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China’s coƩ on policies and their eff ect on 
China’s and the world’s coƩ on markets have 
inevitably proved to be the dominant theme of 
most contribuƟ ons to this CoƩ on Outlook Special 
Feature. Inevitable in the sense that conjecture 
about Beijing’s policy intenƟ ons, and the eff ect 
of the decisions taken, has dominated aƩ enƟ on 
in the world market for a number of years now, 
and that dominance has increased following the 
implementaƟ on of the state reserves procurement 
and sales aucƟ ons – a buff er stock operaƟ on of 
sizable magnitude.

Ernie Schroeder makes an analogy with the 
operaƟ ons of Washington’s coƩ on policy prior to the 
mid-eighƟ es, when the United States was termed 
the ‘world’s residual coƩ on supplier’, its stocks 
rising when world market values were depressed 
and declining on the reverse. However, the analogy 
fails in one major aspect, in that the US policy was 
enshrined in law and therefore in the public domain; 
in other words, the market knew what to expect, 
even if it was not to some parƟ cipants’ taste! The 
same observaƟ on can be aƩ ached to Washington’s 
post-1985 legislaƟ on, despite some elements having 
subsequently aƩ racted opprobrium in regard to their 
adverse impact on fair compeƟ Ɵ on in the eyes of 
some other coƩ on producing countries. 

John Scruggs, CoƩ on Outlook’s US editor, cites 
the leadership of the NaƟ onal CoƩ on Council of 
America as saying that China’s policies are ‘non-
transparent and unreliable’. Outside of China 
generally, the view is that only glimpses of clarity 
have infrequently emerged. It is diffi  cult to gauge 
whether or not this is a deliberate strategy or merely 
a refl ecƟ on of the unforeseen consequences of 
a policy whose laudable intenƟ on was to protect 
rural incomes and enƟ ce people to stay on the land, 
rather than fl ooding to already crowded urban areas. 
As Li Lin from the China CoƩ on AssociaƟ on states ‘a 
temporary reserve policy……has turned into a long-
term mechanism’. 

The diffi  culty facing China’s government is 
manifested in the changed circumstances facing the 

 China’s Cotton Policies

By Ray Butler, Managing Director, 
CoƩ on Outlook

中国的棉花政策
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domesƟ c texƟ les industry. Not all of those may necessarily 
be adverse, in the sense that high raw coƩ on costs, in 
combinaƟ on with dramaƟ cally increased salary aspiraƟ ons 
on the part of workers, have forced enterprises to seek 
effi  ciencies and may have proved a catalyst in driving the 
industry to upgrade and pursue even more enthusiasƟ cally 
the concept of developing Chinese-made brands with 
which to compete more eff ecƟ vely in global markets. 
However, the policy has led to massive subsƟ tuƟ on of 
Chinese-spun yarn with imports predominantly from the 
Indian subconƟ nent and elsewhere in Asia, which in the 
absence of quota controls have reached record levels.

More fundamentally, as Kevin Latner argues, the 
impact of China’s coƩ on policies has been to dent China’s, 
and therefore world, coƩ on consumpƟ on, and that 
reminding the market (retailers and consumers) of coƩ on’s 
generally good credenƟ als is a key message in the baƩ le to 
regain coƩ on’s market share.

Those gathering for this year’s China conference in 
Qingdao will doubtless hope to hear forthright discussion 
of China’s coƩ on policies, their ramifi caƟ ons for the 
balance of this season and for the season ahead. 
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All Eyes on China

By Alice Robinson, 
CoƩ on Outlook

全球关注中国棉花市场

A glance at the balance of world stocks may 
be enough to put most traders in a bearish mood, 
considering the apparent weight of supply over 
demand. By CoƩ on Outlook’s esƟ mate, world stocks 
rose by a massive 5.6 million tonnes in the 2011/12 
season (prompted by signifi cant increases in world 
producƟ on following record prices, among other 
factors). The 2012/13 season is likely to see an 
increase in world stocks of over 3 million tonnes, 
followed by another increase of around 1.7 million 
tonnes in 2013/14. This is despite the fact that world 
consumpƟ on is forecast to rise by just under 200,000 
tonnes in the current season. On the face of it, one 
could conclude that globally we are simply producing 
too much coƩ on.

However, a liƩ le scruƟ ny reveals these numbers 
as somewhat misleading. The projected increase of 
world stocks in the 2012/13 season results solely in 

contribuƟ ons from China. Were China removed from 
the equaƟ on, stocks in the rest of the world would 
actually fall. In addiƟ on, a large porƟ on of the globe’s 
raw coƩ on is ensconced in Chinese warehouses, 
inaccessible to the wider trading world. Having 
been procured by the state, this stock is now being 
drip-fed in small quanƟ Ɵ es to the domesƟ c market, 
at a greatly divergent price to world values. CoƩ on 
Outlook reported the volume of stocks in Chinese 
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state reserves as over 10 million tonnes at 
its highest point – more than enough to 
comfortably supply the domesƟ c industry 
for an enƟ re season, with no imports.

It will be recalled that China introduced 
its current state reserves buying policy 
in the 2011/12 season. Growers were 
provided a safety net in the form of an 
intervenƟ on price and a promise from 
the state to buy unlimited volumes of 
coƩ on from ginners, providing they had 
followed certain guidelines. It may be 
noted that at the Ɵ me these measures 
were announced, in March 2011, the 
world price was signifi cantly above the 
intervenƟ on price set by the Chinese 
government (the Cotlook ‘A’ Index average 
for March 2011 was 229.67). By the Ɵ me 
the state began to procure raw coƩ on, the 
headlong descent of prices which was to 
prove so disrupƟ ve was well under way and world 
prices in September 2011, when state purchasing 
began, had fallen way below the Chinese state 
intervenƟ on price. This intervenƟ on price has since 
been increased. A recent announcement confi rmed 
that the policy for the 2013/14 season will be liƩ le 
changed.

China annually allocates a one-percent tariff -
rated import quota of 894,000 tonnes, under its 
commitment to the WTO, but this number has 
been exceeded substanƟ ally in every season for 
the past decade. In 2011/12, a record volume was 
imported, in excess of fi ve million tonnes. The 
numbers have not been quite so vast in 2012/13, 
forecast at almost four million by CoƩ on Outlook’s 
count. Our projecƟ ons for next season show the 
number reduced again, to around 2.5 million [import 
forecasts for 2013/14 by Beijing CoƩ on Outlook, 
the United States Department of 
Agriculture and the InternaƟ onal 
CoƩ on Advisory CommiƩ ee are 
2.5, 2.6 and 3.2 million tonnes, 
respecƟ vely].

 China’s main import origins in 
the recent past have been India, the 
United States, Central Asia, West 
Africa and Australia, as well as smaller 
contribuƟ ons from other markets. The 
fi rst point of concern, as always when 
considering prospecƟ ve imports, is 
the volume of exportable surplus in 
countries of origin. 

AŌ er the past few seasons, 
a quesƟ on mark will invariably 
surround Indian export policy, and the 
volume that the country is willing to export before 
possibly limiƟ ng internaƟ onal trade to protect its 
own domesƟ c texƟ le industry. The worryingly late 
arrival of last year’s defi cient Southwest monsoon 
put importers in a nervous mood and iniƟ ally 
appeared to have aff ected the Indian output. 
However, a last-minute deluge saw producƟ on only 
minimally aff ected, and the iniƟ al forecasts for this 
year suggest a normal volume of rainfall. The US is 
also facing the possibility of a reduced crop, aŌ er 
unhelpful weather condiƟ ons across the coƩ on 
belt, drought in the west and fl oods in the east. At 
this early stage however, it is enƟ rely possible that 
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weather condiƟ ons may improve, parched areas 
receive moisture and waterlogged fi elds dry out in 
Ɵ me for the crop to develop normally.

Should China conƟ nue to import at its current 
projected rate, supply in the rest of the world may 
begin to look rather Ɵ ght in 2013/14.

Limited supply and rising demand usually 
suggest a bullish trend in the market and this has 
led various analysts to imply a convergence of world 
and Chinese prices, as the internaƟ onal market may 
rise toward the higher levels presented by China’s 
state reserves. This may arguably be China’s intent. 
While the country’s current policies were introduced 
principally to support the farmer, they have been 
detrimental to the texƟ le 
industry. 

In 2012, the concept 
of 3:1 sliding-scale quota 
was introduced, whereby 
qualifying mills that bought 
coƩ on from the state 
reserves became enƟ tled 
to import one third of the 
volume procured. This policy 
has been renewed in recent 
months and appears to have 
removed the quesƟ on of 
quota availability from the 
list of mills’ most pressing 
concerns. 

In the absence of quota, mills would have liƩ le 
choice other than to buy from the state reserves, 
or import raw coƩ on with a 40 percent duty added. 
Only when the world price is greatly distanced from 
the Chinese procurement price can buyers make 
this import model work (there was a point in the 
2012/13 season when imports were cheaper for 
Chinese mills than domesƟ c coƩ on, even with the 
huge duty charged). 

The scale of the disparity between world and 
domesƟ c coƩ on values has placed Chinese spinners 
at a major compeƟ Ɵ ve disadvantage. The texƟ le 
industry’s soluƟ on to this was a simple one – to 
import yarn, which has no quota restricƟ on. China’s 
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yarn imports have rocketed, being half as much again 
(excluding re-imports) in the fi rst quarter of this year, 
compared with a year earlier. These orders were 
likely to have been placed at the turn of the calendar 
year or earlier, and it may be noted that the strength 
of import demand has dropped off  somewhat since 
then. 

