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 In our Special Feature a year ago, we discussed 
China’s revised coƩ on policy and the probable im-
pact of that policy on producƟ on, consumpƟ on or 
market prices at a juncture at which some of the 
policy details were sƟ ll unclear. Today, aŌ er one year 
of operaƟ on, more transparency surrounds both the 
policy and its eff ects. Farmers in Xinjiang enjoy the 
comfort of knowing that the Target Price system is 
eff ecƟ ve in protecƟ ng their incomes and despite a 
lower Target Price in 2015/16 their choice of crop 
will once again lean toward coƩ on. Elsewhere, how-
ever, despite a link between the Xinjiang Target Price 
and the amounts of subsidy paid, the returns from 
coƩ on producƟ on have failed to enƟ ce growers to 
maintain coƩ on area: sharp cutbacks are envisaged, 
leading to a potenƟ al naƟ onal crop of below six 
million tonnes for the fi rst Ɵ me since the 2003/04 
season. Du Ming, from the Research Centre of Rural 
Economy, Ministry of Agriculture, provides an analy-
sis in this Special Feature of the effi  ciency of 
current coƩ on policy under its new orienta-
Ɵ on.

From the internaƟ onal market’s per-
specƟ ve, the restricƟ ons placed on imports 
(by not issuing quota beyond China’s WTO 
commitment) since the policy reform have 
greatly diminished the fl ow of coƩ on into 
China, leaving the potenƟ al for increased 
compeƟ Ɵ on in markets elsewhere and the 
prospect that someone other than the Chi-
nese government will be required to carry 
stocks forward into next season. CoƩ on 
Outlook’s assessment is that the end-season 
surplus will exceed two million tonnes – the 
fi Ō h successive year of addiƟ on to supply.  
China is expected to ‘recycle’ some coƩ on 
into and out of the state reserve and the authoriƟ es 
will doubtless hope that the total magnitude of its 
stock holdings will soon begin to decline. However, 
there are considerable issues relaƟ ng to the quality 
of those holdings which may render sales more dif-
fi cult, unless the price is substanƟ ally discounted.

CoƩ on Outlook’s forecast is that such a decrease 
will become apparent in 2015/16, when end-season 
stocks in China will decline for the fi rst Ɵ me since the 
2010/11 season. 

By Ray Butler, Managing Director, Cotlook Limited (cotlook.com)
Chairman, Beijing Co  on Outlook Consul  ng Limited (chinaco  on.org)
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ProporƟ onately, the main loser in terms of Chi-
na’s imports has been India (the United States, Aus-
tralia and Brazil have all benefi ted from being sourc-
es of machine-picked, generally contaminaƟ on free 
coƩ on). CoƩ on Outlook foresees China’s imports 
during the current season falling to some 1,600,000 
tonnes – merely 52 percent of those in 2013/14 – 
and predicts a further decline to 1,200,000 tonnes in 
2015/16. 

An analysis of the outlook for China’s raw coƩ on 
imports is provided in this issue by Su Jing, deputy 
General Manager of BCO.

The decline in imports has signifi cant implicaƟ ons 
for the role of the coƩ on merchant – both Chinese 
and internaƟ onal – as discussed by two contributors, 
Zhang Yujing from Henan Tongzhou CoƩ on and Chen 
Tao from Louis Dreyfus (Beijing). The resources de-
voted to the development of coƩ on trade into China 
have been adjusted as potenƟ ally more dynamic 
markets grabbed the aƩ enƟ on of the internaƟ onal 
raw coƩ on merchant.

Eff orts to promote coƩ on use in China form the 
other side of the equaƟ on. To the surprise of many 
observers, the lowering of internal market values as 
the move to a more market-oriented pricing struc-
ture took hold has not led quickly to resurgence in 
coƩ on spinning. ConsumpƟ on growth, at least unƟ l 
recently, has remained fl at in face of compeƟ Ɵ on 
both from overseas suppliers of coarser count yarns 
and from cheap polyester. Anecdotal evidence as this 
arƟ cle was wriƩ en indicated that the former might 
be changing, or about to change (if the government 
should release from the reserve coƩ on that is at-
tracƟ vely-priced for coarser count yarn producƟ on). 
Meanwhile, polyester has recovered somewhat in 
price, following a fi re at a major polyester raw mate-
rial manufacturing plant in early April, thus tempo-
rarily lessening (though not removing) its compeƟ -
Ɵ ve edge. Ms. Mei Yong, General Manager 
of BCO considers in her arƟ cle the raw 
coƩ on consumpƟ on outlook in China.

In recent years when the government 
was the main buyer of raw coƩ on, mas-
sive growth was shown in coƩ on yarn 
imports – by 87 percent in 2012 and by 
a further 43 percent in 2013. 2014 wit-
nessed a modest slowdown and while 
growth was resumed in the fi rst two 
months of this year the outlook remains 
uncertain. Zhang Man, deputy General 
Manager of BCO gives her assessment of 
the advantages and piƞ alls of imporƟ ng 
coƩ on yarn into China. 
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So as to guarantee the benefi t of the coƩ on 
farmers, stabilise coƩ on producƟ on, develop an 
eff ecƟ ve market mechanism for the distribuƟ on 
of resources and enhance the development of the 
industry chain from coƩ on producƟ on, to circulaƟ on 
and consumpƟ on, the Chinese government decided 
to end the purchasing and storage policy and 
started the pilot Target Price in Xinjiang in 2014. 
The pilot project ran during the 2014/2015 season. 
InvesƟ gaƟ ons and analysis show that the policy has 
provided an income safety net for coƩ on producers, 
and has achieved its goals. However, several issues 
arose during the policy’s implementaƟ on: amongst 
these, the subsidies were lower than farmers 
expected, thus aff ecƟ ng the enthusiasm for coƩ on 
planƟ ng in 2015. 

