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China: A Changing

Market

By Ray Butler, Editor, Cotton Outlook

FTE: TR TH

Virtually all recent comments emanating from
China’s textile industry have painted a gloomy view
of prospects. Rising costs of production, not least of
labour, together with reduced export orders and
diversion of business to lower cost centres have
featured stongly in the complaints that have been
uttered. Furthermore, the profitabilty of selling to
domestic consumers has also been questioned in
some instances.

An outside view is that a fundamental change
may be under way in the relationship betweeen
China’s textile sector and the rest of the world.

The heady days of large-scale switching of low cost
manufacturing to China seem no longer to be the
future. China may henceforth have to compete in a
different sphere, where quality, technical innovation
and brand development are key factors. This
message has certainly been preached for some time
by textile industry leaders but seems now actually to
be a more urgent requirement.

This is not to say that China’s importance to the
cotton world will by any means diminish in the
foreseeable future. As the largest producer and
consumer of the raw material, the decisions taken
under the prevaling, state-controlled market system
will remain of paramount importance to growers,
traders and indeed textile industrialists elsewhere.

For raw cotton, the dual influences of the state
reserves support policy and Beijing’s quota
management system will continue to bear
substantial influence on the direction of world
prices, and ultimately on the capacity of the major
growing countries to offload their exportable
surpluses. The state reserves have been used not
only to support farmgate prices during the present
season, but by rebuilding a strategic stock, Beijing
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Timing Matters
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has clearly opted to reinforce its ability to operate
‘macro control’ of the cotton market. Last year, when
the reserves were depleted, the options available to
the centre to influence domestic prices were found
wanting.

With around four million tonnes (including
imports) accumulated by the end of March, the
decision-makers face a challenging dilemma: ideally,
one would imagine that the stocks should be
‘rotated’ to make room for similar price support
operations to be conducted when the next domestic
harvest comes to market; however, the state would
presumably not wish to incur
substantial losses and yet today’s
market, with cheaper imported cotton
available, and lacklustre demand for
yarn, render that a quite likely
occurrence. Will Beijing therefore
decline to issue more import quota
during the current season, and
thereby force the domestic price
higher, to the evident disadvantage
of its already hard-pressed industry?

If it issues more quota in the short
term under clamour from textile
interests, will there be sufficient
additional warehouse capacity to
allow the reserves to continue to
grow in 2012/13?
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The answers to such questions were not visible at
the time this article was written, and may only
become clear with hindsight, but the reader will
acknowledge that whatever choice is made will have
significant implications not just internally, but
externally. Interestingly, some arguments have been
put forward by domestic observers (and apparently
rejected for the time being) in favour of a move away
from the current mechanism to something more
akin to the US target price system, in other words
paying subsidy to the farmer and not interfering
directly with the market dynamics.

As things stand at present, China seems likely to
amass record imports during the current, 2011/12
season, thanks in part to the purchasing activities of
the state reserves, mainly of US cotton. However, it
is India that has taken the lion’s share of China’s
imports during the current season to date, leading to
self-evident complications in that country’s export
policy. Cotlook’s guess is that China’s imports in
2012/13 will be less, on grounds that the state
reserves will not require more imported cotton, and
that any rise in price to a level that brings a return,
or covers costs, will be looked upon as an
opportunity to recycle the reserves supply.

With lower imports, therefore, some of the
global surplus likely to be generated next season will
be held outside of China, with obvious implications
for international prices. This scenario supposes,
firstly, that a decline of merely around four percent
in global plantings will occur in global cotton
plantings (according to Cotlook’s estimates as at the
end of March, 2012) and, secondly, that after
dropping sharply in 2010/11 and 2011/12, world
consumption will recover by around seven percent
but remain well short of the peak levels achieved in
several years during the first decade of the century.
Either assumption could prove widely short of the
mark — consumption outside of China may indeed be
stimulated further if that makes spinning elsewhere
increasingly competitive, and if world economic
recovery comes more quickly than suggested by
some pundits. Our figures may therefore require
substantial readjustment as the year progresses.
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World of Statistics

By Cotlook’s Editorial Staff

The commodity world, including cotton, depends
on supply and demand estimates to influence
thinking about price direction, so the reliability of
statistical data is crucial. But most countries’
statistics are fallible in one way or another and many
variations exist in the estimates put forward for
production, consumption and stocks by both
domestic forecasters and international agencies.

On the international stage, USDA and ICAC
attempt to complete the picture by looking at
production, consumption, foreign trade and ending
stocks, with a view to making the latter ‘fit the
picture’. This is obviously the most rigorous approach
but finding accurate data can be problematical and
time consuming, and begs the question at times as
to whether adjustments to calculations are made to
come up with the ‘correct” ending stock figure, i.e.
one that looks sensible. Cotton Outlook takes a
slightly different approach, by considering merely
the prospective changes in stocks in any season at
the global level and in China. This can be criticised as
being error prone, lacking the check of finding a
‘sensible’ figure for ending stocks by country, though
it has the advantage of reporting production and
consumption figures as they are perceived from the
country in question. Moreover, Cotton Outlook is
able to respond quickly to changes in actual
developments and market insights.

The differences of approach lead to varied
results. For instance, Cotton Outlook’s present
forecast of 2011/12 world consumption is over one
million tonnes lower than either USDA or ICAC, and
our prediction is that having fallen more sharply than
the other two bodies say this year, recovery in
2012/13 will be proportionately stronger, at around
seven percent (USDA says slightly over five percent,
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ICAC less than four percent). We also have different
numbers for China, having quickly adopted the CCA’s
February planting intentions survey result, to show a
commensurate (almost 17 percent) decline in
prospective output during 2012/13 (USDA, at the
time of writing, said merely nine percent, ICAC 13
percent).

This leads to consideration of country differences.
The range of estimates in China goes from a reduction
in planted area this year of five percent (Ministry of
Agriculture) to CCA’s 16.7 percent, with quite a few
bodies sticking close to ten percent (the figure first
put forward, some weeks ago). Actual output levels
are also widely disputed, ranging from over 7.1
million tonnes for 2011/12 (CCA), down to 6.6 million
(the National Bureau of Statistics). As an aside, one
might hope that the inspection data emerging from
the newly reformed system of mechanical testing,
following the past year’s rapid expansion, might soon
cover the bulk of the crop, leading eventually to a
more accurate, post-harvest, crop assessment.
Consumption levels are expressed even more vaguely
than production, with considerable doubt expressed
regarding the yarn production data provided by the
Bureau, and no real measure therefore available.

In the Indian subcontinent, one might regard the
bale pressing figures from the Pakistan Cotton
Ginners Association as fairly reliable, though the
average bale size is less easily discernible, and
determining a tonnage number for the crop is
therefore a matter of taking a consensus view of what
that average might be. There is less certainty about
arrivals data in India; the most regular source of such
data is the Cotton Corporation of India, which
assesses the equivalent of seed cotton arrivals in 170
kilo bales. However, its data is only one source of
input into the Cotton Advisory Bureau, which
attempts to reach a consensus between the different
industry sectors on the numbers for production,
consumption and exports. The government has lately
undertaken to try to improve statistical standards in
general, which would be a welcome development for
those monitoring the cotton supply and demand
situation.

The United States Department of Agriculture,
sensitive to the effect on the futures market of its
pronouncements on supply and demand issues,
doubtless has the most rigorous crop forecasting
system in place. Even so, the effect of current
budgetary cutbacks on its detailed work has yet to
bite. Already, on the consumption side, the Census
Bureau has cut the monthly assessments of how
much fibre is being used domestically, on which the
market relied, as a cost-cutting measure.

Most of the major private cotton trading
companies form their own views on world supply and
demand prospects, perhaps taking the data from one
or more of the international agencies as a starting
point and amending them so as to determine their
individual trading strategies.
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In summary, there is a vast gap in the cotton
market’s statistical knowledge. A market participant
in need of fundamental assessments of supply and
demand needs to understand the differences in the
data from different sources and draw their own
conclusions based on those data and their own
experiences and knowledge.

