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RECESSION AS PMI
COLLAPSE

PAKISTAN SET TO IMPORT MORE COTTON THAN CHINA
(OUTSIDE OF RESERVE PURCHASES) IN YEAR AHEAD

T

he All Pakistan Textile Mill Association has declared
that the industry is now operating near capacity
as brands and retailers are turning from China, thus
making Pakistan a major winner. The textile and
apparel industry is the largest industry in the country
and the leading export industry. It also has fully
integrated supply chains that are allowing the country
to provide customers a complete turnkey solution
from moving orders out of China. In addition, Chinese
companies have not invested any significant amounts
in their textile sector, which means the industry is
self-reliant and more than 90% Pakistan owned. In
December 2019, US apparel imports were weak overall.
However, imports from Pakistan surged 18% in volume
terms. Pakistan was the second fastest growing major
supplier. Pakistan has clearly taken a large block of
orders from Chinese companies, and that percentage
will increase. The question now is if the industry is

willing to further expand capacity to meet this growing
demand. In 2019, Pakistan exported 3.046 billion USD
worth of textile and apparel to the USA. The dollar
values were small, but a sharp increase in yarn and
fabric imports was also noted.
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suffered, falling to 6.0-6.5 million bales, and the outlook
for 2020/2021 also suggests limited improvement. This
has set the stage for Pakistan to import 5.5 million
bales in 2019/2020 and near 6.0 million or more in
2020/2021. Cotton consumption in 2019/2020 should
reach and exceed 11 million bales. This is the highest
since 2008/2009. We expect 2020/2021 cotton use could
reach 12 million bales.

Pakistan’s apparel exports have been expanding rapidly
since 2010, and at this point total apparel-only exports
will exceed 8.5 billion in 2020, more than double the
2010 level. The EU and US are the top export markets.
Two of the world’s largest apparel retailers have set
up major sourcing operations there. The Coronavirus
has accelerated the desire to move supply chains out
of China and also to seek regions that offer complete
supply chains and are reliant on the imports of parts
from China. Pakistan fits those guidelines.

This means it will remain below Bangladesh and
Vietnam, but it may surpass non-Reserve Chinese
imports in 2019/2020. The USDA has imports in China
estimated for 2020/2021 at 8.5 million bales. We expect
a sharp drop in imports through July due to the large
domestic supplies and a sharp drop in cotton use in
January-June caused by the Coronavirus epidemic. This
suggests non-Reserve cotton imports could fall to near
five million bales.

Pakistan’s textile and apparel exports in January 2020
reached 1.194 billion USD. One interesting feature
was a 10.4% rise in exports of cotton yarn, 40,454
tons. It is likely that a large volume of these exports
went to China under the free trade agreement.
Cotton dominates the industry, and new ELS spinning
equipment is being installed, with ELS consumption
in 2019/2020 expected to be a record. Cotton
consumption is set to reach a record 11 million bales,
as Pakistan is the third largest cotton consumer in the
world. At the same time, domestic production has

USA and Brazil are the top suppliers of imported
cotton, and the expanded order book in 2020/2021
indicates demand for Australian imports may increase if
basis levels are competitive. Pima and Egyptian demand
are also likely to remain strong. The new strength in
Pakistan textile and apparel imports has helped the
Pakistan Rupee/USD exchange rate to stabilize at 154.
Pakistan has already purchased 1,768,600 running bales
of upland and 56,200 running bales of Pima.

