” and cited the
closure of approximately 1/3 of spinning capacity, mills
incurring heavy cash losses, mills not in a position to
buy Indian cotton, and the failure of India to adapt
a market-focused cotton pricing policy. It called the

Regarding Indian spinners, it appears approximately
3.0-3.2 million 480-lb. bales of cotton consumption are
tied to cotton yarn exports to China. 2019/2020 Chinese
imports of Indian cotton yarn may drop to less than
1.5 million bales of cotton use, reducing India’s overall
cotton use by 1.5-1.7 million 480-lb. bales. This demand
may not return easily, and Indian mills will need to
2
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crisis the most severe since 2010/2011. It went on to
say that state and local taxes, high interest rates, high
cost of raw material, and cheap imports of yarn and
fabric from Bangladesh, Sir Lanka, and Indonesia also
contributed to the problems facing spinners. Those
concerns also seem to be creating more opportunities
for man-made fibers to penetrate the Indian market.

cotton is expected to be quite weak. Currently, a
sizeable block of 2018/2019 crop Indian cotton remains
unsold in bonded warehouses.
The Indian industry needs to focus more on fully
integrated operations and development of complete
supply chains that can offer brands and retailers a
turnkey solution. China’s success in textiles and apparel
began with cheap labor. However, the industry’s rapid
growth came from the very successful strategy of
industrial clusters in which complete supply chains
developed for one product group. There were clusters
that dominated an industry such as sweaters. India
needs a greater focus on this approach. The changes
in the textile and apparel chain will offer fewer
opportunities for yarn exports, and a greater emphasis
is likely on turnkey suppliers. Target is one of the
success stories in US retail, and it has moved to a
heavy focus on India in apparel. But Indian suppliers
will have to focus more on the complete supply
chain, traceability, and transparency. Such retailers are
requiring traceable supply chains and reliable quality.
India also should avoid the temptation to switch more
to man-made fiber, as this fiber is peaking, and the
environmental cost will soon overshadow other features.
Cotton apparel offers Indian exporters real opportunity,
especially in the US market, which is disengaging from
Chinese suppliers, a trend that will continue.

The weaker Chinese demand for imported cotton and
cotton yarn will also impact Indian export trade in
2019/2020 as China has been an important market for
cotton exports, as well. Demand for new crop Indian

CHINA’S APPAREL MARKET EXPERIENCES WEAKER
DEMAND AND OVERCAPACITY

C

hina’s domestic textile industry is in a major
downturn that started in October 2018 and
expanded and accelerated in March 2019. This
downturn began long before the first expected US