Cotton Outlook’s view of the World
Statistical Outlook

According to Cotton Outlook’s estimates,
2011/12 will witness an excess of global cotton
supply of over 4.4 million tonnes, and the
prospective addition of over a further 1.3 tonnes
in 2012/13, unless curtailment of plantings in
some countries proves to be deeper than current
expectations, or world economic recovery is faster
and cotton consumption turns sharply higher.

Much of the current season’s surplus is of
course being carried in the China state reserves.
Even so, world stocks outside of China are
projected to be bigger in 2011/12 for the second
season in a row, and could continue to increase in
2012/13, especially if — as Cotton Outlook expects
- China proves to be a smaller import buyer than
in 2011/12.

Planting prospects

World cotton area in 2012/13 seems set to
decline by around four percent overall. Most of the
decline is anticipated in the Northern Hemisphere,
which accounts for the bulk (close to 90 percent) of
the world’s cotton area and where crops are planted
from around March onwards each year.

China’s crop data remain divergent but the
majority of domestic sources, with the notable
exception of the National Bureau of Statistics, place
the 2011/12 figure at over 7.1 million tonnes. In
2012/13, the China Cotton Association’s most recent
survey, at the time of writing, portended a reduction
in cotton area this year of 16.7 percent, suggesting
lint production might fall below six million tonnes.

India has by far the largest area under cotton
each year, but crops, being largely rain grown,
achieve yields below the world average. Expectations
of a new record outturn in 2011/12 appear unlikely
to come to fruition — one of the causes of the swings
in Indian export policy that have once again occurred
this season. This year, observers foresee a strong
turn away from cotton, particularly if New Delhi
should make adjustments in minimum support
prices that favour alternative food crops, such as
pulses and oilseeds, output of which is in deficit,
requiring imports.

The United States Department of Agriculture
predicts a fall in US cotton plantings this year of
almost 11 percent. Much will subsequently depend
on the size of abandonment, especially in Texas, the
main cotton producing state, in the western parts of
which drought still has a strong grip. If abandonment

B, A E R R T AR 0 16.7% , BERRTE Hot:
B 6007 LT o

TEHIE | AR Kk TR AR AL
(ERAEDIFE TR KA, PR T 2ERCF47K
Fo WIFAE2011/124F 1, PR AS IR KR
i —— DR A ERE A H VBRI i AR, fEARZE
R E SRR . AMERINN, S4F, W
SRB T R R HA R AEY) (A 2R 1
A, A RO R A R EY), TR AR AN
k. EEE, BT ERRH T BEA L,
XA E R EE O

PEEE LT, A4F, R LFE
BUI 0 119%. A EIIFE A 2K, XE
T RF R R TR e BERT M R S E
FRT= 1, T PO X s e R SOk
R B ETT . A0 SRE T A T AR 2 1E
ACE RIEER) , JEES, Aafb R R
2011 124F FE 7K o

EL LT AR AL PP I AL AT RERS A I, B
22%. [FIHAMEZAE, F2011/120F%F, S5
FRRIRAL T A AT, SRR TR RERIE AR
TR . FE(E Ay, RV I ™ ks e
, ABRRF= AR B e AR, X—ASHEEE
RO OrEE, FROTHHSCE DI, O —5ss
FHTHEHEE, MG X E—MRRKIAE, B8
TEEEAEFIEIX , &Z8/NEE IUCE] H 3 gl 4
iR

FE I R A 2, ARAERR R I LA 2
KAFERA ;3% 50| v BAR AL R T AR
B RE R, RS s T R R A A
Wy, Ak, LESEIE. BE rOlE SR EE
HERE =R E2011/124F L, HFIERKRAELL,
HARFEIR A AT RAEN o

MRAERE I AL R RS ES, (HARMERRIX
R ARZ RN SR, AEME SR
RRAEFRE AR I T 3% LA L, RN DU RIFif
s 2R IEA IR AR T AT B, 3
TATEAE RN TS JAT, SRR
KA, A2 S E A HAARME R, MR
TR 2 R A B

FEFEEER, 2012/ 134F LAY PR AE L H A
Kellgio ARSELLL, AR HOKRTEL, B
LA, AR SRR A BB, TRERIY
BIREAR. HAET, i iR i, #R

Page 12






is of more normal proportions
this year (as per our assumption),
harvested area could in fact
exceed that recorded in 2011/12.

Pakistan might see cotton
area dip slightly, by around two
percent. Unlike those in other
countries, farmers in the state of
Punjab in 2011/12 have received
better returns from cotton,
thanks to improved yields. In
consequence, strong enthusiasm
is discerned for planting cotton
once again this year. That applies
too in Sindh, despite this season’s
severe flooding. It remains to be
seen, however, whether the
improvement in yields can be maintained, given that
the new planting season is showing signs of a
delayed start, following a prolonged winter, which
has impeded the harvesting of winter wheat in some
core cotton producing areas.

Intended planting areas in the Central Asian
countries within the Commonwealth of Independent
States seem unlikely to show significant change;
Uzbekistan has made a further, modest reduction to
the target area, owing to the diversion of marginal
land to other crop production, but Turkmenistan,
Tajikistan and Kazakhstan seem likely to produce
similar-sized crops to those recorded in the 2011/12
season, barring natural setbacks.

The African Franc Zone countries might prove an
exception to the general downward trend. Our
aggregate number shows an increase of over three
percent, thanks to further recovery in Benin, Ivory
Coast, Togo and Senegal, which more than offsets
prospective reductions in Burkina Faso. Mali,
currently the biggest producer, and other countries
in the region, foresee little change in planted area.

The 2012/13 Southern Hemisphere planting
season is still some months away but despite the
distant timescale it is already apparent that Australia
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has a sufficient supply of water, so any cutback there Changes in Consumption
will presumably be price driven. At present, Cotton i

Outlook is projecting a marginal fall. A rather heavier lﬁ%z‘”ﬁ

cutback is foreseeable in Brazil, once again with price

being the main driver. Zimbabwe, in contrast, is

predicting a further increase in cotton area, on the

back of continued reform and development of its

cotton sector. Overall, the decline in Southern

Hemisphere plantings may be of insignificant

proportions.

Consumption

Cotlook’s assessment is that world consumption
declined by almost six percent in 2010/11 and by
close to a further 6.5 percent in 2011/12. That
means a reduction of almost three million tonnes
between the amount used in 2009/10 and our
estimate for the current season. Our initial view is
that some recovery is bound to occur in 2012/13,
given the return of cotton prices to more affordable
levels, though we take note of the relative price
competitiveness of the man-made fibres, especially
polyester, so cotton winning back lost market share
may prove challenging. The substantial difficulties
pertaining to uncompleted high-priced contracts,
and the fear of fresh cotton price volatility, are also
dissuasive factors for cotton, when mills consider
their raw material requirements.

For the time being, we presume that China’s
current lack of textile business confidence will
eventually dissipate, and postulate a recovery in
cotton consumption from the 2011/12 season’s
depressed level, resulting in higher cotton
consumption, though not quite to that attained in
2010/11. We also presume, for the time being, that
after suffering a setback this season, India’s cotton
consumption growth will be resumed. Pakistan,
which has benefited from a competitively-priced raw
cotton supply, should also see continued recovery
from the depths reached in 2009/10. Growth of 10
percent is envisaged in the ASEAN countries, and of
even more in South Korea. Turkey also seems likely
to see consumption recover. In virtually all instances,
however, a return to the boom years that preceded
the 2008 financial crisis seems still to be a distant
prospect.

Changes in World Consumption

HRIEREN
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Australian Cotton Industry
Continues to Set Records

By George Gallacher, Chairman, Australian Cotton Shippers Association

WK A AR AL 7T b 4k 22 4|

RECORDS continue to tumble for the Australian
cotton industry, with the current harvest in full swing
and expected to deliver a crop in excess of 1.05
million metric tons — beating the previous record set
in 2011 of 925,000 metric tonns.

And with excellent summer rains throughout the
cotton growing belt — water reservoirs in virtually
every growing region will be fully replenished for
another bumper season in 2012/13.