China’s coƩ on consumpƟ on has been falling. 
Having reached a peak of 10.5 million tonnes or 
more in both the 2006/07 and 2007/08 seasons, 
2012/13 is esƟ mated to see mill coƩ on use of 
around 7.8 million, and the extent of recovery in 
2013/14 is sƟ ll quesƟ onable. VolaƟ lity in coƩ on 
prices and policy, coupled with historically lower 

polyester prices are cited as contributory 
factors. CoƩ on has lost a signifi cant porƟ on 
of its market share to man-made fi bres in the 
past decade.

Some market observers have 
asserted that China’s current policies are 
unsustainable in the longer term and may 
prompt a change of approach in the near 
future. This cannot be stated with any 
degree of certainty, but one thing that we 
can be sure of is that whatever China does 
(or does not do) to its policies will have a 
wider impact on the global trade. However 
China decides to go forward, the world will 
certainly be watching.
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 On April 10, the “Temporary Reserve Plan for 
CoƩ on in 2013” was jointly launched by the NaƟ onal 
Development and Reform Commission (NDRC) and 
seven other government authoriƟ es. According to 
this plan, the temporary reserve price would remain 
at a standard level of 20,400 yuan/ton, and quality 
price diff erences will be applied in accordance with 
new standards. The temporary reserve policy has 
been implemented in China for a third consecuƟ ve 
year. What impacts has this policy exerted on China’s 
and the world’s coƩ on markets? This issue has 
become the focus of the coƩ on industry.

The purpose of launching a temporary reserve 
policy was to cope with the negaƟ ve impacts of 
the fi nancial crisis, prevent dramaƟ c fl uctuaƟ ons in 
coƩ on prices, protect the interests of coƩ on growers 
and ensure the supply of coƩ on to the market. 
In March 2011, the annual temporary reserve 
price for coƩ on was determined as 19,800 yuan/
ton aŌ er taking into consideraƟ on the costs faced 
by coƩ on growers and the tolerance capacity of 
texƟ le enterprises, as well as the general situaƟ on 
in the domesƟ c and global markets. During the fi rst 
month aŌ er the launch of the policy, no transacƟ ons 
were recorded. Since then, as more coƩ on came 
to market, and prices eased, selling coƩ on to the 
reserves gradually became the major markeƟ ng 
channel for processing enterprises. By the end of 
November, 2011, the reserve had absorbed over one 
million tonnes. The spot price of lint began to rally, 
demonstraƟ ng that the reserve policy had generated 
a signifi cant impact by supporƟ ng the market. The 
year’s total state reserve purchases totalled 3.13 
million tons, accounƟ ng for 43% of the total output.

 In September 2012, China again launched a 
temporary coƩ on reserve policy, as scheduled. The 
reserve price was raised to 20,400 yuan/ton, nearly 
2,000 yuan/ton above the domesƟ c spot price ruling 
at that Ɵ me. Selling to the reserve became the only 

Resume
Ms. Li Lin was graduated from Anhui University of Finance 

& Economy with a Master’s Degree in Finance. She has been 
working with China’s co  on industry for over 20 years, having 
previously served in the Bureau of Co  on and Jute in the Ministry 
of Commerce, the Agricultural Service Department in the Ministry 
of Domes  c Trading, and the Bureau of Co  on and Jute in the All-
China Federa  on of Supply and Marke  ng Coopera  ves.

Impact of Reserve Policy 
to Cotton Market

Ms. Li Lin, Deputy Secretary General of China CoƩ on AssociaƟ on

收储政策对棉花市场的影响

简历 
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choice for processing enterprises. By 
March 31 of this year, 6.5 million tons of 
coƩ on from the 2012/13 crop had been 
accumulated in the reserve, accounƟ ng 
for 94% of the season’s total output 
(based on a crop esƟ mate of 6.9 million 
tonnes). The pace of purchasing and 
processing seed coƩ on was faster than 
a year earlier. The incomes of coƩ on 
growers have been assured and the 
coƩ on lint prices have shown stability. 
In 2012, the average China CoƩ on Index 
was 18,911 yuan per ton, 20.3% less 
than in than the same period of last 
year. However, the extent of the fall was 
signifi cantly lower than that of prices in 
the global market. The eff ecƟ veness of 
state policy was fully revealed.

The results of government regulaƟ on of the 
market were expected but the persistence of the 
global fi nancial crisis was not. The temporary 
nature of the reserve policy was intended to be the 
movement of coƩ on into and out of government 
hands in the same year, so as to eliminate short-term 
contradicƟ ons between supply and demand. China 
is a large agricultural naƟ on, with nearly 40 million 
coƩ on growers naƟ onwide who operate mostly 
on a small scale and have low capacity to avoid 
risk. For this reason, the state should support the 
coƩ on industry and protect the interests of farmers, 
something the China CoƩ on AssociaƟ on has always 
advocated.

However, the profound impact of the global 
fi nancial crisis was beyond everyone’s expectaƟ on. 
Since the requirement for government support 
has been prolonged, the result has been that a 
temporary reserve policy, which should be an 
emergency plan, has been turned into a long-term 
mechanism. In face of a complex situaƟ on, the 
reserve policy has evolved into a double-edged 
sword. On the one hand, it has produced signifi cant 
eff ects to support the market and protect the 
interests of farmers. In this respect, the policy has 
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achieved its purpose, in that the domesƟ c 
market has been relaƟ vely stable and support 
has been given to prices in the global market. 
On the other hand, government stocks 
of coƩ on have increased dramaƟ cally. In 
parƟ cular, from January through March this 
year, coƩ on was both moving into and out 
of the reserve simultaneously. The enƟ re 
market was preoccupied with coƩ on reserve 
transacƟ ons. In consequence, the pricing and 
resource allocaƟ on capacity of the market has 
been weakened. Meanwhile, imports of coƩ on 
have increased greatly, and reached a new 
record of 5.137 million tons in 2012, 52.7% 
more than in the preceding year.

The 2013 temporary reserve policy has 
already been announced. Adjustments 
have been made to improve the policy on 
a conƟ nual basis but it is a widely-shared 
opinion in industry that more improvements 
are required to enhance the policy’s 
sustainability. Policy aff ects the interests of 
various stakeholders in the industrial chain 
and if any are ignored, the damage could be 
widespread. While protecƟ ng the interests 
of coƩ on growers, a long-term mechanism 
should be explored for the enƟ re coƩ on 
industry. Such a mechanism should be suitable 
for the condiƟ ons prevailing in China and the 
demands of a market economy, bearing in 
mind that it will also have a profound infl uence 
on the global coƩ on industry.
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Government coƩ on policies in China, the world’s 
biggest coƩ on producer and consumer, have 
dominated aƩ enƟ on in the global coƩ on market 
during the past three seasons. 

I. Domes  c co  on prices stay rela  vely fi rm under 
support from the state reserve policy

In order to protect farmers’ interests, the 
government has operated the state reserve policy 
since the 2011/12 season. The reserve buying 
price was set at 19,800 yuan per tonne (or around 
140.00 US cents/lb) in 2011/12 and at 20,400 
yuan per tonne (close to 146.00 cents) in 2012/13. 
An unchanged rate has been announced for the 
2013/14 campaign. The supporƟ ve policy served 
to narrow the range of price fl uctuaƟ on in China, 
despite the uncertain global economy. Between 
September 1, 2011 and May 10, 2013, the China 
CoƩ on Index moved within a range from 18,156 
to 20,010 yuan per tonne (10%), while the Cotlook 
Index during the same Ɵ meframe ran between 77.65 
and 122.75 US cents per lb (58%). 

A total 3.25 million 
tonnes of coƩ on rolled 
into the state reserves in 
2011/12 and 6.51 million 
tonnes were bought by the 
government in 2012/13. 
Meanwhile, slightly more 
than 490,000 tonnes were 
sold back to the market 
in September 2012 and 
1.51 million tonnes had 
been sold during the 
period from January 14 
through to May 13 this 
year. Since the reserve 
also procured imported 
coƩ on, the stock in the 
hands of the government 
is huge, lending it more 
opportunity to exercise 
macro control of the coƩ on 
market. 

Main Features of China’s 
Cotton Market in 2012/13

By Guo Rongmin, Beijing CoƩ on Outlook

2012/13中国棉花市场的主要特征

1. 在国家储备政策的支持下，国内棉价相对平稳



Page 17

II. China’s co  on plan  ng area shrinks 

According to a survey conducted by Beijing 
CoƩ on Outlook (BCO), China’s coƩ on planƟ ng area in 
2012 was 74.08 million mu (1 hectare = 15 mu), from 
which a fi nal lint ouƩ urn is predicted of 7.47 million 
tonnes, against 6.84 million tonnes announced by 
the NaƟ onal Bureau of StaƟ sƟ cs (NBS). 