import tariff will hit Chinese apparel on September
1st. The downturn was first linked to weaker domestic
demand, overcapacity as the demand slowed, and a
loss in confidence of forward orders. The weakness tied
3
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to companies switching orders out of China impacted
the downturn after it had already gotten underway.
China’s domestic apparel market had been forecast
by many to exceed that of the US in 2018. However,
that did not happen. Li & Fung Research estimates that
China’s apparel market in 2018 exceeded two trillion
RMB for the first time, reaching 2,072.4 billion RMB, or
approximately 300 billion USD, while the US market at
the same time reached a value estimated at 348 billion
USD. The forecast had been for China’s apparel market
to continue to expand annually through 2020, but
that did not happen. After experiencing solid growth
annually for decades, China’s growth has turned into its
first major downturn. China’s annual apparel sales posted
from 12.0-20% annual growth between 1980 and 1995.
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3.5% or more. Some forecasts had suggested demand
would grow 5-8%. The textile and apparel sector
continued to expand, preparing to meet such growth
targets. A review of the annual reports and performance
of China publicly traded apparel brands and retailers
suggests that much of the growth in recent years in
apparel sales has come from the third- and fourth-tier
cities. These are the areas that appear to have been the
hardest hit since the trade war began, and the areas
where the greatest job losses have occurred. The largest
segment of the Chinese apparel market is women’s
apparel, which accounts for an estimated 48.1% of the
market, followed by men’s apparel which accounts
for 27.6%, children’s 10.1%, and sportswear 12.7%.
Sportswear was the hottest segment in 2018, growing
19.5% with sales of 264.8 billion RMB (38.34 billion
USD). The market is very segmented, with a host of
players including international brands. According to LI
& Fung, Adidas and Nike each had a 1.9% market share
in the first quarter of 2019, with the Chinese brand
HLA having the next largest share at 1.1%. The largest
single sales channel is online, with 31.9% of all sales
compared to 20% of sales at clothing specialty stores.
The largest domestic apparel brand is HLA, Heilan
Home, which has a market share of 1.1% and operates
stores outside of China, with a large presence in
Malaysia. In 2018, it reported more than 22 billion
RMB in sales (3.188 billion USD). The company’s sales
in 2019 have been projected to shrink by about two
billion RMB (about 290 million USD), and its share
price has fallen from a 52-week high of 10.60 RMB to
currently 8.60 RMB, which is off its 52-week low of
7.44. In 2016 it was ranked as the top apparel brand
in China in terms of brand value. Shanghai Chapelle
Fashion Company has been compared to the Zara of
China. It attracted 200 million RMB (29.8 million USD)
in investments from Goldman Sachs several years
ago, as it expanded from 1,814 stores in 2011 to 9,269
stores in 2018. The downturn in the domestic market
has taken a significant toll on the company, with sales
during the last year declining from 13.231 billion RMB
to 10.337 billion. Earning per share has fallen from
1.40 RMB last year to a loss of .59 RMB a share today.
In the latest six-month period it reported a loss of 440540 million RMB (63.8 to 78.3 million USD), versus a
profit of 235.8 million RMB a year ago. It announced
it has closed 1,616 stores in the first quarter of 2019,
with plans to increase the closures to 2,400 in the
first half of 2019. It has eight major apparel brands.
Its shares have collapsed from a 52-week high of 8.08
HKD to 2.82 HKD.

We estimate that domestic sales of apparel will fall by
3-5% in 2019 as compared to an expected growth of
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dyeing and finishing operations. Hongdou has suffered
from the downturn, with revenues in the latest period
falling by 8.89% and net income declining 66%. Its
shares are down 15.14% so far in 2019. Brothers Eastern
Company, a cotton colored yarn producer, has also
suffered from the economic downturn. It shares have
fallen sharply, hitting a new 52-week low recently at
3.77, and losing nearly 50% of its value since March.
Shanghai Shenda Company is a trader in domestic
textiles and has a large unit focusing on auto textiles.
Its net income in the latest period fell 35.25%, and its
shares have lost about 25% of their value.
Peacebird is a major Chinese menswear brand that
in 2018 made its debut at the New York Fashion
Week. It operates 4,000 stores across China and owns
several major fashion brands. It is famous for its suits
and shirts. Its shares are also under pressure from
the downturn, losing about 40% of their value, while
income fell sharply in the first and second quarter of
2019. Lilang was ranked sixth in domestic market share
in 2019 and operates 2,753 stores. Even though revenue
rose 19.1% in the last period, its share price has also
been under pressure since March, falling from 9.52 in
March to 6.59 recently.

Chinese apparel retail store

Another apparel group suffering is Metersbonne, which
operated 4,000 stores in 2017. It has been known as
the Fast Fashion Chinese retailer, introducing more
than 3,000 new styles annually. The company has
suffered from its founder being one of the country’s
entrepreneurs targeted by Xi Jinping. The founder
suddenly and mysteriously disappeared in 2016, and
then suddenly reappeared a week later. This type of
bizarre behavior by the government has been launched
against several major private-sector businessmen.
Founder Zhou Chengian is a rags-to-riches story and
is still ranked as one of China’s richest men. The
company’s share price was 12 RMB before the attack
by the government, but since then it has suffered. Its
shares are at their 52-week low of 2.13 RMB vs. a 52week high of 3.53.