This holds the industry in good stead for
production of at least around 900,000MT per annum
for the next several seasons. In Australia, growers’
decision to plant cotton is linked predominately to
water availability and seasonal conditions rather than
price. Profitability far exceeds alternative crops — even
at current grain prices — owing to the exceptionally
high yields (2.25 — 2.5 metric tons of lint per hectare)
achievable with irrigated cotton production in
Australia.

Exports: Virtually all of Australia’s cotton crop will
continue to be exported — with peak shipments of
around 135,000/140,000 metric tons per month
expected to run from May through to September/
October. This peak shipment slot is very well timed
for China’s raw cotton import requirements, and is
one of the key reasons Australian cotton is so highly
favoured by Chinese spinners.

In 2011, around 64 percent of the Australian crop
(at the time of writing) had been shipped to China.
The other major markets were Indonesia (18 percent)
and Thailand (9 percent).

Australia is extremely well placed to service
these markets with very fast transit times of less
than two weeks sailing time from origin to Chinese
“main ports”.
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Quality: Additionally, the consistently high quality of
the Australian crop makes it a reliable choice —and mills
are increasingly utilizing it as a “base fibre” in their
laydowns.

The bulk of the Australian crop is typically shipped
against Strict Middling quality parameters, with micronaire
in the 3.5 to 4.9 range.

Most Australian cotton is sold and shipped as 1-1/8”
staple, but the crop is increasingly producing fibre of
1-5/32” and longer.

Most importantly —according to surveys of our
spinning mill customers - Australian cotton is considered
to be the most “contamination free” cotton growth in the
world, and quality is extremely consistent throughout
shipments.

Uses: Most of Australia’s cotton is used in the
production of combed cotton yarns (both knitting and
weaving yarns) of 30Ne and finer count.

A recent survey of spinning mill customers from China,
Thailand, Indonesia, Korea, Japan and India showed that
Australian cotton was the main fibre used in production
of yarns in the 40-59Ne count range.

Around 5 percent of our upland cotton crop typically
falls into the “Australian Long Staple” category, of 1-1/4”
and longer, and commercial trials have shown this is
suitable for production of 60-70Ne yarns.

There is also a small amount of Pima cotton grown in
Australia, which shows outstanding fibre characteristics
when compared with other ELS growths. The production
of Pima is limited in Australia due to the lack of large-scale
roller-ginning infrastructure.

Certification: Increasing volumes of Australian cotton
are being shipped with “Best Management Practices
(BMP)” certification. This certifies that cotton is grown on
“BMP” farms that have been independently audited to
comply with certain environmental and social standards.
An increasing number of brands are becoming aware of the
BMP programme, and the benefits of Australian cotton in
general —the Australian cotton industry has developed a
range of marketing material to assist brand-owners with
their promotion. When combined with the high quality of
yarns and fabric produced, this becomes a unique selling
point for 100% Australian BMP cotton yarns. To obtain a
BMP Certificate as part of their shipping documents, mills
must ensure that “BMP Cotton” is specified throughout the
bid/offer process and is included as a specific term in their
purchase contract.

The Current Harvest: For 2012 crop, the Australian
harvest period commenced in early March, and will likely
run through until July —with ginning likely to extend all the
way through until November.

At the time of writing, only a handful of bales had been
classed, and whilst it is still too early to make an accurate
comment, the Australian Cotton Shippers Association
believes that overall quality should be similar to last season.
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The Australian Cotton Conference: The Australian
Cotton Conference will be held from August 14-16 at
the Gold Coast in Queensland. More than 1,200
delegates are expected to attend, with a broad cross-
section including growers, traders, government and
textile businesses. For further information (or to
register for regular updates) please visit
www.australiancottonconference.com.au

ACSA: The Australian Cotton Shippers Association is
the body responsible for coordinating contract sanctity
within the domestic Australian cotton trade, as well as
promoting Australian cotton to our spinning mill
customers. ACSA, with the assistance of the Australian
Government’s Department of Foreign Affairs and Trade,
conducted a series of marketing seminars in China in
early March.
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THE TRADITION LIVES ON * o

TOYOSHIMA&CO.LTD
15-15, Nishiki 2-chome,
Nakaku, Nagoya, Japan
460-8671

TEL : 81-52-204-7502
FAX : 81-52-204-7423
cotton@toyoshima.co.jp

TOYOSHIMA(USA)INC

8001 CENTERVIEW PARKWAY,
SUITE 115 CORDOVA,
TENNESSEE 38018-4228, U.S.A
TEL : 1-901-752-6640

FAX : 1-901-752-6645
tui@toyoshimausainc.com
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Contact details for member organisations of ACSA are:

BAFTRRRENE N RARNEFKEER

Auscott Limited (B8 2F])
marketing@auscott.com.au

+61 2 9295 4800

Cargill Cotton (E H1#81E) +617 46710222

Philip_Sloan@cargill.com

B A FITF Ecom CommoditiesZy &)
webcottonoz@ecomtrading.com

+6129223 3631
Louis Dreyfus Commodities (2§ 51£ =)
brisbane.reception@ldcommodities.com

Namoi CottonZNERIFIES{EL T (S # ) +61 2 6790 3000
jchallachor@namoicotton.com.au

+617 3253 5999

Queensland Cotton +61 7 3250 3300

ausmarketing@qcotton.com.au

Twynam Agriculture R R EHR ({WES%) +61 2 9325 9000
dwright@twynam.com
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Central Asian

Cotton: Trends

and Prospects for

China’s Market

Galina Fisher, CIS Editor, Cotton Outlook
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The Central Asian region, which includes five
cotton-producing countries (Uzbekistan,
Turkmenistan, Tajikistan, Kazakhstan and
Kyrgyzstan), is a key contributor to world raw cotton
production and export trade. With the aim of
developing its own strong processing and textile
industries, and by so doing adding value to local
resources, the region is also set to make a
contribution to the world’s textile market.

After the break-up of the Soviet Union, each
independent state developed its own distinct
economic policies, so there are some disparities
between the progress made and developments in
each of the five countries. In Uzbekistan,
Turkmenistan and Tajikistan, the cotton sector
remains under the control and support of the
government. In Kazakhstan and Kyrgyzstan, farming
is a free market enterprise and farmers make their
own production decisions.

Raw cotton production

The combined production of the five
countries today represents around eight
percent of global output. This is a sizeable
contribution and it makes the region as a
whole the fifth or sixth (depending on the
season) world’s largest producer of raw
cotton.

During this century, the region’s
output has fluctuated from slightly below
1.4 million tonnes to almost 1.8 million,
but during this season and last it appears
to have stabilised at slightly below 1.5
million. Cotton Outlook’s estimate for the
2011/12 season is 1.438 million tonnes
and we foresee only marginal change in
the season ahead.

VR SRR Bes /R CHRAERREDy SR E K ghis

PETE: S2%0) il LS E. B
OCHIH IEEE T /REITE, SR
FEZHMAEE MO S5RSE. bR hESs
TR BRI LM 595200, $ w2 H PR A A
{8, MRIRYZUMTTRR

SRS, T ESE TN FE R LT
W, WL, TENZ A RREERE 2R, £
A rE . LESHTH, BT, KR
o B E B o AERRTE FOTE 5 T R
ﬂ%ﬁﬂﬁ?ﬁmﬁ%%%,Kﬁgﬁ%EE
T

wier=&

I O S BR AR L STk o PRI
B RSV 17 BR800 (A BRITR
PR —, T R A Bk 44 S T
SRS (R AR

Page 22



It is not that cotton is now less important
to the local economies, though the two
largest producing countries
(Uzbekistan and Turkmenistan)
have clearly developed
production and export of other
resources and commodities
to reduce their economic
dependence on cotton.

Exports of cotton still account
for a large (for Tajikistan, a
major) share of foreign currency
earnings. Even in Kazakhstan and
Kyrgyzstan, the crop provides a vital
livelihood for local farmers.

The main constraint on cotton production is the
finite resource of arable land, for which cotton must
compete with other agricultural crops. Populations
in the region are growing fast, presenting an ever-
increasing need for food supplies.

