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China: A New
Orientation

vE: HeidHFh

By Ray Butler, Managing Director, Cotlook Limited (cotlook.com)
Chairman, Beijing Cotton Outlook Consulting Limited (chinacotton.org)

EHFETHITEH. tEREREEESHERETE(ELT (www.cottonchina.org) 1K, T - BHE)

In our Special Feature a year ago, we discussed
China’s revised cotton policy and the probable im-
pact of that policy on production, consumption or
market prices at a juncture at which some of the
policy details were still unclear. Today, after one year
of operation, more transparency surrounds both the
policy and its effects. Farmers in Xinjiang enjoy the
comfort of knowing that the Target Price system is
effective in protecting their incomes and despite a
lower Target Price in 2015/16 their choice of crop
will once again lean toward cotton. Elsewhere, how-
ever, despite a link between the Xinjiang Target Price
and the amounts of subsidy paid, the returns from
cotton production have failed to entice growers to
maintain cotton area: sharp cutbacks are envisaged,
leading to a potential national crop of below six
million tonnes for the first time 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 efficiency of
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current cotton policy under its new orienta-

tion. 14,000

From the international market’s per-
spective, the restrictions placed on imports
(by not issuing quota beyond China’s WTO
commitment) since the policy reform have
greatly diminished the flow of cotton into
China, leaving the potential for increased
competition in markets elsewhere and the
prospect that someone other than the Chi-
nese government will be required to carry
stocks forward into next season. Cotton
Outlook’s assessment is that the end-season
surplus will exceed two million tonnes — the
fifth successive year of addition to supply.
China is expected to ‘recycle’ some cotton
into and out of the state reserve and the authorities
will doubtless hope that the total magnitude of its
stock holdings will soon begin to decline. However,
there are considerable issues relating to the quality
of those holdings which may render sales more dif-
ficult, unless the price is substantially discounted.
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thou tonnes

Cotton Outlook’s forecast is that such a decrease
will become apparent in 2015/16, when end-season
stocks in China will.decline for the first time since the
2010/11 season.
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Proportionately, the main loser in terms of Chi-
na’s imports has been India (the United States, Aus-
tralia and Brazil have all benefited from being sourc-
es of machine-picked, generally contamination free
cotton). Cotton 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 cotton
imports is provided in this issue by Su Jing, deputy
General Manager of BCO.
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The decline in imports has significant implications
for the role of the cotton merchant — both Chinese
and international — as discussed by two contributors,
Zhang Yujing from Henan Tongzhou Cotton and Chen
Tao from Louis Dreyfus (Beijing). The resources de-
voted to the development of cotton trade into China
have been adjusted as potentially more dynamic
markets grabbed the attention of the international
raw cotton merchant.

Efforts to promote cotton use in China form the
other side of the equation. 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
cotton spinning. Consumption growth, at least until
recently, has remained flat in face of competition
both from overseas suppliers of coarser count yarns
and from cheap polyester. Anecdotal evidence as this
article was written indicated that the former might
be changing, or about to change (if the government
should release from the reserve cotton that is at-
tractively-priced for coarser count yarn production).
Meanwhile, polyester has recovered somewhat in
price, following a fire at a major polyester raw mate-
rial manufacturing plant in early April, thus tempo-

Raw cotton imports Aug/Mar
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rarily lessening (though not removing) its competi- N4
tive edge. Ms. Mei Yong, General Manager HOLSSAN TS
of BCO considers in her article the raw :
. Cotton yarn imports
cotton consumption outlook in China. 2,000,000 %yi,,l\‘# P —
1,800,000 - twebitn
In recent years when the government 1,600,000 - /
was the main buyer of raw cotton, mas- 1,400,000 | ®China reimports FREEH O +43%
sive growth was shown in cotton yarn Eg 1,200,000 | wForeign-made yarn [E4hLs

imports — by 87 percent in 2012 and by

X i $ 1,000,000 -
a further 43 percent in 2013. 2014 wit- b=
. S 800,000 -
nessed a modest slowdown and while =
. X 600,000 -
growth was resumed in the first two
400,000 -

months of this year the outlook remains
uncertain. Zhang Man, deputy General
Manager of BCO gives her assessment of
the advantages and pitfalls of importing
cotton yarn into China.
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An Analysis of China’s Cotton
Target Price Pilot Policy

'+ B3 R SRR SIKLWT

By DU Min, Research Centre of Rural Economy, Ministry of Agriculture and Mr. ZHANG Jie

i IR, RAFBRATEFHR A O

So as to guarantee the benefit of the cotton
farmers, stabilise cotton production, develop an
effective market mechanism for the distribution
of resources and enhance the development of the
industry chain from cotton production, to circulation
and consumption, 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.
Investigations and analysis show that the policy has
provided an income safety net for cotton producers,
and has achieved its goals. However, several issues
arose during the policy’s implementation: amongst
these, the subsidies were lower than farmers
expected, thus affecting the enthusiasm for cotton
planting 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 Production
and Construction Corps, carried out The Implemen-
tation Plan of the Pilot Project for Xinjiang Cotton
Target Price Reform (hereinafter referred to as the
Xinjiang Plan) and The Implementation Plan of the
Corps Cotton Target Price Reform (the Corps Plan).