In 2013, the coƩ on planƟ ng area is expected to 
decrease by a further 4.6 percent and producƟ on 
is esƟ mated at 6.92 million tonnes, according to 
Beijing CoƩ on Outlook’s report dated May 10. The 
area devoted to coƩ on in the Yellow River Valley is 
expected to decrease by 11.8 percent and that in 
the Yangtze River by around 7 percent, but these 
declines will be parƟ ally off set by increases in the 
Northwest region. The supporƟ ve state reserve 
policy has served to temper the overall decrease in 
farmers’ planƟ ng intenƟ ons. 

III. Sales auc  ons and imports meet mill demand

Since most of the high quality coƩ on has been 
absorbed into the state’s hands, such qualiƟ es have 
been available in restricted volume in the physical 
market. Hence mills have shown a preference for 
buying supplies from the state reserve (especially 
Xinjiang crop and import lots) and for taking up 
coƩ on imported from other countries. 

In September 2012, a total of 493,618 tonnes 
of coƩ on was sold from the reserves, while from 
January 14 this year (when a second round of 
aucƟ on sales was launched) through to May 14, a 
further 1.5 million tonnes have been sold to mills, 
of which 166,000 tonnes consisted of Xinjiang 2012 
crop coƩ on and around 125,000 tonnes 
were imported lots. The current, second 
round of sales aucƟ on is expected to 
conƟ nue through to the end of July. 

Besides taking coƩ on from the state 
reserves, mills have conƟ nued to cover 
their requirements by procuring imports. 
The wide price diff erence between China’s 
internal market and the rest of the world 
has meant that mills in China have kept 
on buying notwithstanding the huge stock 
in government hands. From September 
2012 to April 2013, China imported 3.17 
million tonnes of coƩ on. Although that 
fi gure is 15.6 percent lower, compared 

2. 中国棉花种植面积减少

3. 销售拍卖与进口量符合棉纺厂需求

4. 棉纱进口量增加
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with the same period last season, imports during 
the remaining four months of China’s coƩ on season 
(which ends on August 31) might bring the total 
volume to around 4 million tonnes. Imports remain 
very impressive considering China already has a big 
stock. 

Stocks of imported coƩ on held on consignment 
in bonded warehouse showed a rising trend during 
the fi rst months of 2013. By early May, bonded 
warehouses in the main ports were holding stocks 
of around 500,000 tonnes, against about 700,000 
tonnes by around the same date last year. 

Imports during the 2013/14 season are expected to remain acƟ ve 
if the price diff erence between internal and internaƟ onal values 
remains wide. 

IV. Rising co  on yarn imports

Monthly imports of coƩ on yarn have been on a rising trend. 
The quanƟ ty imported (including re-imports) from September 2012 
through to March 2013 was 1.06 million tonnes, which represent 
growth of 55.34 percent, year-on-year. The rise in imports was 
aƩ ributed to two factors: fi rstly, the price of coƩ on yarn in other 
countries, especially India and Pakistan, became increasingly 
compeƟ Ɵ ve as foreign spinners enjoyed access to cheaper raw 
coƩ on supplies and benefi ted from lower labour costs; secondly, the 
absence of a requirement for import quota for coƩ on yarn made 
import purchasing decisions much easier than those for raw coƩ on. 
Rising imports of coƩ on yarn have doubtless off set parƟ ally mill 
requirements for raw coƩ on.

 V. Mills prefer hand-to-mouth strategy 

According to a survey conducted in early May by BCO, mill coƩ on 
consumpƟ on turned somewhat beƩ er aŌ er the Spring FesƟ val, 
thanks to beƩ er orders from downstream users and an improved 
availability of imported coƩ on. Nevertheless, considering the huge 
stocks in government hands and the introducƟ on of a regular aucƟ on 
mechanism, mills prefer to adhere to a ‘hand-to-mouth’ buying 
strategy. BCO’s survey showed that the average coƩ on inventory 
of the invesƟ gated mills was suffi  cient for around one month: 
slightly more than a third were holding bigger stocks while a similar 
proporƟ on were holding somewhat less. 

The second round of reserve aucƟ ons will fi nish at the end of July, 
according to the related noƟ ce. Sine the arrival of new crop will begin 
only in September and October, the supply in physical market in 
August may prove to be somewhat limited and this ‘window’ is now a 
maƩ er aƩ racƟ ng concern in the market. 

5. 棉纺厂喜欢采取“现挣现吃”
的战略
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If the world coƩ on market situaƟ on this year 
seems like déjà vu, we may have seen the same 
factors almost 50 years ago. The farm policies used 
in China to support their growers are similar to 
policies developed in the US to support US coƩ on 
farmers, parƟ cularly in the 1960’s. 

With over half the anƟ cipated coƩ on stocks 
in the world at the end of the markeƟ ng season 
expected to be held in the Chinese Reserve, it is clear 
that the farm policies inside China have a dramaƟ c 
impact on the enƟ re coƩ on world, from texƟ le 
mills in China to coƩ on growers outside China and 
to merchants who trade coƩ on worldwide. Some 
choose to simply criƟ cize these policies when it is 
more important to understand the policies. 

The farm policies used in China became 
signifi cant to the coƩ on world when China 
announced in April 2011 the price level at which 
they would off er to purchase from Chinese growers. 
This type of policy is not new to the world. In the 
1960’s the US loan program established a level 
where the US would off er to purchase from US 
growers. This was the non-recourse loan program. 
This program was designed as a safety net for 
producers, but when prices fell below the net, large 
stocks were accumulated by the US government. The 
Chinese support levels were set at a level believed 
to be below market levels, but adequate to provide 
support to their farmers. The 19,800rmb per MT 
Support Level announced in April 2011 appeared to 

Déjà Vu

By Ernie Schroeder Jr,
Jess Smith and Sons

似曾相识
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be well below the 
then current prices 
and even below the 
trend of prices from 
2009 thru 2011. 

However, just 
as the US prices of 
the loan became 
the market in 
the 1960’s and 
early 1980’s, the 
aƩ racƟ veness 
of the Chinese 
Support Level 
provided incenƟ ve 
to produce more 
coƩ on than needed 
by the market. 
Prices fell below 
the Support level during the 2011/12 season. The 
Chinese Reserve acquired 3.1 million MT during that 
season. When the Support Level for the 2012/13 
season was established, it remained important to 
conƟ nue supporƟ ng growers in China. The support 
levels for other crops were increased by 10%, but 
following the purchases the previous season, the 
support level for coƩ on was increased 3% to 
20,400 rmb. Growers in China only reduced 
acreage by 2% in 2012, but this was off set by an 
increase of 8% in yield. 

During the 2012/13 season, over 85% of 
all producƟ on in China was acquired by the 
Reserve, 6.5 million MT. When the total coƩ on 
held in the Reserve as of April 1 was over 10 
million MT, the disposiƟ on of stocks by the 
Reserve became a topic of much discussion. 
Again this is reminiscent of the policies 
developed to dispose of excess stocks acquired 
by the US Loan program in the early 1980’s. 
This resulted in such programs as the Payment 
in Kind (PIK) that gave coƩ on from the loan to 
growers not to grow coƩ on. 

Perhaps the segment most adversely aff ected 
by the current Support Program in China has been 
Chinese texƟ le mills. In 2010 prior to the current 
program, Chinese mills consumed 46 million bales 
of coƩ on, over 40% of World usage. During the 
2012 season, Chinese mills consumed just 36 
million bales, only 33% of World usage. Mills were 
constrained by limits placed on imports, fi nding it 
necessary to import coƩ on even aŌ er paying an 
import duty of 40%. This led to decisions by many 
texƟ le companies to import addiƟ onal coƩ on yarn 
instead of trying to spin the coƩ on in China. With 
these concerns, pressure was put on the Reserve 
to release addiƟ onal stocks. Concerned about the 
impact this might have on the Support Program, 
sales from the Reserve were limited to old crop 
and imported coƩ on unƟ l the end of buying for the 
Support program at the end of March. 

Sales from the Reserve were slow as Import 
prices were cheaper than buying from the Reserve, 
even aŌ er paying the addiƟ onal import duty. Just as 
the Payment in Kind program had some unintended 
consequences, the release of coƩ on by the Reserve 
required incenƟ ves such as a 3 for 1 sliding scale 
import quota allocaƟ on. Mills buying coƩ on from 
the Reserve would actually receive some quota that 
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would be much less expensive than the 40% import 
duty accessed to mills without import licenses. This 
resulted in addiƟ onal imports into China, drawing 
down stocks outside of China even more. 

As growers began to make plans for the 
2013 season, China announced that they 
would maintain the same program as they 
did in 2012. The Support Level will again 
be 20,400 rmb/mt. While other crops saw 
their support levels increased, coƩ on was 
unchanged. However, the Support Level for 
coƩ on is set at a price higher than the China 
CoƩ on Index has traded in the last 2 years. 

Early expectaƟ on would suggest that 
growers in China will reduce coƩ on acreage 
5-10 %, less than reducƟ ons expected 
elsewhere in the world. However, purchases 
by the Reserve could sƟ ll challenge the level reached 
this season. The biggest impact on the world could 
occur in the coming season. Without some change in 
policy, the Reserve could acquire an addiƟ onal 25-30 
million bales in addiƟ on to the 45 million they are 
esƟ mated to have at the current Ɵ me. 