The population of the five
countries today is estimated to be
about 60.5 million, representing about
0.85% of the world total. Average
annual population growth is about
1.1%. The task ahead is to become
self-sufficient in food supplies and this
can only be done by expanding food
production at the expense of some
land previously devoted to cotton.

As a result, the area under cotton has
declined over the past ten years from
typically above 2.4 million hectares to
less than 2.3 million hectares in
2010/11. In the 2012/13 season, the
area devoted to cotton is expected to
be about 2.275 million hectares.
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World average yield has improved over the past
10 years (today it is about 740 kilos per hectare
against closer to 630 in 2001/02), as many countries
have adopted the latest technological advances in
production and R&D, and some producers have readily
embraced new fertilizers, insecticides, herbicides, and
biotechnologies. By contrast, in Central Asia, in
general, yield has fluctuated over the years within
wider margins and without any significant indication of
improvement, being still around 640 kilos per hectare.

Weather conditions and availability of water for
irrigation are major influences on yield from season
to season. The region often suffers a chronic shortage
of water for irrigation, being dependent on the level
of water in local rivers and reservoirs, which are
served by winter snow and rainfall. A strong
requirement exists for improvement in water
management practices.

While GM varieties have found a wider use in
many countries, helping to improve yields and lower
production costs, they have not so far been used in
any of the five cotton producing countries of Central
Asia.

In Kazakhstan and Kyrgyzstan, where cotton
farming is very fragmented, projects designed to
promote good agricultural practices are difficult to
implement.

Central Asia is also a producer of long staple
varieties, but its contribution to the world’s total
output is today very small - less than four percent in
the 2011/12 season. These varieties are grown in
three of the five Central Asian cotton-producing
countries, namely Uzbekistan, Turkmenistan and
Tajikistan. The largest producer, by far, is Turkmenistan.

Domestic consumption

The aim in each of the countries is to process
more cotton domestically. By taking advantage of
readily available, cheaper supplies of locally-produced
raw cotton, lower-cost labour, land and other
resources such as power, the production of
competitively-priced yarn, fabrics, garments and
other textile products is seen as a viable objective.

However, the expansion of the spinning
sectors has made very slow progress to date,
despite strong government support and
privileges extended to foreign investors. Often,
it is said, the discount at which cotton is made
available to domestic mills is insufficient; in
some instances, mills are still operating old
technology that requires upgrading and
modernization. A large proportion of textile
industry output consists of yarn and fabric;
production of semi or finished products, in
general, is still in its infancy. In addition, export
channels are limited and not well developed:
the main markets for primary textile products
are Russia and other CIS countries, together
with Turkey.
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Export

So, what does this all means for the international
market in general and China’s cotton consuming
market in particular? On average, Central Asia’s raw
cotton exports are estimated at just over one million
tonnes per season, representing about 12-15% of
world exports. In 2010/11, according to the
International Cotton Advisory Committee, the region
ranked as the third largest exporter of cotton, after
the United States (3,158,000 tonnes) and India
(1,025,000 tonnes). Well established markets for
Central Asian cotton include Russia, Turkey,
Bangladesh and China. Most cotton is sold by
reference to a pricing formula, linked to the Cotlook
A Index and its Uzbek constituent, with the
application of set differentials and discounts,
depending on the individual contractual terms.

The rigidity with which the formula is applied has
sometimes resulted in a sales proposition that is
unattractive to the foreign buyer. As a result, large
unsold stocks were accumulated at the end of last
season in some of the countries in question. A
similar situation might be repeated this season, as
the sale of some of the 2011/12 crops has been
progressing at a slow pace. However, Turkmenistan
has recently reviewed its policy in this regard;
changes were made in January this year to the
pricing formula, with the result that the overall sale
tempo has since improved.
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At the beginning of the 2011/12 season, Cotton
Outlook withdrew the publication of a generic
‘Central Asian’ quotation from the list of quotations
published daily, since increasingly, and unlike
previously, offers to mills have consisted of single
growths, or optional supplies from a couple of the
five origins. Uzbek cotton is most frequently quoted
as a single growth. However, the flow of cotton from
the other countries to consuming markets in the Far
East could increase conceivably in future, given the
lack of demand from traditional importing countries.
For countries such as Tajikistan and Kazakhstan and
Kyrgyzstan, the key consuming market today is
Russia, where the spinning sector is rapidly
contracting.

China currently imports predominantly Uzbek
cotton from Central Asia (in 2010/11, Uzbek cotton
accounted for almost eight per cent of the country’s
raw cotton imports, and the proportion was only
slightly smaller through to the end of February in
2011/12). However, some organisations in China,
including the China Cotton Association, have already
shown an interest in acquainting themselves with
cotton in Turkmenistan, by attending Turkmenistan’s
first international cotton fair in December 2011.

Nevertheless, there are a number of factors that
are currently preventing Chinese spinners from using
or enquiring about Central Asian cotton other than
that from Uzbekistan. Firstly, there is a lack of
familiarity with the cottons. Uzbek quality, by
comparison, is known to be similar to that of
Xinjiang cotton, and the well-established annual
cotton fair in Tashkent has proved a good platform
for promoting Uzbek cotton to the Chinese buyers.
Secondly, price flexibility is sometimes lacking on
part of the origin sellers. Then there are the terms of
sale: most Central Asian cotton is sold on pre-
payment terms and on DAF/FCA/FOB terms (EXW in
Turkmenistan), which are both financially and
logistically very difficult terms for Chinese buyers to
accept. Finally, there is also a quality issue in regard
to Kazakh and Kyrgyz cottons, which are typically
shorter in staple, and thus in lesser demand amongst
Chinese mills.

In all, Central Asian cotton exporters will need to
expand their marketing efforts if their ambition is to
increase the flow of cotton to China in the future.
More flexibility will be required in pricing policies
and quality parameters may in some instances need
to be improved. If these issues are addressed,
Central Asia could find more favour as a source of
cotton supply in the future.

In the meantime, Central Asian countries’
comparative advantage in terms of labour and
energy costs, abundant raw material supply and
growing domestic and regional markets, could offer
interesting possibilities for those Chinese textile
companies now looking to engage in outward
investment.
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Uzbek Cotton:
Competitive

Advantages for

Chinese Consumers

By Kamoliddin Nuritdinov, Deputy Chairman, Uzmarkazimpex
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As one of the leading countries in terms of production
and export of cotton, Uzbekistan is undoubtedly one of
the leading participants on the international cotton scene.

Thanks to gradual reforms in the industry Uzbek
cotton have increased its attractiveness and strengthened
its position in the global cotton market, including in China.
Major factors determining its high consumer rating
include careful selection of breeding varieties based on
consumer surveys, introduction of modern technologies
in the raw cotton processing, harmonized system of
certification and classification of cotton fibre and effective
system of marketing and logistics.

Uzbekistan has a highly developed institutional
framework consisting of research and industrial facilities
annually breeding and testing new varieties of cotton,
characterized by early maturity and resistance to various
diseases. In particular, new varieties of cotton yielding up
to 50 centners per hectare and fibre output coefficient
reaching 40%.

Due to improvement in production and introduction
of modern technology, average fibre output (ginning
outturn) has risen to 33% and the share of high grades of
cotton fibre (White and Light Spotted) reached 80-85%. In
the total production volume the share of “Good Middling”
and “Strict Middling” classes amounted to 41% and 47%
respectively, the percentage of fibres with 1.1/8” staple
length increased to 84%. Also the introduction of
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Page 28



methods of fibre certification using latest technology.
Uzbek cotton certification system is based on
instrumental quality assessment process being carried in
13 regional laboratories with 35 installed HVI systems.

Recent activities in the Uzbek cotton industry were
mainly aimed at improving the purity of cotton fibre and
introduction of new packaging and strapping methods.
In particular, from 2010/11 marketing season Uzbekistan
started exporting cotton fibre, including to China, packed
in PE package with new binding.

One of the distinctive features of Uzbek cotton is
considered to be a low index of short fibres, which in turn
provides the highest output of yarn, whereas high level
of strength provides elasticity and strength of yarn.