I. Implementation Status
In order to implement the subsidy policy, the rel-

evant government departments of the Xinjiang Au-
tonomous Region, as well as the Xinjiang ProducƟ on 
and ConstrucƟ on Corps, carried out The Implemen-
ta  on Plan of the Pilot Project for Xinjiang Co  on 
Target Price Reform (hereinaŌ er referred to as the 
Xinjiang Plan) and The Implementa  on Plan of the 
Corps Co  on Target Price Reform (the Corps Plan). 

The Xinjiang Plan required the verifi caƟ on of 
the actual culƟ vated area of coƩ on and recording 
of the seed coƩ on sales volume, on which subsidies 
have been distributed in the raƟ o of 60% and 40%, 
respecƟ vely. By the end of January and February 
this year, fi nancial departments at the village (town) 
and county (city, district) levels were required to 
distribute both subsidies to farmers and agricultural 
producƟ on business units based on planted area 
cerƟ fi cates and seed coƩ on sales receipts, according 
to The Interim Measures of the Subsidies for Xinjiang 
Co  on Target Price Reform Pilot Project. 

The Corps Plan required the various divisions to 
convey the annual coƩ on planƟ ng plan to the diff er-
ent coƩ on farms. The Corps was to distribute subsidy 
according to the designated coƩ on yield of each divi-
sion.  

By the beginning of April this year, the subsidy 
payments had been completed. Three separate al-

一、实施状况

An Analysis of China’s Cotton 
Target Price Pilot Policy

中国棉花目标价格试点政策分析中国棉花目标价格试点政策分析

杜 珉, 农业部农村经济研究中心

By DU Min, Research Centre of Rural Economy, Ministry of Agriculture and Mr. ZHANG Jie
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loca  ons were made to farmers under the Xinjiang 
Plan, amoun  ng to a total average payment of 267 
yuan per mu. The average payment based on seed 
co  on volume was 0.688 yuan per kilo. The gross 
sum paid in subsidies paid to local farmers was more 
than 13 billion yuan. Meanwhile, under the Corps 
Plan, a single payment was made based on yield. 

II. Performance Analysis
The principal benefi t of the co  on target price 

policy was to stabilise farmers’ basic incomes by 
shielding them from the vagaries of the market. In 
addi  on, however, the policy reinvigorated com-
mercial ac  vity in the market, requiring enterprises 
to fi nd customers, assume risk and become more 
compe   ve. Another gain has been the return of 
emphasis on co  on quality. Furthermore, the re-
emergence of a more compe   ve price structure has 
enhanced the willingness of tex  le mills to procure 
Xinjiang co  on. At the  me of wri  ng this ar  cle, 
more than 60 percent of Xinjiang’s 2014/15 output 
had been sold.

    Objec  ve analysis reveals that challenges 
remain in implemen  ng the Target Price policy. 
Among these, as previously men  oned, failure to 
meet farmers’ expecta  ons is prominent. The 2014 
lint co  on target price of 19,800 yuan per tonne 
prompted farmers to expect a seed co  on price of 
more than 8.5 yuan per kilo but the actual return 
was about one yuan less. Hence, Xinjiang’s co  on 
area will fall somewhat in 2015 – an inves  ga  on 
suggests the pro por  on will be 7.5%. Another issue 

二、绩效分析
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concerns the high cost of implemenƟ ng what is a 
rather complex policy. The 60:40 split between area 
and output as the basis for payments involves 14 dif-
ferent procedures and requires adequate manpower 
and resources. A fi nal observaƟ on is that the policy 
does not address producƟ on effi  ciency and many 
farmers’ incomes are constrained by the small scale 
of their producƟ on, poor equipment, low quality and 
inadequate business skills. From a long-term aspect, 
only by resolving these issues can coƩ on’s compeƟ -
Ɵ veness be improved fundamentally.   

III. Improving the Policy
 The sustainable development of the China’s cot-

ton industry requires a number of measures.  Firstly, 
land should be diverted from coƩ on producƟ on that 
has low producƟ vity or which (so as to alleviate the 
pressure of on water resources) has been overde-
veloped. ProducƟ on should be concentrated in the 
superior regions, where farmers’ incomes can be as-
sured and their enthusiasm therefore enhanced. Sec-
ondly, mechanisaƟ on should be vigorously pursued, 
both for planƟ ng and harvesƟ ng, and coƩ on varieƟ es 
should be culƟ vated that are suited to mechanical 
harvesƟ ng. IrrigaƟ on techniques and faciliƟ es (ca-
nals, pipelines and the like) also require upgrading. 

 

 三、政策完善措施
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2014 was the fi rst year that China adopted the 
Xinjiang co  on target price subsidy policy. In order 
to calculate the co  on yield accurately and guar-
antee the precise release of the subsidies, the local 
government took the measures of centralized stor-
age and public inspec  on to confi rm the execu  on 
of the policy, which was mainly led by the China 
Na  onal Co  on Exchange (CNCE) and China Fibre 
Inspec  on Bureau (CFI). According to the policy, all 
of the co  on produced in that crop year has been 
stored in warehouses controlled the by China Na-
 onal Co  on Exchange (CNCE). The storage work 

had been completed by the end of April and there 
was not much processing work le   to carry out a  er 
the end of May. By April 26th, 4.34 million tonnes 
of Xinjiang co  on had been processed, 4.28 million 
tonnes had been stored and 4.16 million tonnes had 
been inspected. The sta  s  cs were compiled in a 
structured approach, which was more accurate than 
before. However, there remains scope for devia  on 
in the evalua  on of the data. By April 26th, only 956.7 
thousand tonnes of co  on had been inspected out-
side of Xinjiang. Nevertheless, since Xinjiang co  on 
accounted for the bulk of produc  on in 2014, ex-
trapola  on can give a fairly reliable indica  on of the 
total size of the crop.        