Pakistan denim mills

Pakistan denim sector now a global leader
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ITALY’S TEXTILE AND APPAREL PRODUCTION IMPACTED
BY CORONAVIRUS; LUXURY SECTOR EXPECTED TO SUFFER
40 BILLION USD LOSS

I

taly’s political leadership ignored the warnings of
the US and many of its European allies and became
the first major European country to join China’s Belt
and Road initiative, which was included in a trade
agreement signed in 2019. The MOU called for 2.5
billion Euro investment by the Chinese and was hailed
as Xi Jinping’s road to the heart of Europe. The MOU
was part of the Italian government’s ongoing embrace
of China in hopes of investment. China’s Foreign Direct
Investment (FDI) in Italy between 2014 and 2018
totaled 13.09 billion Euros. China’s FDI in 2019 dropped
sharply, falling to only 700 million USD, which was a
major disappointment. The BRI agreement with China
was signed by an Italian government that has since
been replaced. The new administration came into to
power in September. The new government established
a committee to review Chinese investment. After the
grand ceremony with Xi, they were disappointed that
little tangible new investment had occurred from China.
Even the past PM said the MOU with China needs to be
revised. Italy experienced a sizeable and growing trade
deficit with China in 2019 that reached 18.7 billion
Euros. The new Italian government also challenged
China on its violation of the Handover Agreement with
Hong Kong and its human rights abuses in the City
State. China made a significant commitment to develop
the port of Trieste, and that has not happened.

dominate the heart of the industry. Prato in northern
Italy has become known as Italy’s China with the
industry dominated by Chinese companies. Over 4,0005,000 Chinese companies operate in the town and
region. Chinese shops dominate the consumer markets
due to the large number of Chinese immigrants. Prato
is also an important fabric development center. Chinese
apparel designers are in the city and region and are
attending textile schools and attempting to develop
higher skills.

Textile, auto, energy, and household goods have
accounted for much of the investment. The investment
in the textile and apparel industry began many years
ago due to Italy being at the center of the European
industry for centuries. Italian industry was devastated
by China’s entry to the WTO and suffered a similar
collapse as the US textile industry. From those ashes,
Chinese companies moved in to take advantage of
Italian experience in high-end fabric production and
production of luxury goods. Today, Chinese companies

Despite the investments in textile and apparel, China
has used the investment to attempt to acquire Italian
skills in high-end fabric production and to flood the
domestic market with Chinese apparel. Many Italian
companies have opened offices in China and have
started manufacturing in China, both for the domestic
market and for export. Italy’s famous textile machinery
sector has also moved production to China and allowed
their technology to be lost through joint ventures. The
3
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2018 trade balance with China in textiles and apparel
tells the story well. Exports to China totaled only 1.590
billion USD, while imports reached 5.265 billion USD,
leaving a serious trade deficit.
The country’s entire textile and apparel industry is
concentrated in the northern part of the country and
centered around Milan. This region accounts for more
than a third of the country’s GDP. Milan is also a global
fashion center, ranked in the top four fashion capitals,
and is home to one of the world’s largest fashion
shows, which was held in February. Italy plays an
important role in the global textile industry, producing
exports in 2018 that reached over 36.7 billion USDs,
with the EU the top market. Italy exported just over
two billion USD worth of textiles and apparel to the US
in 2019. Italy imports a large volume of yarn and fabric
and consumes only a small volume of fibers.

In addition to the disruption the virus has caused to
industrial output, it has also impacted the export market
for Italian luxury apparel. Germany is the top market.
When exports to China and Hong Kong are combined,
they almost equal the volume shipped to Germany. At
3.477 billion USD, nearly 10% of all exports are now at
risk, first in Hong Kong due to the unrest and decline
in mainland Chinese shoppers, and then the sharp fall
in the Chinese luxury apparel demand as a result of the
virus.

Relations with China became tenser on January 31st
when Italy became one of the first countries to ban
direct flights from China, which drew strong criticism
from China. Despite this, Italy, with its deep Chinese
connections, domestic population, and trade ties has
become the epicenter of the Coronavirus epidemic
outbreak outside of China, along with South Korea. The
Italian textile and apparel sector is now in lockdown
after a large outbreak of the Coronavirus in a cluster
in northern Italy that has a large Chinese population.
Major cities are now in quarantine, with 650 cases
reported and increasing deaths. The outbreak occurred
during the Milan Fashion Week, which was canceled on
its final day. The famous designer, Armani, was forced
to present his collection to a nearly empty house. He
wore a facemask, which was captured by the press.
The fabric mills in Prato are world famous and draw
designers from around the world. The region is very
famous for its high-quality shirting fabric, which is
exported to China.