High quality and optimal performance characteristics
of Uzbek cotton have created a stable demand from textile
mills in China,
Bangladesh,
Turkey, Russia,
Iran, Pakistan and
other countries
in South-East
Asia. Moreover,
the attractiveness
of Uzbek cotton
is explained by
its availability
throughout the
season, and by
stable volumes
of supply, as well
as by the use of
flexible terms of
payment and
pricing.

In the
2011/12
marketing
season, 1.3
million of
hectares were
allocated for
cotton
production in
Uzbekistan and,
given the average
yield over the
last years, the
fibre output is
expected to
reach more than
one million
tonnes, of which
more than 30%
will be used
locally and the
remainder is
intended for
export.
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A well-developed system of logistics, comprising specialized
cotton terminals, transport infrastructure and transport
corridors ensures timely delivery of Uzbek cotton to Chinese
consumers.

Uzbekistan has established an infrastructure for the storage
of cotton fibre at any one time in the amount of more than 400
thousand tonnes at 25 specialized cotton terminals and six ‘free’
warehouses. The cotton fibre stored at the terminals is delivered
to Chinese consumers through the following shipping corridors:

1. by the route Tashkent — Alashankou — Urumgqi and further to
Chinese ports Tianjin, Qingdao, Shanghai and Lianyungang;

2. by the route Tashkent — Alma-Ata — Khorgas — Urumgi and
further to Chinese ports Tianjin, Qingdao, Shanghai and
Lianyungang;

3. by the route Hadjidavlet — Turkmenbashi — Poti port and
further to Chinese ports;

4. by the route Karakalpakstan — Aksaraysk — llyichevsk port
and further to Chinese ports;

5. by the route Hadjidavlet — Serakhs — Bandar Abbas port and
further to Chinese ports.

With the aim of increasing the deliveries of Uzbek cotton to
the Chinese market, Uzbek foreign trade companies
(Uzmarkazimpex, Uzprommashimpeks and Uzinterimpex) have
established their representative office in Beijing in 2006.
Moreover, work is under way at present on establishing a joint
venture in partnership with the Tianjin Cotton Exchange, which
will specialize in the marketing of Uzbek cotton in China.

The important outcome of the aforementioned activity is a
more than two-fold increase in the volume of Uzbek cotton
exported to the Chinese market, from 125,000 tonnes in 2008
to 330,000 tonnes in 2011; the share of Uzbek cotton in total
Chinese imports has been maintained at 10% and more. It is
pleasing to note that, in recent years, increased quantities have
been sold through direct contracts with Chinese companies.

One of the key factors contributing to the development
and enhancement of cooperation between Uzbek and Chinese
companies is active participation in international forums and
events organized by both sides.

In particular, Uzbek foreign trade companies are regular
participants in annual international cotton conferences and
summits held by the China Cotton Association. In turn, Chinese
companies actively participate in Uzbekistan’s annual
International Cotton Fairs.

It is a pleasure to note that year by year the number of
cotton fair participants from China increases. In particular, the
Cotton Fair held in 2011 was attended by over 90
representatives from 30 Chinese companies.

It is safe to say that the next Uzbek Cotton Fair to be held in
Tashkent during 17-18 October, 2012 will be marked by a high
attendance of participants from China, which will serve as
another impetus for the further development of cooperation
in cotton trade between Uzbekistan and China.
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India: A New

Statistical Basis?

By Cotlook’s Editorial Staff

PP —IRATAIATHARIE ?

India’s output almost doubled in size during the
first decade of the century, thanks both to expansion
in area (by between 2.5 and 3 million hectares) and
gains in average yield (from around 300 to 500 kilos
per hectare or more). Recently, however, the growth
in yield has stagnated: the peak level was achieved in
the 2007/08 (569 kilos); it seems likely to have fallen
back below 500 in 2011/12.

The lack of yield advancement has
brought questions about the efficacy of
some of the Bt varieties currently under
cultivation. However, the statistics are
questionable, and this season’s actual
output level remains in some
considerable doubt. The anticipation had
been that with the cultivated area
perhaps reaching a new record level of
close to 12.2 million hectares, a new
record level of lint production was on the
cards, substantially in excess of the 33.9
million bales (170 kilos) presumed to
have been achieved in 2010/11. Whether
a similar level of output will finally be attained is
uncertain, even at this relatively late juncture in the
cotton season.
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What is emerging, however, is a sense that cotton
will find less favour among farmers this year, when
planting of the 2012/13 crops comes around. The
government can exert some influence on farmers’
choice of crops by adjustment of the minimum
support prices for agricultural crops, a decision about
which is anticipated during the early summer months,
prior to the advent of the all-important, south west
monsoon season. Some observers contend that
favour this year will be given to various food crops
that are in domestic deficit, rather than cotton.

Indian’s domestic raw cotton consumption has
expanded almost in similar measure but 2011/12 has
undoubtedly witnessed the adverse impact of cotton
price volatility and depressed textile and clothing
export markets. By our reckoning, cotton
consumption in 2011/12 will prove to have recorded
a decline of around eight percent. The current
projection is one of a return to the previous growth
pattern in 2012/13, though such an assumption is
based on rather tenuous assumptions regarding the
textile industry’s export prospects.

The lack of robust statistical data has doubtless
contributed to the abrupt swings in India’s raw cotton
(and yarn) export policies at times over the past
couple of years, leading not only to complications in
outstanding, private contractual arrangements, but
also to a detrimental impact on India’s reputation as
a reliable trading partner. This year’s export ban
announcement, for instance, quickly attracted
condemnation from international organisations, and,
perhaps more strikingly, from China, which has been
India’s largest raw cotton export customer.

Interestingly, the government is now drafting
legislation, the Cotton Trade (Development and
Regulation) Bill, 2012, which aims to address the lack
of a statutory framework for collecting information
from the ginning and spinning sectors. If effective,
this bill promises to bring a stronger statistical basis
on which the government can take more informed
decisions, and on which the industry itself can rely
more strongly in developing its business strategies.
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Working for

Cotton’s Benefit

By Dhiren N. Sheth, President, Cotton Association of India

s An 7 L R

Historical Background

India opened the world of cotton about 5000
years ago. It, thus, enjoys the distinction of being the
earliest country in the world to domesticate the wild
growing cotton plant and use its fluffy fibre for
spinning and manufacturing all textile products. This
tradition has endured over these five millennia.

Over these long centuries, India has made
tremendous strides in the development of cotton
and manufacture of textiles. In fact, the primitive
spinning wheel ‘Charkha’ and the rough cloth,
‘Khadi’ became symbols of the struggle for
Independence. Today, India has the largest area
under cotton and is second in production,
consumption and export of the fibre in the world.

Cotton is the leading commercial crop in India.
One unique feature in India is that it grows all the
cultivated species of cotton, viz., Gossypium
hirsutum, G. barbadense, G. arboreum and
G. herbaceum. The quality spans a very wide range
from non-spinnable harsh short staple to extra-long
staple for manufacturing fine and superfine fabrics.
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Development and Improvement
of Cotton

In view of such importance, the Indian
Government has assigned high priority to the
development and improvement of cotton. It has
established a network of cotton research stations in
all the cotton growing tracts covering a very wide
range of agro-climatic conditions. It has also been
promoting the awareness and knowhow about
modern scientific cotton farming among farmers,
enabling them to raise production and productivity.
Consequently, production has shot up. The following
table provides data on area, production and
productivity of cotton in India:-

As may be seen from the above data, production
has gone up more than two times from 15.8 mn.
bales in 2001-02 to 34.63 mn. bales in 2011-12.
Likewise, during the same period, productivity has
shot up from 308 kgs per hectare to more than 500
kgs in 2011-12. No doubt, the present yield is low
compared with the world average and with that in
some leading countries, like Australia, the US and
China. Efforts are continuing, therefore, to raise
productivity further, at least to the world average.
When this level is attained, India will be the biggest
cotton-producing country in the world, having the
largest cotton area. The main cotton-producing state
is Gujarat, followed by Maharashtra.

