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China Trade Summit Forum

Cotlook is delighted to be identified once again
as a ‘co-organiser’ of the biennial trade summit, to
make a presentation at the event and to produce
this Cotton Outlook Special Feature as a
complimentary gift to all participants in the event.

Most of the contents of this publication discuss
China’s cotton policy and the impact of that policy,
whether it be on production, consumption or market
prices. Many uncertainties remained at the time the
articles were written but the authors nonetheless
raise some interesting issues, not least in regard to
the prospects in Xinjiang and, as Madam Du Min
discusses, elsewhere in China.

We are exceedingly grateful to those who have
taken the time to put their thoughts on paper, and
we trust that you, the reader, will find some useful
observations in their writings. Most of all, we hope
for more clarification and understanding to emerge
from the conference in Xiamen and look forward to
meeting you there!

The Cotlook Team in Xiamen will comprise:

Ray Butler
Managing Director,
rbutler@cotlook.com

Galina Fisher
Director and CIS editor,
gfisher@cotlook.com

Sisilia Zhang
China Business Manager,
sisilia@cotlook.com
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The New Era Accomplishes a New
Cotton Industry
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2014 is a year of milestone for the cotton
industry of China.

This year, fundamental changes to China’s macro-
control policy for cotton are under way. The curtain
has been drawn on the temporary purchasing and
storage policy, which has been implemented for
three years and the pilot target price subsidy policy
has taken the stage. In this important period of re-
form, what kind of changes will
emerge on the domestic and
global cotton market? This is
an issue that both the domes-
tic and overseas cotton indus-
try is concerned about. The
2014 Summit for the Develop-
ment of Cotton Industry in Chi-
na, which is sponsored by the
China Cotton Association and
which will be held in Xiamen,
will provide a platform for dis-
cussion and communication by
the entire cotton industry.

“New Era, New Cotton
Industry” is the theme of this
summit. Representatives pre-
sent at the summit will discuss
how the cotton industry should make innovation and
reform, stabilise production, expand demand and
achieve sustainable development under the new cir-
cumstances and a new policy environment.

If we want to talk about the “new era”, we should
first talk about those “old policies”. From 2011 to
2013, China implemented a temporary purchasing
and storage policy of cotton. This policy was made
during a special period when a global financial crisis
hit the world and cotton prices fluctuated sharply. In
these 3 years, nearly 16 million tons of cotton were
purchased and stored by the country, equal to 70%
of the actual output. Both the income of farmers
and the cotton market remained stable: the cot-
ton price on the domestic market remained around
19,000 yuan/tonne, and the variation was 50% less
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than that on the global market. The price of cotton
yarn also remained relatively stable. Meanwhile,
this policy guaranteed the income of farmers, and
helped sustain farmers’ enthusiasm for planting cot-
ton. Although the temporary purchasing and storage
policy has played an important role, it cannot solve
all problems. The duration of the financial crisis ex-
ceeded expectation and the speed of growth of the
textile industry slowed. Modernisation of the cotton
industry was insufficient. All of these factors resulted
in China’s cotton industry losing competitive advan-
tage. Meanwhile, the temporary purchasing and
storage policy had negative effects, such as a weak-
ened market mechanism, a growing financial burden
and an increasing difference between the domestic
and global cotton price, making the policy difficult to
continue.

A “new era” requires “new policy”. Balzac, the
famous French writer, used to say, “To make eve-
rything perfect, appropriate reform is necessary.”
Reform is the most urgent task after completing
the historical mission of temporary purchasing and
storage policy. For a long time, the China Cotton As-
sociation has suggested that a long-term mechanism
should be established for the development of the
cotton industry and support cotton farmers in pro-
duction processes, so as to enhance yield per unit,
cut down costs and ensure the relative stability of
cotton cultivation area. The No.1 Document by the
Central Government in 2014 has clearly stated that
China will adhere to the principle of market-set pric-
es, explore the reform of the disconnection between
the pricing mechanism for agricultural products and
government subsidy, gradually establish a target
price system for agricultural products, guarantee
the profits of farmers, and initiate a pilot subsidy
program for the target price of cotton in Xinjiang
Autonomous Region. In addition, the Central Gov-
ernment gave new ideas on several aspects, such as
improving the control system for agricultural product
market, promoting agriculture technological inno-
vation and mechanised agriculture, strengthening

“CHTI A PR TR . IR EE R ERAL
witid, “—UIFEMNE TR, #EkEE
SARTRCE . P WA ECSR  D SLAs i E k
Ja, R SCE . R ERRTE IR A
B S ST A R A A R, AEZE A
TERFERRAL, DS ™, RS, SeBl
R AR R A2 o 201448 s — 5 5 fF B
Bdei, MERpATIE RN, SRR A
it O R T AL 5 UG AU i B R 5, 3
AN i HARO AR IR, DISEORIEAR R
Yeai, HTSERE S SRR AL H AR AR AN I
BRUIEZ AN, SRAEAE A T 3 R i 1
HEREAO R BIFT AL AL, InseA ™
TR R B, PR R R A 27E T
i, fe g IR 55 4 28 5 075 T 8 H BT
B




i
)

Timing Matters
AR EE

Staplcotn’s team is one you can count  StaplcotnA& — AMEAF 42 #i
on to help you achieve your goals.  FF B f& 34 px, B 4769 H PA.
Quality cotton delivered on time with AT AL, R A, A H

excellent service is what makes us known }]B\%{i«ﬁ‘ ”f ] )5&(‘ 7@ 7@; ":"]—’fg/f:l?ﬁ‘
worldwide as a team you can trust. ﬁé"’[‘i‘ /‘);i{flﬁ E] FA..

Our team gets the job done.
AR EIBAE ardizs

_‘ll
WY

el 1
/o

214 West Market Street, Greenwood, MS 38930
662-453-6231 ® www.staplcotn.com e sales@staplcotn.com




the marketing system’s construction for agricultural
products, supporting the development of new agri-
cultural business entities and improving agricultural
social services.

A “new era” inevitably brings about “new chang-
es” on the market. By analyzing the situation of sup-
ply and demand and from the perspective of policy
adjustment, the price of cotton has downside risks.
When the temporary purchasing and storage policy
was concluded, the market supporting mechanism
ceased. The cotton price will gradually return to the
market level and the difference between domestic
and overseas cotton prices should narrow. Since the
global stocks-to-use ratio is forecast to remain at a
high level, both domestic and world cotton prices are
faced with huge downward pressure. Influenced by
various elements, such as costs, exchange rate and
sales, it will remain difficult for textile enterprises to
regain the growth rate witnessed before the financial
crisis occurred. The oversupply of cotton will persist.

The “new era” requires a “new cotton industry”.
Although the cotton industry in China has expe-
rienced several years’ of low tide, we should still
see that, compared with other countries, China’s
economy has good fundamentals and an enormous
basis of domestic demand. There is still room for
enhancing the production efficiency of cotton. The
textile industry retains strong advantages. In the long
run, China will continue to be the world’s largest cot-
ton producer and consumer. However, “there is no
easy way on the road of reform.” The new policy will
inevitably change market circumstances. It is difficult
to estimate the additional risks and uncertainties.
Reform should be made in all sectors of the cotton
industry to adapt to the “new era”. Firstly, we should
clearly understand the situation and have definite
objectives. When we look at the cotton production
of China, we still have wide gaps with developed
countries. When we look at the circulation of cot-
ton, our logistics still lag behind and the efficiency of
circulation is low. The competitive advantages of the
textile industry are declining. Secondly, we should
accelerate innovation and cope with challenges: cot-
ton should be produced by a modern agricultural
system, logistics should be modernized and made
more efficient. The textile industry should accelerate
self-innovation, strengthen brand strategy, discover
emerging markets and achieve new developments.

