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EXCESSIVE SPECULATION
RULES ICE FUTURES AS
PRICES DROP

150 BILLION APPAREL SALES AT RISK AS CHINESE “RED SWAN”
EVENT IMPACTS EUROPE & NORTH AMERICA
DEMAND DESTRUCTION OCCURS AS RETAILERS CLOSE

L

ittle did the world ever imagine that China’s central
role in the global supply chains would lie at the
center of a set of Black Swan events that would trigger
an abrupt global recession and bring the greatest
period of US economic growth on record to a sudden
halt. First came the Swine Flu that destroyed sources
of protein. Then came the riots in Hong Kong leading
to the destruction of the center of the global luxury
market, and now the unleashing of the Chinese
Wuhan Virus and a global pandemic. The number
of Black Swan events originating out of Xi Jinping’s
administration has reached the point that a new term

has emerged, Red Swan. China’s attempt to cover up
the virus and insistence that its trading partners leave
open travel links has resulted in the virus spreading
around the world, i.e. Italy and Iran. China has also
refused to allow US CDC officials to have access to
Wuhan, which has resulted in the true origins of the
virus remaining a mystery. China took dramatic moves
to totally shut its economy, which caused the West to
misjudge the economic impact. However, just as China
slowly began to return to work, the virus began to
spread rapidly outside of China, with South Korea, Iran,
and Italy the new epicenters. Each of those regions
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had deep interaction with China. South Korea never
closed its border with China, Italy has a large Chinese
population in the north, and China is a key ally of Iran.
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ended, the number of cases officially reported had
surpassed 250,000 people. The retailers of Europe,
Canada, and the US have been severely affected.
This combined region is the center of the world’s
retail apparel demand. The Women’s Wear Daily and
Customer Growth Partners estimates that in 2019,
March and April retail sales at apparel specialty retailers
and department stores in Europe, Canada, and the US
reached 150 billion USD, with the US accounting for
68 billion USD and Canada and Europe the balance. As
last week progressed, retailer after retailer announced
the closure of stores. PVH announced the closure of
its 1,000 stores in Canada, Europe, and the US for two
weeks. Nordstrom announced the closure of its stores for
two weeks. Adidas announced it has closed all its stores
in the US, Canada, and Europe. Inditex announced it
had closed 3,785 stores in 39 markets. Macy’s announced
it is closing all its stores. London stores were mixed,
with Harrods, Selfridges, and Fenwick still open early
last week while other closed. However, by Friday a
full shutdown of London was underway. Burberry
announced it had closed 40% of its stores, and stores
open the first half of March saw sales decline by 40-50%
and expect total quarterly sales to be off 30%. CNBC
estimated that by Tuesday more than 23,000 US retail
stores had announced their temporary closing, making
the second half of March the most dramatic in history.

The spread of the virus in Europe last week moved
into full epidemic mode with new cases announced
daily, and the shutdown spread to Spain and much of
the region. Canada, with its large Chinese population,
has also been affected, and it kept direct flights open
with China until last week. The PM’s wife was even
diagnosed with the virus. Both the Canada and Mexico
borders were shut by Friday to non-essential traffic.
The US took more and more aggressive actions daily
last week as the number of confirmed cases expanded.
The US action in California and New York City was
absolutely shocking, as 50 million people were told
to shelter in place and as the number of cases in both
areas exploded. Adding to the issue is that both states
led the sanctuary city movement and both have a
record homeless population that could be impacted.
The impact of the actions by New York and California
on retail was simply unthinkable a week ago.

Overall, the impact on retail sales during the first half of
March was limited to lower store traffic, and the second
half of March will experience a much greater decline as
all stores closed. The unknown is the duration of the
closures, along with fears they could last through April
or longer. 150 billion USD of sales is a tremendous
volume, and the equity markets are attempting to
judge the impact on each retailer. At this stage a sales
drop of 30-40 billion USD would be a minimum,
with much higher losses likely. In the US, the Trump
administration has been aggressively moving to provide
emergency credit to the retailers and direct aid to
workers. The European Union’s individual governments
also announced economic aid packages. Spain and Italy
have crafted very aggressive packages.