Two major publicly traded brands in the domestic
market have attracted short sellers that have accused
them of fabricating profits. One company has the fifth
largest market share, and the other is a major rival to
an international brand. Both are traded in Hong Kong
and have seen their share price soar since fighting off
the allegations, which remain unsolved. The HKSE has
been very hostile to short sellers, going so far at to
bar them from the territory. Some brands are winning
even in the downturn. Xstep Holding is one of those
and is expanding, opening stores in Vietnam, India,
and Thailand. It has purchased E-Land Footwear USA
and owns the KR3W denim brand. Its revenues are up

Several of the apparel companies have attracted
investment by US investment funds group, Vanguard.
Three of those companies are Joeone Co, Ltd, Jiangsu
Hongdou Industrial Group, and the Hongdou Group,
an apparel producer as well as a manufacturer with
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18.1%, and it has reached the tenth largest share in the
domestic market, but it does have lots of debt, with a
debt to equity ratio of 36.49.
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illustrates why the downturn in domestic apparel sales
growth and the trade war have shaken the country’s
textile industry and reduced cotton use in a dramatic
way. First came the downturn in the domestic market
that was followed by the reduction in export orders.
When combined, a 5-10% reduction equals nearly 60
billion USD in impact.

At nearly 300 billion USD, the size of the Chinese
apparel market puts it slightly larger than the export
market, which reached 276.73 billion USD in 2018. This

CHINESE OVERCAPACITY DRIVEN BY MASSIVE
STATE COMPANY INVESTMENT

C

hina’s massive state-owned companies do not
operate with economics as their primary guide, nor
do they fear capital requirements. These features make
them quite dangerous. The state-owned companies
are able to outbid any competitor, as they can always
turn to the state to help meet any capital requirements.
During the pre-2017 period, this led to some of the
largest acquisitions in history of foreign companies.
The large state-owned conglomerates have launched
massive projects that have allowed them to dominate
an industry and to then drive all other suppliers out of
business. This also changed the supply and demand
equation on a global basis almost overnight. These
companies have their roots in the reorganization of the
mid-1980s, when China consolidated the large number
of bankrupt, inefficient, small, state-owned companies
and formed massive companies that spanned an entire
industry. From this consolidation, these companies
morphed into publicly listed companies, with the state
the largest shareholder. They were able to tap the
global capital markets through listings in Hong Kong
and other markets. The listing of these companies
was a hybrid, even if a company was listed on the
NYSE, international auditors were denied access to
Chinese financial audits in the name of state security.
Furthermore, these companies were not truly driven
by shareholder value, but instead they remained
6
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instruments of the state and subject to guidance
from the Chinese Communist Party. For instance, this
allowed them to become instruments to implement the
Belt and Road projects, regardless of the economics.
For this reason, these companies and this business
model have become an important part of the US/
China trade dispute. The companies are disrupting the
economics of many businesses and made it extremely
difficult for any private company to compete. A glaring
example of how these companies contribute to the
massive overcapacity and create price deflation that
makes it impossible for any other company to compete
is found in the country’s petrochemical industry.
Today, this sector has a very large overcapacity, as new
chemical plants come online and add to the supply of
PTA, MEG, and downstream in polyester staple fiber.
Nylon 6.6 is used in fibers but also in auto products.
Demand was robust in 2017, and demand outstripped
supply. Projections were for demand to continue to
increase, driven by both fiber as well as from the
auto sector. This resulted in China National Chemical
Company, ChemChina, which purchased Syngenta,
forming a joint venture with Qixiang Tengda Chemical
Company to build a large nylon plant in Shandong.
The plant required a 20 billion RMB (2.83 billion USD)
investment and will produce 500,000 tons annually of
adiponitrile, which is the key raw material for Nylon
6.6. What makes this noteworthy is the fact this plant
alone will increase the global capacity in Nylon 6.6 by
25%. ChemChina is a state-owned chemical giant in
agriculture chemicals and petrochemicals that refines
about 500,000 barrels of crude a day. Its shares are
listed on the Shanghai exchange. It purchased Syngenta
for 44 billion USD. The company, however, remains
very much driven by the state. Shortly after completion
of the Syngenta purchase, the chairman of the company
changed, and now Syngenta shares a co-chairman
with the other Chinese chemical giant, SinoChem. This
has drawn lots of attention. Now, the government is
merging SinoChem and ChemChina and forming an
even larger company, which is expected to occur soon.
Both companies are traded on the Shanghai exchange,
and the merger is occurring
in silence at the whim
of the state. This raises
a number of questions.
Presently, plans are being
made to refloat Syngenta on
a European, NYSE, or Hong
Kong exchange. However,
only a partial float will
occur, with shareholders
remaining at the whim of
the CCP, who will retain
majority ownership.