China has always attached great importance
to agricultural development. Particularly in recent
years, the Central Government has provided more
preferential policies to farmers and given more sup-
port to the cotton industry. The macro-control mech-
anism for cotton industry has been improved. The
new policy not only protects the fundamental profits
of farmers, but also considers the competitiveness of
textile enterprises. It is estimated that the new policy
will play an important part in enhancing the produc-
tion efficiency of cotton, stimulating market vitality
and coordinating the various sectors of the industrial
chain. The “new era” will create “new opportuni-
ties”. If we could grasp these opportunities, clearly
understand the situation at home and abroad, and
apply national policy appropriately, it will be a new
starting point for both the long-term development of
China’s cotton industry and the self-development of
enterprises.
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A Brief Review of China’s Recent
Cotton Marketing Policy
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According to Cotton Outlook’s statistics in March
2014, it is estimated that China’s cotton output in
2014/15 will reach 6.13 million tonnes, 10% less
than the figure in the past year. The area planted is
predicted also to decrease by 10%, from 69.75 mil-
lion mu (4.65 million hectares) in 2013/14 to 62.76
million mu (4.184 million hectares). Cotton produc-
tion in China is gradually being mechanized and the
labour requirement is decreas-
ing, while cultivation is be-
coming more concentrated in
specific areas. The purpose of
this article is to review the de-
velopment of China’s policy, in
light of the impending switch
to a direct subsidy system.

China’s cotton price began
rising in September 2010,
and at one point reached a
record 32,000 yuan per tonne.
At the time, fearing a sharp
downward price correction,
and with the aims of protect-
ing the farmer’s interests and
guaranteeing cotton produc-
tion would be maintained, the
government launched a unified lint purchasing policy
by the China National Cotton Reserves Corporation
in 2011/12. In September, 2011, the Corporation
began purchasing cotton at a price of 19,800 yuan/
tonne for the standard grade (Type 328), and 3.25
million tons were purchased in the 2011/12 season.
In 2012/13, taking into consideration of rising labour
costs, the government enhanced the intervention
price by 600 yuan/tonne, to 20,400 yuan, and 6.51
million tonnes were purchased. In 2013/14, the
intervention price remained unchanged, at 20,400
yuan/tonne (for the amended standard grade, Type
3128B). By the end of the season’s procurement
campaign, on March 31, slightly over 6.3 million
tonnes had been purchased, or three percent less
than in the preceding season. Taking into account
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Market Prices vs Intervention Prices
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both the aforementioned purchases, and onward
sales to mills, it is estimated that the inventory in the
hands of the National Cotton Reserve on that date
was close to 12.9 million tonnes.

The onward sales of state cotton reserves
reached 4,221,000 tonnes in the 2012/13 season
and almost a further 718,000 by March 31, 2013
in the campaign that commenced in November,
2013. The latter is a small proportion of the quantity
actually offered to mills. The pace of sales now
depends on the impact of the changes in policy that
took effect as from April 1.

China’s cotton reserve policy was made based
on the interests of farmers, with the intention of
stabilising cotton output. The textile industry, mean-
while, creates jobs for more than 20 million people,
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and creates wealth the nation. For

this reason, the protection of the cot-
ton industry plays a critical role in the
entire industrial chain. However, it is
now recognised that the state reserve
cotton policy intervened in the normal
market disciplines, and brought a huge
cost burden to the country. Since China
launched the reserve cotton policy, com-
modity cotton transactions in Zheng-
zhou, which was successful in the past,
have lost their vitality. Both trading vol-
ume and open interest have decreased
significantly. The incomplete expression 0
of futures market prices resulted in

the loss of its original hedging effect to
a great extent, and resulted in cotton
farmers, textile enterprises and dealers
losing an important channel for control-
ling market risks.
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Since China joined the WTO in the early part of
the century, China’s import and export policy for
cotton also changed. Firstly, the one percent annual
tariff quota to which China is committed under its
WTO agreement was increased to 894,000 tonnes in
2004, and it has since stayed at that level. Secondly,
voluntary quota, under a sliding-scale tariff, has been
issued since 2005. More recently, since 2012, a 3:1
ratio has applied, in that enterprises buying cotton
from the state reserve earned entitlement to an im-
port cotton quota equal to one-third of the amount
purchased. It is estimated by Beijing Cotton Outlook
(BCO) that China’s cotton imports this season (end-
ing August 31) will reach 2.8 million tonnes, 36% less

State Reserve Ending Stocks
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than the amount recorded in 2012/13. According to
BCO, imports in 2014/15 will further decrease, to 2.2
million tonnes.

The sliding duty rate has changed again this year.
Major amendments include an increased trigger point
at which the sliding-scale of tax takes effect, from
14,000 yuan to 15,000 yuan per tonne, or 110 cents
per |b (at an exchange rate of 6.13 RMB/USD). Values
above this level attract a fixed tax rate of 570 yuan per
tonne. The principle applied is that “the higher the
foreign cotton price, the lower the tax rate”, which
is intended as an encouragement for enterprises to
import mainly higher-grade cotton. In contrast, the
tax charged on lower grade imported cotton has in-
creased, thus enhancing to some extent the competi-
tiveness of domestic, lower quality cotton.

At the time this article was written, confirmation
had been forthcoming that the government will not
make large-scale and unified acquisitions of cotton for
the state reserve next season, but the state reserve
will still play a role.

As from April 1, existing stocks have been auc-
tioned at a lower base price of 17,250 yuan per
tonne, rather than the previous 18,000 yuan, which
should prove to have augmented greatly the volume
taken up by mills. A link has also been made between
the amount enterprises buy from reserve stocks of
domestic cotton still held in Xinjiang and their enti-
tlement to take up import cotton stocks held by the
reserve. It is also understood that mills will qualify for
import quota in proportion to the amount they buy
from the reserve (widely rumoured to be in a ratio of
4:1 but not officially confirmed). By the time of the
conference, many of these new policy features will
have been in force for a matter of weeks, and their
operation should be clearer. To what extent they will
prove to have increased the competitiveness of Chi-
nese mills and their impact on cotton consumption
may also be more evident.

The other major change is the introduction of a
pilot target price scheme for Xinjiang. Details were
sketchy at the time of writing but what is clear from
the many comments made, both in Xinjiang and in
mainland provinces, is that farmers may turn away
from cotton if the changes in policy result in 2014/15
being a season of disappointing price returns.
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Cotton Market in China Enters
‘Post-Reserve’ Era

China has implemented the cotton temporary
reserve policy for three consecutive years since
2011/12. The initial aims of the policy were to
stabilise cotton prices and protect farmers’ interests
and those goals have been basically achieved. The
cotton reserve in China accounts for around half of
world stocks, so major adjustment will be made to
the macro-control policy in 2014. The cotton market
in China will officially enter
the ‘post-reserve’ era. The
changing industrial pattern and
the new situation will further
test the wisdom of government
in decision-making and the
capability of enterprises in risk
management.

I. The temporary reserve
policy will be replaced by
target price policy.

By the end of March 31,
2014, a total of 6.31 million
tonnes of 2013/14 crop cotton
had been purchased by the
reserve, including 4.04 million
tonnes from Xinjiang. The
temporary reserve policy for cotton formally came
to an end. 15.96 million tonnes of cotton had been
purchased in the three years of its operation (the
amount of cotton accumulated by the reserve was
actually higher than that number).

In the past three years, state reserve cotton has
been sold to meet demands of mills on a number
of occasions. During 2012, 4.21 million tonnes were
sold, and from November 28, 2013 to March 31,
2014 a further 717,700 were transacted. The auction
floor price has since been reduced from 18,000 to
17250 yuan per tonne, and the previous restriction
on the amount of cotton that can be bought by mills
has been lifted.