Beijing Co  on Outlook (BCO, co  onchina.org) 
has comprehensively calculated the cot-
ton output, consump  on and inventory in 
2014 according to processing data, ship-
ping data from the Na  onal Co  on Trad-
ing Market, as well as the railway shipping 
data of Xinjiang co  on.

According to BCO, output is predicted 
fi nally to be around 6.46 million tonnes, of 
which 4.45 million tonnes are from Xinji-
ang and the balance from other co  on ar-
eas. Assessments by the Na  onal Bureau 
of Sta  s  cs place output outside Xinjiang 
at over 2.3 million tonnes, whereas BCO’s 
data show it to be lower. 

Currently, consump  on predic  ons by 
domes  c ins  tu  ons range from 7.3 to 7.9 
million tonnes. BCO es  mates the fi gure 
will be 7.3 million tonnes, based on ware-
house data.

By MEI Yong (May),  Beijing Co  on Outlook BCO, co  onchina.org

Forecast of China’s Cotton 
Supply and Consumption in 

2014/2015
2014/15年度中国当年棉花资源供应和消费预估2014/15年度中国当年棉花资源供应和消费预估

in units of 10,000 tonnes
Prod.       
产量

Cons.                     
消费

Imports               
进口

Stock    
库存

BCO, Cottonchina.org                                     
中国棉花信息网

646        730        153          1,283   

CCA                           
中国棉花协会

650        748        152          1,335   

CNCE Monitoring System                                     
国家棉花市场监测系统

662        784        173          1,372   

USDA                          
美国农业部

653        762        159          1,414   

ICAC                                      
国际棉花咨询委员会

644        791        154          1,178   

(March 2015)                                       
各机构2014年中国棉花产销存统计(2015年3月预测)

梅咏   May, 北京棉花展望, 中国棉花信息网 
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 The calcula  on basis:

According to sta  s  cs provided 
by the 233 member units of the Stor-
age Branch of the China Co  on As-
socia  on, the gross amount of the 
na  onal commercial inventory at the 
end of March was 2.65 million tonnes, 
comprising 840 thousand tonnes in 
the ‘mainland’ inventory (including 
Xinjiang co  on already in warehouse) 
and 1.81 million tonnes in Xinjiang. By 
extrapola  on (given that the last two 
numbers represent 80 and 95 percent 
of the respec  ve totals in each region, 
respec  vely), na  onal commercial 
stocks were es  mated at 2.95 million 
tonnes. 

A simple calcula  on (6.46  million 
tonnes of produc  on minus com-
mercial stocks of 2.95 million) would 
suggest that the amount moved into 
users’ hands from September last 
year through to the end of March 
amounted to 3.51 million tonnes, plus 
imports. The la  er totalled 1.01 mil-
lion tonnes during the period.

 BCO es  mates the average month-
ly consump  on as about 600,000 
tonnes, sugges  ng a total for the sea-
son of some 7.3 million tonnes. 
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In the 14 years since China joined the WTO, 
imports of coƩ on increased but the quanƟ ty was 
reduced sharply in 2014 and the situaƟ on in 2015 is 
even less opƟ misƟ c. 

    Currently, internaƟ onal insƟ tuƟ ons predict Chi-
na’s import volume this season will be 1.5-1.6 million 
tonnes. Imports have only fallen below two million 
tonnes twice in the past ten seasons, having reached 
a peak in that period of fi ve million tonnes.    

According to   BCO’s China CoƩ on Supply and De-
mand forecast, the import volume is predicted to be 
1.53 million tonnes this season, falling to 1.38 million 
tonnes in 2015. The InternaƟ onal CoƩ on Advisory 
CommiƩ ee’s April forecasts, by comparison, were 
1.538 and 1.82 million tonnes, respecƟ vely. 

During the fi rst seven months of China’s coƩ on 
season (September to April), actual imports, ac-
cording to customs data, amounted to 1.01 million 
tonnes, of which 25 percent consisted of US coƩ on 
and 22 percent of Indian. Imports of Uzbek coƩ on 
were greatly increased.

The factors infl uencing the reducƟ on in imports, 
according to BCO, include the lessening of the price 
diff erenƟ al between domesƟ c and overseas supplies 
and, of course, China’s regulatory policies.

In examining the overall supply and demand situ-
aƟ on in China, BCO puts the 2014/15 season’s out-

Chinese Cotton Import Outlook 
in 2014/15 and 2015/16

欲说还休, 却道天凉好个秋欲说还休, 却道天凉好个秋
2014年度和2015年度中国棉花进口展望2014年度和2015年度中国棉花进口展望

By Su Jing, Beijing Co  on Outlook (BCO), co  onchina.org

苏璟, 北京棉花展望, 中国棉花信息网
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put at 6.46 million tonnes and consump  on at 7.3 
million tonnes, leaving a supply shor  all of 840,000 
tonnes. 

Notes: I. Data for September 1 through August 31 of 
the following year.

        II. Stocks comprise state reserves, industrial 
and commercial inventories and imports

        III. Imports include co  on cleared by customs 
and stocks in bonded warehouse. 

01/04/2015/4 月 13/14 14/15 15/16

Beginning Stocks/ 期初库存 9,600     12,310   12,990   

Production/产量 6,920     6,460     5,760     

Imports/进口量   3,000     1,530     1,380     

Total Supply/供应 19,520   20,300   20,130   

Consumption/消费 7,200     7,300     7,350     

Exports/出口量 10           10           10           

Total Demand/需求 7,210     7,310     7,360     

Ending Stocks/期末库存 12,310   12,990   12,770   

Source: Beijing Cotton Outlook (cottonchina)

数据来源: 中国棉花信息网

 Supply and Demand                             
供需 
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  The price advantage of im-
ported coƩ on led to increased 
import volumes in the past 
several fi scal years but the price 
diff erenƟ al has narrowed fol-
lowing the change in China’s 
government policy, with the 
result that Chinese enterprises 
have become more selecƟ ve in 
regard to import purchasing, 
giving preference to the aspect 
of quality.