This investment was made when Nylon6.6 prices
were firm and demand strong, but currently prices are
weak and demand has fallen. Nonetheless, the plant
is coming online and will further increase supply and
price pressure. Meanwhile, US-owned Invista has also
announced the building of a new Nylon 6.6 plant that
will come online in 2020. How long will it be before
the state-owned plant forces the US-owned plant out of
business if demand stays weak? Many have questioned
why Invista would make the billion USD investment
during the escalating trade war. Even today, as many of
the petrochemical prices are depressed and polyester
staple fiber prices are at record lows, new capacity will

China Overcapacity drives lower prices
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come online in 2019/2020 from just such investments.
Many of those investments were made by stateowned companies, and all were made when demand
was posting double-digit growth. This illustrates the
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challenge in bringing the massive overcapacity under
control and the problem this is causing for cotton
consumption.

HONG KONG APPEARS TO HAVE A DEADLINE AS
THE 70TH ANNIVERSARY OF CHINA NEARS

Michael Tien, Chairman G2000 Apparel Group, Pro-China Hong
Kong National People’s Congress HK

M

ichael Tien, the founder of the G2000 apparel
group and a pro-China legislature member in
Hong Kong, gave a long interview to Bloomberg TV
last week. In his interview he provided his perception
that Hong Kong had a narrow window for a settlement
of the protest, and that Beijing would not tolerate
global TV images showing massive protest on the
70th anniversary of the founding of modern China
on October 1st. Mr. Tien further stated that sending
troops or paramilitary police into Honk Kong could
occur if needed. He thought next week offered some
opportunity for a settlement. For the first time the
previous weekend protest, which drew 1.7 million
people, was peaceful. This opened the possibility of
the Hong Kong government reaching out to discuss
protestors’ demands. He said the current unrest was
taking a significant toll on Hong Kong businesses. He
owns a chain of 40 apparel stores, and sales are off from
40-60% as a result of the protest. The Hong Kong Stock
Exchange has also raised concerns over the unrest and
its impact on Chinese companies that have had to delay
IPOs. Alibaba has delayed a 20 billion USD secondary
listing and is reconsidering listing in October, depending
on the unrest. Hong Kong listings are responsible
for an estimated 75% of all capital raised by Chinese
companies. The comments by Michael Tien were the first
time deadline has been discussed.

Jimmy Lai, another Hong Kong businessman, has come
out in support of the protest and has met with US Vice
President Pence. For that stance and visit he has been
slandered in the Chinese press and even attacked by
pro-China thugs. Mr. Lai is founder of the Glordiano
apparel chain and Next Digital news network. Both
funds and people have begun to move out of Hong
Kong, with migration to Taiwan up 28% through July.
China has also begun to harass Hong Kong visitors to
the mainland and are checking all phone content. A
British Consulate worker was arrested as he attempted
to reenter Hong Kong, which has sparked fears of
increased hostage taking by China. It would appear that
China is now employing a series of measures to put
pressure on the protestors. First, there is the pressure
on Hong Kong businesses to oppose the protest.
8
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Secondly, it is openly encouraging people to confront
protestors. And, thirdly, it has barred flight attendants
and pilots who have been involved in the protest from
flying to the mainland, which resulted in their firing.
It has launched a major false information campaign,
detained travelers to the mainland, unleashed Traid
gangs on the public and protestors, and massive United

ISSUE NO. 1033

Front Organization attacks on any pro-Hong Kong
groups.
In a speech last week, US Vice President Pence tied the
outlook of the Hong Kong unrest to the China/US trade
talks. This means the Hong Kong outcome remains the
key to any resolution of the trade conflict.