The Xinjiang Plan required the verification of
the actual cultivated area of cotton and recording
of the seed cotton sales volume, on which subsidies
have been distributed in the ratio of 60% and 40%,
respectively. By the end of January and February
this year, financial departments at the village (town)
and county (city, district) levels were required to
distribute both subsidies to farmers and agricultural
production business units based on planted area
certificates and seed cotton sales receipts, according
to The Interim Measures of the Subsidies for Xinjiang
Cotton Target Price Reform Pilot Project.

The Corps Plan required the various divisions to
convey the annual cotton planting plan to the differ-
ent cotton farms. The Corps was to distribute subsidy
according to the designated cotton yield of each divi-
sion.

By the beginning of April this year, the subsidy
payments had been completed. Three separate al-
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locations were made to farmers under the Xinjiang
Plan, amounting to a total average payment of 267
yuan per mu. The average payment based on seed
cotton 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.

Il. Performance Analysis

The principal benefit of the cotton target price
policy was to stabilise farmers’ basic incomes by
shielding them from the vagaries of the market. In
addition, however, the policy reinvigorated com-
mercial activity in the market, requiring enterprises
to find customers, assume risk and become more
competitive. Another gain has been the return of
empbhasis on cotton quality. Furthermore, the re-
emergence of a more competitive price structure has
enhanced the willingness of textile mills to procure
Xinjiang cotton. At the time of writing this article,
more than 60 percent of Xinjiang’s 2014/15 output
had been sold.

Objective analysis reveals that challenges
remain in implementing the Target Price policy.
Among these, as previously mentioned, failure to
meet farmers’ expectations is prominent. The 2014
lint cotton target price of 19,800 yuan per tonne
prompted farmers to expect a seed cotton price of
more than 8.5 yuan per kilo but the actual return
was about one yuan less. Hence, Xinjiang’s cotton
area will fall somewhat in 2015 — an investigation

suggests the proportion will be 7.5%. Another issue
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concerns the high cost of implementing 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 final observation is that the policy
does not address production efficiency and many
farmers’ incomes are constrained by the small scale
of their production, poor equipment, low quality and
inadequate business skills. From a long-term aspect,
only by resolving these issues can cotton’s competi-
tiveness be improved fundamentally.

IIl. Improving the Policy

The sustainable development of the China’s cot-
ton industry requires a number of measures. Firstly,
land should be diverted from cotton production that
has low productivity or which (so as to alleviate the
pressure of on water resources) has been overde-
veloped. Production should be concentrated in the
superior regions, where farmers’ incomes can be as-
sured and their enthusiasm therefore enhanced. Sec-
ondly, mechanisation should be vigorously pursued,
both for planting and harvesting, and cotton varieties
should be cultivated that are suited to mechanical
harvesting. Irrigation techniques and facilities (ca-
nals, pipelines and the like) also require upgrading.
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Forecast of China’s Cotton
Supply and Consumption in
2014/2015

2014/154%- B F B & 4478 T BB 5o T T4

By MEI Yong (May), Beijing Cotton Outlook BCO, cottonchina.org

18k May, L RIRERE, PEREREIN

2014 was the first year that China adopted the
Xinjiang cotton target price subsidy policy. In order
to calculate the cotton yield accurately and guar-
antee the precise release of the subsidies, the local
government took the measures of centralized stor-
age and public inspection to confirm the execution
of the policy, which was mainly led by the China
National Cotton Exchange (CNCE) and China Fibre
Inspection Bureau (CFl). According to the policy, all
of the cotton produced in that crop year has been
stored in warehouses controlled the by China Na-
tional Cotton Exchange (CNCE). The storage work
had been completed by the end of April and there
was not much processing work left to carry out after
the end of May. By April 26", 4.34 million tonnes
of Xinjiang cotton had been processed, 4.28 million
tonnes had been stored and 4.16 million tonnes had
been inspected. The statistics were compiled in a
structured approach, which was more accurate than
before. However, there remains scope for deviation
in the evaluation of the data. By April 26", only 956.7
thousand tonnes of cotton had been inspected out-
side of Xinjiang. Nevertheless, since Xinjiang cotton
accounted for the bulk of production in 2014, ex-
trapolation can give a fairly reliable indication of the
total size of the crop.

Beijing Cotton Outlook (BCO, cottonchina.org)
has comprehensively calculated the cot-
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ton output, consumption and inventory in (
2014 according to processing data, ship-
ping data from the National Cotton Trad-

ing Market, as well as the railway shipping
data of Xinjiang cotton.