The most diffi  cult factor the market will need 
to deal with is uncertainty with regard to how, 
when and at what price the coƩ on will be released 
from the Reserve. Many traders in the world have 
misjudged the market and the Chinese Reserve for 
the past 2 years. They have aƩ empted to anƟ cipate 
acƟ ons that might be taken by another trader if 
they were managing the Reserve. If shippers instead 
analyze acƟ ons as if they were decided upon by a 
government that both needs and wants to support 
its agriculture and parƟ cularly its coƩ on producƟ on, 
they may understand what might occur.

The United States had to deal with a similar 
situaƟ on, but it was not unƟ l they 
made the release transparent to 
the market that they were able to 
maintain the support prices (loan) 
to the producers while making 
coƩ on available to the market. 
Growers received their loan, but 
were made whole with a markeƟ ng 
loan. This was implemented while 
insisƟ ng that coƩ on be compeƟ Ɵ ve 
with the implementaƟ on of a mulƟ -
step compeƟ Ɵ veness program. 

As mills, merchants and growers 
worldwide make plans for the 2013 
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season, they will need to carefully watch the programs developed to release 
coƩ on. If it is released too fast, the Reserve will simply be recycling new crop 
through their program. Do not look for the Reserve to adopt a program to 
simply dump stocks onto the market, instead look for them to adjust their 
program so that they can maintain the program to support coƩ on growers, 
while also keeping mills in China compeƟ Ɵ ve in the world texƟ le trade. 

The Chinese Reserve stocks do hang over the market as we approach the 
2013/14 markeƟ ng season. However, in watching the acƟ ons of governments 
that have supported coƩ on growers by purchasing coƩ on at a Support Level, 
most of those governments have not simply dumped their acquisiƟ ons back on 
the market. They understand that this would impact the underlying purpose of 
their support program. The Chinese have parƟ cularly had a longer term view 
of the market. It will not be surprising for the Chinese to maintain coƩ on in the 
Reserve for several years. 

The similariƟ es between the development of farm policy in the US and 
China have been remarkable. Perhaps conƟ nuing to review the history of farm 
policy designed to support growers will help traders around the world make 
the right choices for the 2013 season.
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A Short History of the World
In 2010 and 2011 coƩ on price volaƟ lity and the 

global price spike hit the coƩ on industry like a lead 
balloon. While there were occasional winners, few 
came away unscathed. Farmers, traders, spinners 
and retailers all nursed losses and pondered 
appropriate responses.

The losses played out not only on corporate 
balance sheets but also in coƩ on’s posiƟ on on the 
global fi ber supply and demand balance sheet. Since 
2010, coƩ on’s share of the U.S. fi ber market has 
dropped from over 42 percent to 38 percent (Chart 
1). Similarly, coƩ on’s share of the global coƩ on 
market has slipped from 40 percent to 36 percent 
(Chart 2).

Demand creaƟ on, rebuilding demand and 
regaining lost market share, will be criƟ cal to 
restoring coƩ on’s posiƟ on in apparel and home 
furnishing. As an industry we need beƩ er outreach 
to inform consumers, brands and retailers of the 
value and importance of coƩ on. We also need 
less disparity between domesƟ c and internaƟ onal 
coƩ on prices in the world’s largest fastest growing 
economy, China.

Demand Building to Regain Market 
Share

CriƟ cal to rebuilding market demand and 
regaining lost market share is making the case for 
coƩ on. CoƩ on is the preferred fi ber. Recent research 
indicates that this message resonates. CoƩ on 
Incorporated and CoƩ on Council InternaƟ onal’s 
Lifestyle Monitor surveys reveal that consumers 
increasingly care about value. In Italy this has meant 
that consumers are buying fewer, high-quality 
clothes, clothes that will last and match with their 
exisƟ ng wardrobe. In the U.S., ongoing research 
indicates that consumers are angry over poor 
quality garments as a result of lower coƩ on use and 
increased blending with man made fi bers. We must 
get the message out that coƩ on is the answer.

Another key message will be reminding 
the supply chain that coƩ on is renewable, 
carbon neutral, energy posiƟ ve, recyclable and 

Demand Creation 
Critical to Rebuilding 
the Cotton Market

By Kevin Latner, 
ExecuƟ ve Director, CoƩ on Council InternaƟ onal, Washington DC, USA

全球棉花市场概述

创造需求：重塑棉花市场的关键因素
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biodegradable. InsƟ ncƟ vely, consumers 
understand that coƩ on is natural and 
environmentally friendly. Like comparing 
apples and oranges, detractors highlight 
coƩ on’s water usage while omiƫ  ng the 
carbon or energy footprint. Compared with 
extracƟ ve it is both a food and fi ber and 
in certain countries is a criƟ cal component 
of economic development. Reducing the 
environmental footprint of coƩ on is an 
important component of coƩ on’s conƟ nued 
viability. However, all coƩ on growths, 
whether convenƟ onal, organic or one of 
the alphabet soup of idenƟ ty coƩ ons, are 
sustainable. 

China’s Internal Fiber Prices Create 
Diffi cult Climate for Cotton Demand 

While not easy, another criƟ cal component 
to build consumer demand will be to bring 
China’s domesƟ c cost of coƩ on more in line with 
internaƟ onal prices. Growth forecasts for coƩ on 
use depend on increased demand in developing 
countries, especially China and India. If current high 
coƩ on prices in China, which are nearly double 
China’s domesƟ c prices for polyester (Figure 1), 
conƟ nue, China’s domesƟ c demand for coƩ on rich 
products will not meet forecast expectaƟ ons. 

China’s Supply and Demand Situation 
and Trade Policies

China remains the world’s largest coƩ on 
producer with a 2012 crop esƟ mated at 35.0 million 
bales (7.62 million tons), or 29% of the world total 
(Table 1). Along with being the world leader in 
coƩ on producƟ on, China is also the largest processor 
of raw coƩ on. For the 2012 markeƟ ng year, China’s 
coƩ on mill use is esƟ mated at 36.0 million bales 
(7.84 million tons). China remains a net importer of 
coƩ on fi ber, but the gap between domesƟ c use and 
producƟ on has narrowed for the 2012 markeƟ ng 
year. 

China’s WTO accession negoƟ aƟ ons established 
a tariff  rate quota (TRQ) of 4.1 million bales (892,000 
tons). At various Ɵ mes during the year, China will 
announce addiƟ onal quota above the WTO-required 
TRQ. Generally, those imports are subject to a 
variable levy ranging from 5% to 40%, in order to 
maintain coƩ on prices in China signifi cantly above 
internaƟ onal prices. AddiƟ onally, importers must 
receive import licenses from the central authoriƟ es 
before entering into import contracts. CoƩ on can 
also be imported outside of the quota system. 
However, the importer is sƟ ll required to acquire an 
import license and will be assessed a 40% tariff .

Policy Responses to Unusual 
Volatility

In calendar years 2010 and 2011 world 
coƩ on prices went through a period of extended 
strengthening and increased volaƟ lity. Mills in 
many countries became highly concerned with 
coƩ on availability. India went so far as to impose a 
ban on coƩ on and coƩ on yarn exports. China saw 
their total year-end coƩ on stocks fall to the lowest 
level in 20 years, just over 10 million bales (around 
2.2 million tons). Responding to concerns about 

创造需求、赢回市场份额
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reserves and prices for growers, in September 2011, 
China iniƟ ated a policy of purchasing coƩ on into 
their naƟ onal reserves at a level of 19,800 yuan 
per ton. At current exchange rates, that equates to 
approximately $1.40 per pound. China is conƟ nuing 
to operate the reserves policy for the 2012 crop 
at a procurement price of 20,400 yuan per ton, 
a 3% increase from the 2011 level. By the end of 
the current markeƟ ng year, China could hold 
more than 38 million bales (8.3 million tons) 
in government reserves. China just recently 
announced that the support price will be 
maintained at the 2012 level of 20,400 yuan 
per ton with no limits on the quanƟ Ɵ es that 
may enter the government reserves. At current 
exchange rates, the support price equates to 
$1.48 per pound. 

The world coƩ on price, as represented by 
the Cotlook “A” Index, has averaged 86 cents 
per pound for the most recent 12 months. By 
purchasing domesƟ c producƟ on at prices 40 to 
50 cents above world prices, China is insuring 
that their internal prices are well above world 
prices, and causing their coƩ on spinning to be 
uncompeƟ Ɵ ve (Figure 1). 

Higher Domestic Prices for 
Cotton in China Reduce 

Demand
While China’s policy is providing 

short-term support to the coƩ on market, 
there is increasing evidence that the 
policy will provide a longer-term drag on 
coƩ on demand in China. Although the “A” 
Index has moved to a level much more 
compeƟ Ɵ ve with polyester prices, the same 
cannot be said for coƩ on prices in China’s 
domesƟ c market. The current diff erenƟ al 
between coƩ on and polyester prices in 
China ranges between 50 and 60 cents. As 
a result, texƟ le manufacturers are shiŌ ing 
to manmade fi ber, and coƩ on is losing 
market share.

According to PCI Fibres, China’s 2013 
manmade fi ber (MMF) mill use is esƟ mated 
at 158 million bales (34.4 million tons), 
which is more than 4 Ɵ mes the size of their 
coƩ on mill use. Since 2007, China’s MMF 
mill use has grown by 52 million bales (11.3 

政策对不寻常的价格波动采取响
应

Figure 1:
曲线图1：
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million tons), while coƩ on mill use has fallen by 15 
million (3.3 million), as demonstrated in Table 2. As 
a result, coƩ on’s market share has fallen from 32% 
in 2007 to a projected 18% in 2013. Unless there is a 
dramaƟ c change in relaƟ ve prices in China, it will be 
extremely diffi  cult to reclaim that market share.

