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Consumer demand for
apparel is the weakest since
the global financial crisis despite the
strength of the US economy. January
sales of apparel fell 3.1%, the slowest
since 2009, which follows very weak
December apparel imports that
declined by 8.7% in volume terms
from a year ago and were flat for
the year. Total apparel imports in
2019 fell .34% from 2018 in volume
terms. This data suggests that global
apparel demand was also flat, given
the weakness in the European and
Japanese economy and the downturn
in China’s domestic market. Cotton
apparel imports in volume terms
showed a 2.3% decline in 2018, while
man-made fiber imports increased,
as did other natural fiber imports. It is discouraging
that cotton lost market share in such a weak apparel
market. The cotton/polyester and cotton/Viscose fiber
price ratio put cotton at a disadvantage in 2019, and it
continues into 2020. This was the reason for the loss in
market share. The war with polyester continues despite
the direct link to plastic. The issue with plastic pollution
has captured the world’s attention, but the link to
polyester has not yet been successfully communicated.
The total volume of cotton apparel imports fell 2.3% in
volume terms, but in value terms imports were down
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only .12% to 38.813 million USD. In volume terms,
cotton’s market share was 40.63%, reflecting a decline
from the 2018 market share of 41.46%. Cotton has seen
its market share collapse since 2008, when in volume
terms it enjoyed a 60.34% share. The volume of cotton
apparel imports in 2019 was 15.72% below the volume
of 2008, despite all the growth in the overall market.
Other natural fibers have also lost market share during
the same period.
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advertising campaign. Under Armour eventually
introduced a few cotton blends called “Charged
Cotton,” but it remains a brand focused on man-made
apparel. Its brand is suffering from “Poly Fatigue.” Its
shares are down nearly 70% from their 2015 highs,
and the stock closed at a new 52-week low Friday as
concerns over its China exposure weighed on prices.
The consumer is growing tired of a plastic-based
apparel product.

In general, the numbers seem to indicate the consumer
has lost interest in apparel. The percentage of US
discretionary spending on apparel has dropped more
than 50% since 1987, with a sharp drop in the past
ten years. In 1987, a study by Deloitte showed that US
consumers spent an average of 5% of their discretionary
income on apparel, but by 2017 that percentage
dropped to 2%. In 2018, the US reported the average
consumer spent 1,866 USD on apparel, which was up
from 1,833 in 2017.
One feature accounting for this is price deflation in
apparel during the past ten years is that the market has
been flooded with cheap, man-made fiber, Fast Fashion
products. This is also thought to be one of the reasons
apparel has fallen out of favor with consumers, since
they are bombarded with a constant flow of cheap
apparel choices. The rise of Fast Fashion eroded the
practices of fashion shows and the annual experience
of the seasons. The constant flow of cheap apparel has
now given way to “Poly Fatigue.” Polyester apparel
does not breathe and can affect sensitive skin, which
creates consumer unhappiness and a short life cycle
with the consumer. The cheap apparel and its short
life cycle have ended the experience of apparel. One
major example of this is the performance of the Under
Armour, which built its brand on polyester and manmade fiber and launched a major “We Hate Cotton”

Cotton lost market share even as volume surged under Fast Fashion
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customer with an experience, and its shares reflect this
as profits have exceeded estimates. He just launched a
2020 collection themed on the British classic and formal
wear. In furniture, Restoration Hardware has been
very successful by taking the lead in its experience by
building stores, which are actually mansion homes with
bars and restaurants.