Paris lockdown

The rapid spread of the virus to Europe, Canada, and
America has dramatically changed the economies
of each country. Fist, China’s GDP, while receiving
much hype, is less than 15 trillion. The combined
US, Canadian, and European block has a GDP near
40 trillion and is the center of consumer demand for
apparel and a host of other products. As the week
Spain in total lockdown
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against many currencies, with the USDX closing 1.33%
higher.
Discussions are now underway as to how to provide
government assistance to the key businesses. How
aiding retailers would work is not clear at this point,
other than that the aid would be aimed at the small
businesses. The major concern is that this Red Swan
will trigger new bankruptcies, which will cause greater
consolidation at retail in the US. This was evident in
the performance of the shares of Walmart and Target as
compared to Kohl’s and the Gap.
Only now are the total costs of the China Wuhan Virus
beginning to be calculated. According to treasury
estimates, it will cost well over 1.5 trillion USD in
the US alone. The cost to China will be even greater,
which raises the question as to how China will pay for
it. China appears to be worrying about capital flight.
On We Chat it appeared that the CCP is asking for the
passports of CCP officials. This was the first step in
Xinjiang when the great ethnic cleansing began and
the concentration camps were open. In the UK and
US, there are calls to hold China accountable for the
cost of the outbreak in the respective countries. Major
new concerns began to mount regarding China’s USD
liabilities, as the USD soared against every currency in
the world. Even the fixed RMB weakened, despite the
heavy government influence.

California lockdown

Share prices of the major retailers and brands have
again collapsed as speculation continues due to the
incredible unknown of just what the total cost of
the pandemic will be. The Wall Street Algorithmic
systems sold many of the major brands and retailers
aggressively in the heavy market sell off Monday,
March 16th, in which the DJIA closed 14% lower.
The VIX, the measurement of volatility, closed at a
record 82.69, which followed record losses in some
retailers and brands. The shares of Capri Holding,
which owns Michael Kors and Versace brands, fell
30.7%. Lululemon shares lost 19.62%, Kohls lost 15.9%,
H & M lost 17.83%, and Ralph Lauren closed 18.27%
lower. Major disruptions again occurred in the currency
markets as the US Dollar demand continued to exceed
supply in the developing markets. The Mexican Peso
lost 4.22%, and the Brazilian Real moved to another
new record low of 5.02 for a loss of 3.72%. The CRB
Index lost 5.76%, with grains, cotton, and meats all
collapsing under the weight of heavy Algorithmic
selling. Monday’s free fall was followed by another
wave of heavy selling on Wednesday, as the number of
cases of the China Wuhan Virus surged in the US and
worldwide. The number of deaths in Europe surged on
Wednesday, surpassing China (at least the published
numbers). However, a private study estimated 80%
of China’s cases had not been reported. Many of the
major brands and retailers experienced additional losses
in their share price. The USD soared to a record high

The key question is how these closures translate into
reduced cotton consumption. Some idea of the level
of demand destruction is needed to bring stability to
prices. At least 75 billion USD in sales appear to have
been lost, and the portion of that which is apparel
only is unknown. All of this apparel will soon be out
of season and will thus be forced to move through
discounters. If stores reopen in April and traffic begins
to return, the impact will be limited. However, if
closures last through April, the impact on apparel
consumption and cotton use would be much greater.
The anxiety being experienced by the brands and
retailers is quickly beginning to move back through the
supply chain.
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PRODUCTION CUTBACKS BEGIN TO HIT SUPPLIERS

T

he apparel manufacturing supply chain has
experienced dual interruptions. The first was a
delay in shipments of Chinese fabric and inputs to
cut and sew locations due to the Wuhan Chinese
Virus closures. Second, the disruption has far greater
interruptions, primarily the massive shutdown of
retail stores, which triggered what many are calling,
“Indefinite Production Cutbacks.” Brands and retailers
first closed stores and then begin to address inventories
and orders. Inditex, which owns ZARA, is the largest
fashion apparel group in the world, with 7200 stores
in 93 countries. It is headquartered in one of the new
hotspots of the virus, Spain. It has announced the
closure of 3,785 stores in 39 countries. Inditex, in its
last quarter, had sales of 7 billion Euros with a net
profit of 1.17 billion Euros, 1.3 billion USD. It also
announced that the virus has reduced sales by 24.1% in
the first two weeks of March, which is before the bulk
of their stores were closed. Zara announced that it has
told all vendors to hold all production, which has had
significant ramifications back through the supply chain.