According to BCO, output is predicted
finally to be around 6.46 million tonnes, of

which 4.45 million tonnes are from Xinji-
ang and the balance from other cotton ar-
eas. Assessments by the National Bureau

of Statistics place output outside Xinjiang
at over 2.3 million tonnes, whereas BCO’s

data show it to be lower.

Currently, consumption predictions by

domestic institutions range from 7.3 to 7.9
million tonnes. BCO estimates the figure
will be 7.3 million tonnes, based on ware-
house data.
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(March 2015)
ZH 1920145 P E IR TE P F 4 11(2015 3 A i)
Prod. Cons. | Imports | Stock
in units of 10,000 tonnes e R #HO E5
BCO, Cottonchina.org
hEREE B 646 730 153 | 1,283
CCA
REIE S 650 748 152 | 1,335
CNCE Monitoring System
BRI A M R 5 Go2| 784 173 1372
USDA
EERLE 653 762 159 | 1,414
ICAC
B SAERS 644 791 154 | 1,478
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The calculation basis:

According to statistics provided
by the 233 member units of the Stor-
age Branch of the China Cotton As-
sociation, the gross amount of the
national commercial inventory at the
end of March was 2.65 million tonnes,
comprising 840 thousand tonnes in
the ‘mainland’ inventory (including
Xinjiang cotton already in warehouse)
and 1.81 million tonnes in Xinjiang. By
extrapolation (given that the last two
numbers represent 80 and 95 percent
of the respective totals in each region,
respectively), national commercial
stocks were estimated at 2.95 million
tonnes.

A simple calculation (6.46 million
tonnes of production 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 latter totalled 1.01 mil-
lion tonnes during the period.

BCO estimates the average month-
ly consumption as about 600,000
tonnes, suggesting a total for the sea-
son of some 7.3 rpillion tonnes.
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By Su Jing, Beijing Cotton Outlook (BCO), cottonchina.org

Big, A RIBERE, PEREEEN

In the 14 years since China joined the WTO,
imports of cotton increased but the quantity was
reduced sharply in 2014 and the situation in 2015 is
even less optimistic.

Currently, international institutions 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 five million tonnes.

According to BCO’s China Cotton 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 International Cotton Advisory
Committee’s April forecasts, by comparison, were
1.538 and 1.82 million tonnes, respectively.

During the first seven months of China’s cotton
season (September to April), actual imports, ac-
cording to customs data, amounted to 1.01 million
tonnes, of which 25 percent consisted of US cotton

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

BRILEH, B RWITFAK
20144 B 420154 A F B E v RE

FRE 320154 © 4 N TA4E I TR], - A3 AE
RN, FEAE H 20034 LS [k
D%%tﬂété‘% SR, AEE P AN AR A
AL TR, 20 144F B2 v [ (R A6 o 1 5
jifbaaf“éﬁfﬂz, H2015%E FE 33k T AT AR 2%
SO, 5 A E Bl R I A R T
L, AEtE “miAi R‘*Mzzﬂ;’l% RULIBIR .
BRULIBIR,  Z0E KRB K.

EEANE B 3 WU RS, o AR
(A 11K R P ik 2D, Eaulﬁrﬂﬁz%u
T ZAE150-160 J7 Wl 2 1] . Fif LONEE L [E
HETREAE200 T WE L R A WK, e igik
500 7 WELL I, 2014/ 154F 1 33k 341
ISR o

i E RS e 15 L MBCO, 3 H My KA “
R LR BER 7, 201448 B2 v I AL

and 22 percent of Indian. Imports of Uzbek cotton SEimba ] wﬁ15§ﬁ”@, 20154 BET A 1387
were greatly increased. i, TCAC (I Brfifb e 12 51 4%) 4] 4 4R
Jrguageces ot o T
4 Comparison of China Cotton Import Origins %;E?\g%zl‘gf %(?31 iﬁﬁmﬁ
FEESHENEEEEROEILL 8. -
60% |
) ©2011/12 ©2012/13 2013/14 ®2014/15 Sep-Mar MR DGV AR
50% HI7AN B3 KA (O
40% 22% AR E9-8 1),
30% 25% O rh i AR AR 101 7w
% Jrh, SR S AR25%, ENE
. 16% >N ) ) e
20% 13% i 22%, TP 2200 A

10%

0% *

Uzbekistan
5%5%

Australia
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The factors influencing the reduction in imports,
according to BCO, include the lessening of the price
differential between domestic and overseas supplies
and, of course, China’s regulatory policies.