The government’s aim is to 
encourage enterprises to use 
domesƟ c coƩ on. Imports dur-
ing the fi rst seven months of 
this season were concluded 
using the balance of last year’s 
quota, together with the 2015 
WTO-linked tariff -rated quota, 
imports outside quota (at 40% 
customs duty) as well as coƩ on 
placed on consignment.    

Meanwhile, in view of limited quota for raw cot-
ton, imports of coƩ on yarn have increased in signifi -
cance. During the fi rst seven months of the 2014/15 
season, these amounted to 1.308 million tonnes, 
represenƟ ng year-on-year growth of 5.06%. The 
compeƟ Ɵ veness of domesƟ cally-spun coƩ on yarn 
in counts 32s is lower than that of Vietnamese and 
Indian supplies. 

The import outlook for raw cotton
Given BCO’s import forecast for this season, and 

imports during the fi rst seven months of the period 
totaling 1.01 million tonnes, imports during the pe-
riod from April through to the end of August might 
reach 520,000 tonnes, or an average of 104,000 
tonnes per month. 

In the circumstances, import demand is focused 
on contaminaƟ on-free coƩ ons, with US and Austral-
ian at the forefront of aƩ enƟ on. As regards domesƟ c 
supplies, Chinese enterprises note that overall cot-
ton quality has improved following the ending of the 
reserve storage policy, enabling some of the previ-
ously imported coƩ on to be subsƟ tuted.

2014年度后期和2015年度中国棉花进口
展望
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According to BCO, the limited quota availability 
might incline some texƟ le enterprises, during peri-
ods when ICE futures are low, to consider imporƟ ng 
coƩ on outside of quota, paying the full 40% rate 
of customs duty. Although the quanƟ ty imported 
in this way may prove to be small it is illustraƟ ve of 
the favour shown to imported coƩ ons. Indian cot-
ton does not at present off er a price advantage but 
West African has been in demand. Meanwhile, some 
texƟ le enterprises with yarn producƟ on faciliƟ es in 
free-trade zones have been able to take  both West 
African and Indian coƩ ons.   

The forecast is that coƩ on imports in 2015/16 
will show a further decline, to 1.38 million tonnes. 
Although global coƩ on output is expected to de-
crease, China sƟ ll has to tackle the huge inventory 
of state reserves and India's government has also 
accumulated stocks that need to be digested. It is 
expected that China will conƟ nue to maintain Ɵ ght 
control of import quota in 2015/16 and the outlook 
for internaƟ onal trade thus remains pessimisƟ c.
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In the past decade, Chinese co  on merchants 
have established themselves in the two most ac  ve 
regions, Huangdao and Zhangjiagang Free Trade 
Zone. During the peak period, there were more than 
a dozen enterprises, represen  ng ginneries, inter-
mediaries, logis  cs, warehouses and tex  le mills, 
located in a single building. On revisi  ng the two re-
gions at the beginning of this year, the author found 
that one fi  h of the enterprises were gone. Chinese 
co  on enterprises have had to deal not only with the 
market during two periods of transi  on but also ad-
dress challenges from the legal system, management 
issues and loss of talented personnel.  It is really dif-
fi cult for them to be ac  ve in the market.

 Personally, the author iden  fi es the challenges 
facing Chinese co  on merchants as follows:     

I. The macro economy cycle and the transi  onal 
period

The macro economy cycle is the “Dharmachakra” 
of the commodity prices fl uctua  on. Commodity 
markets slump during periods of economic reces-
sion, and do the opposite in periods of economic 
overhea  ng. Current commodity investment is oc-
curring in the transi  on economies, as enterprises 
seek to generate profi ts. 

Most economies, except perhaps for the US, are 
s  ll in the cycle of cu   ng interest rates. In China, 
economic development and recovery is slow. Accord-
ing to the published PPI and CPI readings for the fi rst 
quarter of the current fi scal year, economic recovery 
was shown to be on an edge. Bulk commodity prices 
tend to be range-bound during such periods, and 
co  on is no excep  on. Opportuni  es for making 
profi t, in the absence of wider market movements, 
may prove limited.

II. Return to a market economy

The government’s inten  on to allow market fac-
tors to prevail is increasingly iden  fi ed, but the pro-
cess of change will require  me. The transforma  on 
from the three-year period during which the state 
purchased and stored co  on to one in which direct 
subsidy is paid under the pilot project in Xinjiang 
shows the economic direc  on but contradic  ons 
remain. The marke  ng policy for PCC (military group) 

中国棉商目前在中国遇到的挑战和市场展望中国棉商目前在中国遇到的挑战和市场展望

宏观经济周期进入衰退向复苏的反复过渡期, 大宗商品从暴跌
进入低迷的时期。

棉花行业层面经营者面临计划经济与市场经济反复抗争。

By ZHANG Yujing, Henan Tongzhou Co  on

Challenges and Prospects for 
Chinese Cotton Merchants

张玉静, 河南同舟棉业
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coƩ on demonstrates hesitaƟ on in releasing the gov-
ernment’s grip.   

Currently, China is holding more than half of the 
global coƩ on inventory. China’s coƩ on enterprises 
are concerned about when and how the huge in-
ventory can be released to the market, and at what 
price. Long-term markeƟ ng decisions are thus ham-
pered. 