In the case of fibre quality also, remarkable
advances have been made. Earlier, about three-

tere Al B9 % R SR
1 B0 B BN P L 1 2 e e O
TE IV RIS SR SRAERTTE T, AR ot
SpF, PEATREHE, JFER R s AL
FORBAEARER RO, JRIBSHR ™ I ). b
SIS, RE R AR KT
ENEE ST e, BT

M EFRFRTLUE R, M20014F-20024F, 4
R oA 1580 56, TA20114F-20124F, 2]
R G TR 2, ikE13463 1 6L FE[R—M
Wy, A AGEE R . AR S M 201 LEER AR
3088 T _EFFEI20 124 F AR A 5002 A T o A
THAT, HERMART R T RERCFAKCE,
RTHAFRNE. EEAPER . Fib, BE
ISR E 4771, 14 iRB &R
JEIT, EREES R BRI TR E, ARE R
TS RERE o FE FBEARR ™ H 2 vy 5
FEFR, HUGE DM R R

P EEAESE R AR LT Ui T T, B 1 R
Wo JoHl, L0 = EINRTE R LT 4R T LT 4k
i, (HRXFE O ELNAE, W45, Hid800 i
TEHRALT A S LT AR o

U HHRT A 2000H , $Reisr= i, RIS
AR BT T 19994FHE ) “MRAEBOR %
WS SR TIX—KIH, kg RS
HEAEH . ZIHBGE T WUIUESS, 23R
K TIHET SRR IR . K2 EURAE N
T HITA B A A, O R AR AR AL 2T 4
TRRAL, XL T AN ARG R 240

@)

ILAGPﬁﬁQATH

AGROTECH
SINCE 1965 #4F1965

www.raghunathagro.in

ONE OF INDIA’S LARGEST
MANUFACTURERS OF RAW COTTON
ENERKHERHIERZ—

Enters the global market
HEALIKT

¢ An established brand name with more than e WHEBHLASETIE

45 years of industry experience WHIRIZ ha
e World - class manufacturing units and e HAR—MHEIERES
infrastructure EHagTE

e Manufacturing capacity of 2000 bales per day

e Supply to all well known exports like e JLouisDreyfus,
LouisDreyfus, Badresh, Olam, Gill to name Badresh, Olam, Gill
a few LSRAME O FIREER

* We can give competitive price and excellent c ENEEFNER, BIWE
quality as we are direct manufactures WmBE, NISME

* §RF=BIAF|20008

Page 35




fourths of production was of short and medium
staple but this equation has been reversed now, with
more than 80% of output being in the long and
extra-long staple categories.

The Government has been launching specific
schemes from time to time for yield improvement
and upgradation of purity and quality. One of the
major schemes is the Technology Mission on Cotton
launched in 1999. This scheme has four Mini
Missions under it to take care of research,
development, marketing and raw cotton processing.
Most of the raw cotton processing factories have
now been modernised and are often equipped with
up-to-date instruments like HVI testing facilities.
These factories now turn out lint of high quality and
purity with very low trash content within the
internationally accepted norms. In order to provide
the needed marketing facilities to farmers, markets
have been expanded and provided with all the
needed facilities like proper market yards with space
for keeping raw cotton, resting places for farmers
and accurate weighing facilities. Many of the market
yards also provide literature on improved methods
of cotton farming and the ruling prices for different
growths. This has helped tremendously in reducing
contamination and improving the purity of Indian
cotton.

Cotton Situation in 2011-12

Cotton production in 2011/12 is set to create a
new record. This year, the country is expecting a
bumper crop of about 34.8 mn. bales while domestic
consumption is estimated at 23.0 mn. bales.

Cotton consumption in India is expected to grow
at the rate of 5% per annum and therefore, India is
likely to remain a surplus cotton economy in future
as well, with plenty of cotton to export.

Government Policy

The frequent policy changes by the Government
of India on the cotton export front have been a main
cause of concern for buyers of Indian cotton. Last
year, cotton was removed from the free list of
commodities allowed for export and cotton exports
were later allowed subject to licence. The refund of
domestic duties borne by exporters remained
suspended for a prolonged period, starting from
April, 2010. On 1st December 2010, a quantitative
ceiling of 5,500,000 bales was announced for cotton
exports during 2010-11, which was already filled by
that date. On 5th March 2012, cotton export was
prohibited once again and even registered quantities
were not allowed to be exported. Although
subsequently on 12th March 2012, the Government
of India has placed export of cotton in the free list
again, registration of further quantities for export
continues to remain suspended. The Cotton
Association of India has made consistent efforts and
held a series of meetings with the concerned
Government authorities to stress the importance of
a free and consistent policy on the cotton export
front, and to sensitise the Government about the
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Since 1921,
we are dedicated to the cause of Indian cotton.

Just one of the reasons, you should use our Laboratory Testing Services.

' ™
The CAIl's network of independent cotton testing & research is

strategically spread across major cotton centres in India and is

The Cotton Association of India (CAl) is respected as the
chief trade body in the hierarchy of the Indian cotton
economy. Since its origin in 1921, CAl's contribution has

. . equipped with:
been unparalleled in the development of cotton across India. . .
& State-of-the-art technology & world-class Premier testing
The CAl is setting benchmarks across a wide spectrum of machines

services targeting the entire cotton value chain. These range
from research and development at the grass root level to
education, providing an arbitration mechanism, maintaining
Indian cotton grade standards, issuing Certificates of Origin
to collection and disseminating statisitics and information.
Moreover, CAl is an autonomous organization portraying
professionalism and reliability in cotton testing.

& HVI test mode with trash % tested gravimetrically

@ Certificate of accreditation from NABL (National Accreditation
Board for Testing and Calibration Laboratories) and
accreditation in accordance with the standard
ISO/IEC10725:2005 at the Mumbai facility, while all other
facilities are in the process of acquiring similar accreditations
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LABORATORY LOCATIONS
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woes of the cotton fraternity under the impact of a
vacillating policy and knee-jerk measures taken by
the Indian Government since April 2010 onward.
The Cotton Association of India has taken up at the
highest level the issue of opening registration of
further quantity for exports immediately and it is
hoped that the export of cotton will soon be made
free under ‘open general licence’ without any
quantitative and other restrictions.

Export Prospects

Since India produces a wide array of cottons of
different qualities, an importer has a wide choice.
However, the most sought-after growth by importers
is that produced in Gujarat, which has a staple of 28
—30 mm and is capable of being spun to 30s to 40s
counts for manufacturing fine and superfine fabrics.

Indian cotton is no stranger to China, which has
been importing it for a few years now. In fact, the
share of Indian cotton in the total quantity imported
by China is next only to that of the United States, the
leading exporting country. According to the reports
published, China’s imports from India amounted to
870,000 tonnes in 2010-11, 31% of the total imports
by China. It was only 5 percentage points lower than
the share of imports from US. An added advantage
for India is that because of close proximity, the
freight cost to China is very low.

Role of the CAl

The Cotton Association of India (CAl), set up in
the year 1921, is an apex cotton body representing
all segments of the entire cotton value chain. The
CAl is solely wedded to the development and
promotion of cotton in India and is the parent body
of 19 regional cotton associations and 8 co-operative
cotton marketing societies across the country which
have representation on the CAl Board. Some of the
important initiatives of the CAl in the recent past are
highlighted below:

® Preparation of Grade Standards — A few years
ago, the Association has switched over from variety-
based grade standards to the description-based
grade standards. The Association has prepared
adequate number of grade standard boxes for all
major growths of Indian cotton and is in the process
of popularising the same in India and abroad.

e Expansion of Cotton Testing Services — The
Association has set up Cotton Testing and Research
Laboratories in Mumbai, Rajkot, Aurangabad, Akola,
Warangal and Indore covering four States viz.
Maharashtra, Gujarat, Andhra Pradesh and Madhya
Pradesh. These laboratories are rendering valuable
services to the cotton trade by providing state-of-
the-art cotton testing facilities to an international
standard in a cost effective manner. The Association
has an ambitious programme of setting up cotton-
testing laboratories in all cotton growing regions of
the country with an ultimate aim of making the
testing results of its laboratories a seal of approval.

o SRR AR ST —— P e R AR
i T, PR FUBIINZR. ENZ/RIZ
ST MRAEIA ST IS %, S B MR
Wiz 7 PIAIR: SRR RIIR i RRER
LRERFRS PR, XS E A S AR g
B, Watt s, fPaERRRE, il
RO T BN ER RS . hEFTELEEERTA R
T 1 95 VA M e g AT N P v
SERBURE T L.