] 2010/1 24 B % 2k = AR SEAT MR dE
I B USCAEIBOSR ,  BCSR1) 5E O] B 2 R e MR A
Wk, PRIHRARFIZ, TEIXT5H, BURREAR
ER T HE BEEEIRNAEA 7 AT 2
FIAEAG, PR PIRRIE AT O b BRI AT —
e, MR ZE R 15 BUR A 7E20144E 13047 1
HRPREE, PE LTI 1E N G g
B, ARAEATAE Rl Rk ARk, BTk
ﬁ~ﬁﬁ%%ﬂﬁ%%ﬁ%u&ﬁwmm@

W6 B KA BUR 2 &
¥ 2 3 B AR B
#HE20144E3H31H, HE2013/144 % &
THUSfig A 631 50, HAE B 21 32404
Jims F, ESRHAT =R AL B U A
BURIERGE R . =4 R g 1595 5
W CSBR 2 AR = T RS HED -

XK=, RIS R, H
20124 jm sh 2 fe dist, 20124 & ks
421750, 20134 FEE H11H28H £3A31H &
THRRAZTL.77 /5 AR BEAI DGR T E, H
20144°FAH 1HE, #ibfig 5540 54T H118000
g/, RAAE 1725070/, g7l AT AR
=1/ A5

g Z2Udig 2 g, b TwEkE
17, W ERIHRAEZEAT H T3 751300 75 1 DL
F.

H 19994F & rh [ BUT AR AE 1737, UH S
TG, BRI RE AT AEAE N B 2 BOR —
ELAERRAE T (0 5 DL P2 BOR Th i 25 2
BEMIER, JFHZ IR KR
FH s FEA S vk R I i i DR 9 3 ALk (1



By [ F T

Cargill Cotton Limited

12 Princes Parade,

Liverpool L3 1BG

Tel: 44 151 242 7500

Fax: 44 1932 576 256/7

E-mail: cotton_trading@cargill.com
cotton_tradeexecutionuk@cargill.com
cotton_accounts@cargill.com

Cargill Cotton US

A Division of Cargill Inc.

7101 Goodlett Farms Pkwy
Cordova

TN 38016

Tel: 1 901 937 4500

Fax: 1901 937 4461

E-mail: cotton_us@cargill.com

Cargill Cotton China

Cargill Investments (China) Ltd.

10F One ICC,

Shanghai International Commerce Centre,
999 Huai Hai Road (M), Shanghai, 200031
Tel: 86 21 3332 7888

Fax: 86 21 3332 7606

E-mail: cotton_china@cargill.com

Cargill India Pvt Limited
14th floor Bldg 9A
DLF Cyber City, Phase Ill
Haryana, Gurgaon 122002, India
Tel: 91 124 2358939
91 124 4090450
Fax: 91 124 2358977
E-mail: cotton_india@cargill.com

Cargill Agricola S. A. - Cotton
Avenida Morumbi, 8234

3rd Floor - Brooklin

Cep: 04.703-002

Séo Paulo/SP, Brazil

Tel: 00 55 11 50992024

Fax: 00 55 11 50992263
E-mail: cottonbr@cargill.com

www.cargillcotton.com

car g’ll Service with integrity #my1mE




At the end of March, state reserves together with
industrial and commercial stocks was still over 13
million tonnes.

The reserve policy has played a vital role in the
macro-control of the cotton market since the country
opened up the market and abolished the monopoly
purchasing system in 1999. Functioning as a reser-
voir, it protects the interests of mills by auctioning
supplies when prices soar and those of cotton farm-
ers by purchasing cotton when prices fall.

As mentioned in an announcement on the official
website of the National Development and Reform
Commission on April 5, 2014, “The temporary cot-
ton purchasing and reserve program from 2011 has
played an important role in stabilising domestic cot-
ton production and protecting farmer’s interests.
However, facing the continual declining cotton price
in international market, the contradiction between
the low import price of cotton and the high tempo-
rary purchasing price is becoming more and more
prominent. The pressure on the national reserve is
increasing rapidly and the market vitality is weak-
ened. The situation is unfavorable for the sustainable
and healthy development of the whole industry.”
Therefore, approved by the State Council, the Na-
tional Development and Reform Commission, Minis-
try of Finance, and Ministry of Agriculture jointly an-
nounced that the target price for cotton in 2014 will
be 19,800 yuan per ton. After the implementation of
cotton target price policy, the temporary purchasing
and reserve policy will be abolished and the pro-
ducer will sell cotton at the market price. When that
is lower than the target price, subsidies will be pro-
vided to producers in pilot areas on the basis of the
margin between the target price and market price,
the planting area, output, sales volume, and other
factors; when higher, no subsidy will be granted. The
detailed method for apportioning/ subsidies will be
made locally, in the pilot area, and announced publi-
cally.

Although target price systems have been imple-
mented in other countries, it is a new departure in
China. Detailed information about the policy was
lacking at the time this article was written. When the
target price is determined, however, the following
issues will be of concern to the market: the man-
ner by which the subsidy for cotton producers is to
be determined, whether contingency measures like
purchasing and reserve policy will be started or not
when the market price is too low, and how mills will
be supported when the market price is too high.

“Reduce the reserve” and “protect the cotton
producers” will perhaps become the two major
factors for decision makers to weigh and balance.
Judging from past experience, the healthy and sus-
tainable development of the market requires both
an open and fair market and systematic complemen-
tary policies based on the entire industrial chain. It
is believed that more and detailed information will
be determined and released to lead the market to a
clearer direction in 2014.

Il. The national cotton planting area will
continue to decline and the proportion of
cotton production in Xinjiang will increase.

According to a sample survey by Beijing Cotton
Outlook (BCO) of the country’s 13 major cotton pro-
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duction regions in February this year, the prospec-
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output was forecast at 6.13 million tonnes, down by
10% compared with 2013.

This would represent a decline for a third con-
secutive year, after cotton output reached the un-
precedented height of 7.33 million tonnes in 2011
(according to BCO’s data). Major factors resulting in
a reduced planting area include the greater time and
effort required to plant cotton and the difficulty of
mechanising the process for small-scale planting; the
lower economic benefit than that gained from other
cash crops; the ending of the temporary purchas-
ing and reserve policy. While a direct subsidy will be
granted to Xinjiang farmers, cotton planting inten-
tions elsewhere have been lowered. In traditional
cotton planting provinces such as Shandong, Hebei,
and the like, the planting intention has dropped by
over 20%. For those holding a wait and see attitude,
if the price for seed cotton in 2014 is lower than 7
yuan/kilogram, they will certainly give up planting
cotton in 2015.
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Contrary to the situation in mainland areas,
planting intentions in Xinjiang remain comparatively
stable, owing to the pilot-scheme target price of
19,800 yuan per tonne, which is higher than the
expectation of the industry. With output in decline
elsewhere, the proportion of the crop produced in
Xinjiang will grow
further. According
to BCO’s estima-
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2013 is expected to
be over 4.2 million Xinjiang Uygur
tonnes, accounting  |Autonomous Region
for 62% of national |#¥7i& 3230 3296 -2% 400 420 5%
output. After the Gansu/H iR 81 85 5% 6 7 -14%
implementation of  |Shanxi/IL#E 25 35 -29% 2 3 -33%
the new policy in Shannxi/ [ 78 25 30 -17% 3 3 0%
2014, the output Shandong/ L% 711 867 -18% 54 68 21%
proportion of Xinji-  [Hebei/ATL 569| 720 21% 36 45 20%
angin the country  [Henan,/5m 158 210 -25% 8 12 33%
will continueto [qianin/ =52 61 68 -10% 5 6 7%
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Iil. Hard for cotton consumption to turn
better.