AFRICAN FRANC ZONE BASIS LEVELS DEFY BEARISH OUTLOOK
exporter in the world. Despite this volume selling,
organizations have been maintaining basis levels. The
Cotton Made in Africa program has made West African
cotton a preference for many European chains that
have committed to the program. Approximately half of
the 2018/2019 African Franc Zone crop was part of the
Cotton Made in Africa program. Retailers and brands
pay a license fee to use the logo, which provides funds
for development of the industry.
The improvement and staple length of the African
Franc Zone crop has also increased demand for the
crop from spinners in Bangladesh and other markets. It
is also popular with Indian spinners when the price is
competitive. The surprise has been the willingness of
spinners to pay a premium to US and Brazilian styles.

T

he African Franc Zone CFR Asia selling basis has
defied the prevailing bearish price outlook and
ignored the prospects of a record 2019/2020 crop, as it
continues to firm. The small volume of the 2018/2019
crop still left for sale is now commanding a record CFR
basis. 2018/2019 crop Cameroon Plebe 1 5/32 is offered
at 2050 points on Dec for fourth quarter shipment,
which puts it at only a 150-point discount to 2019 crop
Australian of the same quality. Ivory Coast 2018/2019
crop Mambo/s 1 1/8 is offered at 1650 points on Dec,
and a 375-point premium to an E/MOT 2018/19 Green
Card 31-3-36 offer for the same shipment period, and
a record 850-point premium to E/MOT 2018/19 SM
1 1/8. New crop 2019/2020 crop West African offers
are also at a premium to US and Brazilian styles. Crop
prospects continue to suggest the 2019/2020 crop will
reach six million bales, with 5.7 million bales expected
to move to export, making the region the third largest
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BRAZILIAN CFR BASIS LEVELS SHOW SOME WEAKNESS AS
CHINESE DEMAND WANES
and lower grades 1 1/8 are in circulation. Brazilian
cotton has made greater inroads into India, Turkey, and
other markets where higher freight rates have limited
sales in the past.
Some Chinese traders appear to be building inventories
at origin and have been surprised by the sharp drop
in Chinese import demand. Chinese traders have been
aggressive buyers of old crop soybeans in recent
weeks to meet nearby Chinese demand, pushing up
the local basis to its highest premium of the season.
Chinese trade groups are expanding their overall
sourcing in Brazil and Argentina in what appears to
be a permanent switch from the US. In Argentina, a
Chinese group is bidding for the dredging contract for
the Parana River, which is the main waterway to move
grain to export. The ability to load ships on the river
direct for export would give Argentine farmers a major
benefit over Brazil, which has to depend on expensive
truck transport.

F

resh Chinese demand for the 2019 Brazilian crop
has been slow in recent weeks. Shipments of the
early commitments to China have been brisk and will
likely continue to show strength for the next several
months, as previous sales are completed. Unsold 2019
Brazilian stocks are beginning to accumulate at the
bonded warehouses, while unsold cotton stocks at
China’s bonded warehouses have reached a record
2.2 million bales. This cotton was shipped to China
based on the demand outlook a year ago, but today
it has a high cost. Traders have losses, and spinners
are buying very hand to mouth. The current CFR basis
for Brazilian is across the spectrum, with the most
aggressive offers now back at 875 points on Dec for
September–December shipment for a Middling 1 1/8.
Some merchants have these offers as high as 1150
points on. Longer staple, higher grade offers have been
removed. A few offers of SM 1 1/8 are in circulation
at 950-1250 points on Dec, and a full catalog of 1 3/32

Overall, the CFR basis has been well supported by
strong early shipment export sales and the lack of
coverage by the domestic mills. In addition, quality
has been lower than expected, which has reduced
the volume of longer staple, high-grade lots available.
Farmers are well sold for the first half of the crop, with
shipment focused before year end. Some basis pressure
is expected on the cotton ginned and sold after January
1st, which faces heavy competition from the US. Also,
storage issues become a focus as 2020 gets underway.
The 2020 crop is now offered by some merchants
at a discount of about 75 points for October 2020
and forward shipment. The Real/USD rate weakened
further, ending the week at 4.1176.