© BRRAURIER I A A, R SO
E?%%@%f%%,ﬁ%ﬁﬂ@ﬁ%ﬁ%ﬁ%
LIC/EE

o MRPEHEST —— Pt — TZR S AR AL A
FRAE) TR, AR B 2 Lk A RS
5o e BliimMa, HoeEzit s
IR SLE. BoE, TR AT E-EFER
LA RIT . FESR— B, Hharfi i ko0
I 600042 LE TR, TR iAo

.« MR ——th R IUE BRI RAE T, R
NV RS EAEAN  4:0) 23 TR SR S DL B
EAEFEEZT, AARERARIT, JERELL
%@%%%ﬁ,%ﬁﬁﬁﬁ?%%%ﬁ%iﬁ%

AL A —— Wt I E PR, r 7
MRAEZARL, DMREEPEMEE, 1 B AR R AR
HIEATR . haB AL EIE A2, THETH
SE AT EARZANT .

B[ EERT R A BR bR SR BT S AR, W
[ #BAR 2 B IR PF LR AN AL L)
T AR ESER s, P EXGA R 5
AR EZA AR RIRAT, T ERI RS HE
T I o [ 7 ) NV S R = o s 5 4
DRIALEAY Ty 2o BN PP E AOARAE Tl s 2 )
REANSESE L, HIRAEER], BURZ5 %ML
Sy SR EI BN BRI A i, 35 Bl
FE R R 7%, AN TNEL R AARAERT, Rl
B RLEATLIE S Pk, LM EDEE Y R s R
LR SE, (RIS, BURRRE R AR 7 e
SRIGTTHI T R o AEANER P E R R -5 F R F R
ZRBEAE T, “HEAE Ik 5 F
FEARAEA Tk b KRB AR o

Page 38



Apart from providing cotton testing facilities, the
offices of the Association set up at various locations
also undertake promotional activities and collect
authentic crop data relating to cotton.

e Cotton Promotion — The Association has
embarked on a comprehensive programme for
promoting cotton as a brand. With the active
involvement of professionals, the CAl has carried out
the required market research, finalised the details of
a school contact programme and the same is ready
to be launched. This programme will initially target
school-going students from Standard V to VII. A pilot
programme will include 20 schools in Mumbai in
Phase |, involving a total of 6,000 students.

e Cotton Museum — In order to showcase the rich
heritage of the cotton trade and textile industry of
the country, the Association has decided to set up a
Cotton Museum. The set up of the first module in
the form of a pictorial museum displaying the
valuable photographs of historical importance for
the Association has already been finalised and will
be inaugurated soon.

e Cotton School — The Association has an ambitious
plan to set up a Cotton School of international
standard to impart cotton education in India in a cost

effective manner. The Cotton School Committee of
the Association is in active discussion on the various
aspects of the cotton school project.

Both India and China are world’s strongest and
emerging economies which are unfettered by the
recent global recession as well. Indian exports to
China form an integral part of the bilateral trade
relations between India and China and cotton is one
of the primary products which is being exported
from India to China. | strongly believe that there
should be interaction between Chinese buyers and
Indian exporters to identify problem areas and find
ways to overcome them. There should be continuous
interaction between the cotton fraternity of both
India and China through exchanges of delegations
and enhanced participation in each other’s trade
fairs and seminars. Trade should be facilitated
through positive initiatives to familiarise Chinese
buyers of the opportunities and challenges of
importing cotton from India, and the difficulties
faced by Indian exporters, and to familiarise Indian
exporters about Chinese requirements. In this
regard, the cotton associations of both countries,
namely the Cotton Association of India and the China
Cotton Association, can play an important role in
enhancing greater coordination amongst the Chinese
buyers and Indian exporters of cotton.
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An Examination of
Potential Growth in
Chinese End-Use

Consumption

By Jon Devine, Manager, Economics and Analysis, Cotton Incorporated

FALP B2 K 09K

The current outlook for global cotton
consumption can be seen as an intersection of
competing forces. One of those forces is stagnation
in developed market economies, like the U.S.,
Europe, and Japan, which have traditionally been the
largest sources of end-use demand. Potentially
counteracting that decline is recent economic
growth in emerging markets.

Even including the global recession that occurred
in 2008 and 2009, the last decades brought
unprecedented growth to the world’s economy.
While the magnitude of this growth is important, the
location of this growth is also significant, with much
of it taking place in highly-populated Asian countries.
As a result of strong growth in locations where most
of the world’s population is concentrated, millions
have been added to the world’s middle class.

The largest single addition to an individual
country’s middle class has been in China. The
establishment of a significantly larger consumer
base in China has received much attention among
the world’s retailers and brands for several years.
However, when data are examined concerning
China’s economic and consumer spending growth,
it becomes evident that the eventual consumption
growth that could be expected has yet to occur.

Given the relevance of Chinese economic and
consumption to the world cotton market, the
purpose of this article is to examine these data and
to discuss the potential for future consumption
growth in China. First, this article provides some
context for Chinese economic growth. It then
introduces a simple forecast regarding potential
growth in end-use consumption given assumptions
regarding future Chinese economic development.
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Results from this forecast are meant to be
interpreted as a means of developing a framework
for discussion, rather than as predictions; variables
that could prevent the forecast from being achieved
are a focus.

The objective of this work is not to forecast a
given volume in terms of cotton tonnage. Rather, this
research is designed to facilitate discussion regarding
the enormous potential for growth in fiber demand
that could originate with Chinese consumers.
Considering the size of the Chinese population and
expectations for continued strong economic
development in the country, a portion of this article
is devoted to describing challenges related to
potential end-use consumption growth in China.

Relating Economic Growth to
Apparel Consumption Growth
While the size of China’s population makes the

magnitude of its economic development dramatic,
China is not the first country in the region to
experience rapid growth. An example of another
Asian country that was also able to significantly
increase the size of its economy in a relatively short
time period is South Korea. Considering that the
increase that occurred in South Korea preceded the
growth in China, it may be possible to examine the
patterns observed in the former in order to draw
inferences regarding the growth potential in China.

What can be observed by looking at the data
from South Korea is that after the South Korean
economy began to grow rapidly, Korean consumer
spending on apparel began to increase. In particular,
it can be noted that the growth in consumer
spending on apparel began to increase substantially
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once average South Korean income, as
approximated by per capita GDP, reached
levels near $7,500. These per capita GDP
figures are expressed in terms of
purchasing power parity (PPP), which
accounts for differences in prices across
countries.

Taking a look at parallel data for China,
it can be seen that apparel spending for
urban Chinese consumers began to
accelerate around 2006. This was when
average Chinese GDP per capita was at a
level near $5,000. Urban consumers in
China tend to earn significantly more
money than their rural counterparts. Since
urban consumers earn more than the
average Chinese citizen, it could be inferred
that around 2006, average incomes for
urban Chinese consumers reached a level
analogous to that in South Korea.

In the data for both South Korea and
China, as well as other countries that
successfully made the transition from
emerging to developed economies, there
has been a relatively strong correlation
between economic growth and increases
in spending on apparel. This appears to
become particularly true once a threshold
in per capita income is reached, which,
when looking at the data for South Korea
and for urban Chinese consumers, appears
to be near $7,500. A potential
interpretation is that once consumers
begin making enough money to cover
essentials, like food and shelter, they can
begin spending on more discretionary items, like
new clothes.