Textile Supply Chain Changes from 
China’s High Domestic Cotton Prices

The current support program is also causing 
changes in the texƟ le supply chain to Southeast Asia, 
South Asia and LaƟ n America. With China’s texƟ le 
mills unable to pay the higher prices for raw fi ber, 
there has been an increase in yarn imports, primarily 
being sourced from Pakistan and India (Table 2). 
However, only one out of every three bales of lost 
mill use is being off set by increased yarn imports. 
The net eff ect is an erosion of coƩ on demand due to 
internal prices being maintained at levels well above 
world market prices.

No Easy Solution Looking Forward
China’s total raw coƩ on imports are esƟ mated at 

16.5 million bales (3.6 million tons) for the current 
markeƟ ng year, roughly two-thirds of the 24.5 
million (5.4 million) imported in the 2011 markeƟ ng 
year. Total ending stocks for the 2012 markeƟ ng year 
are projected to reach a record level of 45.6 million 
bales (9.9 million tons). 

For the coming year, China’s decision regarding 
sales from the reserves and the allocaƟ on of import 

中国国内棉价过高，导致棉花需求量下降

国内棉价过高，给纺织产业链带来变化
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quotas/licenses is the key uncertainty in the world coƩ on 
market. With projected producƟ on of 31.2 million bales 
(6.8 million tons), it is assumed that 85% of the crop will 
enter government reserves, which is consistent with the 
percentage of the 2012 crop entering reserves. Assuming 
China sells 21 million bales (4.6 million tons) from the 
reserves over the course of the 2013 markeƟ ng year, the 
result would sƟ ll be a signifi cant increase in government 
holdings. In order to supply projected mill use of 35.6 
million bales (7.75 million tons), China would import 9.0 
million bales (almost 2 million tons). Under this scenario, 
total imports for the 2013/14 markeƟ ng year are projected 
to be slightly more than half the import level during the 
current markeƟ ng year.

Should China choose to be a more acƟ ve seller in the 
coming year, China’s imports could fall to the required WTO 
quota of 4.1 million bales (892,000 tons). China could also 
go to the other extreme and choose to sell very liƩ le of 
their reserves. Under that scenario, imports would increase 
to levels comparable to the current markeƟ ng year. Such 
an outcome is more bullish for global exports in the short 
term, but the scenario only delays the inevitable outcome 
of working the coƩ on reserves back onto the market.

将来，问题依然难以解决
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2013 Farm Bill taking shape
With the 2012/13 markeƟ ng year winding down, 

growers have planted another crop under the 
extended provisions from the 2008 Farm Bill that 
have been funded through 2013. Those programs 
include direct payments, the markeƟ ng loan gain 
and the counter-cyclical payment program. Congress 
failed to pass new farm legislaƟ on during the summer 
months of 2012, forcing a one-year extension aŌ er 
expiraƟ on of the last bill at the end of September 
2012, threaƟ ng producers of winter crops and dairy 
programs. 

At press Ɵ me, work on new farm legislaƟ on was 
slated to begin in Washington during the second 
week of May, as House Agriculture CommiƩ ee 
leadership scheduled hearings and early markup 
work on a new bill for May 15. Senate Agriculture 
CommiƩ ee Chair Debbie Stabenow followed shortly 
by scheduling Farm Bill commiƩ ee work on May 14. 
Early indicaƟ ons are that both House and Senate 
commiƩ ees will use last year’s draŌ  bills as starƟ ng 
points for new farm legislaƟ on, including the 
proposed eliminaƟ on of direct payments and counter-
cyclical payment programs, as well as inclusion of a 
new insurance program specifi c to coƩ on. 

For the coƩ on industry, most of the negoƟ aƟ on 
on changes and program design was done ahead 
of bill markup last summer. Both versions of the 
bill passed in the House and Senate commiƩ ees 
respecƟ vely contained the Stacked Income ProtecƟ on 
Plan (STAX) supported by the NaƟ onal CoƩ on Council 
as an alternaƟ ve support that would meet federal 
budget reducƟ on guidelines and create a grower 
safety net and give protecƟ on in the absence of 
other support measures. The NaƟ onal CoƩ on Council 
and industry members were also hopeful that the 
new STAX program and eliminaƟ on of several other 
support measures would saƟ sfy expectaƟ ons from 
Brazil related to the World Trade OrganizaƟ on’s 
ruling its favor on US coƩ on programs. The Senate 
and House proposed coƩ on programs diff er slightly; 
the NaƟ onal CoƩ on Council and coƩ on industry 
have been supporƟ ng that draŌ ed by the Senate 
Agriculture CommiƩ ee. 

US Cotton’s New Farm 
Policy and China 

By John Scruggs, US editor, 
CoƩ on Outlook

《2013年农业法案》初具雏形

下一季的美国棉产业展望：新农
业政策与中国

美国《棉花展望》杂志编辑：John Scruggs
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STAX is a revenue-based crop 
insurance program designed to 
cover shallow revenue losses 
for growers on a county or area-
focused basis. It is intended to 
complement other crop specifi c 
insurance programs that primarily 
cover only major revenue losses. 

As detailed in the summer 
2012 Senate Agriculture 
CommiƩ ee Farm Bill language, 
STAX would provide an opƟ on 
for upland coƩ on farmers to 
cover potenƟ al revenue losses, 
subject to pre-determined limits 
and based on specifi c price and 
yield formulae, with variaƟ ons for 
irrigated and non-irrigated areas.

House Agriculture CommiƩ ee Chairman Frank 
Lucas has said that the commodity Ɵ tle of a draŌ  
Farm Bill will be similar to the one introduced in last 
year’s legislaƟ on which failed to reach full House 
fl oor debate or vote. While the Senate hopes to 
reduce Farm Bill spending by $23 billion over 10 
years, the House has pushed for steeper cuts of 
almost $38 billion over a 10-year period. The largest 
diff erence between proposed House and Senate bills 
is the level of budget cuts aff ecƟ ng programs other 
than agricultural producƟ on.

Speaking at the American CoƩ on Shippers 
AssociaƟ on meeƟ ng on May 9 in New Orleans, NCC 
and its Washington representaƟ ves noted that a 
leƩ er signed on May 5 by both the NaƟ onal CoƩ on 
Council and Brazil’s coƩ on industry associaƟ on, 
ABRAPA, was sent to both governments in an eff ort 
to resolve the two countries’ dispute through 
cooperaƟ on between the two organizaƟ ons. The 
leƩ er recommends a conƟ nuaƟ on of the framework 
agreement in place between the two countries; it 
envisages several changes to US coƩ on programs 
(expected to be in forthcoming Farm Bill draŌ s) 
including eliminaƟ on of direct and counter cyclical 
payments for upland coƩ on and a markeƟ ng 
loan gain with a 45-cent price fl oor. AddiƟ onal 
cooperaƟ on eff orts would begin aŌ er resoluƟ on 
of the dispute, including collaboraƟ on between 
ABRAPA and CCI on Brazilian coƩ on markeƟ ng 
eff orts, access to US research and pracƟ ces on 
boll weevil eradicaƟ on and consultaƟ ons on 
sustainability and classing systems in the US. 

As was the case in 2012, the 
issue of cuts and funding for 
food and nutriƟ on programs, 
specifi cally the Supplemental 
NutriƟ on Assistance Program, 
is expected to be a target for 
debate and contenƟ on during any 
future House-Senate conference 
commiƩ ee on the Farm Bill aŌ er 
its moves through both houses. 
Other issues may arise from 
budget allocaƟ ons, dairy policy 
confl ict and from some members 
in Congress opposed to any 
form of government subsidized 
crop insurance. Congressional 
agriculture leadership has 
said they hope that new farm 
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legislaƟ on will be passed during the 
summer months of 2013. 

With the recently planted US crop in 
the ground and covered by 2008 Farm 
Bill programs funded through this year, 
US producers and shippers have focused 
immediate aƩ enƟ on on world prices and 
demand in the context of China’s reserve 
and import policies, world ending stocks 
including and excluding the China reserve 
and prospecƟ ve texƟ le demand.

US-China cotton trade
China remains the largest buyer of US 

coƩ on, and the state reserve program 
conƟ nues to drive the US export market, 
as it has since its iniƟ aƟ on in the 2011/12 
markeƟ ng year. Recent news that the Chinese 
government will conƟ nue to buy and add to state 
reserves next season marks a near-term signal that 
demand for US fi ber there will remain strong, but the 
long view remains uncertain as growers and merchants 
plan from season to season, taking into account the 
price implicaƟ ons of the 45 million bales or so held by 
the Chinese government (equivalent to roughly the 
last three US crop years producƟ on and more than 
half of world ending stocks) that are hanging over the 
market. 

Despite higher world coƩ on prices ahead of 
planƟ ng Ɵ me in the US this spring, acreage in the US is 
forecast to be down anywhere from 10 to 20 percent, 
and early total producƟ on esƟ mates are in the 13.0 
to more than 15.0 million bale range. Higher-priced 
compeƟ ng crops, namely soybeans and corn, have 
drawn more interest from growers looking to lower 
input and producƟ on costs.