E N J OY T H E G R E AT
FEEL OF 100%
A L L - N AT U R A L
COTTON
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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CHINA’S XINIANG FORCED LABOR CAMPS CONTROVERSY
IMPACTS COTTON’S IMAGE AS FEARED

C

itizen Power Initiatives for China has launched
a serious effort to force brands and retailers to
pull sourcing from China because of the slave/forced
labor camps in Xinjiang. The campaign has been
titled “Cotton: The Fabric Full Of Lies.” Several weeks
ago we voiced our fear that the situation in Xinjiang
would soon move into the spotlight, and with that
would come the risk of damage to cotton’s image. We
also stated that the issue should be important to the
international cotton community, and that the global
cotton industry would receive bad press from the
situation. That has now become a reality, and we have
reached out to the group to express this concern. The
situation in Xinjiang should be a major concern for the
global cotton community, which has been largely silent
on the issue. Xinjiang cotton production represents
about 20% or more of total global cotton production.
It is very difficult for the global cotton supply chain to
be free of cotton textiles produced from forced, slave,
or prison labor. If China is going to export products
from any of these factories, then it is an international
problem that will result in damaging the image of
cotton.

details of the prison camps, the forced labor, and their
integration into the Chinese textile and apparel supply
chain. The group stated that Xinjiang textiles were
part of the entire Chinese textile and apparel supply
chain and estimated that 43% of all Xinjiang textile and
apparel production was exported. Xinjiang’s extensive
prison system was explained, including the fact that
there were 85 mega prisons that had up to 11 satellite
prisons each. These prisons were reported to have their
own textile factories. The program also discussed how
China has been using prison labor for the development
of Xinjiang during the past 40 years, and that nearly
100,000 prisoners from all over China were sent to
work in Xinjiang camps each year. These prisoners
have been used extensively in developing Xinjiang’s
cotton industry, including such jobs as reclaiming of
cotton fields and building irrigation infrastructure. They
provided the testimony from a student that had spent
more than 20 years as a prisoner in Xinjiang and who
was part of a work unit trained as specialists in the
reclaiming of cotton fields. The same prisoner talked
about the extensive number of deaths that occurred
during his time in the labor crews.

The group held a press conference outlining how China
uses forced labor in the Xinjiang textile and apparel
industry. The conference was held in Washington,
DC and was attended by US Officials, including
representatives from OTEXA, which are believed to be
reviewing the issue of slave or forced labor in Xinjiang.
A confirmation by this group that forced labor is being
used would result in the US banning cotton textile and
apparel or all imports from either Xinjiang or China.
The Citizen Power Initiative is calling for the boycott
and ban of all textile and apparel products from China.
At the press conference, the group provided in-depth

The group outlined the role of the Production and
Construction Corps in their use of forced labor, and
stated that the PCC ran large mega prisons, which
provided the labor. They also discussed the fact that
87 county governments in Xinjiang had been given
instructions on the use of the forced labor, and that
each must have a reeducation effort. The group
estimated that 2,200 textile and apparel companies in
Xinjiang were involved in the use of the slave labor.
The group outlined the deep involvement of several
major Chinese companies in Xinjiang that used forced
labor. The group called out two major textile and
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AUGUST 26, 2019

JERNIGANGLOBAL.COM

apparel firms for their use of slave labor. Both are
very large consumers of cotton, and one, which has a
sizable office in the US, is quite active supplying many
of the world’s largest brands. Both are publicly traded.

ISSUE NO. 1033

The Citizens report also indicated the Chinese
government had now told Xinjiang companies not
to handle export orders as a way of avoiding the
news media, and that this had caused orders to drop
throughout the Xinjiang supply chain. We continue
to believe this is a serious issue. The risk is that, over
the next 90-120 days, the US could ban all imports of
textile and apparel products from companies found to
be using forced labor, or to issue a blanket ban. This
is potentially a major risk to brands and retailers and
would mean a further reduction in cotton use in China.