with a suspension of apparel orders. The Sourcing
Journal reports that H&M, Mango, Primark, Macy’s, JC
Penny, Ann Taylor, American Eagle, and Uniqlo have
announced production cutbacks. In many instances
this means a temporary hold back on previous planned
orders, adjusting pending orders, or moving to adjust
inventory levels.
The supply chain is very sensitive to any disruption,
and the weakest segment appears to be the cheapest
cut-and-sew locations. Cash flow is tight, and any
disruption can mean the layoff of workers. Prior to
the demand shock that began in March, the supply
chain disruptions caused by the virus shutdowns in
China, which delayed Chinese fabric and other raw
materials shipments, hit Cambodia, Myanmar, and
even Bangladesh to a less degree. Cambodia is a
major cut-and-sew center with no local production of
raw material, and imports 70% or more from China.
Approximately 10,000 workers have been laid off by
the delays in fabric shipment, and about 27 apparel
companies have submitted applications to lay off
workers. China has been rapidly attempting to speed
shipments. The next problem will be the halt in
production for many of the brands and retailers.

Zara is famous for its lean inventory and short supply
chains. It is known for its simple fabrics, which means
that apparel manufacturers can hold fabric and switch it
into different apparel products. The brands and retailers
own little of the supply chain, in most instances
managing the process through supply chain managers
or in-house managers. This system leaves spinners,
weavers, and the apparel manufacturers exposed to
risk all along the way. Each brand or retailer has its
own contracts and terms, which include provisions
for cancellations, delays, and other events. The larger
brands have payment terms such as 60-90 days with
30-day payment discounts. In many instances, smaller
retailers and brands are required to make deposits in
order to reduce risk, while other manufacturers have
started to require letters of credit to be opened prior to
the start of an order. Some major names have followed

Another disruption to the supply chain is occurring
with the interruption of shipments at the various ports.
Additional companies have restricted the movement
of products through the ports. In Australia, the State
of Queensland has shocked the country by enacting
a 14-day quarantine on ships. The regulation was
first applied to China and South Korea but has now
been expanded to all countries. The regulation has
prohibited ships from docking until 14 days after
leaving its last port. The ruling has now been adopted
by the Western Australian ports of Albany, Bunbury,
and Esperance. This will impact imports from many
Asian ports that have short shipment times. A Chinese
4
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consumption needs reduced. Given the large drop
in CFR prices, cancelations are expected, or at least
there will be some negotiations. The entire event is
just unfolding and has not shown up in the US weekly
export sales data. The latest weekly USDA export sales
report, for the period ending March 12th, was released
last week, and covered sales during the previous 7-10
days. Spinners began to pull out of the market last
week as the impact on retail expanded, which began to
be clearly evidenced by the end of the previous week.
Then, last week, as retailer after retailer made the
decision to close stores, it all changed as decisions were
made to halt production. One big concern is the actual
length of the shutdown. Two weeks would stimulate
limited losses, but an extension into May and June
will have significant consequences. Such an extended
closure period would certainly mean bankruptcies,
layoffs, and possibly an entire season lost.

port has now announced a restriction on shipments
from the Western countries affected by the expanded
outbreak of the China Wuhan Virus. The affected
countries include the US, Japan, Singapore, Iran, South
Korea, France, Germany, Spain, and Italy. A 14-day
period is required after the ship leaves port before it
can dock. The Chinese port is the Fuzhou port, which
is among the top 50 ports in the world. The fear is
that other ports will adopt a similar policy. In the US,
the very important Port of Houston has announced a
short closure of two ports following the confirmation
of a virus case at the port. It announced a timeline to
reopen quickly. The Houston Port is the largest on the
Gulf Coast and important for cotton exports.
The notices of a halt in the production of orders
have reached most suppliers, and this brought much
of the cotton purchases to a halt. The worry is will
spinners begin to cancel purchases as they find their

SHARP CONTRACTION IN GLOBAL
COTTON DEMAND EXPECTED
cotton use that has been lost is unknown at this point,
but all the important consumption centers are being
impacted. Pakistan was the largest buyer of US cotton in
the latest USDA data and is expected to be one of the
top importers of cotton in 2020. All the major retailers
source in Pakistan, including Inditex, H & M, Walmart,
and many others. Inditex and H & M have been very
hard hit, while Walmart shares have surged thanks to
the chaos as its delivery grocery service has proven
quite successful in this new stay-at-home economy.
Even though it is likely that apparel sales are weak, its
stores are not closing and it continues to operate. The
same is true for Target and COSTCO. COSTCO’s apparel
sales are weaker, but the company’s overall sales have
benefited from the crisis.