A major trade concern has been uncertainty 
about the size, and the Ɵ ming of the release, of 
import quota. This appears to have been parƟ ally 
alleviated, at least for now, by the more orderly 3:1 
quota allocaƟ on process in place in connecƟ on with 
purchases from the state reserves. 

Internal China support prices nonetheless remain 
higher than world prices and higher, at Ɵ mes, even 
than US coƩ on with a 40 percent import tariff  
included. 

US reaction to China cotton programs
Various segments of the US coƩ on industry have 

been vocal about China policies and their impact on 
the world market, addressing concerns that eroding 
coƩ on market share will be hard to rebuild in the 
country that remains the largest customer of US fi ber 
in the world. 

In late April, NCC President and CEO Mark Lange 
gave tesƟ mony before the US-China Economic and 
Security Review Commission during a meeƟ ng in 
Ames, Iowa. 

Dr. Lange reviewed the importance of export 
channels for the US fi ber industry and the dominant 
role China plays as a buyer of US coƩ on. 

“Export markets represent the primary outlet for 
US coƩ on producƟ on with approximately 75 percent 
moving into internaƟ onal trade channels. In most 
key imporƟ ng countries, raw coƩ on faces liƩ le if 

美中棉花贸易

美国对中国棉花政策的反应
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any applied tariff  and no quota restricƟ ons,” he said. 
“However, an important excepƟ on to the relaƟ vely 
open trading situaƟ on is the Ɵ ghtly monitored access 
allowed by China.”

Addressing China’s quick increase in coƩ on 
producƟ on, consumpƟ on, imports and coƩ on good 
exports, Dr. Lange said that China’s adopted policies 
“signifi cantly distort the world coƩ on and coƩ on 
product markets. These policies range from non-
transparent and unreliable reporƟ ng of coƩ on supply 
and demand staƟ sƟ cs, centrally controlled stock 
and quota policies and variable rate levies on coƩ on 
imports.”

Higher internal prices and limited access 
to imported coƩ on have slowed domesƟ c mill 
consumpƟ on of coƩ on in the country and, Dr. Lange 
said, “While one of the stated goals of the reserves 
policy is to support the price received by farmers, 
the impact of the current policy is to create a tax on 
domesƟ c mills, thus discouraging use of coƩ on and 
encouraging the shiŌ  to polyester.”

But China’s changing socioeconomic makeup and 
growing middle class may shiŌ  interest toward coƩ on 
in the coming years. The country’s new leadership is 
expected to guide a 10-year shiŌ  in the country’s texƟ le 
industry from one that is export-based to one that is 
built on domesƟ c consumpƟ on. One China consultant 
to the US coƩ on industry noted that China’s reserve 
program, envisaged as a temporary policy, has become 
a long term policy, adding that it has aƩ racted a lot of 
aƩ enƟ on that the government did not anƟ cipate. 

Man-made fi ber mill use in China is now esƟ mated 
to be more than four Ɵ mes the size of its coƩ on mill 
use, according to PCI Fibres data referenced in the NCC 
tesƟ mony. CoƩ on has lost signifi cant market share to 
polyester and other syntheƟ c fi bres during the last fi ve 
markeƟ ng years and the US industry has admiƩ ed that 
it will be very diffi  cult to regain that business in the 
current environment driven largely by policy in China. 
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The China National 
Cotton Exchange’s 
Important Role in China’s 
Cotton Industry
By Wang Zhengwei, Chairman
China NaƟ onal CoƩ on Exchange

China has iniƟ ated reform of the coƩ on 
circulaƟ on system more than a decade ago. The 
China NaƟ onal CoƩ on Exchange (CNCE) market is 
not only a by-product, but also a witness to the 
reform of the coƩ on circulaƟ on system. In the past 
decade, as the markeƟ zaƟ on progress of China’s 
coƩ on sector has deepened, profound changes 
could be observed in various sectors in the supply 
chain of coƩ on, including processing, circulaƟ on, 
storage and consumpƟ on. Government authoriƟ es 
have launched a series of policies for the coƩ on 
industry, which have eff ecƟ vely promoted the sound 
development of the coƩ on industry in China.

In the past decade, as a comprehensive service 
plaƞ orm for the coƩ on supply chain, the CNCE 
has been developing along with the changes in 
the coƩ on market, and has made a large amount 
of posiƟ ve exploraƟ on of promoƟ ng the sound 
development of the coƩ on industry, including 
organizing naƟ onwide aucƟ on and transacƟ ons 
for the coƩ on reserves and iniƟ aƟ ng regularized 
transacƟ ons of commodity coƩ on. 

Currently, the CNCE has expanded the scope 
of services off ered to coƩ on enterprises in the 
supply chain, from services on the trading plaƞ orm 
to services on capital, informaƟ on, storage and 
logisƟ cs. As for the services on capital, so far, the 
annual service capability of the market has exceeded 
10 billion yuan. The service paƩ ern has been 
updated from offl  ine service to online. The scale and 
speed of capital service has saƟ sfi ed the demands of 
domesƟ c coƩ on enterprises to a certain extent.

As for storage and logisƟ cs, the transacƟ on 
market has integrated its resources and formed 
partnerships with more than 150 coƩ on warehouses 
naƟ onwide, and has established a system covering 
the major coƩ on producƟ on and markeƟ ng regions, 
coƩ on collecƟ on and distribuƟ on centres, and 
the third-party supervision authoriƟ es in China. 
The system provides a detailed electronic account 
of coƩ on inventory not only for banks, but also 
for enterprises. It also delivers real-Ɵ me video 
informaƟ on on coƩ on inventory, and has achieved 
the regularized supervision by a third-party.

全国棉花交易市场在中国棉花产业
中扮演了重要角色
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As for informaƟ on services, the website 
www.coƩ onchina.org, operated by Beijing 
CoƩ on Outlook ConsulƟ ng Limited, has 
become an important informaƟ on hub for 
the coƩ on industry, from the standpoint of its 
infl uence in industry, coverage of informaƟ on, 
and website hits. This website plays an 
important role in distribuƟ ng informaƟ on to 
the coƩ on industry.

By exploring a regularized and modernized 
coƩ on transacƟ on paƩ ern, the transacƟ on 
market has made an eff ecƟ ve integraƟ on of 
various resources in the supply chain, including 
capital, informaƟ on and warehouses, and has 
provided diversifi ed value-added services to coƩ on 
enterprises, in addiƟ on coƩ on transacƟ ons, to 
coƩ on enterprises. Recently, CNCE has launched 
comprehensive services for transacƟ ng business in 
imported coƩ on, including the building of a separate 
trading plaƞ orm and the provision of fi nancial 
services

As its corporate culture, the CNCE’s mission 
is “serving the coƩ on industry and promoƟ ng 
regulated circulaƟ on”. The fulfi llment of this mission 
depends on the government’s policies for the coƩ on 
industry.

In the CNCEs opinion, China should make 
policies to stabilise its coƩ on producƟ on and 
promote the sustainable development of the 
coƩ on industry. These policies should be further 
modifi ed in accordance with the insƟ tuƟ onalizaƟ on 
and predictability of the macro-control of coƩ on. 
Meanwhile, modern logisƟ cs planning for coƩ on 
should be made and implemented as soon as 
possible according to the current situaƟ on of coƩ on 
logisƟ cs in China, so as to enhance the internaƟ onal 
compeƟ Ɵ veness of coƩ on and texƟ le products of 
China.

In the future, the coƩ on industry of China will 
inevitably be more regulated, orderly and credible. It 
is an inevitable choice for China to establish a market 
system in line with internaƟ onal standards. As the 
only naƟ onal coƩ on exchange in China, we believe 
that our exploraƟ on and eff orts in the past decade 
will inevitably be in line with the future development 
trend of China’s coƩ on industry.
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Since the lisƟ ng of coƩ on futures in June 1, 2004, 
the Zhengzhou Commodity Exchange (ZCE) has been 
adhering to the supervision according to the law and 
standard operaƟ on, and has achieved a stable and 
sound development of the coƩ on futures market. The 
coƩ on futures market has begun to play a more and 
more important role in serving the development of 
the naƟ onal economy, solving the problems of “Three 
Rural Issues” and avoiding business risks for the coƩ on 
industry.

I. General Information on Zhengzhou 
Commodity Exchange

1. Introduc  on to Zhengzhou Commodity Exchange

The Zhengzhou Commodity Exchange, founded in 
October 12, 1990, was the fi rst pilot futures market in 
China. It started business by conducƟ ng long-term spot 
transacƟ ons, and launched standard futures contract 
transacƟ on in May 28, 1993, and thus achieved the goal 
of starƟ ng from a spot market and developing as futures 
market, as directed by the State Council. In August 1998, 
ZCE was confi rmed by the State Council as one of the 
three futures exchanges in China. ZCE is aƩ ached to the 
China SecuriƟ es Regulatory Commission. It provides 
venue, faciliƟ es and services to the concentrated 
bidding and transacƟ on of futures contracts, performs 
the funcƟ ons prescribed in the “RegulaƟ ons for the 
AdministraƟ on of Futures Trading” and “Measures for 
AdministraƟ on of Futures Exchange”, and implements 
a self-disciplined administraƟ on in accordance with the 
“Charter of Zhengzhou Commodity Exchange”.