Ralph Lauren Safari Collection

Not all brands and retailers have deserted cotton and
the concept of experience. One example is Ralph
Lauren. RL is a major global high-end fashion brand
and retailer whose clothes are known for their style
and experience. The “Safari Collection” is a clear
example, with customers undergoing an experience
with every purchase with a host of products ranging
from perfume to furniture, fine china, glassware,
and, of course, the apparel. The products offered an
experience that the customer remembered each time
the item was worn. Ralph Lauren is still providing the
3
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The change appears to be coming to the mid-tier
brands, with Levy’s stores now focused on the
experience for the customer with custom jeans and
coffee bars. American Giant, Carhartt, and Filson have
also made their outdoor wear part of an experience.
These changes are bringing consumers back to apparel,
which is also good for cotton. Each experience brand
has a heavy focus on cotton, and this is increasing
use. Even 2019 winter collections of the action brands
had a heavy focus on cotton and wool vests and a
much-reduced offering of nylon and man-made fiber
products, a significant change from past years.
Restoration Hardware, Nashville, TN

Early evidence suggests that the cotton market share’s
greatest hurdle is in the important Chinese domestic
market, which is presently fighting a terrible Black
Swan event. The Coronavirus has destroyed demand
and left brands and retailers with large stocks of unsold
winter and spring inventories and a very uncertain
near-term outlook. It has the world largest capacity
in polyester and Viscose fiber. Both fibers are now at
record discounts to cotton, and this is damaging cotton
use. Many poly plants have a sizeable volume of idle
capacity, ready to open on the first sign of improved
demand.
Outside of China, indications are evident of a new
interest in switching to cotton and other natural
fibers. Disruptions to the supply chain caused by the
Coronavirus may slow the switch due to the limited
capacity outside of China in some product areas. A
new wave of investment in fine count spindles has
been noted during the last 12 months, as expanded
ELS spindles in Vietnam, Turkey, Bangladesh, and
other markets have replaced Chinese capacity. These
developments are very encouraging.

CHINA’S ANNOUNCEMENT OF TARIFF REDUCTIONS
APPLICATIONS ON US IMPORTS RAISES HOPES OF
COTTON PURCHASES

C

hina announced that on March 2nd that it will
begin taking applications of tariff exemptions for
purchases of a large block of imports of US products,
including cotton. Each application will be reviewed,
and the exemptions will be valid for a year. Each
exemption will be for a specified volume of imports.
The announcement triggered some renewed optimism
that new demand for imported cotton could be
stimulated. Merchants and traders have raised prices
for US cotton in bonded warehouses by 100-200 RMB

a ton. Spinners have reopened slowly, but it remains
unclear how demand will unfold. Domestic cotton
prices have rebounded by a small margin below that
indicated by the ZCE gains, which were driven by
speculative forces. Logistics issues continued to limit
any cotton movement last week due to the fact truck
drivers have not yet to returned to work.
The Peoples Bank of China on Monday announced
the injection of 200 billion RMB or 28.66 billion USD,
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which triggered a rally in domestic equity prices and
the domestic commodity futures. ZCE cotton futures
encountered a wave of speculative buying, which sent
prices’ limit up. Volume was double the recent levels.
China also announced an interest rate cut, while at the
same time S & P Global rating agency warned China
of 1.1 trillion USD or 7.8 trillion RMB surge in bad
banks loans. Such debt will cause serious stress for the
banking system. In addition, the Central Bank issued a
number of other measures to help business.
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and when they attempt to return they are then refused
reentry, leaving them stranded. Companies are also
being denied permits by local governments to reopen
because of shortage of masks and other disinfecting
equipment.

Spinners have received 2020 TRQ import quotas,
which resulted in some mills inquiring for imported
cotton, including US styles. Currently, their level of
enthusiasm to increase coverage remains unknown.
Imported cotton after VAT and 1% import tax under the
TRQ quotas are at a slight premium in US, Brazilian,
and West African cotton to domestic values. The
spread, however, varies day-to-day depending on
market movements but never offers more than a small
advantage. For spinners with processing import quotas,
there appears to be a general preference to use the
imported cotton. Domestic supplies of cotton remain
near record levels with limited demand changing the
unsold stock levels little over the last 30 days. Freight
movement has also been restricted for almost a month.
It remains to be seen the extent of mill’s motivation
to increase coverage with imported styles at this time.
We continue to believe that import demand for cotton
will remain very weak unless imported offers provide
a major price advantage. The other issue for the US
is the unshipped volume of high-priced outstanding
sales that are still unshipped. The Reserve’s intention
for inventory rebuilding is an unknown in the current
environment. Shipping, ports and customs are in a
state of flux. Additional Force Majeure declarations
have occurred in commodities that where experiencing
strong demand prior to the virus, such as Australian
beef. It remains to be seen if this occurs in cotton.