W

Bangladesh is also being affected as exporters attempt to
measure the risk exposure to the halt of orders. Indian
companies also are announcing closures for at least a
week due to the spread of the virus. Indian companies
located in or near the major metropolitan centers are
closing, which will impact cotton use as well. Vietnam
and China will also face a major impact. Chinese
exporters face a weaker domestic market and a weak
export market in every major export zone. China is the
largest supplier to the US, Europe, and Canada, and also
a major supplier to Japan and South Korea.

e estimate global cotton use outside of China
prior to the virus outbreak at 82 million bales
or 6.833 million bales a month. China’s cotton use
has been reduced sharply in the first half of 2020 due
to the Chinese Wuhan Virus, but we had expected
consumption to stabilize in the 29-30 million bales range
after all plants return to full production. Non-Chinese
cotton use has been strong going into the second half of
the March crisis, and this demand allowed ICE futures to
find support above the 60 cents area. However, this all
changed when all the major retailers in Europe, Canada,
and the US began to close. As discussed earlier, the three
affected markets are the world’s largest consumption
base and key apparel importers. The exact amount of

We have attempted to calculate the reduction in
global cotton consumption that could occur, and we
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estimate that global cotton use outside of China stood
near 82 million bales before last week, approximately
6.833 million bales monthly. The economies of the
US, EU, Canada, Japan, and South Korea account for
approximately 68% of global GDP. If one assumes that
about 70% of non-Chinese cotton demand is under
extreme stress, then cotton use in the first half of March
may fall .956 million bales outside of China. When the
full closures take effect, cotton use at retail could fall an
additional 2.391 MB over the second half of March. This

ISSUE NO. 1063

would suggest a 3.3476 million bales loss through March.
Then it is a matter of how far the shutdowns extend into
April. If retailers can open near the first of April and the
reduction in sales for that month can return to 60% of
normal, the reduction in use could be near 1.91 million
bales. If the shutdown extends into the middle of the
month, losses in use will increase further.
Global cotton use can expect a decline. When losses in
China are included in 2020/2021, global consumption
could fall back to 105 to 106 million bales as compared
to the USDA’s 2019/2020 estimate of 118.16 million
bales. This level could be exceeded if the return to
normal is rapid due to pent up demand. This would
be the lowest consumption since the price induced
decline in 2010/2011 when consumption fell to 103.09
million bales, and the second lowest consumption since
2003/2004.
A greater decline is possible given the many unknowns
that exist. When will the virus peak? When will the home
quarantines end? How well will the new treatments
perform? Most importantly, how fast will consumer
behavior return to normal? The trouble is that the track
of the virus outside of China is following a mixed
trajectory, which is providing no faith in the Chinese
statistics. Such a dramatic drop in global use will reduce
world trade and increase the difficulty of the US, Brazil,
and African Franc Zone in meeting export targets.
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CHINA IS RETURNING TO WORK WITH
SHANGHAI LEADING THE WAY

Shanghai returning to work

Shanghai has always been an impressive city and one
of the best governed in China. It employed far less
draconian measures during the Wuhan Virus shutdown,
which has allowed it to see a much quicker return
to work than a lot of areas. A Women’s Wear Daily
estimate has approximately 80% of its luxury stores
back open. Shanghai’s Fashion Week has, however,
moved online and has teamed up with Alibaba’s TMall
to launch 150 Chinese brands’ featured lines for the fall
2020 collection. The virus shutdowns have impacted
the brands, with 50% of those featured in the show
not having samples for buyers until the end of March
and the balance by mid-April. The local manufacturer
for Japanese Fast Fashion house Uniqlo is reported
to be back operating at 80% vs. zero a month ago.
Pronounce, a major menswear brand, announced a sixweek delay in his menswear collection.

levels. Polyester staple fiber prices continue to move
lower, and demand is extremely poor. The hardest hit
segment is Viscose and Rayon yarns, where demand
is poor and unsold inventories are up to 35 days. An
oversupply of Viscose fiber remains a problem as well.