Under the temporary reserve policy, the cotton
price in China has remained high in recent years.
The differential between domestic and international
prices once reached 5,000 yuan/tonne. The diver-
gence has had two principal effects: on the one
hand, many mills reduced the amount of domestic
cotton consumption and turned instead to imports
or to chemical fibres; on the other hand, imports of
cotton yarn have increased sharply, offsetting par-
tially the lower consumption of cotton. Influenced
by slackened downstream demand, textile markets
turned very weak with low sales and excessive inven-
tory. Most enterprises have been
operating below capacity and some

even stopped their production. 22000 -
As for the figure of China cotton
consumption, opinions between 20000 -

different organizations vary to quite

a great extent. BCO estimates that 18000 1
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Comparison of spot cotton prices

at home and abroad
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cotton consumption this season will 16000 W

be about 7.7 million tonnes.
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According to the General Ad-
ministration of Customs, cotton 12000 -
yarn imports in 2012/13 (the begin- 10000

ning of September through the end
of August) totalled 1.9436 million
tonnes, which represented a year-
on-year increase of 48.01%. That
tonnage would represent about
two million tonnes of cotton consumption. From
September 2013 through February 2014, cotton yarn
imports were 1.0666 million tonnes, showing an in-
crease of 204,900 tonnes (23.77 percent) compared
with the same period in the previous year. Most im-
ports are from India, Pakistan, and Vietnam.

With the implementation of the new macro
control policy, the prospect of a narrower price dif-
ferential between domestic and imported supplies
implies a slowdown in cotton yarn imports. However,
a recovery in cotton consumption is hard to foresee
if the international economic environment fails to
improve significantly. The target price policy prom-
ises to provide protection for cotton producers, but
does not mention whether there will be additional
import quota or related subsidies for mills when the
market price is higher than the target price or higher
than the price in the international market

IV. The price margin of cotton at home and
abroad is expected to narrow and the import
of cotton will probably drop.

After abolishing the cotton state reserve procure-
ment policy, a narrower price margin is expected to
result in lower imports and more cotton moving out
of the reserve. In 2011, China imported 5.44 million
tonnes of cotton, which marked a new record. The
number dropped to 4.4 million tonnes in 2012. It is
estimated by Beijing Cotton Outlook that imports will
amount to 2.8 million tonnes in the 2013/14 season,
falling to 2.2 million tonnes in the year 2014/15.

Decreasing imports may lead to further intensifi-
cation of the competition for business in the import
market and test participants’ experience, strategy
and risk prevention practices.
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Cotton reserve and consumption in China

PEMREFHFERER
March 2014 2014437
Unit: 0.01 million tonnes/ {1 : i
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2012/13 2013/14 2014/15
Initial Stock
HUER 633 1044 1236
Output
& 757 680 613
Import
HOg 440 283 220
Consumption
HEE 785 770 770
Export
HOE 1 1 1
Final Stock
HRER 1044 1236 1298
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The Current Status of Cotton Production
and Processing in Xinjiang and an
Analysis of Price Subsidy Intentions
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1.1 The current status of cotton

production in Xinjiang

Xinjiang Autonomous Region is the largest cotton
production area of China. It is also the cotton pro-
duction area with the most development potential.
Under the support of national policy, science and
technology and investment, Xinjiang ranks first in all
cotton production regions in
China in terms of cotton plant-
ing area, total output and yield
per unit. Xinjiang Autonomous
Region, together with the
Yangtze River Basin and the Yel-
low River Basin, are the three
major cotton production areas
in China. In recent years, owing
to the decreasing comparative
benefit of planting cotton, ar-
eas planted in the Yellow River
and the Yangtze River basins
have been decreasing, result-
ing in lower output. By con-
trast, cotton output in Xinjiang
has maintained a stable trend
of development in general. In
2012/13, Xinjiang accounted
for 50% of the total output in China. In 2013, the
area planted in the region was 25.379 million mu,
680,000 mu (2.8%) more than in the preceding year.
The area cultivated by local farmers was 16.55 mil-
lion mu, 91,000 mu more, from which the lint output
was around 3.5 million tons, 1.1% less. Yield per unit
decreased by 2.5%. When calculated by the seed cot-
ton price of 8.9 yuan, the return to the farmer per
mu was 806 yuan, 20.2 yuan less than a year earlier.
Meanwhile, the Xinjiang Production and Construc-
tion Corps (PCC, or military group) planted 8.828
million mu in 2013, which represented an increase of
589,000 mu. The PCC’s total output was 1.48 million
tonnes, 4.4% higher on the year. The average cost
of production per mu was 1924.3 yuan (853.6 yuan
for inputs, 1070.7 yuan for labour), which was 108.7
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yuan (6%) more. Xinjiang will remain a major cotton
production area.

1.2 The development direction and objectives
of cotton production in Xinjiang

At the Rural Works Conference in Xinjiang in
2013, the autonomous region’s government pro-
posed the orientation and objectives for the devel-
opment of the cotton industry, with a view to ensur-
ing social stability. The conference emphasized issues
such as strengthening agricultural modernisation,
expanding markets and increasing output, ensuring
quality and developing clean and simplified produc-
tion. Topics addressed included reduction of agricul-
tural plastic film residues and lowering water use.
One aim is to implement the construction of four
“10 Million Projects” (10 million mu of high yielding
fields of wheat, corn and cotton, and 10 million for
cattle and sheep). The high yielding cotton fields are
to be developed over the next seven years.

1.3 Problems facing Xinjiang’s cotton
production
The core problem in the cotton production in
Xinjiang Autonomous Region is the decreasing
comparative benefit. This problem must be solved
from various aspects, such as policy, science,
investment and via the market.

2. The current status of cotton processing in
Xinjiang
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Currently, cotton enterprises in Xinjiang
can be divided into three types: state-owned,
private enterprise and individual traders. Due
to the different conditions in different areas,
business owners of these three types have
different market shares. In Aksu, for instance,
state-owned companies account for 35% of
all cotton businesses, private enterprises for
60% and individual businesses for 5%. Mean-
while, only a few ginning enterprises in Xin-
jiang are capable of pressing 20,000 tonnes
or more of lint. Most can produce less than
5,000 tonnes.

2.1 The scale and quantity of cotton
processing plants in Xinjiang

Xinjiang and its autonomous prefectures
have promulgated various policies to encour-
age the development of the cotton process-
ing industry. In the past, the entrance barri-
ers for enterprises to purchase cotton were
relaxed and the number of cotton ginning
factories expanded rapidly. In consequence,
overcapacity prevailed and competition for
seed cotton was fierce. The result was great-
er price volatility. Furthermore, some smaller
enterprises did not observe the purchasing
policy of the central Government in regard to
quality standards, which contributed to qual-
ity deficiencies.

2.2 Problems existed in cotton
processing
2.2.1 With the opening-up of the mar-

ket, many plants processed cotton by mixing
different cotton grades.
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Some smaller enterprises failed previously to
separate seed cotton in a logical manner and even
larger enterprises sometimes used only a few grade
definitions throughout the season. Some contrac-
tors, not familiar with cotton processing techniques,
attempted to reduce costs by dispensing with profes-
sional technicians and failed to maintain machinery
properly. Checks were lacking as to foreign fibre con-
tent before processing and to the quality of output.
Cotton grade mixing was commonplace.

2.2.2 Unsound standard inspection system for
cotton

In China, the previous physical standard for cot-
ton grade was made for hand-picked cotton. As
agriculture developed on a larger scale, the planting
area of machine-harvested cotton in Xinjiang pro-
duction and construction corps increased. Machine-
harvested cotton is completely different from hand-
picked cotton in terms of length, maturity, colour,
fiber strength, appearance and quality. Therefore,
to achieve the quality standard and guarantee the
grades of cotton, enterprises have made great ef-
forts in processing machine-harvested cotton. The
appearance and quality of machine-harvested cotton
is continually improving. Some cotton has the same
attributes as hand-picked cotton. However, over-
processing can change the characteristics of the lint
produced, particularly in regard to high short-fibre
content.

2.2.3 Imperfect credit system construction in
cotton processing enterprises

An increasing number of enterprises have partici-
pated in technological reform. Their acceptance of
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instrument inspection was motivated by economic
interests. When enterprises saw they could make
profits, samples were sent for inspection. Some
even acted fraudulently. When profit was absent,
they found various excuses to refuse to accept in-
spections, or to decline to use the results of such
inspections.