President Trump has clearly aligned himself with US
farmers that are in direct contrast to his Democrat
challengers. On Friday, he tweeted that the US would
be prepared to make another direct payment to US
farmers if the China or new NAFTA trade agreements
were delayed in implementation. He said the funds
would come from the record tariffs the US is collecting.
This suggests the US is now expecting a prolonged
delay. The USDA discussed the issue at last week’s
outlook conference, citing the current delays showing
up at ports.

Shipping is currently in total disarray, with truck drivers
reported to be stuck on the highways for 7 to 10 days.
Drivers are being denied entry into many provinces,
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QUALITY DIFFERENCE MAINTAINS AFRICAN
FRANC ZONE PREMIUN TO INDIAN

T

he African Franc Zone region will produce a record
crop in 2019/2020. However, you would not realize
it by reviewing the performance of the CFR Asian basis.
After falling from the pre-harvest peak, basis levels
have been maintained near par with US Green Card
offers for the last several months. This performance
is in comparison to the Indian CFR basis, which has
been the cheapest in the world for the last several
months and at record discounts to African Franc Zone
styles. Indian mills have long been a large consumer of
African Franc Zone styles, using the cotton to fill gaps
in Indian supplies. The physical differences between
Indian and African Franc Zone styles have always been
minimal, making Indian spinners very comfortable with
African styles when Indian was in short supply.

Since that time, African Franc Zone styles have enjoyed
a premium to Indian, which appears to be steady at
700-1000 points. This represents one of the largest
differentials that have persisted for several seasons and
not due to disruptions in supply. The premium appears
to be tied to increased demand from Bangladesh and
others as the supply of Central Asian supplies has
declined. Bangladesh spinners have been very satisfied
with the quality of the African Franc Zone styles, which
are reported to have a high degree of uniformity and
spin-ability, thus giving the spinners reason to pay the
premium to Indian. Another feature has been an effort
by African Franc Zone growers and ginners to reduce
contamination and improve ginning management.

The most aggressive Indian exporters are offering
Shankar-6 1 5/32 at 500 points on May compared to
Cameroon Plebe 1 5/32 offered at 1400 points on May.
The 900-point premium cannot be easily explained,
and a look back at history shows that the relationship
between these two growths changed in late 2017.
In April 2017, Indian and African Franc Zone CFR
Asia offers were near par - Cameroon Plebe 1 5/32
was offered at 1250 points on the cover month while
Shanker-6 Super 1 5/32 was offered at 1200 points on
the cover month and Senegal Alto/s 1 1/8 offers were at
1050 points on the cover month, while Indian S-6 1 1/8
is offered at 1000 points on the cover month. By late
2017, the CFR basis for African Franc Zone had begun
to move to a premium to Indian styles, and by February
2018 the premium of the Cameron Plebe 1 5/32 had
soared to 1550 points on the cover month, with Indian
Shankar-6 1 5/32 slipping to 425 points on the cover
month.
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CHINESE APPAREL COMPANIES FACE MAJOR ISSUES

T

altogether, so many workers face delays in receiving
pay. Some apparel companies have adjusted plants
to switch production lines to medical protection suits
and masks. One such brand to convert its plants was
Peacebirds, in which the government announced
it would purchase all production. Apparel plants
in the Ningbo region appear to have the greatest
concentration of conversions.

he Coronavirus epidemic hit the Chinese economy
and apparel market at an extremely bad time,
impacting the sales and inventories for the winter
and spring seasons, and it will most likely affect
the upcoming summer season. Brands and retailers
report the collapse in sales and the outbreak of the
virus came at a time that left brands and retailers
with large stocks of unsold winter apparel and spring
wear stocks. Apparel companies are also starting to
prepare for the summer season, and the outlook is
grim. The shutdowns are reported to have already
caused problems in planning for the summer lines,
which will cause major production problems for the
brands. Manufacturers’ cash flow declined or stopped