Other locations are coming back online much slower.
International arrivals in China report major screening at
every point of entry by Chinese workers in full hazmat
suits. In Wuhan, where the virus started, Starbucks
last week reopened its first store, and this is being
promoted as a return to normal. However, at the same
time there are scenes of residents being locked in their
home, which is still a reminder that it is far from normal
in all areas. There remains the problem of a shortage of
the needed migrant workers that have not returned.
Fabric mills report operations have improved to near
70% of capacity, but the focus has been on pre-virus
orders. With no new orders, a reduction in operations
is again expected in April. Cotton yarn margins have
turned weaker, with stocks of yarn again building.
Unsold stocks of cotton yarn are reported to be
growing rapidly, with private estimates now suggesting
unsold stocks of imported cotton yarns at 200-220,000
tons, more than double pre-virus levels and year-ago
7
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and lower strength. There is very poor demand for
lower quality cotton, which is a problem for the US old
crop and Indian stocks in bonded warehouses.

Exports also have experienced a halt in shipments and
completion of orders, which has caused inventories to
mount. Some brands and retailers that posted deposits
have forfeited and canceled orders. Exporters cite
Spain, Philippines, Cambodia, and Japan as having
canceled the largest volumes. Exporters are worried
about future orders to the EU, Japan, and the US, which
collectively account for 42% of all exports. According
to official data, domestic retail sales in January and
February fell 17.6%. Textile, shoes, and hat sales fell
30.9%, and apparel sales fell 33.2%.

The Chinese domestic apparel market is now
attempting to manage reduced sales until demand
returns. Bloomberg did a survey of 50 listed firms and
found nearly 50% of the apparel and jewelry companies
do not have enough cash to last six months unless
demand returns to normal soon. A big worry has
surfaced regarding the weaker property sales. Property
developers account for an estimated 25% of China’s
GDP, and February housing starts fell 40%. Caixin
reported that 100 property developers went bust in
February, and the largest developer cut prices by 25%
in order to boost sales. The property segment has been
called “Subprime on Steroids,” and the group increased
its offshore USD debt in 2019 to 75.2 Billion USD. S&P
is warning of defaults.

In the recent US weekly export sales report, a small
volume of new sales to China was noted, which
appears tied to demand for some high-quality cotton
for use in the higher count yarns. One reason this
cotton has sold over the stocks held in the bonded
warehouses is quality. Many of the US cotton stocks in
the bonded warehouses are old crop and shorter staple

USDA AWP RATE DROPS BELOW CCC LOAN RATE
the CCC loan at the loan rate or the weekly AWP,
whichever one is cheaper. The USDA will offer a
standard set storage rate adjustment, against which the
redeemer will receive but then must pay the actual cost
of storage and interest, which is usually higher.
Growers that have not yet placed cotton in the loan
can forfeit the opportunity and receive the difference
between the AWP and loan rate as a bonus payment.
Today, we are late in the 2019/2020 season, and most
growers have already used the loan with approximately
six million bales still held in the loan. Thus, currently
the AWP rate is mainly important for merchants who
need to redeem loans. Growers still holding cotton
in the loan can usually receive a higher loan equity
payment as a result of the lower AWP. The program
was designed to not allow the loan to build US stocks
and to keep US cotton competitive. The US average
loan rate is quite low at 52 cents for a base grade with
quality adjustments. The AWP started the year at 59.63
cents but has collapsed as the market declined reaching
53.04 on March 12th. The new AWP calculation for
the week beginning March 20th has fallen to a new
seasonal low of 49.95. In addition, the fine count
adjustment for 2019 is .07 cents. This could spark some
grower sales to merchants and coop redemptions. The
AWP futures spread now comes into play over the next
week. If the futures experience a rally, it will increase
the movement, while additional losses might halt any
redemptions. Merchants and coops that redeem often
will seek to hedge the cotton, making the AWP and
futures spread important. The greater the spread the

O

ne of the long features of the US cotton program
that has endured since being introduced decades
ago is a weekly formula called the Adjusted World Price
(AWP). This is a calculation of the price of a US base
grade SLM 1 1/16 against competing growths adjusted
back to a US FOB price. The USDA uses the Cotlook
A Index non-US offers to calculate an average CFR
price for the week, and the current adjustment from
a CFR price to FOB is 15.20 cents with an extra 2.05
quality adjustment for a total of 17.25 cents off the Far
East average price. In addition, a fine count adjustment
is made for a SM 1 1/8. The AWP at times can play a
critical role in cotton trade. The CCC loan is widely
used as a finance tool for the growers and merchants
with a large portion of the crop moving through the
loan most seasons. Cotton can be redeemed from
8
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more attractive it is to redeem from the loan.
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more years as futures moved rapidly below the 60
regions.