In examining the overall supply and demand 5|tu-
atlon in China, BCO puts the 2014/15 season ’s out-

M

Brazil
Y}

-y il - :
3 I - \;ﬁfk’ Page 16
| = \&‘: ' l.p- Yk -.' \

3 o WOEE O HT
L o [ 4 2 L FBCO,
sE B2 WEUN AR A
& 8% Wk RE s,

T BT o A I
B WM ZBE—25

2 /AT ] AR RE 1 Y PR BORT THRT5 JE

HE, KREETEBENSEFES. B+
Il £ 47 5 BCO, 4)%{53\7;22%5’}43.1‘%?#
/ﬁﬁ§ﬁ$2§ 2014/15@?!%]1‘%7+

‘f'#

R



put at 6.46 million tonnes and consumption at 7.3
million tonnes, leaving a supply shortfall of 840,000

646 )70, W FRETI0JIE, PRI 2584 ),
POTT P8 K AW A AN UG, 2014/ 154E EE 1)

tonnes. FRAEAE Y o W Tl i 55, 2F 1 757 K ekl
é Supply and Demand Vi oo L ASRPRAEAE R LA N 1] A 2
#E FIHIHR T —8H31H.
01/04-/2(?15/4H — 13/14 14/15 15/16 2. gﬂ%ﬂ\ Eﬂ*ﬁﬁ%&ﬁ@é\éﬂzﬁi
Beginning Stické HHIER 9,600 | 12,310 | 12,990 %ﬁ%%”{‘%\ T I_’E‘]l“ﬁ)iﬁ U\/)Ziﬂ N 4%0
Production/ =& 6,920 | 6,460 | 5,760
o = 3. HECTTEA & O R (B e
Imports/ift [ & 3,000 [ 1,530 | 1,380 ST AT
Total Supply/ %5 19,520 | 20,300 | 20,130 TEARMLA
jon) E % HI LA FE AR A 3E 1 B,
Consumption/ ¥ 7,200 7,300 7,350 3 R e *I:C”H‘,T/I\%\% i 3’;
Exports/ i [ £ 10 10 10 i'c LN \rth AT i itrzﬁ;g
Total Demand/ &K 7,210 | 7,310 | 7,360 %Maﬁﬁﬁ%’ ﬁﬁ?m 4/ 15\£EETJE{’ ‘ﬁﬁ%
Ending Stocks/Hi K EETF 12,310 | 12,990 | 12,770 AN B v BRI T 47 T I
Source: Beijing C,tt n Outlook (cott nc;h'na) | | B, PO SEIAR, XX T
ource: Beiji otton Outlook (cottonchi PR =l 8 s TS e i
S e 7 B WHBAETR T Se 9 i (e it fE R . 2014/15

SRR, EBUMRC X TS, 45
IERAE I AR BOR, SRR B H e 1F
IS RCE PR voe MR, BN
kg g L, BN AMS e 2496/,
Il. Stocks comprise state reserves, industrial ':P ] i b xo) 3E VAR 19326 56 5 22 MOV 8 A 5 o

and commercial inventories and imports Ko

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

IIl. Imports include cotton cleared by customs
and stocks in bonded warehouse.
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The price advantage of im- /7~

ported cotton led to increased 25,000 +
import vplumes in the past . 23,000 -
several fiscal years but the price

differential has narrowed fol- 21,000 -

lowing the change in China’s
government policy, with the
result that Chinese enterprises
have become more selective in
regard to import purchasing,
giving preference to the aspect
of quality.

yuan per tonne TTEME

The government’s aim is to
encourage enterprises to use
domestic cotton. Imports dur-
ing the first seven months of

e CC Index CCFEH{ === A Index (before taxes) AI5#L

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 cotton
placed on consignment.

Meanwhile, in view of limited quota for raw cot-
ton, imports of cotton yarn have increased in signifi-
cance. During the first seven months of the 2014/15
season, these amounted to 1.308 million tonnes,
representing year-on-year growth of 5.06%. The
competitiveness of domestically-spun cotton 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 first 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 contamination-free cottons, with US and Austral-
ian at the forefront of attention. As regards domestic
supplies, Chinese enterprises note that overall cot-
ton quality has improved following the ending of the
reserve storage policy, enabling some of the preV|

oqsly |mported,c tton to be substituted. _
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According to BCO, the limited quota availability
might incline some textile enterprises, during peri-
ods when ICE futures are low, to consider importing
cotton outside of quota, paying the full 40% rate
of customs duty. Although the quantity imported
in this way may prove to be small it is illustrative of
the favour shown to imported cottons. Indian cot-
ton does not at present offer a price advantage but
West African has been in demand. Meanwhile, some
textile enterprises with yarn production facilities in
free-trade zones have been able to take both West
African and Indian cottons.