In 2008, instances emerged of serious fraud
- use of false bar codes, changing samples, deliber-
ate manipulation of moisture content and changes
of packaging. In 2009, some enterprises were able
to sell cotton in a rising market without a notarial
survey being conducted; others submitted to instru-
ment inspection, but replaced the bar codes so as
to be able to sell the cotton as higher in grade than
that shown by the test results.

3. An analysis on the direct subsidy intention
of cotton

Government cotton policy has been a key deter-
minant of market prices and has impacted farmer’s
planting intentions. Under the temporary purchas-
ing and storage policy, the market price of seed
cotton in Xinjiang was 8.5-9.5 yuan/kg. This price
greatly enhanced the enthusiasm of Xinjiang farm-
ers to plant cotton. However, this year’s change in
policy to a direct subsidy or target price subsidy has
become a hot topic in the cotton industry.

The No.1 Document released by the Central
Government earlier this year, included a proposal
to introduce a pilot programme of “subsidy based
on target price” for the first time, and signalled the
end of the temporary cotton purchasing and stor-
age policy, which has strong administrative features.
The critical point of a target price subsidy scheme
is to give subsidy for increased output, i.e. subsidy
should be linked to output, not to those who merely
contract to plant cotton, A direct subsidy policy
seems to be simple, but it is difficult to implement.

3.1 Challenges for direct subsidy

According to comprehensive analysis, the
practice of subsidy has the following challenges:

3.1.1 Difficult to determine subsidy price

If the subsidy is too high, it will bring negative
impact on grain production and affect planting area.
If too low, it may be difficult to guarantee the area
planted to cotton, since the degree of mechanisa-
tion of cotton planting is much lower than that for
grain. Consequently, the production cost is signifi-
cantly higher.

3.1.2 Difficult to determine the object of sub-
sidy

It is impossible for China to copy the support
system used for farmers in the United States. There
are only 20,000 cotton farmers in the United States,
whereas China has 40 million. It would be difficult to
provide subsidies to all farmers in a precise manner.

3.1.3 Difficult to determine the methods of
subsidy

(1) Subsidy based on cultivated area

Firstly, some dishonest farmers would falsify fig-
ures for cultivated area and thereby obtain subsidies
dishonestly. Secondly, clear rules would be required
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as to whether cotton farmers on contracted land
would be eligible for obtaining government subsidies.

(2) Subsidy based on the output of seed cotton

Two challenges exist if subsidy was to be based
on the output of seed cotton. Firstly, the transaction
and marketing of seed cotton are complex tasks and
accurate statistical monitoring would be difficult.
Secondly, it would be feared that some cotton dealers
and cotton ginning mills would plot to circumvent the
system and so gain subsidy dishonestly.

3.2 The intention of direct subsidy

Currently, China has the following four subsidies
that apply to cotton: for superior crop varieties, for
agricultural machinery, for means of production and,
under the new pilot scheme in Xinjiang, for prices.
Subsidy for superior crop varieties and subsidy for
agricultural machinery have played a positive role in
promoting cotton production. However, compared
with grain subsidies, which have reached 170 billion
yuan, the amount of cotton subsidies is still low.

Investigation shows there are four possibilities for
cotton price subsidy:

The first would involve giving subsidy based on
cultivated area. Comprehensive analysis of experts
shows that the theoretical amount of subsidy should
be above 300 yuan/mu, because the yield per unit of
cotton in Xinjiang is 50% higher than that of inland
areas, and Xinjiang has higher demands for labour,
time and agricultural materials than other cotton
production areas. Consideration was made on the
following two aspects: on the one hand, the cotton
planting cost is nearly 2,000 yuan/mu, and labor cost
is increasing year by year, and it is improbable that
the costs of seeds, fertilizer, water and machinery
will decrease; on the other hand, raising the yield per
unit area of cotton significantly is difficult and fields in
some areas still produce merely around 200 kilograms
(and they would therefore qualify for a lower subsidy
than 300 yuan/mu).

The second would base subsidy on output, in a
similar fashion to the scheme already in place for
grain. In other words, subsidies could be granted
against bills of sale by taking the method of “purchas-
ing and granting subsidy in the same year” (immedi-
ate selling and immediate cashing). All cashing of the
subsidy would be finished in the same year.

The third would be to complete purchasing and
storage and give subsidy at that time, so as to guaran-
tee the interests of farmers as much as possible.

The fourth would be to set a reasonable target
price for seed cotton of 8.5 yuan/kg (giving a lint
value of lint price:
22.5 yuan/kg).

(A target price of
9 yuan/kg was
calculated based
on the material
investment cost
of cotton produc-
tion and labor
cost in Xinjiang in
the past several
years.)
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Reflection on Cotton Production
and Development in the Yellow
River Basin and the Yangtze River
Basin of China
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In 2014, the No.1 Document by the Central Gov-
ernment has clearly pointed out that the aim is “to
initiate a pilot subsidy program for the target price
of cotton in Xinjiang Autonomous Region”. How
should cotton production develop in the Yellow River
Basin and Yangtze River Basin, which are two major
cotton production regions in China? This issue also
attracted the attention of cotton industry in China.
As is commonly known, when
looking back to the history of
cotton production in China,
there are three major cotton
production regions: the Yellow
River region, the Yangtze River
Delta, and the inland areas
in Northwest China. In the
past 10 years, this pattern has
changed significantly. In 2012,
China had a planted area of
70.322 million mu and a total
output of 6.836 million tonnes.
Northwest China accounted
for shares of 37.7% and 52.9%
respectively, 16% and 22%
higher than the percentage ten
years earlier. Comparable fig-
ures in the Yellow River region
were 35% and 24.7%, respectively, 16% and 15.3%
lower than a decade previously, while those for the
Yangtze River Delta were 24.7% and 22.3%, relatively
remained at around 20 million mu and 1.5 million
tonnes, respectively.

Objective analysis shows that apart from the low
scale of planting and mechanisation, climate condi-
tions, rapidly increasing labour costs and decreasing

L Du Min is a research fellow of Rural Economy Research Center
of Ministry of Agriculture, China, Director of Industrial Economy
Research Lab of National Cotton Industrial Technology System,
an expert of the Cotton Expert Advisory Group of Ministry of
Agriculture, and an Oasis Scholar of Shihezi University of the
Xinjiang Uyghur Autonomous Region.
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comparative benefit of planting cotton, the shrink-
ing size of cotton production in the two regions in
question is inseparable from changes in agricultural
practices. Formerly, inter-planting grains and cotton
was a common feature but increasing mechanisation
of food crop harvesting has rendered this practice
less and less advantageous, with cotton losing out.
For example, in the past, in Henan Province in the
Yellow River region, farmers used to plant wheat and
cotton in fields at the same time. However, in 2012,
the cotton planting area in the province was merely
3.85 million mu, 10 million mu or 72% less than 10
years earlier.

Even so, in the future, cotton production in these
two regions still has irreplaceable significance for the
development of the cotton industry in China. The
cotton planting area and output in the Yangtze River
Basin and the Yellow River Basin together still ac-
count for 60% and 50%, respectively, of China’s total
area and output. The two regions have made great
contributions to satisfy the domestic demand for cot-
ton. On the one hand, Xinjiang Autonomous Region
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has been further restrained in develop-
ing the resources and environment of
cotton production. In particular, more
constraints have been placed on water
resources. On the other hand, the Yel-
low River Basin and the Yangtze River
Basin still have potential in the form of
land reserves that could be cultivated.
Saline-alkali land, inter-tidal land and
waste land in these regions could be
modified for growing cotton, since cot-
ton is an alkali-resisting and drought-
enduring crop. According to surveys,
there are more than 30 million mu of
saline-alkali land and inter-tidal land
that could be used for cotton in the
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two regions combined. In the long
run, government departments will
implement measures to encourage the
sustainable and sound development
of cotton production in these two re-
gions.