India has become the world’s biggest coƩ on pro-
ducing country as well as the second biggest coƩ on 
consumer. The CoƩ on CorporaƟ on of India has pro-
cured in excess of 1.4 million tonnes of coƩ on. Any 
changes in the CorporaƟ on’s selling price will directly 
infl uence the balance between coƩ on supplying 
countries, as well as the amount of import subsƟ tu-
Ɵ on for Chinese coƩ on yarn. The two “dragon and 
elephant” storage policies infl uence the coƩ on en-
terprises, who fear a “Black Swan” event may aff ect 
their business decisions.

III. Challenges for developing the co  on industries

There are several challenges for China’s coƩ on 
industries:

1. Since the coƩ on and texƟ le industries are 
passing through a period of transformaƟ on 
and upgrading, demand for coƩ on has de-
clined, trade volume is reducing and compe-
Ɵ Ɵ on is intensifying. 

2. Price fl uctuaƟ on has diminished owing to 
the restricƟ on placed on imports to around 
the 0.89 million tonnes per annum level. The 
correlaƟ on between internal and external 
price movement is decreasing and opportu-
niƟ es for making profi ts are reduced.    

3. China’s coƩ on merchants lack skilled person-
nel for internaƟ onal operaƟ ons, must endure 
foreign exchange controls and a high cost 
of fi nance, and tackle complicated hedging 
mechanisms. 

OpportuniƟ es and challenges always co-exist. 
Like the texƟ le industry, coƩ on merchants will un-
dergo transformaƟ on. As coƩ on consumpƟ on at 
home declines, looking overseas will become an ur-
gent priority. 

Expecta  ons on the future market:  

As discussed above, 
coƩ on is one among 
many bulk commodi-
Ɵ es that cannot escape 
the economic cycle. The 
prospect of rising prices 
in China appears limited 
unƟ l the state reserve 
coƩ on is consumed. 
More energy must be put 
into studying coƩ on fun-
damentals, the impact of 
government policies and 
modes of operaƟ on for 
profi ts to be generated. 

The global supply is 
expected to decline next 
season by between four 
and fi ve percent and Chi-
na’s import volume will 

棉花行业自身发展面临的挑战

未来的市场我想从以下几点出发展望: 
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reduce further, to about 800,000 tons. LiƩ le im-
provement is thus foreseen in the import volumes 
traded. State reserve selling, in contrast, should be 
a feature, so as to saƟ sfy mill demand. DomesƟ c 
coƩ on producƟ on will be smaller - according to the 
China CoƩ on AssociaƟ on, farmers’ planƟ ng inten-
Ɵ ons showed a contracƟ on in area of more than 20 
percent. China’s stocks will thus decline. However, 
that does not imply higher prices. The quality of 
state reserve coƩ on will decline from year to year, 
thus intensifying the requirement for the price to 
be discounted. 

Barring the introducƟ on by the Chinese govern-
ment of a diff erent import regime, the connecƟ on 
between the external and internal markets will be 
most refl ected in coƩ on yarn.

The author’s specifi c price predicƟ on is that the 
Zhengzhou January 2016 coƩ on futures contract 
has already peaked. OpportuniƟ es may emerge for 
a  new high but there is no sure formula for always 
being right and making profi t. The aim is to try to 
gain more when the right decision has been taken 
than is lost when the decision is incorrect. When 
the decision is wrong, it should recognized and 
corrected and no decision should be taken that is 
irreversible. 

I hope we can be long-term friends in this in-
dustry. 
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It has been four years since the market under-
went sharp rises and falls in 2010 and 2011.  AŌ er 
four years, I want to talk about the changes and cur-
rent situaƟ on of post-two-dollar age from the aspect 
of a market parƟ cipant. Also, based on this, I will 
give an expectaƟ on for the Chinese coƩ on market in 
the future.

I. What does high price co  on leave for us?

To begin with, chemical fi bre has won market 
share from coƩ on. Unlike other agricultural prod-
ucts, coƩ on is the only main bulk commodity that 
can be funcƟ onally replaced by chemical products 
under the current technology. The clothing and 
household texƟ le industries have realised that it 
is impracƟ cal and uneconomical to rely on an un-
stable coƩ on supply as their main fi bre source. The 
rapid expansion of China’s chemical fi bre industry, 
combined with the decline in petroleum prices, has 
enabled chemical fi bre to retain a compeƟ Ɵ ve ad-
vantage compared with coƩ on. Today, the versaƟ lity 
and economic effi  ciency of chemical fi bres has been 
gradually accepted from manufacturing and project 
operaƟ on to fi nal users. The replacement of coƩ on 
by chemical fi bre seems to have become the trend.

Furthermore, the coƩ on texƟ les industry is re-
locaƟ ng off shore. The CPI of China’s texƟ le industry 
was rapidly increased by the high coƩ on price. As 
everyone knows, a high CPI is unfavourable for the 
development of industrial society, which is undesir-
able for the government as well. Based on the coƩ on 
protecƟ on policy, the three-year Reserve Policy was 
carried out to stabilize the coƩ on price. As a result 
of the exorbitant purchasing and storage price, more 
than half of the global coƩ on inventory is stocked 
in our country now, which could meet the demand 
in China for a year and a half. The loss of compeƟ -
Ɵ ve advantage of China’s coƩ on texƟ les industry has 
been exacerbated by the conƟ nuous rise in labour 
costs. We see large-scale texƟ le enterprises going 
out to Southeast Asia and South Asia. The off shore 
capacity of coƩ on texƟ le enterprises in our country 
can be seen even in the United States. 