2. General Informa  on on the Development of Co  on 
Futures

(1) The trading volume and open interest of coƩ on 
futures: By the end of December 2012, 42.0673 million 
lots (5 tons per lot and 210 million tons in total) of 
coƩ on futures contracts had been concluded, with a 
total turnover of 4.19 trillion yuan, 84.87% and 88.45% 
respecƟ vely lower than those of the previous year. The 
main reason for the decrease in trading volume was the 
infl uence of the state reserve policy and the resultant 
decrease in price fl uctuaƟ on. In 2011, the trading 

The Status and Role of 
Zhengzhou Cotton Futures 
Market

By Ji Guangpo, Senior Specialist, 
MarkeƟ ng Department of Zhengzhou Commodity Exchange

一、郑州期货市场基本情况介绍
1、郑州商品交易所简介

2、棉花期货发展基本情况

二、郑州棉花期货市场功能初步发挥

郑州棉花期货市场的地位和作用
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volume of coƩ on futures market exceeded that of the 
InterconƟ nental Exchange (ICE) for the fi rst Ɵ me. 

(2) RegistraƟ on of warehouse receipts of coƩ on: 
During the eight coƩ on years since the lisƟ ng of coƩ on 
futures, coƩ on warehouse receipts for 1.043 million 
tons have been registered in total, and 710,000 ton of 
physical delivery have been achieved.

(3) ParƟ cipaƟ on and account opening of coƩ on 
enterprises: Since coƩ on futures were launched, the 
number accounts opened by coƩ on enterprises has 
been increasing year on year. By the end of 2012, 5,025 
enterprises had opened their own accounts, accounƟ ng 
for 20% of all coƩ on enterprises.

II. Zhengzhou Cotton Futures Market 
Began to Function 

Since the lisƟ ng of coƩ on futures, pracƟ ce has 
demonstrated their posiƟ ve eff ect on price discovery 
and hedging of a typical, bulk farm product, and their 
posiƟ ve role in ensuring the sound operaƟ on of the real 
economy. As an advanced form of modern economic 
exchange, the coƩ on futures market is infl uencing and 
changing the business mode and development paƩ ern 
of coƩ on enterprises.

(1) The coƩ on futures market in Zhengzhou has 
begun to play a posiƟ ve role in enhancing the decision-
making capability of coƩ on growers, acceleraƟ ng the 
pace of adjusƟ ng planƟ ng structure and increasing the 
income of farmers.

Firstly, coƩ on futures have assisted coƩ on growers’ 
decision-making by providing a raƟ onal indicaƟ on of 
price expectaƟ ons. They have been able to observe the 
price signals from the futures market and have thus 
been guided in their choice of crops so as to maximize 
revenue. 

Secondly, Zhengzhou has provided an extensive and 
transparent channel for transmiƫ  ng informaƟ on about 
coƩ on futures to coƩ on growers, enabling them to “sell 
coƩ on with the best price”. 

Thirdly, the coƩ on futures market has sƟ mulated the 
transformaƟ on of the way farmers are organised and 
strengthened their moral integrity. Rural organisaƟ ons 
have been encouraged to uƟ lize futures and thus reduce 
the market risks for farmers. 

（一）郑州棉花期货市场在提升棉农生产决
策、促进种植结构调整、增加农民收入等方面
开始发挥积极作用

（二）涉棉企业利用期货市场套期保值，规避
了市场风险，提高了企业效益和信誉度。

（三）棉花期货有效地规范了市场秩序，提高
了我国棉花整体质量
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(2) CoƩ on enterprises uƟ lize futures market for 
hedging, and thus avoid market risks and enhance 
their corporate profi tability and reputaƟ on.

1. CoƩ on processing and texƟ le enterprises have 
achieved lower transacƟ on costs via the futures 
plaƞ orm and avoided market risk.

2. CoƩ on futures have thus enhanced the 
compeƟ Ɵ veness of enterprises, sƟ mulated the 
opƟ mizaƟ on of the industrial structure of spot goods, 
and enhanced the markeƟ ng eff ort.

3. CoƩ on futures have enhanced the creditability 
and borrowing capacity of coƩ on enterprises.

(3) CoƩ on futures have eff ecƟ vely regulated the 
market and enhanced the overall quality of coƩ on in 
China.

Since the opening up of the coƩ on market in 
1999, excessive processing capability has become a 
prominent problem in China. When compeƟ ng with 
each other for limited resources, many enterprises 
were faced with various problems, such as the 
deterioraƟ ng processing quality, the confusion of 
coƩ on grades, and the widespread phenomenon of 
“mixing of non-coƩ on fi bers and colored fi bers” and 
excessive moisture. These problems have seriously 
aff ected the development of China’s coƩ on industry. 
Since the lisƟ ng of coƩ on futures, coƩ on processing 
enterprises must use wrapping cloths and straps that 
conform to the naƟ onal standard, make more eff ort 
to pick out foreign fi bres, make a careful classifi caƟ on 
of coƩ on during the process of purchasing and 
storage, and meet the standards of coƩ on futures 
delivery by strictly controlling the quality. Otherwise, 
it is impossible for enterprises to sell coƩ on via the 
futures market.

三、郑州棉花期货市场在服务实体经济
方面发挥出积极作用

（一）棉花期货市场促进了国内棉花大市场的
形成
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Most coƩ on enterprises have shown an enthusiasƟ c 
aƫ  tude, since they could sell coƩ on on the futures 
market with a preferenƟ al price. Some high-end texƟ le 
manufacturers have paid more aƩ enƟ on to high-quality 
futures delivery coƩ on. AŌ er invesƟ gaƟ ng 90-odd texƟ le 
enterprises taking delivery of coƩ on from the futures 
market, we have observed a high degree of saƟ sfacƟ on 
with quality. Some texƟ le enterprises have purchased 
coƩ on via the futures market according to their volume 
of coƩ on consumpƟ on in each month. In this way, they 
have been able to control costs while purchasing high-
quality supplies.

III. The co  on futures market in Zhengzhou has played 
a posi  ve role in serving the real economy.

(1) The coƩ on futures market has sƟ mulated the 
emergence of a large domesƟ c coƩ on market.

As more coƩ on enterprises parƟ cipate in futures 
transacƟ ons, the futures market, as a tool of price 
discovery and risk aversion, has sƟ mulated the stable 
and sound development of the coƩ on industry, and 
provided an indispensable plaƞ orm to assist enterprises 
in growing stronger.

CoƩ on has been listed on the market for more 
than eight years. During this period, the traded volume 
was increasing steadily, the market has achieved 
a sound development, and the expected price has 
been recognized by the general public. Currently, 
many enterprises could comprehensively allocate two 
markets with diff erent concepts of Ɵ me: spot goods 
market and futures market, as well as two markets with 
diff erent concepts of space: domesƟ c resources and 
overseas resources, and thus enhance the internaƟ onal 
compeƟ Ɵ veness of the enƟ re industry. Therefore, the 

 （二）棉花期货市场在解决“三农”问题方
面开始发挥积极作用

（三）棉花期货的发展始终贯彻了国家棉花产
业政策的导向
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coƩ on industry has transformed itself from 
an industry with small scale, insuffi  cient 
staff  and poor operaƟ on consciousness, 
to a market-oriented, integrated and 
globalized industry. According to a survey of 
some coƩ on processing enterprises, their 
business volumes have been increasing 
as a result of their ability to hedge their 
transacƟ on risks. In the past eight years, 
among the 10-odd trillion trading volumes 
of futures, 30% was aƩ ributable to the 
parƟ cipaƟ on of coƩ on enterprises, which is 
equal to 20 Ɵ mes the annual coƩ on output 
in China.

(2) The coƩ on futures market have 
begun to play a posiƟ ve role in solving the 
problem of “Three Rural Issues”.

The coƩ on futures market has played a posiƟ ve 
role in solving the problem of “Three Rural Issues” in 
the following respect: Firstly, futures have become 
an important reference for market enƟ Ɵ es and 
government authoriƟ es in regard to amending the 
planƟ ng structure; secondly, coƩ on enterprises have 
been willing to expand their business scope and 
grow stronger; thirdly aŌ er expanding their business 
scope, coƩ on enterprises have been able to provide 
support to rural areas and agricultural construcƟ on 
and enhance the income of farmers; fourthly, 
coƩ on enterprises have enhanced their creditability 
and therefore their borrowing capacity; fi Ō hly, 
farmers have enhanced their organisaƟ on under 
the leadership of leading enterprises and via an 
“Enterprises + CooperaƟ ves + Farmers” paƩ ern, thus 
linking “small-scale producƟ on” with “a big market”.

(3) The development of coƩ on futures has always 
implemented the policy orientaƟ on of China for the 
coƩ on industry.

The coƩ on futures market obeys the naƟ onal 
policy orientaƟ on for the coƩ on industry and 
voluntarily serves the macro-control of the naƟ on. 
At the beginning of the lisƟ ng of coƩ on futures, 
strict rules and standards were followed to 
develop regulaƟ ons for contracts. AŌ er the Central 
Government promulgated two new naƟ onal standards 
for coƩ on in 2007 and 2012, ZCE has modifi ed its own 
standards of product delivery in a Ɵ mely manner, 
enhanced the strength of implementaƟ on of naƟ onal 
standards with markeƟ ng approaches, and ensured 
that its standards of transacƟ on and delivery will 
always represent the direcƟ on of industrial policy 
reform and macro-control of China. 