The momentum is building for brands and retailers
to either pull out of sourcing in China or put in place
protections for the use of cotton textiles and apparel
from Xinjiang. Last week, France 24 News network
reported that China was forcibly sterilizing women held
in the Xinjiang camps, giving them forced injections for
sterilization, and women were being held like animals
with over 50 per cell. Another report showed videos
of Uyghur children who had been forced out into the
street to fend for themselves after their parents were
taken away.

The Full Press Conference can be found at: https://
www.youtube.com/watch?v=gcppQeultmc

US HARVEST ACCELERATING IN SOUTH TEXAS

T

he South Texas harvest is advancing, with 199,891
bales classed so far. Yields have been good, with
quality much better than recent seasons. 67.4% has a
color grade of 11/21, while 23.5% had a color grade
of 31. The average staple length is a bit shorter than
expected at 35.74, with only 32.5% having a staple
length of 37 or longer. Average strength is 30.65, and

an average mike is 4.42. 47.2% is a leaf of 1-2, and
41.7% leaf grade 3. Defoliation is underway in the
Upper Coastal Bend. West Texas has been dry and
hot, and dryland yields have suffered. Overall, the US
crop is developing rapidly in the current heat, and total
yield average still has the potential to exceed the USDA
average.

ICE FUTURES CLOSE AT THE WEEKLY LOWS
AS CHINA/US TRADE WAR EXPANDS AND HONG KONG
REMAINS UNDER THREAT

I

and are reluctant to make the capital investment to
move supply chains back to the US. Late Friday, the
US hit back by increasing the tariff on Chinese imports.
The current 25% tariff on 300 billion USD of imports
will be increased to 30%, and the 10% tariff on most
remaining imports which will go in effect September 1st
was increased to 15%.

CE futures experienced two outside range sessions
last week before collapsing on Friday, when the
China/US trade dispute appeared to again escalate.
The global cotton trade has been totally unprepared
for the extent of the weakness in the Chinese textile
and apparel supply chain and the escalation of the US/
China trade dispute. On Friday, China announced new
tariffs on some US products, including soybeans, pork,
autos, and other products, and an additional 5-10%
tariff will be applied by China on 1,717 products by
September 1st, and on an additional 3,361 products by
December 15th. China imports of many of the products
had already stopped under the previous tariffs.
This was followed by President Trump ordering US
companies to pull out of China, and to find alternatives,
including bringing supply chains back to the US. US
companies have been rapidly moving out of China.
However, some multinationals, such as Apple, have
continued to depend on China, and others continue
12
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For the textile and apparel supply chain, a major
crisis is looming as the trade dispute expands. China
has heavy market concentration in some items, as we
discussed many times, and this has made it almost
impossible to source anywhere else in volume. So
far, the tariff impact on apparel has been mostly
psychological, with the first tariff yet to go into effect.
Even the now 15% tariff has only affected the Chinese
exporters, which have been forced to cut their prices
to keep the US business. However, a further increase in
the tariffs on apparel will have a much more dramatic
impact. The question is, what will it take to motivate
companies to finally make the investment in certain
segments of the supply chain necessary to extricate
them from China? At the same time, the situation
in Xinjiang represents a considerable risk for US
brands and retailers sourcing in China, while the US’s
investigation into the forced labor camps advances.
The current international effort to boycott Xinjiang
cotton apparel and textiles is drawing in some of the
largest Chinese textile and apparel groups and linking
the production side of the Xinjiang cotton industry to
the use of slave labor. This issue will not be easy to
solve, given China’s current hubris and unwillingness to
admit mistakes and correct them. A new accountability
is occurring, and China no longer can say whatever
it wants and expect it to be accepted. The US and
others are now ready to use economic force for real
accountability. This reality is yet to be understood.
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companies to finally make the investment in certain
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in Xinjiang represents a considerable risk for US
brands and retailers sourcing in China, while the US’s
investigation into the forced labor camps advances.
The current international effort to boycott Xinjiang
cotton apparel and textiles is drawing in some of the
largest Chinese textile and apparel groups and linking
the production side of the Xinjiang cotton industry to
the use of slave labor. This issue will not be easy to
solve, given China’s current hubris and unwillingness to
admit mistakes and correct them. A new accountability
is occurring, and China no longer can say whatever
it wants and expect it to be accepted. The US and
others are now ready to use economic force for real
accountability. This reality is yet to be understood.
Chinese demand for cotton and cotton yarn remains
quite soft, which is having an affect across the supply
chain. China’s commercial industry is currently holding
one of the largest unsold inventories of cotton at the
end of August on record. This has depressed the ZCE
futures to a steep discount to the Chinese spot price,
which ended the week at 89.28 cents. The spot ZCE
futures contract closed the week at 80.80 cents. The
Cotlook A Index, after being adjusted for VAT and 1%
import tax, is near the same level. This reflects one of
the few times in the past ten years or more that local
prices and international prices have fully converged,
erasing the incentive for import. This, plus much
weaker cotton use, has left a record volume of unsold
imported cotton in bonded warehouses, and this has
removed an important support feature from the market.
Friday, the call by President Trump for US companies
to pull supply chains out of China was the strongest
statement yet that US companies may have to make
a permanent move out of China for its US supply.
The concern regarding Chinese debt and capital flight
remains an issue, as China again appeared forced to
allow the RMB to weaken against the USD on Friday,
as the final fix reached 7.0956. The subject of renewed
agriculture exports to China appears a long way off,
and for cotton there is the added matter of weak
demand, even with no tariffs. On top of that, global use
outside of China is being affected by weaker Chinese
cotton yarn import demand. Amid these conditions, the
US, Brazil, and African Franc Zone all have large crops
to move for export. Moreover, the market is still dealing
with the problem of more than two million bales of