1. Increase the subsidy for cotton production.
According to the “Agreement on Agriculture” of
WTO, the proportion of “amber-box” subsidies paid
by any country should not exceed 8.5% of agricul-
tural production value. So far, in China, subsidies on
cotton only account for 0.7% of the total cotton out-
put. There is still sufficient room for policy-making.
The government should give more support to cotton
production in the Yellow River Basin and the Yangtze
River Basin, and increase the amount of production
subsidy. The following measures should be the focus:
increase the amount of subsidy for cultivating supe-
rior crop varieties; launch comprehensive subsidies
for cotton agricultural capital; enhance the amount
of subsidy for purchasing agricultural machinery, in-
cluding that for purchasing a single large cotton pick-
ing machinery; augment the insurance amount for
cotton production, and increase the premium-shar-
ing proportion of central and regional governments.

2. Give more support to cotton production on
saline-alkali land, inter-tidal zone and waste land.
Improve the existing irrigation and drainage condi-
tions of cotton fields in inter-tidal zone and saline-
alkali land. Initiate farmland works in fields, including
the construction for arterial drainage, land formation
(fill and level up waste ditches and waste dams),
improve fertility conditions, construct infrastruc-
ture such as roads, storage facilities and processing
equipment.

3. Carry out production demonstration for
high-quality cotton and pollution control in cotton
fields. Assistance should be given for disposing
of hazardous waste, such as plastic film residue,
pesticide bottles and bags, for enhancing soil fertility
and water-saving practices and for encouraging the
use of biodegradable mulch films.

In addition, departments under the Ministry of
Agriculture suggest that if the cotton price is still too
low in the Yellow River Basin and the Yangtze River
Basin after the central Government has launched the
“Target Price Subsidy Policy”, the government could
also underpin the purchasing of cotton in these two
cotton belts by using the “Cost + Rate of Profit”
method.

APEANIEEIE , RO AR R AN AR,
H B HRIEAR B ER G AN, 3R m ARNUE E A

Wi, S KRR AL LAN 80, 32
MR AEAE P ORI, 19K S A B v X
BN PR B 2 (R AR FH L B

=& KA E A R M AR
FIERFE IS . SGEDVA MR ERHIAR FH
HESAE, JRREHME TR, EEAHEHEK
TR, PR GEPRE. R, KED
« REEHL A ENIBHE S, EIEE,
TR LU F it 2wy,
FH T A FUAFRR B A o TC 25 B Rk 28 b PR ¥
BV TAEFFAH . HHE0. 5, JEFhE
FEEL HUBRREAE . 978 HRAk R 42 ML HEE S5 1) Ak
VAR -

=R I RAFAR I A T S R S
B, E A EIRSEAE S,
RAEFREE . AR 2AS . IEA EWNIRE
g, eI, B EA EN R, B
BRI, FRZh. A AR R,
e WAL, DR s R BLER
EWIRE B MR a3 T RS AR
PEEH, BntEYUR, e R,
BT A A S HMENL], X R AR AL T 7K
BEEARBIR AT — b fMz . @it b
B3, MU B AN, AR e
{FFH0. 012K EFE DL 3. 457 MFHEIH
MRS i B S T AL P ) R i M 2
W, EIENGE . JRRBICEA ER iE, FREr
AR AV FF A B fy ] e A b s, A R R
B AL S SR 1B 45 o

Figh, AW RE T TBAERN, FERAE
WEEM G “ A IANEEOR” 5, Wk
AR ISARAE N A IR, B R el idid “
JRAARE R B RAE X A X R Zh TR
AEE o

Page 37




Impact of China’s Policies on World
Cotton Consumption

*§#maxﬁe$ﬂﬁmt_

In 2010/11, as world prices ran up to unprec-
edented levels, China’s state-held stocks were
rapidly depleted as the government sought to main-
tain price stability. Subsequently, Beijing adopted
a temporary state reserve policy to rebuild those
stocks and restore what it considered to be a vital,
macro-control lever in the cotton market. The con-
sequences, some of them perhaps unintended, have
included a sharp decline in
China’s cotton consumption,

a build-up of state reserves to
perhaps 1.5 times the amount
used annually by Chinese mills
and an increase in China’s cot-
ton yarn imports. Furthermore,
China’s textile industry has
turned increasingly to more
competitively-priced man-
made fibres.

The state reserve policy
became regarded as unsustain-
able, and a policy change is
under way. The nature of that
change could have a far reach-
ing impact on cotton consump-
tion rates both within China
and in those countries that have recently enjoyed
increased cotton yarn export sales.

Description and background of China’s
cotton policy

The cotton world has been focused on develop-
ments in China since the door to economic reform
was opened by Deng Xiao Ping and China’s subse-
quent adherence to the WTO.

Under China’s WTO agreement, specific quota
and duty arrangements were prescribed. For cot-
ton, a standard import duty was set of 40 percent
but a provision was included for an amount to be
imported annually subject to a tariff of one percent.
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That amount has for several years been set annually
at a maximum level of 894,000 tonnes. In addition,
China has exercised the right to allocate specific cot-
ton import quotas, either for the ‘processing trade’
(effectively duty-free, provided the manufactured
goods are exported) or subject to a sliding-scale tariff
quota under a mechanism that has been amended
over time.

These arrangements have remained in place in
combination with a government state reserve policy,
hence in principle lending the government two im-
portant levers for exercising macro control of the
cotton market.

The stated purpose of such controls has been
primarily to protect the cotton farmer and rural
incomes, something that has been especially impor-
tant in two regards: attempting to stem the flow of
population to urban centres; the political necessity
of safeguarding the social structure in Xinjiang.

From an international cotton market perspective,
the fact that decisions of such significance have been
in the hands of politicians, rather than a result of
market signals, have sometimes placed trading deci-
sions in substantial doubt.

The effects of the state reserve = 14,000
policy & 12,000
The effect of the policy in the g 10,000
2011/12 season was for government § 8,000
stocks to rise from an estimated 2 6000
320,000 tonnes to almost 4.6 million. s '
A year later the figure was close to 7.3 4,000
million and Cotton Outlook’s estimate 2,000

of the current (March 31, 2013) figure
was almost 12.9 million tonnes.

The state reserve policy has had
substantial consequences, both inter-
nally and externally. Our view is that many of these
were unintended by the policymakers and that their
result leaves the government in an invidious posi-
tion.

Firstly, there has been, and remains, a huge
financial cost, not merely in financing the actual pur-
chase of cotton from ginners but also in carrying the
cotton (2,000 yuan per tonne per year for 10 million
tonnes would be 20 billion yuan — substantially in ex-
cess of USS3 billion) and in disposing of the reserve
at a lower price when selling to mills.

Secondly, internal commercial markets have been
rendered ineffective. Zhengzhou cotton futures,
which reached a peak open interest of
887,158 contracts, each of 5 tonnes, on
July 28, 2011, saw that dwindle to as
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pending on the country of origin, have skyrocketed
as textile enterprises look to remain competitive in
their production of textiles.

In 2012, import volume increased by an impres-
sive 87 percent, followed by an additional 43 percent
gain in 2013.

The impact on prices

To demonstrate the extent of the divide that has
arisen since 2011 between Chinese and international
cotton values, the accompanying chart compares the
Cotlook A Index, adjusted to approximate delivered
mill China terms, with the China Cotton Index. The
A Index includes sliding-scale duty — the gap shown
would of course be wider if a tariff of merely one
percent is applied.
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Domestic cotton values have also been running at
levels much higher than the prices ruling internally
for man-made fibres. The average ratio

of polyester staple to cotton prices over 2,000,000 -
the last three years has been 50 percent, 1,800,000 -
compared with viscose staple at 82 per- 1.600.000 -
cent. More recently, the polyester staple/ 1,400,000 -

cotton price ratio dropped below 50 per-
cent for the first time since April, 2011,
when cotton was still retreating from its
record high. The latest value (March 31)
shows a proportion of 45 percent. The
viscose /cotton ratio has declined to 60
percent.

tonnes /i

The predominant effects, therefore,
have been, on the one-hand, to boost Chi-
na’s cotton yarn imports and on the other
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hand to induce the domestic industry to switch to
more competitive man-made fibres, even in product
lines that might customarily be considered the prin-
cipal domain of cotton.