International brands and retailers are worried about
delays in shipments in Autumn/Winter collections.
Some shipments of inventory for just-in-time delivery
of summer lines is also a concern. The luxury section
has been very hard hit, with some brands redirecting
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shipments to their Chinese stores to other locations due
to fears that longer-term demand has been impacted.
Chinese high-end brands have canceled fashion shows
in February, and five major labels canceled appearances
at Paris Fashion Week.
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groups not to believe any of the data. Moreover, the
Chinese Communist Party has launched a major effort
to stop any comments online regarding the virus,
people’s situations, photos of hospitals, deaths, etc.
People caught in such activities have been arrested.
Three Wall Street Journal reporters where kicked out
of China because of critical stories. The backward
nature of the CCP and its use of Mao-era techniques
suggest the virus is much worse than expected. It has
caused incredible damage to the Chinese people and to
business confidence. The strange behavior around the
expelling of the Wall Street Journal reporters raises a lot
of questions. Why such insecurity?

Retail stores are opening very slowly, with only about
50% of the country’s shopping malls reported open
according to Bloomberg. Those that are open report
quite low traffic as roadways remain closed and people
stay at home. New outbreaks in areas such as Beijing
have caused restriction far from Wuhan. The famous
Plaza 66 Luxury Mall in Shanghai remains nearly
deserted.

The clampdown on reporting has not yet spread to
economic issues. An important topic of discussion
is the impact on shut down companies and their
cash flow as it relates to their ability to pay workers.
Companies have already told workers that pay level
would fall during the extended closures and that they
would not receive full pay. This included some very
large, well-known companies such as Foxconn, which
supplies Apple. It was reported that Foxconn workers
would receive only a third of their normal pay during
the quarantine. Some employees have been put on
unpaid leave, while some companies have said they
can only pay in IOU until their business is back in
production. At this point there is no hiring taking place.
These conditions add to the impact of the epidemic on
consumer spending and especially spending on nonessential items like apparel.

These conditions have impacted fabric demand, which
has reduced procurement of all raw material. Dire
conditions have been reported in Viscose fiber, as some
producers have had to halt production due to excessive
inventories. Polyester staple prices have weakened
by about 100 cents a pound. Looking at the cottonspinning sector, less than 25% of all spinners have
resumed operations, and those operating are running
at less than 40-50% capacity. In Xinjiang, where the
impact of the virus is unclear, most textile operations
remain at a standstill due to workers who had left the
region and now face a 14-day quarantine when they
return.
The issue of supply chains currently operating remains
in a state of confusion for companies seeking to
confirm order status. The overall number of workers
that have returned as of today remains small, and
many of them are still under quarantine. Truth is
in short supply, so the number of those infected is
unknown. The government, both local and central,
have changed their calculation methodology several
times, and the lack of transparency has caused western

The economic turndown in Europe has put apparel
exports to this trade block under pressures as well. The
data indicates that in 2019 the EU was the top apparel
export market with exports of 19.47 billion USD, which
was down sharply from exports in 2018 of 26.35 billion
USD. Shipments to Japan were also down sharply.
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CORONAVIRUS ECONOMIC DAMAGE EXPANDING CAUSING
NEW DEMAND FEARS