Given the strong relationship between GDP
growth and growth in consumer spending on
apparel, along with the availability of forecasts for
GDP growth, it should be possible to make
projections regarding future apparel consumption.
In order to examine potential growth trajectories for
important countries like China, Cotton Incorporated
and the National Cotton Council built some simple
models first to identify the statistical relationship
between GDP and consumer apparel spending and
then to combine the identified statistical relationship
with GDP forecasts.

Findings from the models suggest that for every
one percent increase in per capita GDP, an increase
of between 0.6% and 0.8% could be expected in
consumer apparel spending. These results are similar
to figures for models that have been developed for
other countries, like South Korea, as well as those
from researchers from the USDA and Texas Tech
University, who also have investigated potential
growth in Chinese end-use consumption. The
purpose of deriving our estimates was to combine
them with forecasts for GDP growth from the
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International Monetary Fund (IMF) to predict a
range of future increases in apparel spending. In
their latest database, the IMF forecasts China’s
economy to grow at rates between 9.0 and 9.5%
until 2016. On a per capita basis, GDP is expected to
increase between 8.9% and 8.5%. Beyond 2016,
rates of 8.5% are assumed.

A key caveat of this approach is that the
predictions are made for consumer spending in
monetary terms. For analysis of end-use cotton-
consumption, it is necessary to translate the figures
expressed in monetary terms into equivalent tons of
cotton fiber. This requires the use of certain
assumptions. For simplicity, this work assumes the
relationship between cotton consumption in terms
of fiber weight and apparel spending is constant.
As a starting point, it also assumed that 5.0 million
tons were consumed in 2009.

Predictions for future end-use apparel
consumption appear in the chart below. Regardless
of the estimate used to describe the relationship
between GDP growth and apparel spending (i.e., low,
middle, or high), strong GDP increases into the
coming decade are expected to result in strong
potential growth in end-use consumption.
Considering the highest estimated relationship
between per capita GDP and end-use cotton
consumption growth, it is predicted that the fiber
equivalence of Chinese end-use could rise from
nearly from 5.0 to 9.5 million tons by 2019. Even the
most conservative estimate, which assumes that the
rate of end-use consumption growth is half of per
capita GDP growth, suggests that end-use
consumption could increase 54% by 2019, increasing
from 5.0 million tons to 7.7 million tons.
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Challenges for Growth

This simple statistical exercise was
designed to outline the potential growth in
end-use consumption that could be
expected to occur in China given
expectations for strong rates of future
economic development in the country. Even
on the assumption that end-use cotton
consumption will increase at a rate half as
strong as growth in GDP implies an increase
in Chinese consumer demand for cotton
fiber of 50%. While these projections
provide some reason for optimism in terms
of world cotton demand, it is also important
to recognize several factors that could
impede this growth.

One of these is simply the scale of China. With a
population of 1.3 billion, about one out of every five
people on the planet is Chinese. With so many
people living in China, if the economic growth
forecast actually materializes, it could be expected
that not only would be there be dramatic increases
in demand for a range of products and commodities,
but also strong price increases. Demand from
emerging markets like China is arguably one of
several reasons that prices for commodities like oil,
metals, grains, and oilseeds have increased in recent
years. Future economic growth could be expected to
maintain upward pressure on these prices. Higher
food prices could inhibit some of the growth in
apparel spending in China in coming years. In China,
about 40% of consumers’ budgets are devoted to
food. As a result, if food prices increase, less
discretionary income would be available to spend
on apparel.

As with agricultural food commodity prices,
demand growth in China for finished textile and
apparel could be expected to put pressure on world
fiber prices. If large enough, this price pressure could
lead to higher prices at retail. In turn, higher retail
prices could lessen demand growth. In addition, if
cotton is affected to a greater extent than other
fibers, this could prompt fiber substitution, which
could also reduce consumption growth.

Despite these offsetting factors on potential
consumption growth resulting from changes in price,
the forgoing analysis makes the case for a strong
increase in Chinese fiber demand in coming years.
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Contract Integrity
and Related Issues

By Helen S. Anderson, Director, Outlook Consulting Limited
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Contract integrity...

The extreme price volatility in the international
cotton market of the last year and more has focused
the minds of both sellers and buyers of raw cotton
on the impact of contract defaults to operations and
balance sheets alike.

In difficult times, we have been reminded of the
particular importance to our trade of dialogue
between contracting parties to resolve issues arising
from unexpected market developments in a
constructive manner, as far as is possible. That this
has not been easy can be readily understood; a huge
number of dispute issues have come to arbitration,
despite best efforts, predominantly involving the
implications of closing contracts by invoicing back to
reflect the severe market movements of recent
times.

The concept of invoicing back should be familiar
to readers and a detailed review is not proposed
here.

Contract protection...

Interestingly, it could be argued that flexibility in
looking for amicable solutions to potential disputes
can seriously backfire, if dialogue between
contracting parties is not properly recorded, for
potential arbitration purposes. Minimising risk as a
trading concept is an obvious ideal, a lot of money is
at stake. The question could be asked as to why
stringency in contract drafting and following through
with diligence written correspondence concerning
contract performance is not also a risk worthy of
attention?

Avoiding arbitration...
One widely-held misconception is that Sellers
and Buyers have unequal rights in formulating a
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A new opportunity and a new location
for you to grow your business.

Join us in November at 'Hong Kong 2012’ - the ICA’'s next major international trade event. Taking place at the
magnificent Hong Kong Convention & Exhibition Centre on 1 & 2 November, over 1,000 delegates from the
global cotton community are expected to attend.

The two day event will feature topical presentations, offer great networking opportunities and conclude with a
Closing Banquet. ‘Hong Kong 2012’ is open to anyone with an interest in the cotton trade.

Places are filling up fast and, as it is peak conference season in Hong Kong, early registration and
accommodation booking via the event website is recommended.

Visit the website now to see the delegate list.
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contractual agreement, the former often (and
wrongly) being assumed to hold the ‘key’ role. It
should be remembered that both Buyers and Sellers
have equal rights - and responsibilities — under a
cotton sales contract and that it is prudent for both
to consider how best to protect themselves and to
make sure that the clauses agreed reflect the
intentions of both parties with clarity. Many issues
that come to arbitration are naturally directly
concerned with the interpretation of specific
contract clauses.

Objectively speaking...

At an arbitration level, a tribunal is dealing with
issues objectively. Even with expert knowledge of
the trade, members of an arbitration tribunal were
not present when a particular contract was agreed,
were not party to any dialogue that occurred, and
cannot and should not make assumptions as to what
was said or done, if such developments/discussions
are not properly and simultaneously recorded. Each
case must stand or fall on its own merits. The
strongest cases are undoubtedly those based on
stringently agreed contract wording and stringent
written follow up.

Finding help...

The claim is often made that one of a parties in a
dispute is disadvantaged by lack of knowledge about
the ICA Bylaws and Rules, or even about how to
construct a contract that will protect its interests.
Such deficiencies can be addressed: in China, the ICA
has begun holding regular seminars in which such
topics are aired, which can add to the general
knowledge. More importantly, there are companies
that can be looked to for proper and clear
contractual guidance on a commercial basis. That
may cost a little money, but insignificant in
proportion to the sums at stake if the contracting
process is not robust.
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LD Commodities

New Lal Enterprises (pvt) Ltd
N.L.C.0O.t Trading Ltd

Outlook Consulting Ltd
Perfect Cotton Co.
Raghunath Agrotech

Royal Inspection International Ltd
Ruchi Worldwide Ltd
Santaram Spinners Ltd
Shandong Swan

Singh Agro Industries
Stapicotn

Trustco for Import & Export
Uzmarkazimpex

Wallon

Winco Marketing
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Infinite opportunities, Infinite gains.
With Kotak Commodity Services Ltd.

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

ties to generate returns. So make the most of commodity market by KOTAK COMMODITY

investing with the Kotak Commaodity. SERVICES LTD.

Infinite opportunities. Infinite gains.
To know more visit: www. kotakcommaodities.com

Registered Office: Kotak Commodity Services Ltd., Nirlon house, 1st Floor, Dr. Annie Besant Road, Opp. Sasmira, Near Old Passport Office,
Worli, Mumbai - 400025.Trading in commaodities 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 - 6060.