In addiƟ on, the policy transformaƟ on brings 
pains. The confl ict between the high storage cost  in 
terms of its aff ect on a weak texƟ le market and pro-

The Challenges and Market 
Prospective for International 

Cotton Merchants in China

高棉价给我们留下了什么

国际棉商目前在中国遇到的挑战和市场展望国际棉商目前在中国遇到的挑战和市场展望

By Tao CHEN, Chairman, Louis Dreyfus Commodi  es (Beijing) Trading Co., Ltd.

陈涛, 董事长,路易达孚(北京)贸易有限责任公司
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tec  ng the incomes of farmers led the government 
to introduce the direct subsidy policy, to be oriented 
by the market. The market price declined accord-
ingly. However, we should note that the market can-
not consume the 10 million tonnes of co  on in the 
state reserve, The target price reduc  on of 700 yuan 
for the 2015/16 season was unavoidable, since the 
excess output brought about by a high subsidy price 
is unfavourable for both the industry and for na  onal 
fi nances. Hence, the level of subsidy had to be re-
duced. On the other hand, however, the incomes of 
farmers will go down commensurately. It is not easy 
to fi nd a balance between excessive supply and the 
interests of farmers. 

II. The challenges for interna  onal co  on mer-
chants

The consump  on growth of co  on remains slug-
gish. The accompanying chart shows data for global 
and China’s co  on consump  on as es  mated by the 
USDA. It can be seen that the growth of the co  on 
industry in recent years is not obvious; the contrac-
 on in China is rather serious. Global inventory has 

been rising sharply, to a level close to annual global 
consump  on.     

国际棉商面临的挑战
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The quan  ty of co  on imported by China has 
declined. In order to try to reduce the huge domes-
 c inventory, the government has begun  to control 

the import quotas more strictly from 2015.  Some 
of the displaced co  on that would previously have 
been imported into China has moved into Southeast 
Asian impor  ng countries; other quan   es have 
been absorbed by co  on producing countries such 
as India and Pakistan. The trading amount aimed at 
our country has been reduced severely over the past 
three years, by 17%, 31% and 47% per annum,  re-
spec  vely. China’s share of global imports has fallen 
from 55% to 20%.
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In a hosƟ le environment, raising farm-
ers’ income levels has led to more coƩ on 
being placed in storage. InternaƟ onal coƩ on 
merchants have to compete for business in a 
reduced market for imported coƩ on. As some 
emerging Indian coƩ on merchants have joined 
the shrinking game, compeƟ Ɵ on among inter-
naƟ onal traders has sharply intensifi ed and 
the rewards for traders have been infl uenced 
accordingly.  

In a buyer’s market, texƟ le factories require 
cargos to be moved to the bonded import 
areas where they can select their purchases 
conveniently. However, once the cargos arrive 
at the ports, they may be stockpiled because 
of the limited quotas. Many foreign merchants 
have exclaimed that there is no road for them, 
no maƩ er whether they choose to take the 
bonded warehouse approach or not. The de-
velopment of business in China’s market is 
diffi  cult for the foreign merchants under the 
environment of supply exceeding demand. 

III. The outlook for the Chinese market 

China has world-class logisƟ cs support 
faciliƟ es, complete industrial clusters and a 
huge domesƟ c market. Under the direcƟ on of a 
market-oriented policy, the domesƟ c and over-
seas price diff erences have been narrowed. If 
the huge domesƟ c storage can be managed 
through planƟ ng reforms that improve the sup-
ply-demand relaƟ onship, and if China can avoid 
being disjointed from the internaƟ onal market, 
and realize the decisive role of the market, I 
believe the texƟ le industry in our country can 
regain internaƟ onal compeƟ Ɵ ve advantage.   

In order to reach the goal, we should pay 
more aƩ enƟ on to the global supply-demand 
relaƟ onship and foreign coƩ on policies, espe-
cially in India. With the smooth and steady de-
velopment of the texƟ le industry in our coun-
try, the fi scal expenditure should be alleviated 
as much as possible. The farmland resources 
should be used appropriately to provide the 
products that enjoy real compeƟ Ɵ ve advantage 
instead of building inventories.

对于未来中国市场的展望
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During the fi rst quarter of this year, China’s im-
ports of co  on yarn totalled 590,600 tonnes, repre-
sen  ng year-on-year growth of 15.26%. During the 
same period, co  on yarn exports were only 90,000 
tonnes, 23.94% less than a year earlier. Although 
China remains the biggest yarn producing country, it 
has become a net importer. Since 2012, produc  on 
costs have risen, and the volume of imports has be-
come an infl uen  al factor on the development of the 
domes  c co  on tex  le industry.  

I. Historical Review of China’s cotton yarn 
imports
1. High import volumes

Imports of co  on yarn and co  on thread (all cot-
ton products) remained below one million tonnes 
prior to 2010, when that level was breached. In the 
last four years, the high price of raw co  on and the 
increasing cost of labour faced by Chinese mills have 
s  mulated imports, with the result that the volume 

in 2014 reached 1.9 million tonnes, the second high-
est (slightly behind 2013) during the past 15 years.

    2. Vietnam - the rising star among import supply-
ing countries

Pakistan, India and Vietnam are the main sources 

 进口纱线对我国棉纺织行业的影响 进口纱线对我国棉纺织行业的影响

一、我国进口纱线历史回顾
1、进口总量居高不下

2、进口国别中越南成为后起之秀

The Infl uence of imported yarn 
on China’s Textile Industry 

By ZHANG Man, Beijing Co  on Outlook (BCO), co  onchina.org

张曼, 中国棉花信息网
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of China’s coƩ on yarn imports. Pakistan, took a share 
of more than 30% in 2008 but with compeƟ Ɵ on from 
the two other sources menƟ oned its share has de-
clined year by year. In 2013, Indian and Vietnamese 
supplies accounted for 29.9% and 12.3% of total im-
ports, respecƟ vely. The rise in arrivals from Vietnam 
was parƟ cularly noteworthy. Three factors have been 
infl uenƟ al: fi rstly, the capacity transfers of Chinese 
spinning enterprises to Vietnam, secondly Vietnam’s 
reliance on US and West African coƩ on (which re-
sults in beƩ er quality) and, thirdly, the zero tariff s on 
imports of Vietnamese yarn. A further consideraƟ on 
is the close geographical proximity, which makes the 
operaƟ onal risk controllable.        