T

he economic damage from Coronavirus is spreading
both within China and across the rest of the world.
China shook the markets Friday by causing more
confusion on the number of infections and deaths by
admitting the virus had not reached the tipping point.
Reports emerged out of Wuhan showing North Korea
techniques including restrictions of movements, and
people only being allowed to shop in residential unit
groups, and not individually. Police were shown in
shops, and each unit/group had to have the papers
and proper documentation. Wuhan is turning into a
humanitarian disaster. NTD News, which covers much
of the Chinese social media traffic and other domestic
sources, reported that animals used in the Wuhan biolab were sold in the Wet Market, and it is the source
of the outbreak. However, according to Bill Gertz, a
well known defense and security analyst, there is still
no definitive study indicating the actual source of the
outbreak, so at this time no one really knows for sure.
The US CDC has not been able to research the origin
of the disease, because their team is still not allowed
in Wuhan. You have to wonder why the Chinese have
not allowed the CDC or any other international health
organization in to study the virus, and why they have
attempted to silence all domestic comment while
controlling the foreign press. Many local officials have
also been replaced with hard line Xi supporters. It is
now clear that the Chinese government, by delaying
the lockdown of the virus area and attempting to cover
it up, has allowed it to spread, not only to China but
around the world. Fears are spreading of outbreaks
in South Korea and Japan. In South Korea, a major
outbreak has occurred in Daegu, the fourth largest
city. Japan fears a major epidemic. These outbreaks
have occurred in two nations with excellent health
care. The Japan economy has been affected, and there
are increasing fears of a recession. Iran, with its close

relations with China, including air travel, has also
experienced an outbreak cluster, resulting in several
deaths and raising concerns.

The virus is shaking many of the assumptions that
had been applied to Chinese business and will
likely factor into financing cost in the future. The
CCP management of the virus crisis has introduced
government performance into business risk analysis and
cost forecasting. Ping An is one of the world’s largest
insurers and the second largest shareholder in HSBC.
Now comes the Coronavirus, the government attempts
to first cover it up, and then the moves to quarantine
50-75 million people that led to a humanitarian disaster
that will cost thousands of lives before it’s over. How
did the government’s management affect the risk matrix
for life insurance companies? Did it increase the risk
by 37% or 63%? The cost to companies around the
world is felt through Ping, whose stock held in many
international portfolios.
By Friday, US government bond yields hit new record
lows and gold gained over 1.5% when prices hit a
seven-year high as fears spread that the virus would
have a larger impact on both China and the world.
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The Australian dollar, which often is seen as a proxy
of the Chinese Yuan, collapsed on Friday, falling to
an 11-year low of .6586 to the USD. The Yuan fell
to its lowest level since the virus outbreak at 7.0271,
illustrating the loss in confidence in the CCP’s ability to
control the epidemic. Legendary Hedge Fund manager
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George Soros has launched a major short against the
RMB with a target of 10. Chinese exporters face serious
issues with the recent weakness in the other Asian
currencies, which has provided them with additional
disadvantages. The Brazilian Real/USD exchange rate
also fell to a new record low of 4.405.

USDA OUTLOOK FOR 2020/2021

T

he USDA outlook conference provided a positive
outlook for the 2020/2021 season, and the
weakness in the analysis rests with China’s role. Never
has the Chinese industry been confronted with a
situation like what they are facing today. The USDA
took the position that the impact of the virus would
be short lived, with consumption in China returning to
38.5 million bales. This was an increase of one million
bales, which accounted for 50% of the consumption
increase in 2020/2021. We are doubtful such a quick

bounce back is realistic. Putting that aside, the USDA’s
forecast of world production would fall 2.3% to 118.5
million bales, and production was estimated to decline
in India, Brazil, and the US and increase in Australia
and Pakistan. Consumption was raised two million
bales to 121.20 million bales. US production was placed
at 19.5 million bales, and exports at 16.5 million bales.
World ending stocks outside of China are forecast to fall
by 1.1 million bales to 47.3 million bales.