The Financial Times now estimates that the global
Luxury goods industry will take a 40 billion USD loss
from the virus based on a survey by Alliance Bernstein
& Boston Consulting. Retailers are expected to fall by
9%-11% and earnings by 13%. The MSCI World Textiles,
Apparel, and Luxury Goods Index has dropped from
a peak of over 800 to near 700. Tapestry, which owns
Coach and Kate Spade, saw its shares fall 8.41% on
Monday. The crisis has come at a very bad time for the
SMCP fashion group headquartered in France. SMCP is
partially owned by the Chinese Shandong Ruyi group,
and its shares are traded on the Paris Stock Exchange.
Their shares fell 10% before stabilizing and are trading
at a 52-week low. SMCP’s shares lost 56% of their value
in 2019 and 40% so far in 2020.

Designer Armani in face mask, Milan fashion show
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SOUTH KOREA’S ROBUST RETAIL MARKET
IMPACTED BY CORONAVIRUS
and apparel industry.
Consumer sentiment plunged in February following
a major outbreak of the Coronavirus. The outbreak
occurred in Daegu, a city of 2.5 million people. The
outbreak follows a failure of South Korea to ban
travelers from China. The city came to a halt, with the
bustling retail sector going dormant. By Wednesday,
South Korea reported 1,000 cases compared to only
51 a week earlier. Many countries began to announce
trade bans. The South Korean Won has come under
pressure since the outbreak, losing nearly 5% against
the USD, and is at the weakest level since 2016. As of
Saturday, 2,931 Coronavirus cases had been reported.

S

outh Korea is the 12th largest economy in the world
with a 275 billion USD retail market. The apparel
market accounts for over 50 billion USD of sales. Prior
to the Coronavirus outbreak the retail market was
strong, with retail sales in November up 4.6% from a
year ago and a 3.6% gain in November. The country
has a robust textile and apparel industry, with exports
of 16.3 billion USD in 2018 and imports of 13.7 billion.
The country’s major retailers are heavily invested in
China. China is the top supplier of textiles and apparel,
while the export market is diverse, with Vietnam the
top market. The country’s raw material consumption is
shrinking, but fabric production remains robust. South
Korea has been a major investor in Vietnam’s textile

The growth of the epidemic to an economicdamaging scale in South Korea means four of the top
ten economies in the world are now experiencing
a damaging impact as a result of the virus. China
is the second largest economy in the world and is
the epicenter of the crisis. Japan is the third largest
economy in the world with a GDP of 5.15 trillion USD
and has been hit by the virus. Italy is the eighth largest
economy, with a GDP of 2.07 trillion USD, and now
South Korea, which is the eleven largest economy in
the world with a GDP of 1.74 trillion, is also hard hit.
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HEAVY RAINS FORECAST FOR AUSTRALIA’S COTTON BELT
The Australian Dollar has fallen sharply against the
USD due to Australia’s close trade ties to China. Traders
are selling the Aussie as a de facto RMB. The weaker
Australian dollar is providing some cushion to local
FOB prices as futures decline. The Aussie/USD rate
ended the week at the lows at .6434, a level not seen in
years. 2020 crop offers are now in circulation in a few
markets. SM 1 7/32 2020 crop is offered at 2600 points
on May, SM 1 3/16 offers are at 2500 points on May,
and SM1 5/32 is offered at 2400 points, while Middling
1 5/32 is at 2200 points on May. The ability of these
lofty basis levels to be maintained depends on the level
of Chinese demand, which remains an unknown. As we
have discussed in detail during the past several weeks,
Chinese demand is very much in doubt. Moreover, the
heavy losses to the luxury sector could also have an
impact.