The forecast is that cotton imports in 2015/16
will show a further decline, to 1.38 million tonnes.
Although global cotton output is expected to de-
crease, China still 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 continue to maintain tight
control of import quota in 2015/16 and the outlook
for international trade thus remains pessimistic.
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By ZHANG Yujing, Henan Tongzhou Cotton

5K E &%, TR E AR

In the past decade, Chinese cotton merchants
have established themselves in the two most active
regions, Huangdao and Zhangjiagang Free Trade
Zone. During the peak period, there were more than
a dozen enterprises, representing ginneries, inter-
mediaries, logistics, warehouses and textile mills,
located in a single building. On revisiting the two re-
gions at the beginning of this year, the author found
that one fifth of the enterprises were gone. Chinese
cotton enterprises have had to deal not only with the
market during two periods of transition but also ad-
dress challenges from the legal system, management
issues and loss of talented personnel. It is really dif-
ficult for them to be active in the market.

Personally, the author identifies the challenges
facing Chinese cotton merchants as follows:

I. The macro economy cycle and the transitional
period

The macro economy cycle is the “Dharmachakra”
of the commodity prices fluctuation. Commodity
markets slump during periods of economic reces-
sion, and do the opposite in periods of economic
overheating. Current commodity investment is oc-
curring in the transition economies, as enterprises
seek to generate profits.

Most economies, except perhaps for the US, are
still in the cycle of cutting interest rates. In China,
economic development and recovery is slow. Accord-
ing to the published PPl and CPI readings for the first
quarter of the current fiscal year, economic recovery
was shown to be on an edge. Bulk commaodity prices
tend to be range-bound during such periods, and
cotton is no exception. Opportunities for making
profit, in the absence of wider market movements,
may prove limited.

Il. Return to a market economy

The government’s intention to allow market fac-
tors to prevail is increasingly identified, but the pro-
cess of change will require time. The transformation
from the three-year period during which the state
purchased and stored cotton to one in which direct
subsidy is paid under the pilot project in Xinjiang
shows the economic direction but contradictions
remain. The marketing policy for PCC (military group)
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Challenges and Prospects for
Chinese Cotton Merchants
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cotton demonstrates hesitation in releasing the gov-
ernment’s grip.

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

India has become the world’s biggest cotton pro-
ducing country as well as the second biggest cotton
consumer. The Cotton Corporation of India has pro-
cured in excess of 1.4 million tonnes of cotton. Any
changes in the Corporation’s selling price will directly
influence the balance between cotton supplying
countries, as well as the amount of import substitu-
tion for Chinese cotton yarn. The two “dragon and
elephant” storage policies influence the cotton en-
terprises, who fear a “Black Swan” event may affect
their business decisions.

I1l. Challenges for developing the cotton industries

There are several challenges for China’s cotton
industries:

1. Since the cotton and textile industries are
passing through a period of transformation
and upgrading, demand for cotton has de-
clined, trade volume is reducing and compe-
tition is intensifying.

2. Price fluctuation has diminished owing to
the restriction placed on imports to around
the 0.89 million tonnes per annum level. The
correlation between internal and external
price movement is decreasing and opportu-
nities for making profits are reduced.

3. China’s cotton merchants lack skilled person-
nel for international operations, must endure
foreign exchange controls and a high cost
of finance, and tackle complicated hedging
mechanisms.

Opportunities and challenges always co-exist.
Like the textile industry, cotton merchants will un-
dergo transformation. As cotton consumption at
home declines, looking overseas will become an ur-
gent priority.

Expectations on the future market:

As discussed above,
cotton is one among
many bulk commodi-
ties that cannot escape
the economic cycle. The
prospect of rising prices
in China appears limited
until the state reserve
cotton is consumed.
More energy must be put
into studying cotton fun-
damentals, the impact of
government policies and
modes of operation for
profits to be generated.

The global supply is
expected to decline next
season by between four
and five percent and Chi-
na’s import volume will
4™
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reduce further, to about 800,000 tons. Little im-
provement is thus foreseen in the import volumes
traded. State reserve selling, in contrast, should be
a feature, so as to satisfy mill demand. Domestic
cotton production will be smaller - according to the
China Cotton Association, farmers’ planting inten-
tions showed a contraction 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 cotton will decline from year to year,
thus intensifying the requirement for the price to
be discounted.

Barring the introduction by the Chinese govern-
ment of a different import regime, the connection
between the external and internal markets will be
most reflected in cotton yarn.