ICE FUTURES FIND SUPPORT FROM ACTIVE EXPORT
TRADE TO NON-CHINA MARKETS

E

speculative buying, which sent prices to limit up. A
portion of these gains was given back, with the May
ZCE contract closing the week at 13,300 RMB a ton,
85.94 US cents a lb. The China Cash Cotton Index
closed the week at 13, 489 RMB a ton or 87.16 cents
a lb. In reality, the Chinese stimulus produced a very
weak wave of buying in ZCE futures. Volume was
light except for Monday. However, in past periods of
heavy speculative activity, the futures outpace the cash
cotton price by a wide margin. This time it couldn’t
even shake the discount, suggesting little faith in a rally.
Cash prices out of most ginners were also only a small
portion of the futures gains. Friday, domestic prices
remained at a discount to international values where
the Cotlook A Index adjusted for VAT and 1% import
duty (the price paid under the general TRQ quota)
closed the week at 89.26 US cents a lb., which means
no price incentive to add export commitments exists.

xport trade in US and Brazilian cotton continues
quite active to non-Chinese destinations. This
business has provided Trade support to ICE futures
at a crucial time, allowing prices to avoid a technical
breakdown. Export demand has remained rather robust
with US, Brazilian, and East African styles dominating
the turnover. Demand for Indian cotton has remained
poor, which is surprising given the fact of its record
discount to West African styles and hefty discount to
US and Brazilian offers. It appears the discount has
not yet reached the point to offset quality concerns. It
seems even Indian mills have been continued buyers
of small volumes of US styles due to quality needs. US
export sales for the week ending February 13th were
quite strong at a net 235,300 running bales of upland
and 9,500 of Pima, and 141,200 running bales for
2020/2021 shipment. The demand remains driven by
Turkey, Pakistan, Vietnam, and Indonesia. It should be
noted that there were no mills that chose to chase the
higher prices as May futures neared 70 cents, but did
take up additional styles at the lows providing strategic
support. Chinese mills inquired but demand was weak
as concerns continue over the lasting impact of the
Coronavirus.

The US China trade deal appears to still be intact, but
the Trump administration is signaling that China will
need extra time to fulfill their obligations given the
reduction in demand that occurred. Force Majeure
has been declared in meat contracts due to the port
conditions and the collapse in restaurant demand
caused by the epidemic. President Trump tweeted
on Friday that the administration will make another
trade injury payment to US farmers if the China trade
agreement implementation is delayed or if the new

The Chinese government launched a large cash
stimulus in the domestic market on Monday, which
sent the domestic stock market and the domestic
futures market sharply higher. ZCE cotton futures drew
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FEBRUARY 24, 2020

JERNIGANGLOBAL.COM

NAFTA agreement is delayed because of Canada.
President Trump firmly stood by US farmers in
California last week and ordered the release of extra
water to agriculture areas instead of allowing it to flow
out to sea. It remains unclear what the demand will
be for cotton imports in the weaker domestic market,
as some concern has arisen over the virus impact on
2020 crop production due to restricted movement.
This may trigger more grain and food imports. In the
last week, China was again a canceler of outstanding
sales in cotton. As of February 13th, China still has
1,269,900 running bales of very high-priced upland
sales purchased but unshipped. It remains to be seen
if spinners can afford such high-priced sales after the
recent losses. The shipment of these sales will play a
role in the US’s ability to meet its 16.5 million bales
export target. These sales alone will represent more
than 600 million USD in US export commitments under
the trade agreement.
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China is in the middle of a huge deconstruction phase
of its role as the go-to country for global supply
chains, and the current CCP leadership does not seem
to realize this. All the major companies are reviewing
China’s role in the US and international supply
chain. The national security aspect of allowing the
globalization of supply chains is now coming home.
Just this week, the US health and pharmaceutical
industries finally had to confess to the extent of the
role China plays in producing many of the generic
drugs or the base ingredients of key drugs. The US
companies are now worried about shortages caused
by the Chinese disruptions that have been brought to
the attention of President Trump. Executive action is
expected soon that will force and assist drug companies
in immediately bringing all these supply chains back
to the US. This is happening in Silicon Valley in tech
and across other product sectors. The pullout of these
companies will deny China needed expertise and make
their access to technology more difficult.