River flooding at St.George, Queensland

T

he forecast for Australia has turned very wet across
much of the country, and this follows continued
rains. One of the European forecasting models is
predicting very heavy ten-day rains across most of
Queensland and New South Wales after March 1st. If
these rains occur, it will provide a big boost for on-farm
storage and dam levels. The constant rain is hurting
2020 crop prospects slightly, and boll rot is a danger.
For growers, the very unsettled water policies and
lack of clear government action have meant continued
uncertainly. Some growers have had to watch water
flow through and across their properties without being
able to touch it. As we go to press, major flooding is
being reported in some areas, and the Western Darling
Downs in Queensland has reported very heavy rains.

The increased water supplies have allowed the first
2021 crop CFR export offers to reappear. The standard
Middling 1 5/32 offers are at 2000 points on May 2021,
which reflects a very sizeable premium to Brazilian
2021 crop Middling 1 5/32, which is offered at 1200
points on. Thus, markets outside of China, such as
Vietnam, Indonesia, Bangladesh, and Thailand will
likely show strong resistance to Australian offers at
current levels. Weakness in the Brazilian Real/USD,
which hit a new record low, is causing the 2021 crop
basis to weaken slightly.
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CHINA POLYESTER PRICES PLUNGE TO NEW
LOWS AMID RECORD SUPPLY
which is just uneconomical due to the cheaper over
supply of virgin product. Virgin staple fiber prices now
range from a new record low of 41 cents a lb. for large
orders to 42.58 cents for small orders. PET fiber chips
have declined to even cheaper prices at 5900 - 5950
RMB a ton or 38 cents a lb. Large orders can draw a
discount to this price. The large producers are building
inventories rapidly as demand stays very weak. In
China, the raw materials for MEG are coal and crude
oil, and PTA is a derivative of crude oil. Crude oil prices
have fallen 15% over the past week, and that weakness
has not yet been reflected in polyester prices. China’s
ZCE PTA futures fell sharply on Friday.
Downstream fabric mills have been very slow to come
back online, which has destroyed demand. A survey
showed that weaving and knitting mills only ran at
10%-20% of capacity in February, but the hope is that
March utilization will increase to 30%-50%. Dying and
finishing plants are experiencing serious delays in
restarting operations.

C

hina’s polyester prices are under extreme pressure,
with inventories building rapidly and raw material
prices falling as inventories build. PTA inventories are
at 15-year highs. Virgin polyester staple fiber prices
are presently at large discounts to recycled polyester,

E N J OY T H E G R E AT F E E L O F
1 0 0 % A L L - N AT U R A L C O T T O N
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US EXPORT SALES ARE BRISK BUT CONCERNS CONTINUE OVER
SHIPMENTS AND OUTSTANDING CHINESE SALES

US

crop. US E/MOT Middling 1 1/8 type offers are at the
same level out of the most aggressive sellers. The
African France Zone basis remains overpriced when
compared to the US and Brazilian type offers, and on
par with US Green Card offers.

and Brazilian styles are dominating world trade.
Over 58% of all world trade will originate with
just two origins, US and Brazil, and trading patterns
suggest it could exceed even that level. World trade
has been robust despite the lack of Chinese demand.
The brisk level of world trade, despite the reduced
role of China, is a marked change from the past 10-20
years and indicates the beginning of the shift of supply
chains out of China. Export trade has been very brisk,
which has allowed both Brazil and the US to move
very heavy volumes without discounting the CFR basis
levels. Indian styles have received only nominal interest
despite their discounted basis levels. The demand has
been driven by Vietnam, Turkey, Indonesia, Bangladesh
and Pakistan, which are now expected to account for
more than 60% of all imports. China imports remain
in doubt after cotton use is expected to fall from 3-4
million bales in the first quarter of the year.

US export sales during the week ending February 20th
reached a net 214,600 running bales of upland and
28,100 of Pima for 2019/2020 shipment, and 198,900
running bales of upland for 2021 shipment. Vietnam
was the top buyer at 70,200 running bales of upland
for 2019/2020 and 176,000 running bales of upland
for 2020/2021 shipment. US export shipments remain
a cause for concern. Shipments during the latest week
reached only 324,100 running bales of upland and
18,200 running bales of Pima. The US will have to ship
411,224 480-lb. bales each week to meet the USDA
target. China’s outstanding sales remain a worry, with
38,400 running bales of Pima and 1,276,400 running
bales of upland are still unshipped. Over a million bales
of these sales were made at 90 cent plus CFR China,
which means any spinner taking up those sales faces
millions of USD in losses. China has been canceling a
small volume of sales weekly, which suggest some of
the sales are being adjusted and changed to avoid an
outright default.