3. Medium and low-end counts are s  ll the main-
stream

Pure coƩ on yarn in counts from 8s to 25s repre-
sent the bulk of imports, though both carded and 
combed medium count yarns are increasing. Note 
should also be taken that foreign made, blended and 
syntheƟ c fi bre yarns are also beginning to enter the 
market, thus increasing the range of domesƟ c out-
put subsƟ tuƟ on by imports. Importers of yarn were 
iniƟ ally concentrated among mills in Guangdong, 
Zhejiang, Hubei and other coastal provinces, but 
have now extended to several industrial clusters in 
the Midwest.

II. Impact on the market
Since 2011, many small and micro enterprises 

have shut down or curtailed output. Capacity use by 

3、数据来源: 中国海关总署纯棉中低端产品仍是主流

二、 进口纱线对中国棉纺
织产业的影响

1、严重冲击我国棉纺织行业发展

2、正在改变全球的棉花消费格局
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Cotton Outlook’s Long 
Staple Annual Review 2015

CoƩ on Outlook’s Special Features are 
distributed to our subscribers worldwide, and 
may be translated into Mandarin and made 
available to parƟ cipants in China’s texƟ le 
industry. In addiƟ on, our Annual Long Staple 
Review is targeted specifi cally at mill consumers 
of long and extra-long staple coƩ ons. 

We invite you to place your company’s 
adverƟ sement in our 2015 publicaƟ on. 

For more details, please email 
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the industry overall has been decreasing, thus weak-
ening its internaƟ onal compeƟ Ɵ veness. 
However, the increase in imports is pro-
moƟ ng the effi  cient allocaƟ on of resources 
on a global scale. 

1. Serious consequences

A survey showed that the operaƟ on 
rate of Chinese spinners in 2014 was 60%-
70%. Yarn output, and the quanƟ ty of raw 
coƩ on used, both decreased. For example, 
net imports last year (gross imports of 
1.9 million tonnes, net of exports totaling 
0.426 million tonnes) were 1.47 million 
tonnes, which is the esƟ mated equivalent 
of the output from 10 million spindles and 
represents a reducƟ on in the amount of 
coƩ on used of 1.6 million tonnes. 

2. The changing pa  ern of global co  on 
consump  on 

The decline in China’s coƩ on consumpƟ on has 
provided scope for expansion in India and Vietnam. 
CoƩ on consumpƟ on in both countries has grown, 
especially, during the three most recent seasons, in 
Vietnam. 

3. Spur to industrial restructuring 

Many texƟ le enterprises have adjusted their 
structure so as to avoid trying to compete in the 
main import lines and by adopƟ ng a “going out” 
policy that entails investment in factories abroad. 
The majority of the outward investment has been di-
rected toward Vietnam, where Chinese capacity now 
exceeds one third of that country’s total. 

III. Import competition is now normal 
In recent years, imported medium and coarser 

count yarns have become the customary choice for 
many Chinese buyers and it would appear that, given 
the high costs of raw material and labour in China 
and conƟ nuaƟ on of the quota controls on imported 
raw coƩ on but not on coƩ on yarn, the advantages 
of imported coƩ on yarn are here to stay. The de-
velopment and modifi caƟ on of the texƟ le industry 
in India, Pakistan and Vietnam, especially Vietnam, 
portends a gradual improvement in yarn quality, 
aff ecƟ ng not just coarser counts but carded coƩ on 
yarns from 32s to 40s, as well as combed yarns. India 
may soon rival China as the largest user of raw cot-
ton. Therefore, Chinese texƟ le enterprises need to 
follow a path toward high quality, high effi  ciency and 
diversifi ed products.  

3、鞭策我国加快产业结构调整步伐, 延伸全球范
围资源配置产业链条

三、 进口纱线的竞争势必常态化
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AŌ er more than two years of preparaƟ on, the 
Zhengzhou CommodiƟ es Exchange is expected in the 
near future to list a futures contract for coƩ on yarn. 
This arƟ cle considered such a contract’s potenƟ al im-
pact on the market, and its probable strengths and 
weaknesses.

(1) Market impact
The formaƟ on of authoritaƟ ve pricing:  As we all 

know, there are many diff erent coƩ on yarn specifi ca-
Ɵ ons. The current benchmark selected by ZCE – 32s 
carded coƩ on yarn – has more than 50 specifi ca-
Ɵ ons, not to menƟ on the diff erent spinning methods 
and processes and diff erent classifi caƟ on methods. 
The off ers from spinners vary greatly. Furthermore, 
imports of coƩ on yarn from diff erent countries are 
bit confusing. The texƟ le industry lacks an authorita-
Ɵ ve pricing mechanism. The proposal of a ZCE coƩ on 
yarn futures contract, if it proceeds smoothly, will 
set a price standard, help bring order to the industry 
quotaƟ on system and be conducive to the develop-
ment of texƟ le industry.

TexƟ le industry profi ts: The ‘golden age’ is over. 
According to the relevant agency data, more than 
two-thirds of enterprises above a ‘designated size’ in 
2014 recorded an average profi t margin of less than 
one percent. As a labour-intensive industry, profi ts 
are increasingly diffi  cult to generate; the survival of 
SMEs is diffi  cult.