The weekly AWP is now at the lowest level in ten or

ICE FUTURES PLUNGE AS HEAVY SPECULATIVE SELLING
CONTINUES AS NEW CONCERNS OVER DEMAND EXPANDS
sorghum, DDGS, wheat, and corn. This was followed
by the announcement of a 756,000-ton sale of US corn
to China, a 340,000 ton sale of US hard red wheat, and
110,000 tons of US soybeans. Through March 12th,
USDA reported Chinese mills had been purchasing a
small volume of US cotton weekly. No indication of
new interest from China has yet occurred for Reserve
purchases.
One immediate concern is possible delayed shipments
and cancelations, given the disruptions to the supply
chain. Brazil has large commitments outstanding
through year-end that could and probably will be
impacted. The US has 2019/2020 export sales of
15,786,954 bales, but only 8,337,047 bales have been
shipped. The worry is the unshipped volume. Prices
have fallen by more than 22% since the February highs.
The cancelations could occur under force majeure. A
large block of the outstanding upland sales to China
was done at much higher prices and is clearly at
risk. The last ten days have brought a host of new,
unprecedented concerns, as we must consider a near
shutdown of the world largest apparel consumption
block. The crisis also exposed how the risk is spread
throughout the supply chain and how the spinning,
weaving, and cut-and-sew industry carries a large
burden of the risk and does not have adequate
protection on their contracts. This creates a great deal
of anxiety regarding just how many in these industries
will survive the complete shakeout that is likely to
occur. While the brands and retailers are expected to
receive some version of government support from the
EU, the US, and Canadian governments, the rest of the
supply chain is in the emerging markets that will be
on their own without the same level of government
support.
The extent of the required retail shutdown in the EU,
the US, and Canada will mean reduction in nearby
cotton use. The speed at which retail activity returns
to normal becomes the next question. Amid the new
environment, when normal activity returns, it will
remain an unknown how the consumer will view
apparel. In China, we have no real evidence that the
Chinese luxury consumer is returning to their previous
patterns. The stores are reopening but sales are light, as
is traffic.

C

otton futures traded on both the ICE and China’s
ZCE were firmly locked under the influence of
speculative selling amid large concerns over demand.
Neither exchange launched any effort to control the
excessive speculation or to protect the interest of the
Trade. The ICE also failed to reduce trading hours or
made no efforts to reduce the speculative selling limits.
Instead, the exchange allowed the Algo systems and
HFT systems to rule the day. This marks a significant
divergence from the role of the exchange when it was
a nonprofit entity. On the CME, serious complaints
arose from the excessive volatility in meat futures vs.
the behavior of cash prices. However, amid the greater
crisis involving the entire global economy, these
concerns attracted limited interest from US oversight
groups. As physical trade became very light, the futures
were left to their own influences, which allowed the
HFT systems to exploit the speculative selling, causing
the price decline to crash lower with no connection
to demand or value. China’s ZCE May contract closed
the week at 11,015 RMB a ton or 70.57 cents a lb., the
lowest price for a ZCE contract since 2016, a low of
10,400 RMB at that time. The ZCE weakness reflected
the lack of physical demand. Much of the unsold
Xinjiang crop is hedged on the ZCE, and hedgers just
keep rolling positions. The May contract lost 715 RMB,
4.58 cent, for the week.
It appears China began to accumulate US agriculture
purchases under the Phase I Trade Agreement last
week. Prior to these purchases, the JCI consulting
group of China suggested that conditions were
now conducive for China to purchase US soybeans,
9
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Activity from origin has turned very quiet, and it
remains unclear how well the record African Franc
Zone crop has moved vs. the supply. This crop has no
real storage options, and it will have to move as we get
closer to the fall. If sellers turned more aggressive, they
could find increased competition from US and Brazilian
sales that have been canceled and need a home.
It remains to be seen how spinners will feel about
building inventories until it becomes clear how long the
retail shutdown will remain in force.
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adds to the anxiety. Several of the major trading desks
were forced to set up operations at home. West Texas
crude oil collapsed below 20 USD a barrel at the close.
May cotton experienced a range on Friday of 56.35 to
53.20, with very heavy volume, and closed at 53.68,
6.81 cents a lb. or 11% loss for the week.
The CFTC data showed that the Trade alone was the
net buyer for the week ending March 17th. Meanwhile,
the Swap dealers sold 1,448 contracts, the Managed
Funds sold 4,519 contracts, the Other Reportable
Funds sold 5,973 contracts, the Index Funds sold 4,533
contracts, and the small specs sold 856 contracts. The
largest seller was the ETFs, which carry their positions
in the other reportable category along with Chinese
hedge funds. Heavy liquidation hit the commodity
ETF’s or Exchange Traded Funds, as everyone moved
to liquidity.