China lost the capacity to be self-sufficient in
cotton for all its requirements a number of years
ago. This was replaced by an aim to be self-sufficient
at least in respect of meeting the demands of the
domestic market. However, finite availability of us-
able arable land for food crop production inevitably
poses a constraint on the area that can be devoted
to cotton, leaving yield enhancement, and the vagar-
ies of the weather’s impact on each season’s crop,
as the main determinants of the level of output. In
contrast, China can, and has become, more than self-
sufficient in polyester fibre and yarn production.

China Consumption

Hh I R 2

thou tonnes/ T2 Hili

The impact on China’s cotton fibre
consumption

China’s cotton consumption recorded growth
— often double digit — in every cotton season from
1999/2000 through to the onset of the financial
crisis in 2008, reaching a peak of 10,600,000
tonnes in the 2006/07 season. That level was al-
most achieved once again in 2009/10, before the
run-up in prices and the subsequent implementa-
tion of the state reserve policy. Since then, cotton
use has declined by around 25 percent, to less
than eight million tonnes.

The beneficiaries of China’s appetite for im-
ported cotton yarn have been spinners in numer-
ous countries. Everyone has shared in the gain to
some extent, though top of the list is undoubtedly
India, from where imports more than doubled in
2012 and in 2013, to reach in excess of 620,000
tonnes. India thus last year overtook Pakistan —
traditionally the leading source of
China’s cotton yarn imports - as the
major import supplier. However, Paki-
stan’s volume has also grown. Other
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four seasons, and which we believe
will soon be five.

Unlike in the past few seasons,
however, we foresee addition to
stocks in 2014/15 occurring princi-
pally outside China, as China imports
less and as it seeks to reduce the
level of government reserves.

Conclusion

So, the scenario | am describing is
one in which consumption outside of
China has expanded but has not fully
compensated for the loss in China
itself. Chinese entrepreneurs have
invested (and continue to do so) in
cotton spinning capacity (and further
textile processing capacity) outside of
China, on economic grounds, which
would encompass raw material, la-
bour and energy costs. The raw cot-
ton cost element, however, is a func-
tion of China’s government policy.
The changes now in train in Beijing’s
policy have implications for cotton
prices in China. Should competitive-
ness be partially restored, the influ-
ences that might be brought on pat-
terns of trade in cotton yarn and on
the location and quantity of cotton
consumption could prove significant.
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Cotton Futures Steady Operation
and Sound Development

Since the Zhengzhou Commaodity Exchange (ZCE)
launched wheat futures trading on May 28, 1993,
13 categories of futures have been listed to date on
the Exchange, including nine agricultural products
(strong gluten wheat, common wheat, cotton, sugar,
early indica rice, rapeseed, rapeseed oil, rapeseed
meal, Japonica rice) and four industrial products
(PTA, methanol, glass, thermal coal). Among these
products, cotton futures have
been operating successfully
for nearly 10 years since their
launch in 2004, with a total
trading volume of 287 million
contracts (counting only the
sale or purchase each as
one contract, and each of 5
tonnes) and a total transaction
amount of 33.60 trillion yuan.
807,700 tonnes of cotton have
completed delivery. About
one quarter of all cotton
enterprises have opened
accounts at the Exchange,
which is the highest proportion
among all agricultural products
listed by ZCE.

The price of futures actively interacts with the
price of spot goods. Enterprises use hedging tools
to avoid business risks. So far, the market is under
steady operation and sound development, has been
recognised by cotton enterprises and had increasing
influence all over the world. The Wall Street Journal
has written that “Cotton futures dealers pay atten-
tion to price fluctuation in ZCE and China has made
major strides in making its voice heard in the global
cotton market”

1. Cotton futures mature gradually
In 2011, the transaction volume of ZCE exceeded
that of the Intercontinental Exchange (ICE) for the
first time. In 2013, 7.45 million cotton contracts
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(each of 5 tonnes) were transacted, which is equiva-
lent to 37.25 million tonnes of cotton, at a value of
740 billion yuan. These figures were 64.57% and
64.64% lower, respectively, than those for the pre-
ceding year. The decline was attributed mainly to
the influence of the government’s temporary state
reserve policy.

Since cotton futures were launched, the number
of cotton enterprises that have opened accounts on
the futures market has increased year by year, to
reach 5,025 by the end of 2015. Cotton enterprises
are actively using the price discovery function of cot-
ton futures to arrange production rationally, achieve
stable profitability by hedging and realize stable busi-
ness operation. The position of cotton futures has
been further solidified.

2. Cotton futures play a positive role in price
discovery, influencing planting decisions and
increasing farmers’ incomes

Zhengzhou cotton futures reflect expected
changes in supply and demand, and portray the cot-
ton price trend at home and abroad. Following its
launch the cotton futures contract maintained a high
correlation with the domestic spot price and with
the price of overseas futures price, and provided a
powerful tool to cotton enterprises and investors for
price discovery.

The market also served to protected the interests
of cotton farmers and increase their incomes, by as-
sisting in their decision making about planting.

3. Cotton futures effectively regularized
market order and helped to enhance the
overall quality of domestic cotton

A national quality standard applies for cotton
futures, with samples inspected by the China Fibre
Inspection Bureau. Only those that conform to the
standard can be sold on the futures market. Cot-
ton futures have therefore stimulated ginners to
enhance their awareness of quality standardisation,
make improvement in processing techniques, and
helped eliminate ginners with low processing quality.
As the scale of the cotton futures market expands,
the quality of domestic cotton will be further en-
hanced.
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Cotton Outliook’s Long
Staple Annual Review 2014

Cotton Outlook’s Special Features are dis-
tributed to our subscribers worldwide, and are
translated into Mandarin and made available
to participants in China’s textile industry. In
addition, our Annual Long Staple Review is tar-
geted specifically at mill consumers of long and
extra-long staple cottons.

We invite you to place your company’s
advertisement in our 2014 publication.

For more details, please email
advertising@cotlook.com.
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ZCE’s accumulated 10 years of experiences in
cotton futures management is now being used to
explore other contract possibilities, including cotton
yarn futures. In May 2013, the Exchange submitted
a “Request for Project Approval of Cotton Yarn Fu-
tures” to the futures supervision authority (China’s
Securites Regulatory Commission). Currently, a
widespread study is in progress and the hope is that
a contract can be introduced as soon as possible, so
as to provide good service to all cotton textile enter-
prises in China.

In the entire industrial chain of cotton produc-
tion, trade and textile manufacturing, China has
about 4,000 textile enterprises above a designated
size (i.e. annual revenue over 20 million yuan), with
about 50 million employees in total. Data from the
National Bureau of Statistics show that these en-
terprises produce more than 23 million tonnes of
cotton yarn, with an output value above 600 billion
yuan. In recent years, as cotton prices have fluctu-
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ated more and more dramatically, and the amount of

imported cotton yarn has increased year by year, the

cotton textile industry in China has become exposed
to more business risks. China Cotton Textile Asso-
ciation has advocated repeatedly that enterprises
should take various measures to reduce those risks
and ensure the stable operation of the industry. In
particular, the association has requested the listing
of cotton yarn futures at an early juncture.

We can offer our clients the best quality of Egyptian raw cotton.
This is not a promotion. It is a promise.
BATRME PEREBSRIFHRE,
XA, me—MAE.