The CFR Asia basis levels for both Brazilian and US
type offers are aggressive for February-August shipment
as the two compete to liquidate inventories. Brazilian
2019 crop CFR basis is weaker than a year ago as
shippers move a record crop. The Middling 1 1/8 type
is offered in a wide range of 900-1100 points on March
and May. 2020 crop offers have also turned aggressive
as traders prepare for a 12.5 million or higher bale

CHINA HEADED FOR MAJOR RECESSION AS
PMI PLUNGES TO RECORD LOW
below 50 notes contraction, and the Index experiences
very little volatility. For the last year it has ranged from
49.2 to 50.5. This has already turned the economists’
forecasts on their heads as economic growth has been
revised up to a -10% in the first quarter of 2020, setting
the stage for China to enter a recession. The Services
PMI also hit a record low of 29.5. The next problem
may be a downward revision in credit ranking for the
government and private debt.
Euromoney Total Risk score has lowered its China
ranking to 57.25. It’s the higher the better in the
Index, which stood at over 60 when Xi took office.
This placed China far below many other countries
in its attraction for investment. Euromoney cited
concerns over the level of hidden debt as reason for
the downgrade. Rolls Royce announced its February
sales collapsed to near zero in China. The fear is that

C

hina released its first major Economic measurement
since the virus outbreak Saturday. Traders were
shocked, as it appeared the government did not
attempt to manipulate the data. The official Purchasing
Manager Index hit a record low of 35.7. Any number
8
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March will bring great economic troubles as workers go
unpaid and businesses run out of cash.

ICE FUTURES COLLAPSE AS ANXIETY OVER DEMAND INCREASES

I

CE futures collapsed last week, suffering one of its
sharpest one-week declines in some time as the fears
over global demand expanded. The global financial
markets have been underestimating the potential
damage from the Coronavirus, as we discussed last
week in some depth. The ongoing demand destruction
that has occurred in China has been lost forever.
China’s CCP has proven incapable of managing the
virus, which originated within its borders. It has proven
to have total disregard for the welfare of the world,
first, by continuing their attempt to cover up the true
impact and origin of the virus and, secondly, by risking
the health of the entire world by demanding countries
keep travel links open with China during the outbreak.
By the end of last week, that policy had infected the
world with the epidemic, rapidly expanding clusters
in South Korea, Japan, Italy and Iran. The fear is that
it also is expanding in the US, with a virus emergency
declared in California, where public health issues are
at the forefront in San Francisco due to homeless and
drug problems after years of liberal management. China
is attempting to force its citizens back to work, while
additional factories opening and commerce returning,
even as additional cases occur, keep it at risk.

As they return to work and find their domestic demand
has collapsed and they are oversupplied they are likely
to again accelerate this push, using what China knows
best, subsidies and prices to undercut all competitors in
an attempt to get orders. This makes us fearful of the
final phase of the “China Price” not ending well.

Just as was the case after the China/US trade war
began, many analysts have been touting that conditions
would return to normal in China. That will not happen.
The myth that the CCP is infallible has been shattered
as illustrated by its mismanagement of the Coronavirus
outbreak, their ongoing attempt to cover it up, and
their willingness to allow it to spread worldwide.
This has opened the eyes of brands, retailers, and
companies to the dangers of having any part of their
supply chain located in China. China’s 1.4 billion
people make its domestic market important, but that is
a separate issue. The supply chains are now reviewing
and planning a new supply chain. Taiwan has proved
to be a far superior management model, with its small
number of cases and management of interaction with
the mainland. For the cotton industry, the movement
out of China will take some time for like many
industries, the capacity to simply move supply chains
do not exist, but the world is ready to accelerate the
move. However, the Chinese domestic textile industry
is the largest in the world, and its companies are global
in their approach. Just before the virus outbreak, many
had announced a new desire to take advantage of the
trade agreement and push for new orders into the US.