Chinese exports of coƩ on yarn have become 
more diffi  cult, owing to high raw material prices 

一、棉纱期货上市的影响

Cotton Yarn Futures 
Discussion

棉纱期货浅谈棉纱期货浅谈

Enterprises above 

designated 

size规模以上企业数 

 %age profit                                              

利润占全行业总额比重
Average profit margin    

平均利润率 

7.01% 35.26% ≥10%

24.47% 53.83% 5%左右

68.52% 10.91% ＜1%

 Table 1 'Above-scale' textile enterprises' profits                
表1 我国规模以上纺织企业利润来源分布

Note : 1/3 of  enterprises account for almost 90 % of industry profits               

注：我国1/3的纺织企业，创造了全行业将近90%的利润                  

By Lu Shuxiang, Researcher of Co  on Yarn Wanda Futures
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and greater price volaƟ lity, which aff ect 
the profi tability of the texƟ le industry. The 
price volaƟ lity has been parƟ cularly evident 
since 2010 and the advent of a coƩ on yarn 
futures contract would allow spinners to 
avoid the risk of price fl uctuaƟ ons on both 
the raw material side and on the selling 
side, thus locking in profi ts and bringing sta-
bility to earnings.

CoƩ on and PTA futures together form 
the texƟ le system, and the addiƟ on of a 
coƩ on yarn contract will undoubtedly make 
this system more complete. 

(2) The disadvantages of cotton yarn 
futures

Compared with coƩ on and PTA, it is 
challenging to determine unifi ed product specifi ca-
Ɵ ons for coƩ on yarn. To reiterate, there are hun-
dreds of coƩ on yarn specifi caƟ ons. In the draŌ  ZCE 
coƩ on yarn futures contract it states “in line with the 
quality standards for delivery of coƩ on futures 18.5 
tex (32s English count), 100 percent carded coƩ on 
ring spun yarn, packaged on cheese, 6 to 9 percent  
moisture regain”. However, research shows that in 
face of increased imports of yarn, domesƟ c produc-
Ɵ on of 32s coƩ on yarn is becoming less and less. 

Meanwhile, since profi tability is very low, smaller 
enterprises may fi nd diffi  culty in parƟ cipaƟ ng in the 
futures contract. 

Currently, the profi t from spinning carded 32s 
based on a raw coƩ on price for Type 3128B is less 
than 300 yuan per tonne, which aŌ er taking into ac-
count the other costs of business operaƟ ons leaves 

二、棉纱期货的劣势分析

Raw Material                          

原料 
yuan per 

tonne                        

元/吨 

32s yarn cost                                               

折C32S棉纱
成本 

CY 32s 

Index                                

CY 

C32S指数 

 C32s index - cost                                          

成本与指数差额
JS 40s cost                                                  

折JC40S棉纱成
本 

 JC 40s index                          

CY 

JC40S指数

JC40's index - 

cost          

成本与指数
差额 

郑棉指标 ZCE 13355 21091 310 25163 587

CCI 3128B 13409 21150 250 25236 514

FC Index M 13846 21631 -231 25831 -81

21400 25750

数据来源：万达期货棉花研究中心  中国棉花信息网
Source: Wanda Futures Cotton Research Center, China Cotton Information Network                                                                      
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Figure 1: Trend analysis of three fibres
图1：三大纤维走势分析
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Figure 2 : cotton , PTA prices and carded yarn C32S
图2：棉花、PTA与普梳C32S纱线价格走势

Cotton             Carded cotton 32s

a meagre profi t. If capital is  ght, smaller businesses 
may not come up with the extra funds required to 
par  cipate in co  on yarn futures, so whether such 
a contract will refl ect the actual opera  on of the in-
dustry remains to be seen.

Man y companies have turned to the produc  on 
of 40s counts and it is unclear whether a contract 
based on 32s will respond to market signals for other 
yarn counts. 

A further issue is the exclusion, at least ini  ally, 
of imported co  on yarn from the contract. In 2014, 
imports reached close to two million tonnes, whilst 
in the fi rst three months of this year the quan  ty 
was almost 600,000 tonnes. The calendar year’s total 
is expected to be similar to that in 2014. Imports ac-
count for between 25 and 30 percent of apparent 
consump  on. The exclusion of imports could bring 
disorder to the price discovery func  on. 

(3) The advantages of cotton futures 
In addi  on to arbitrage between co  on yarn and 

raw material contracts, and providing a facility for 
earnings to be stabilised, a co  on yarn futures con-
tract will bring an opportunity for more authorita  ve 
price forma  on, and may enhance industry consoli-
da  on and the quality of produc  on, thereby assist-
ing compe   veness. 

三、棉纱期货的优势分析
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Figure 3: Spinning profit analysis
图3：纺纱利润分析
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The import coƩ on yarn process is smooth, and 
the maximum tariff  is fi ve percent (in some instanc-
es, zero), and the environment is much beƩ er than 
that for raw coƩ on, which is heavily regulated. Once 
imports are allowed to parƟ cipate in the coƩ on yarn 
futures contact, therefore, it will be possible to see 
the formaƟ on of a ‘global price’, which should assist 
the compeƟ Ɵ veness of China’s coƩ on texƟ le industry 
in the world market.

The futures market capacity is very large. Raw 
coƩ on consumpƟ on is expected to remain at around 
seven million tonnes per year, and a rough esƟ mate 
of market value is 150 billion yuan or more. CoƩ on 
yarn futures would be a huge market, with the po-
tenƟ al to aƩ ract more investors.

In conclusion, although coƩ on yarn futures may 
have some disadvantages, these are outweighed by 
the prospect of stability in earnings. A coƩ on yarn 
futures contract may even speed the development of 
the texƟ les industry and is something that is there-
fore to be welcomed. 
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Figure 4 : Analysis of monthly yarn imports
图4 : 中国历年纱线进口量分析-分月