Founded by
Adel Leheta
AAdel Lehetade4 Bl

Chairman
Mohamed Leheta

B #HMohamed Leheta

3 &L Tel & Fax:
% +20 354 35569 +20 354 10 440
' F#1 Mobile: +20 10 005 10 53
EBHE E-mail: trustco@link.net
salestrustco@link.net
trustco@trustco-egypt.com

i1k 422 El Horreya Avenue
1st Floor, Apartment 3
Roushdy, Alexandria, Egypt.
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Shanghai International Cotton

Trade Centre
A Comprehensive Service Platform for

Imported Cotton
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In September 2013, the China (Shanghai) Pilot
Free Trade Zone (Shanghai Free Trade Zone) was
founded. The Zone has four missions: trade and in-
vestment liberalisation, financial internationalisation
and administrative simplification. The Zone aims to
play a leading role in financial product innovation,
offshore business, opening-up of financial industry,
and both outward and inward investment.

The China National Cotton
Exchange (“Cotton Exchange”)
intends to make full use of the
special policies of the Shanghai
Free Trade Zone by building
the Shanghai International
Cotton Trade Centre, through
which it will carry out offshore
imported cotton transactions,
and provide support services
to enterprises, so as to acceler-
ate the growth of China’s cot-
ton industry.

The Shanghai International
Cotton Trade Centre will aim to
provide a comprehensive ser-
vice platform for imported cot-
ton, combining transactions,
capital provision and logistics supervision, along with
information and risk control.

In taking this path, the CNCE will lean on its ex-
perience of trading domestic cotton electronically,
which it believes can be transferred to an import
model. By providing a means of settling accounts
between buyers and sellers, the confidence of both
sides will be enhanced.

The Exchange’s experience in handling bid-
ding and auction processes has been enhanced by
its state reserve activities. The aim is to introduce
imported cotton to a bidding and auction transac-
tion platform. In this way, enterprises can expect to
obtain the most reasonable purchasing and selling
prices.

20134F9H, WE (LB HHA S
X (PARfERR “ LigESRX” ) lior. i
HYRXAEERZ H B, #% @mw 4
il FE] B A A T IEOR f7 A0 DU T iy, 7R SRl
%F&m%\%ﬁﬂ%\ﬁﬂwﬁ%ﬁﬁu
K N BEAMERN AR B N BT “ AT .
ML S (LUNRRR “5 1”7
) IR AI A L E R X RRRECE, 7E L
W H R X i E AR S L, TR
HOMERZ S, R ERS, RET
Fage ek i R .

LERRARIL S P8y A
FigEBRRAESE G L B ERL R 4TI
o B PIRIRE . B R UL E T
NI DRSS IR &

L BRI R B b AR
oSG
HUE o BT 050 THR S5 4 5153

Hrks i, BECARAE 51 & EER LA T LA
A2 Gy

oA AT S
FE S [ = AR N R T I R Sh & 56, AT DA
JEdt RN BRI A . At R s
XTI GG W B, 5 n] LAE
NETTHIE T LRI TS 5585,
VS 53 MRS 5 IR .
EEEERY

A A 22 55 T S AL BUR A 56 5K 3 S5 5y T )
285, KOS ASE LSRR ST 6, E



The broad intention is that the Centre will pool
requirements if prospective buyers and publish these
details for dealers to see. By this means, a sales channel
will be provided to foreign enterprises.

The centre will also provide access to capital and lo-
gistics services, letter of credit facilities (including those
for consignment enterprises). Full use will be made of
existing warehouse resources and other services to be
offered will include inventory management, cargo han-
dling and distribution.

Information, such as data transaction analysis and
imported cotton offering prices will be made available
through www.cottonjchina.org, a website operated by
Beijing Cotton Outlook Consulting Limited.

The intention is for the Shanghai Centre to cooper-
ate with the overseas branches formed by the China
National Cotton Exchange, namely CNCE USA LLC in
the United States, CNCE HONG KONG CORPORATION
LIMITED in Hong Kong, and CNCE International Trading
Company in the Zhangjiagang Bonded Area. These com-
panies will provide supporting services to the Shanghai
International Cotton Trade Centre, agency L/C estab-
lishment service of processing trade quota to domestic
textile enterprises, and various extended services, in-
cluding bonded cotton pledge and value maintenance
service to domestic enterprises.

The CNCE firmly believes that, as China adjusts its
cotton industry policies, imported cotton will inevitably
play an important part in China’s textile and cotton in-
dustry and that the Shanghai International Cotton Trade
Centre will play a positive role in promoting the sound
development of China’s cotton industry.

I OARRISEN A Sy, MBIk AT BLAER]
— 2 oy H RS i & BT 1 4%

iROENE

H 2 5 T A3k LUK 77 1 B it 5 B2
P, K B BRI b R 205 BT 55 M B
AL &, sl E R 6
I {28 By il R AR BIBE S22 By i i
M _E E B 551 6 SRR R,
P AR AV AR R — SR AR BA R 2E AR R
B, ROy E Sl SR A RIE .

#H A RER ST &

1. F&MR4%5: mOMMAZS T A
(%5 G IR S5 AR I - G, Rl
BE R ) Py AR S5 ks . ATTS
FEARSS: SOk sEalatt, Nt
AL PR R 5

2. CHHARRS . MRS TIA
WeERSEERS, @2k EEER
KA PR IZ . PR BN — R O
VIR RS, ik ORae s dolk 24t
ARE LS5 A EE IR A R 55 LA
LR ICIE RS o

(1) o5&k 4 FIHAE S Tinhe
TUTR A D ORBLIE &, 17 A
RS — TSN IR ST, SEOLORAR

EGYCOT Co.
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FIRST EGYPTIAN SHIPPER REGISTERED WITH AQSIQ-CHINA
E—REPEAQSIQIEMMIELE RN

Building No. (4) Mostafa Kamel Istethmari, Safwa Tower, Alexandria - Egypt-21311
Tel: +2-03-5449371 / Fax: +2-03-5448381 e-mail: egycot@egycottrading.com
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| CORPORATE OFFICE |

Baitul Khair (3rd F1), 48/A-B Purana Paltan, Dhaka, Bangladesh
Tel: +880-2-7126126, 9553476 Fax: +880-2-9559351
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| SINGAPORE OFFICE |
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Infinite opportunities
With Kotak Commodity Services Ltd.

Generally commodity prices tend to rise when inflation increases. This
makes them a good choice for investments, as they provide ideal
asset diversification by hedging against inflation and give opportuni-

ties to generate returns. So make the most of commodity market by KOTAK COMMODITY
investing with the Kotak Commodity. SERVICES LTD

Infinite opportunities. Infinite gains.

To know more visit: www. kotakcommaodities.com

Registered Office: Kotak Commodity Services Ltd., Nirlon house, 1st Floor, Dr Annie Besant Road, Opp. Sasmira, Near Old Passport Office,
Worli, Mumbai - 400025.Trading in commodities is subject to market risk and one should read the risk disclosure document carefully prior to
trading. NCDEX/TCM/CORP/0473. MCX/TCM/CORP/0026. NCDEX -00155. MCX -10440. ACEL/TCM/CORP/0235. ACE - 6060.
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| Im the h1gh—tech engineer behmd
the world’s most luxurious fibers.

The stronger, longer fibers of Certified FiberMax Cottone are the secret behind some of the softest,
most comfortable fabrics on the market. Consumers love its feel and durahility. Mills love its exceptional

spinning characteristics and superior consistency of low neps, long and strong fiber. You know you can
count on Certified FiberMax Cotton because you can trace its quality right back to my fields.
['m Max McGuire and I'm proud of my Certified FiberMax Cotton.

From Seed to Shelf
Visit FiherMaxCotton.com for more information.

© 2012 Bayer CropScience LP, 2 T.W. Alexander Drive, Research Triangle Park, NC 27709.
Always read and follow label instructions. Bayer, the Bayer Cross, Certified FiberMax Cotton, and FiberMax are registered trademarks of Bayer.
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