Cotton consumption has been damaged, and our
work has been revised upward. The damage that has
occurred in the first half of 2020 will be greater than
we had feared at first. Our original estimate was for
a 3.4-4.0 million-bales loss. However, that has been
revised to near 5 Million for the January-June period.
This assumes that consumption will return to 90% of
pre-virus levels (36.5 million bales) by May. This will
reduce the demand for imports and make any Reserve
purchases play a larger role. Chinese spinners have
received their 2020 TRQ import quotas, and those
with processing quotas will continue to import as a
replacement for domestic cotton. Those mills have
already started to inquire and buy small volumes.
Futures have dropped nearly 10 cents since the virus
outbreak.
Our real fear rests with the destruction to domestic
Chinese apparel demand that has occurred. A very
interesting study, released by Anjani Trivedi on
Bloomberg, compared the Coronavirus to a natural
disaster. The study showed that, according to FEMA,
9
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40%-60% of small to medium sized business never
reopen after a natural disaster. It also showed that for
every one USD in lost sales, an additional 2.40 USD is
lost from downstream customers. The study highlighted
several global disasters and their lasting impact. In
Japan, the March 2011 earthquake was the 4th largest in
the world. Japanese manufacturing collapsed in March
and did not recover until August. Japanese automakers
suffered large losses, and it caused parts shortages
in the US. If these delays in being able to return to
pre-virus levels hold true in China, the economic
slowdown will be severe. There is little argument that
the economic contraction in the first quarter will be
great, and that instead of a V recovery it may be more
of a large U. On Friday, a new survey by Bloomberg
indicated that both large and small business in China
would not be paying their workers their full pay since
the shutdown. Some will receive only a 30%-50%
paycheck, and others will have to use vacation time,
while others will not be paid until later when cash flow
improves. A new month has begun and workers are
due to get paid, and they need to pay rent and bills.
It remains to be seen how this will be managed. The
government has asked landlords to forgive rents.

ISSUE NO. 1060

perform in a very erratic manner. One report Friday
indicated that as of noon 94% of all equity trades were
by the machines. The week began with Ice futures
trading 81,424 futures contracts and 11,786 contracts
in options on Monday, which was the 15th largest on
record. The week ended with 72,562 futures and 22,707
options trading on Friday. On Thursday, the US equity
markets were in panic, with the DJIA closing 1,190
points lower, the largest drop on record. The highriding Tech sector was among the hardest hit. Friday
brought additional panic in cotton as the Managed
Funds appeared to move toward a net short position
with support appearing on a scale down business. The
May contract experienced a low of 60.18, which is only
slightly above the August and September lows, which
extended the total decline to over 12 cents since the
Coronavirus epidemic became known after China’s
earlier attempts to cover it up.
The Chinese ZCE cotton futures followed ICE futures
lower but were a follower and not a leader in price
discovery. The May ZCE Futures contract closed the
week at 12,260 RMB a ton or 79.10 US cents a lb. for a
7.82% loss for the week. The China Cash Index closed
at 13,086 RMB a ton or 84.43 cents a lb. These prices
compare to the Cotlook A Index adjusted for VAT and
1% import tax at 81.39 cents, which creates a small
incentive to import. China reported a record number of
Force Majeure clauses had been approved, which has
allowed Chinese companies to default on 270 billion
RMB or 38.5 billion USD worth of contracts. It has
provided no breakdown on these contracts. This means
that someone has suffered losses and commodities,
and other products are now either being readjusted in
price or attempting to find another home. We do not
know how much cotton trade was included in these
declarations. China is also reporting record commodity
inventories, which are reaching near capacity with Steel
product, cooper, and zinc cited.