The author’s specific price prediction is that the
Zhengzhou January 2016 cotton futures contract
has already peaked. Opportunities may emerge for
a new high but there is no sure formula for always
being right and making profit. 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.

| hope we can be long-term friends in this in-
dlust‘ry. o\ vl

e s
A Wiy L - a4
TagL7 i « =iy b 3
3 DRSS S S S T % 3 T

N A ERAE A T D4 5%, T E BE
/80 Wi ZE A, T LAMTBR LBk v [
AN 2 5 AR FEATBLR R TR o P ) 0 i T
Wik, WAMYZE4E/N, AT SRS N, b
] ek TR WS, R 224 i VR A 755 1 ik
DI RE R T20%, PR N AR EAE R DL B
NE%, (HIFAERM S EEHE B, T
it & TP KRR TR B AR R, KRB H
) SRR g, 5 i 0 B A A % A
2z,

TANE R AR R BOM A RO g
FC 2584, A WIECAE e ez, [EN
AR IS 52 I fie ey B T A 20 1 11 ELIF i) J#)
AT I

FARBIO RS B, A M 16015 210 i%
FOSAN AN AL, AWEE AT
e RN IE, THIgEca A E &
R, WA R BRI TIE, A
JU PRI LA (P i T R 2>, AOGE
I A K, 3 A W s o) R B
Y, AKICESANEE AN L B S ICvEgkLk.
EAFIEAWTE R A REARWT K .

DU BAN e XA Tl A SZ T

o\



The Challenges and Market
Prospective for International
Cotton Merchants in China

HRGW W BB R eTHRE

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

Wik EBERKBHEZER)BSHRFELH

It has been four years since the market under-
went sharp rises and falls in 2010 and 2011. After
four years, | want to talk about the changes and cur-
rent situation of post-two-dollar age from the aspect
of a market participant. Also, based on this, | will
give an expectation for the Chinese cotton market in
the future.

I. What does high price cotton leave for us?

To begin with, chemical fibre has won market
share from cotton. Unlike other agricultural prod-
ucts, cotton is the only main bulk commodity that
can be functionally replaced by chemical products
under the current technology. The clothing and
household textile industries have realised that it
is impractical and uneconomical to rely on an un-
stable cotton supply as their main fibre source. The
rapid expansion of China’s chemical fibre industry,
combined with the decline in petroleum prices, has
enabled chemical fibre to retain a competitive ad-
vantage compared with cotton. Today, the versatility
and economic efficiency of chemical fibres has been
gradually accepted from manufacturing and project
operation to final users. The replacement of cotton
by chemical fibre seems to have become the trend.

Furthermore, the cotton textiles industry is re-
locating offshore. The CPI of China’s textile industry
was rapidly increased by the high cotton 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 cotton
protection policy, the three-year Reserve Policy was
carried out to stabilize the cotton price. As a result
of the exorbitant purchasing and storage price, more
than half of the global cotton inventory is stocked
in our country now, which could meet the demand
in China for a year and a half. The loss of competi-
tive advantage of China’s cotton textiles industry has
been exacerbated by the continuous rise in labour
costs. We see large-scale textile enterprises going
out to Southeast Asia and South Asia. The offshore
capacity of cotton textile enterprises in our country
can be seen even in the United States.

In addition, the policy transformation brings
pains. The conflict between the high storage cost in
terms of its affect on a weak textile market and pro-
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We’'re hands-on out in the field and
at every link in the global supply chain

From sourcing, processing, marketing, transportation to trade
finance, Noble Agri can help better your cotton business.

Noble Agri is a member of publicly listed Noble Group Limited
(SGX: NOBL), a market leader in managing the supply chain
of agricultural, industrial and energy products. Noble Group
deals with many of the earth’s natural resources and raw
materials such as cotton, grains, coffee, coal, steel, aluminium,
clean fuels - among others. We move these products by ground
and sea from the world’s production and surplus areas through
our owned and operated facilities to where they are needed
around the world.

Noble Agri

A Member of the Noble Group

2000 West Sam Houston Parkway South - Suite 7750
Houston, TX 77042, USA

Tel +1 713-229-3190

www.nobleagri.com

We also supply customers with technical ship management
and chartering services, offering both suppliers and buyers
structured financial solutions and services.

Noble Agri’s synergy with Noble Group and its reputation for
building strong customer relationships means you can depend
on our high quality execution in everything we do.

With a worldwide network of over 140 offices in 37 countries
we’re not only hands-on out in the field but also at every link
in the global supply chain.

A member of the Noble Group



tecting 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 cotton in the
state reserve, The target price reduction 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 national
finances. 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 find a balance between excessive supply and the
interests of farmers.

Il. The challenges for international cotton mer-
chants

The consumption growth of cotton remains slug-
gish. The accompanying chart shows data for global
and China’s cotton consumption as estimated by the
USDA. It can be seen that the growth of the cotton
industry in recent years is not obvious; the contrac-
tion in China is rather serious. Global inventory has
been rising sharply, to a level close to annual global
consumption.
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Infinite opportunities
With Kotak Commodity Services Ltd.

Generally commaodity 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 Commaodity. SERVICES LTD

Infinite opportunities. Infinite gains.

To know more visit: www. kotakcommodities.com

Registered Office: Kotak Commadity 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/0479. MCX/TCM/CORP/0026. NCDEX -00155. MCX -10440. ACEL/TCM/CORP/0235. ACE - B060.
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The quantity of cotton imported by China has R ik, LB 5 5 7 A 5
declined. In order to try to reduce the huge domes- JRIR, TR 52 2 7 E 52 )
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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 matter whether they choose to take the
bonded warehouse approach or not. The de-
velopment of business in China’s market is
difficult for the foreign merchants under the
environment of supply exceeding demand.