For the textile and apparel supply chain, a major
crisis is looming as the trade dispute expands. China
has heavy market concentration in some items, as we
discussed many times, and this has made it almost
impossible to source anywhere else in volume. So
far, the tariff impact on apparel has been mostly
psychological, with the first tariff yet to go into effect.
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US cotton sold over six months ago and un-shipped
due to much higher prices. These sales are at risk of
cancellation or replacement with a much cheaper sale,
and the risk does not appear to be hedged. Last week
through Tuesday, the COT report showed the Trade
used the small rally to 60 cents to add a few new net
shorts. The lack of hedges on the 2019/2020 US and
Brazilian crops remains a very big negative for the
market.
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the trade dispute and does not have a ready solution
to its troubles caused by the economic slowdown and
debt problems. Capital flight is a real concern, with the
Yuan/USD rate near a record 7.10, as the week ends.
The overcapacity of the Chinese supply chain in textiles
and apparel, as well as petrochemical is a real concern
for the global industry. This capacity must shrink or
domestic demand must catch up before stability can
return. For the moment, the two are tied negatively
to each other, and the more the output expands the
greater the economic damage. The small remaining
sector of the US business community that continues
to lobby for a return to the post-June 2018 trade
relationship went off the rails Friday after the new tariff
increases, and are pushing a US Recession impact from
the tariffs. This is adding to the negative outlook. The
direct attempt by China to damage the US agriculture
sector is building deep, long-lasting resentment, which
has undone years of work trying to create good will.
US agriculture, including the cotton sector, needs new
policy to deal with the changes. For now, weaker
prices are likely, as the large US and Brazilian crops
must be dealt with, despite the lack of demand from
China.

These forces are keeping us negative, and, as we
discussed last week, the Hong Kong problem remains
unresolved, with the real potential to further cement
the disengagement from China by the US and lead to
more aggressive punishment from the US. For a month
we been discussing our belief that de-globalization was
underway, and how this would have a major impact
on Chinese cotton use, global cotton use, and bring
major disruptions to the supply chains. De-globalization
is happening much faster than anyone could have
expected, and is being accelerated by the fact China
has shown no sign of budging in its behavior and
negotiating position. Furthermore, it appears China has
underestimated President Trump’s resolve regarding
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