New concerns have also surfaced about the behavior
of the CCP run government. First, while the world is
fighting the virus outbreak, a new China-appointed
Czar in Hong Kong has moved to suppress free speech
and to influence the upcoming Legislature elections.
Jimmy Lai, a major leader and business leader, was
arrested along with others last week on charges related
to something that occurred many months ago. This is
a clear violation of human rights and the Hong Kong
Act. On Saturday, the New York Times indicated that
China last week shipped 80,000 Uyghur prisoners from
the concentration camps in Xinjiang to factories in the
East to fulfill orders due the major western brands. The
story is expected to name the brands even and provide
documentation. Remember, US law prevents any
product made with slave labor from entering the US.

Last week we were concerned about the complacency
of both the cotton and equity markets regarding
the economic impact of the Coronavirus and the
economic contraction we expect in China. Now it
seems complacency has given way to panic as trading
ended Friday. The Bloomberg Total Commodity Return
Index fell 6.6%, the largest weekly drop since 2011.
The decline was led by WTI crude oil, which fell 17%.
The commodity currencies were very weak, the Aussie
Dollar collapsed to .6434 before recovering, the Chilean
Peso fell to over 820, and the Brazilian Real hit a new
low of 4.5134 for a 12% loss in 2020. Global equities
continued weaker through Friday, and the US 10-year
bond hit a new record low. May ICE cotton lost 10.88%
or 7.51 cents. The CFTC weekly data showed the

ICE futures reached our downside targets last week
as prices collapsed as the machines sold the market
aggressively. The market found support last week from
additional new export offtake, and very active price
fixations. By Thursday, there was clearly panic in the
air, and the global markets saw all bulls run for cover
as many of the major equity prices performed more
like a future than an equity. This resulted in many
firsts. However, if one steps back from all the noise, it
should be remembered that bond, currency, equity, and
commodity markets are all ruled by the machines - the
Algorithmic systems and the High Frequency Trading
systems. These machines all react to headlines and
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action is weak.

Managed Funds were the main sellers through Tuesday,
and by Friday the Managed Funds were likely near flat.

Against this backdrop, ICE cotton prices have reached
our downside targets and prices should now have a
chance to build a new trading base. Making a bolder
call is made difficult by the fact for now the cotton
and all global markets are facing a health crisis, not
a financial one. We hear that many again want to
say that China will soon return to its pre-epidemic
performance. We do not see that at all, as a much more
difficult period, with a host of unknowns, lies ahead.
Cotton’s price performance now rests heavily on how
non-Chinese cotton demand holds up and how the
virus is contained outside of China. All the containment
methods are damaging to apparel demand.

First, on Friday all the markets appeared in a bit of
panic due to the lack of clear information from China
on the true status of the Coronavirus and its origin.
One noticeable driver behind the panic was the
realization by many that the CCP Chinese estimates and
comments could not be believed. Overall, we remain
of the opinion that China’s domestic apparel demand
has suffered major damage that will take an extended
period to recover from. Secondly, that cotton use in
China has suffered and will remain weak. ICE futures
have now fallen sharply and have adjusted for that fact
and at least some of the demand destruction has been
built into the market. Cotton has a problem with the
new record low in polyester prices, something we have
been expecting. The likelihood of an even further drop
in prices is expected. The impact of this is made worse
by the weak apparel demand itself. We do sense new
awareness of the environmental issues, but at this stage

Spinners should refer to the new edition of Basis Fix
for new recommendations. The collapse in prices has
opened up new opportunities in the 2021 and 2022
futures.
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the achievement or reasonableness of future projections or the assumptions underlying them, management targets, valuation, opinions, prospects and returns, if any. Consequently the recipient of this newsletter must make their
own investigations and must satisfy themselves as to the particular needs of the recipient and seek professional independent advice. Jernigan Commodities Global, LLC disclaims all liability at law and in equity from any and all
damages, loss, claims, liability, costs and expenses of whatever nature arising directly or indirectly out of any act, omission or decision made by the recipient in reliance upon this brochure or any statements made by any director,
officer, employee or agent of Jernigan Commodities Global, LLC.
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