I1l. The outlook for the Chinese market

China has world-class logistics support
facilities, complete industrial clusters and a
huge domestic market. Under the direction of a
market-oriented policy, the domestic and over-
seas price differences have been narrowed. If
the huge domestic storage can be managed
through planting reforms that improve the sup-
ply-demand relationship, and if China can avoid
being disjointed from the international market,
and realize the decisive role of the market, |
believe the textile industry in our country can
regain international competitive advantage.

In order to reach the goal, we should pay
more attention to the global supply-demand
relationship and foreign cotton policies, espe-
cially in India. With the smooth and steady de-
velopment of the textile industry in our coun-
try, the fiscal expenditure should be alleviated
as much as possible. The farmland resources
should be used appropriately to provide the
products that enjoy real competitive advantage
instead of building inventories.
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The Influence of imported yarn
on China’s Textile Industry

B v B KB RIT RGP R

By ZHANG Man, Beijing Cotton Outlook (BCO), cottonchina.org

K, PEREREIN

During the first quarter of this year, China’s im-
ports of cotton yarn totalled 590,600 tonnes, repre-
senting year-on-year growth of 15.26%. During the
same period, cotton 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, production
costs have risen, and the volume of imports has be-
come an influential factor on the development of the
domestic cotton textile industry.

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

Imports of cotton yarn and cotton 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 cotton and the
increasing cost of labour faced by Chinese mills have
stimulated imports, with the result that the volume
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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
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of China’s cotton yarn imports. Pakistan, took a share
of more than 30% in 2008 but with competition from
the two other sources mentioned 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, respectively. The rise in arrivals from Vietnam
was particularly noteworthy. Three factors have been
influential: firstly, the capacity transfers of Chinese
spinning enterprises to Vietnam, secondly Vietnam’s
reliance on US and West African cotton (which re-
sults in better quality) and, thirdly, the zero tariffs on
imports of Vietnamese yarn. A further consideration
is the close geographical proximity, which makes the
operational risk controllable.
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3. Medium and low-end counts are still the main-
stream

Pure cotton 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
synthetic fibre yarns are also beginning to enter the
market, thus increasing the range of domestic out-
put substitution by imports. Importers of yarn were
initially concentrated among mills in Guangdong,
Zhejiang, Hubei and other coastal provinces, but
have now extended to several industrial clusters in
the Midwest.

Il. Impact on the market

Since 2011, many small and micro enterprises
have shut down or curtailed output. Capacity use by
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Cotton Outlook’s Long
Staple Annual Review 2015

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

We invite you to place your company’s
advertisement in our 2015 publication.

For more details, please email
advertising@cotlook.com.
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the industry overall has been decreasing, thus weak-
ening its international competitiveness.
However, the increase in imports is pro- a
moting the efficient allocation of resources
on a global scale.

Cotton consumption comparison
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consumption

The decline in China’s cotton consumption has
provided scope for expansion in India and Vietnam.
Cotton consumption in both countries has grown,
especially, during the three most recent seasons, in
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3. Spur to industrial restructuring
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Many textile enterprises have adjusted their

structure so as to avoid trying to compete in the
main import lines and by adopting 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.

lil. 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 continuation of the quota controls on imported
raw cotton but not on cotton yarn, the advantages
of imported cotton yarn are here to stay. The de-
velopment and modification of the textile industry
in India, Pakistan and Vietnam, especially Vietnam,
portends a gradual improvement in yarn quality,
affecting not just coarser counts but carded cotton
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 textile enterprises need to
follow a path toward high quality, high efficiency and
diversified products.
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Israel Cotton

where Top Quality meets Top Service

The Israel Cotton
Production & Marketing Board Ltd.

3 Netivot St. PO.Box: 384, Herzlia B’, 46103 ISRAEL

Tel: 972-9-9604003, Fax: 972-9-9604010
www.cotton.co.il

otto stadtiander
gmbh

marcusallee 3 - 28359 bremen - germany
telephone +49 4212042-0 - telefax +49 421 2042-200
www.osta-bremen.de - e-mail: info@osta-bremen.de



Cotton Yarn Futures

Discussion

MR R

By Lu Shuxiang, Researcher of Cotton Yarn Wanda Futures

After more than two years of preparation, the
Zhengzhou Commodities Exchange is expected in the
near future to list a futures contract for cotton yarn.
This article considered such a contract’s potential im-
pact on the market, and its probable strengths and
weaknesses.