Last week, the commodity and currency markets
experienced unprecedented volatility, as trading desks
were reported to be in chaos at some Hedge Funds,
and as the Funds faced liquidation by some sovereign
wealth investors, while at the same time being forced
to rein in their risk positions as the VAR surged. Bottom
line, they had to reduce positions. The credit markets
were also in state of panic as everyone moved to
increase liquidity in USD while banks raised rates.
It appears some funds were short Volatility, highly
leveraged, and in need of liquidity. This caused major
swings in all currency markets. The movement of the
Asian and Latin American currencies was extreme and
illustrated how the large Funds were forced to find
liquidity. Late Friday afternoon the CME announced one
of its clearing members had to be liquidated and their
positions assumed by another member due to losses
trading the Volatility Index (VIX), which had, earlier
in the week, reached a record. As these various Funds
were forced to adjust positions, the movements of
the currencies, Australian Dollar, New Zealand Dollar,
South Korean Won, Brazilian Real, and Mexican Peso,
all drew our attention due to their extreme swings.
Friday’s swing in the AUD/USD alone was 56.85 to
59.85, which followed a plunge earlier in the week to
55.10. The Brazilian Real plunged to a new record of
5.25 before returning to 5.03.

The problem for cotton is there is no longer a magical
price at which demand increases. It appears to be
more about confidence, which is based on when the
retail sector will reopen. The second problem is that
this crisis is being managed by a for-profit Exchange.
Cotton futures were managed through both of the
World Wars by an Exchange whose sole purpose was
the interests of the trade and the integrity of the market.
The New York Cotton Exchange was formed in 1870
and operated through the chaos of the world until
2008 when the ICE exchange purchased it under the
new rules that allowed for-profit exchanges. Under the
NYCE, it was not the shareholders profits that drove
decisions, it was the collected interest of all exchange
members and the public. The Global cotton trade
always had a voice. Not today. As the Algo’s and HFT
whipped CME futures every direction and the cotton
trade faced a global shutdown of retail demand, not a
single word or effort was made to address concerns. It
was clear in recent weeks that the “For Profit Exchange”
is another term for excessive speculation and leverage,
which can do major economic damage to the real
world. Just ask US Cattle producers that are suffering

Friday ICE prices were also extremely volatile. It
was clear that Trade paper was light, which allowed
prices to be pushed easily by the High Frequency
Trading systems. Last week we discussed the
possibility that prices might attempt to bottom, but
we were premature. At that time, we did not know
the extent of the retail shutdown or even consider the
suddenness with which it occurred. The world today
appears to be a much different place, as 70% of the
global retail apparel demand enters a nearly complete
shutdown situation. While the food commodities
enjoyed support as last week ended, the industrial
commodities experienced a meltdown. Fears increased
prior to Friday’s close, as traders wondered what the
world might look like next week. New York City is
experiencing a relatively large number of cases, which
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billions in losses from the CME futures lack of link to
cash along with other issues. Cotton prices are now
below the cost of production through December 2022,
which certainly seems to be extreme. At the moment,
the challenge is for the market to reach the point where
demand destruction can be measured. Prices are back
to levels last seen in 2009 when the world consumed
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108.86 million bales. Today, there is a much larger
percentage of demand outside of China. The market
has discounted a fairly large destruction in demand.
However, at the moment, without some action of
responsibility by ICE to control excessive speculation,
the market will remain exceptionally emotional and in
need of some assurance regarding demand.
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