For the moment, concerns regarding quality have kept
Indian cotton export sales limited, leaving the spotlight
on US and Brazilian. The CCI buying has kept the
domestic prices at levels that have prevented prices
from reaching levels at which sales can be stimulated.
The positive is that at a sub-80 cents CFR Asia US and
Brazilian cotton at current competitive basis levels is
enjoying strong demand. So far the virus epidemic
has not undermined confidence in these markets, and
brands and retailers are continuing to switch order
books when they can, which is also boosting demand.
A host of major US apparel brands announced this
week that they will suffer losses from sales in China’s
domestic market due to the virus and from disruptions
in their supply chains.

The Coronavirus continues out of control in China, and
there is no confidence regarding what the true numbers
are. The new fear is the rapid spread of the disease
beyond China to such economic powerhouses such as
South Korea and Japan. Cancellation of the training for
the Japanese Winter Olympics has begun. Some cruise
companies have announced cancelations of all Asian
cruises for much of the remainder of the year. The CCP
moves to limit international press commentary and to
stop all domestic comment has undermined confidence
and made honest information impossible to find.

We have been of the opinion from the start that the
economic impact of the Coronavirus would be much
greater than forecast by most investment banks and
market analysts. First to consider are the delays in
production, then the lost retail sales, wages and
permanent changes to the supply chain. Travel has
been reduced or brought to a halt, ending the global
influence of Chinese tourist. The financial losses are
a long way from being totaled. The virus has reduced
the living standards of most Chinese consumers, and
approximately 50 million or more people have seen
the few rights and liberties they had forfeited in order
to fight the virus. The people that survive have had
savings destroyed, businesses wiped out, and their
confidence in a Communist-led China destroyed.
Events like this can alter the psyche of a people for
a generation, so it is hard to see consumer spending
returning to levels that existed before the epidemic.

Axel Weber, the chairman of the UBS Banking
Group said markets are underpricing the risk that
the coronavirus poses to the global economy. “There
is going to be quite a bit of impact that is going to
go beyond the first quarter, and that is where fiscal
response, providing businesses with some tax relievers,
some emergency funding, that is going to be very
important for putting businesses through,” Weber
said in a Bloomberg TV interview during the G-20
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Summit in Riyadh. By his estimates, global growth
will experience a massive drop from 3.5% to 0.5%,
and China will post a negative growth rate in the
first quarter. That’s not happened since at least 1990,
according to data compiled by Bloomberg. Japan,
which is the third largest economy in the world, saw
its economy plunge 6% in the fourth quarter of 2019,
which has raised fears of a recession. The Japanese Yen
fell sharply against the USD last week, falling to a tenmonth low against the USD as Japanese pension funds
moved out of Yen into USD assets.
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All of this raises serious questions concerning the
expected level of global cotton consumption for the
reminder of 2019/2020 and 2020/2021. ICE futures
really went nowhere last week. The CFTC data showed
the Trade was a major buyer through Tuesday as mills
fixed prices and exports were active. The Swaps, Index
Funds, and Managed funds were the main sellers.
Chinese Hedge Funds through the Other Reportable
Funds were buyers. We continue to see the market
facing significant resistance on attempts to move
through 70 cents, which would add to the negative
technical picture. A test of the 64/65 area remains
possible.

Concern over the impact of the spreading virus sent
the S & P down for its first weekly loss of 2020,
and yields on the 30-year US bond hit a new record
low. The Australian dollar, which is often used as a
proxy for the Chinese RMB, moved to a new 11-year
low, with the RMB itself falling to 7.0271, the lowest
since the Trade deal was reached. Bloomberg News
reported Saturday morning that the Virus was now
impacting supply chains worldwide, from watches to
lobsters. It’s clear that business as well as investors
have had complacency about the virus epidemic up
until now. Hubei Province, which is still shut down
and in quarantine, is a major part of the global supply
chain in autos, healthcare, electronics, aerospace,
and construction. The Virus has exposed the risk of
a global supply chain. Even Mexican factories are
reporting major shortages beginning to develop, as
companies depended on China for certain parts instead
of developing the manufacturing facilities in Mexico or
US. For the textile and apparel industry it affects some
major operations, and the flow of migrant workers and
transportation has brought it to a standstill.
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