(1) Market impact

The formation of authoritative pricing: As we all
know, there are many different cotton yarn specifica-
tions. The current benchmark selected by ZCE — 32s
carded cotton yarn — has more than 50 specifica-
tions, not to mention the different spinning methods
and processes and different classification methods.
The offers from spinners vary greatly. Furthermore,
imports of cotton yarn from different countries are
bit confusing. The textile industry lacks an authorita-
tive pricing mechanism. The proposal of a ZCE cotton
yarn futures contract, if it proceeds smoothly, will
set a price standard, help bring order to the industry
guotation system and be conducive to the develop-
ment of textile industry.

Textile industry profits: 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 profit margin of less than
one percent. As a labour-intensive industry, profits
are increasingly difficult to generate; the survival of
SMEs is difficult.

Chinese exports of cotton yarn have become
more difficult, owing to high raw material prices
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Table 1 'Above-scale' textile enterprises' profits
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and greater price volatility, which affect

the profitability of the textile industry. The
price volatility has been particularly evident
since 2010 and the advent of a cotton yarn
futures contract would allow spinners to
avoid the risk of price fluctuations on both
the raw material side and on the selling
side, thus locking in profits and bringing sta-
bility to earnings.

We ® ready for just
about anything.

Rekerdres & Sons Insurance Agency constantly strives to keep ahead
of the ever-changing rules, laws, and customs issues involving cotton
shipping and storage. This allows us to identify exposure, control risk
and more fully understand the supply chain, from origin to destination.

Cotton and PTA futures together form
the textile system, and the addition of a
cotton yarn contract will undoubtedly make
this system more complete.

(2) The disadvantages of cotton yarn
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futures

Compared with cotton and PTA, it is
challenging to determine unified product specifica-
tions for cotton yarn. To reiterate, there are hun-
dreds of cotton yarn specifications. In the draft ZCE
cotton yarn futures contract it states “in line with the
quality standards for delivery of cotton futures 18.5
tex (32s English count), 100 percent carded cotton
ring spun yarn, packaged on cheese, 6 to 9 percent
moisture regain”. However, research shows that in
face of increased imports of yarn, domestic produc-
tion of 32s cotton yarn is becoming less and less.

Meanwhile, since profitability is very low, smaller
enterprises may find difficulty in participating in the
futures contract.
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Currently, the profit from spinning carded 32s
based on a raw cotton price for Type 3128B is less
than 300 yuan per tonne, which after taking into ac-
count the other costs of business operations leaves

( Figure 1: Trend analysis of three fibres
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a meagre profit. If capital is tight, smaller businesses
may not come up with the extra funds required to
participate in cotton yarn futures, so whether such
a contract will reflect the actual operation of the in-
dustry remains to be seen.

Many companies have turned to the production
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 initially,
of imported cotton yarn from the contract. In 2014,
imports reached close to two million tonnes, whilst
in the first three months of this year the quantity
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
consumption. The exclusion of imports could bring
disorder to the price discovery function.

(3) The advantages of cotton futures

In addition to arbitrage between cotton yarn and
raw material contracts, and providing a facility for
earnings to be stabilised, a cotton yarn futures con-
tract will bring an opportunity for more authoritative
price formation, and may enhance industry consoli-
dation and the quality of production, thereby assist-
ing competitiveness.

Figure 2 : cotton, PTA prlces and carded yarn C32S
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Figure 3: Spinning profit analysis
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The import cotton yarn process is smooth, and
the maximum tariff is five percent (in some instanc-
es, zero), and the environment is much better than
that for raw cotton, which is heavily regulated. Once
imports are allowed to participate in the cotton yarn
futures contact, therefore, it will be possible to see
the formation of a ‘global price’, which should assist
the competitiveness of China’s cotton textile industry
in the world market.

G, MREbRUES AR R S, A

[THEAG, FOREREAL, ML T—
NEASES NG SR, XA EAT 5GP
MR G 280N, BRI AR
W2 55 T REAF AR 2 K Bt e &, (EAR
2N S LB BUSII T A% 2 )5, B
IERBGT AT YRS, R Ak
A I EENIE s AT EA, insETh

MR LAV R BT AN SE 4 7

Hk, Mgyt nidy, fhsd
IR RBUEDS, BB R R TR
Blo AHET ML A HE TR L, [H
IR G MR Eb I B R AT A
AEF LA, AT T3 [
ks . MeblIoE— HIFRERK,
ERES T S — MR AS, AR
T EMmRII SIS RIS e
Ho

The futures market capacity is very large. Raw
cotton consumption is expected to remain at around
seven million tonnes per year, and a rough estimate
of market value is 150 billion yuan or more. Cotton
yarn futures would be a huge market, with the po-
tential to attract more investors.

In conclusion, although cotton yarn futures may
have some disadvantages, these are outweighed by
the prospect of stability in earnings. A cotton yarn
futures contract may even speed the development of
the textiles industry and is something that is there-
fore to be welcomed.

(
Figure 4 : Analysis of monthly yarn imports
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