Page 48

Is it time to raise your 
‘training’ game?

By Robert Jiang, China Business Development Offi  cer, 
InternaƟ onal CoƩ on AssociaƟ on

Whilst meeƟ ng with some coƩ on professionals 
recently, conversaƟ on turned to the essenƟ al 
knowledge base required for today’s coƩ on trading 
and it dawned on me that the benchmark has risen 
substanƟ ally.

The rapid pace of informaƟ on renewal, the 
iniƟ aƟ ves being introduced across the supply 
chain, the new recruits joining the coƩ on industry 
each year and the constant bombardment of facts 
and fi gures place a huge demand on individuals 
and fi rms. With so much to learn and limited Ɵ me 
available within busy schedules, choosing the right 
training is essenƟ al. It must be Ɵ mely, relevant and 
deliver the best benefi t-cost raƟ o. 

Benjamin Franklin was once famously quoted 
as saying: “Tell me and I forget. Teach me and 
I remember. Involve me and I learn.” This is 
something that we believe at the InternaƟ onal 
CoƩ on AssociaƟ on (ICA). All our training courses are 
interacƟ ve and they have been developed for today’s 
market condiƟ ons.

Over the past two years, we have been working 
hard to improve our training programmes. One area 
we have been focusing on is our training provision in 
China.

China International Cotton Training
In 2011, in a joint venture between the ICA, 

Beijing CoƩ on Outlook ConsulƟ ng (BCO) and 
Zhangjiagang CoƩ on AssociaƟ on, we launched a 
brand new training course in Zhangjiagang - a fast 
developing city and a regional hub for the coƩ on 
trades. Specifi cally developed for the Chinese coƩ on 
community the training focused on key issues 
relaƟ ng to the coƩ on trade. Over 150 delegates 
from diff erent provinces and regions parƟ cipated in 
a series of presentaƟ ons and interacƟ ve sessions, all 
delivered by industry professionals.

To meet further demand, a similar event was 
held in August 2012 in Qingdao - a city renowned for 
its pivotal role in coƩ on trading and warehousing. 
Over 100 delegates parƟ cipated this Ɵ me and their 

棉花培训是否更为迫切？

中国棉花贸易培训

2013培训规划
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feedback was very posiƟ ve: “By using pracƟ cal trade 
examples and excellent, interacƟ ve Q&A sessions, 
the training has benefi ted me tremendously,” said 
one delegate.

The 2013 agenda
Following the success of these events, we will 

be holding another course this August in the city 
of Wuxi - one of the convenƟ onal texƟ le bases in 
Jiangsu. Focusing on areas currently impacƟ ng on 
China’s internaƟ onal coƩ on trade and the global 
coƩ on market, the training will be delivered in 
Chinese and is open to anyone who is interested and 
involved in the coƩ on industry.

We have given a lot of thought and planning to 
this year’s agenda to ensure that we deliver exactly 
what delegates want, within a limited Ɵ me frame. 
The following eight modules are considered essenƟ al 
and will be covered on the 2013 course:

World market, cotton supply and 
demand

This is an overview of the latest world coƩ on 
supply and market developments, focusing on key 
coƩ on producing and consuming countries and 
regions. CoƩ on traders must understand how the 
coƩ on supply chain funcƟ ons, indices and futures 
prices, trends of producƟ on and consumpƟ on, 
government coƩ on policy and intervenƟ on and 
factors aff ecƟ ng the market.

世界市场，棉花供需

合同制定

期货和期权

风险控制
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Contract making
The importance of a clearly 

laid down contract cannot be 
overstated. A contract must be 
complete, clear and concise (three 
C’s). Detailed contract terms are 
analysed and special clauses or 
‘fi ne prints’ scruƟ nised, in order to 
ensure that both parƟ es are fully 
conversant with what they have 
agreed to fulfi l. In this module 
examples are given on how to avoid 
any common piƞ alls and loopholes. 
It is vital to understand the role 
and disƟ ncƟ on of the principal 
parƟ es and agents. Finally, does 
the contract include an arbitraƟ on 
clause? Any such clause acts as a 
separate arbitraƟ on agreement 
between the two parƟ es.

Futures and options
The purpose of this module is to understand the 

fi nancial tools available for the coƩ on trade. Facing 
a volaƟ le market, how do you use these tools to 
protect yourselves against market risk? InformaƟ on 
is given about the various risks, such as market, basis 
and spread risks, operaƟ on of futures exchanges, 
hedging, applicaƟ on of opƟ ons and market analysis.

银行金融

物流商检
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Risk management
It is necessary to understand the 

various types and categories of risks 
encountered in the coƩ on trade. 
How do you assess risks and control, 
transfer and avoid them? Is it possible 
to minimise price risks by using for 
example the ‘on call’ mechanism and 
other futures tools? Does a fi rm have 
a risk management strategy in place 
to prevent and deal with risks?

Banking and fi nance
Inevitably, trading companies 

need to be familiar with banking, 
fi nancial instruments, negoƟ aƟ on 
of leƩ ers of credit and how to 
avoid discrepancies. It is essenƟ al 
to understand various trade documents and 
instruments including bill of lading, bank rates, 
diff erent Incoterms, internaƟ onal payment 
instruments and currency risks.

Logistics and controlling
LogisƟ cs is a vital process in today’s business. It 

covers the fl ow and storage of goods from point of 
origin to point of desƟ naƟ on. A trade execuƟ on team 
must understand the complexity of logisƟ cs in order 
to opƟ mise the process and reduce any potenƟ al 
problems that might aff ect contract performances. It 
is also useful to have knowledge about governmental 
regulaƟ ons and controlling which includes sampling, 
weighing and surveying.

Classing and testing
Are you clear about what coƩ on you are buying? 

Have you specifi ed the exact quality range in the 
contract? It is a basic requirement to be familiar with 
coƩ on standards of various growths, manual classing 
and instrument tesƟ ng. In addiƟ on, one must be 
prepared to know how to use the value diff erences 
and conduct quality claims should a quality dispute 
arise.

Bylaws & rules and arbitration
The arbitraƟ on agreement serves as an insurance 

policy should a dispute arise in the performance 
of a contract. It protects both 
parƟ es’ legiƟ mate interests 
in the coƩ on trade through 
the use of the bylaws & rules. 
InformaƟ on essenƟ al to both 
parƟ es include bylaws & rules, 
benefi t of arbitraƟ on, types 
of arbitraƟ on, arbitraƟ on and 
appeal procedure, tribunal, 
appeal commiƩ ees, arbitrators 
and training, default list, 
advisory list, CICCA and 
enforcement.

Each module is delivered 
by an industry expert, who 
shares their knowledge and 
experience. Throughout, 
delegates are encouraged to 
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quesƟ on and debate any issues in order to 
gain a beƩ er understanding of the various 
subjects. Also included in the programme 
is a visit to a spinning mill, laboratory or 
warehouse, to provide delegates with a 
pracƟ cal demonstraƟ on.

An added bonus is that delegates 
get the opportunity to network and 
establish mutual business relaƟ onships 
and friendships that will last far into the 
future.

Other coƩ on training and conferences 
to look out for…

China Interna  onal Co  on Conference

This publicaƟ on is being made 
available to delegates at the 2013 event, 
which is organised every two years by 
the China CoƩ on AssociaƟ on (CCA), 
Research Centre for Rural Economy (RCRE) 
of Ministry of Agriculture of China and 
China NaƟ onal CoƩ on Exchange (CNCE). 
The conference theme is ‘Confi dence - 
Reform - Win-win’. The conference will 
invite presentaƟ ons from the respecƟ ve 
internaƟ onal coƩ on bodies, government 
ministries of the coƩ on producing 
countries, coƩ on and texƟ le industry 
organisaƟ ons, research insƟ tutes, farmers, 
merchants and spinners. Delegates will 
brainstorm on issues relaƟ ng to the 
internaƟ onal and China’s domesƟ c coƩ on 
and texƟ le market.

Managing Risk in a Vola  le World

Held in Dubai on 3-4 September 2013 
and delivered by Peter Egli, ‘Managing 
risk in a volaƟ le world’ is a one and a 
half day, advanced training course that 
focuses on key areas of managing risk 
in the coƩ on market - from gaining a 
deeper understanding of how ‘futures and 
opƟ ons’ work to developing trading plans 
and strategies.

Complete Co  on

Complete CoƩ on is a 10 day training 
programme held by the ICA that focuses 
on key areas of the raw coƩ on trade - 
from growing coƩ on to spinning it and 
everything else in between. It provides 
a unique opportunity to learn about the 
coƩ on industry from some of the world’s 
leading professionals. This year’s course 
took place in April in Liverpool. The next 
one will be held in April 2014.

ICA Bremen Co  on Classing & Tes  ng 
Training

This provides comprehensive training 
- from classifi caƟ on of coƩ on from various 
growths to pracƟ cal HVI training on the 
latest Uster1000 Machine or Premier 
Machine, as well as informaƟ on on other 
tesƟ ng equipment. The fi rst training 
course took place in May this year in 
Bremen and the next one will be held in 
2014.

中国国际棉花会议

波动世界的风险管理

全面棉花

ICA不来梅棉花分级和测试培训






