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SDMJ main product series include cotton picker , storage and transportation system after cotton is picked , seed cotton
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Cotton Outlook is delighted once again to support the
International Cotton Association by producing this Special
Feature for the benefit of delegates attending the Annual
Event in San Francisco.

Our contributors to this event include the current
leadership of the Association. Congratulations are due to
the retiring president, Jordan Lea, on a successful year in
office and best wishes extended to his successor, the in-
coming president, Jean-Marc Derossis. Jordan comments
in his article on some of the achievements of the ICA dur-
ing the past year but focuses more on the challenges, and
the need for a united industry in facing those challenges,
in the period ahead. Jean-Marc discusses the Association
in the context of developments in the industry in recent
years and the organisation’s vision of ensuring a safer
trading environment. Kai Hughes, the Association’s man-
aging director, takes this further by dwelling on the Asso-
ciation’s leadership role in tackling existing issues and tak-
ing on new challenges, highlighting, in the latter context,
initiatives in regard to mutual insurance, industry training
and the traceability of cotton.

Traceability will become an increasing imperative, ac-
cording to BCl’s Ruchira Joshi, who looks at the subject
partly through her own personal experience and draws
some interesting conclusions as to where BCI (and the cot-
ton industry in general) is headed.

Gary Adams, from the US National Cotton Council,
touches on the US and Australian experience of working
together to promote responsible cotton production and
the collaborative approach to ‘continuous improvement’.

A new departure for the cotton trade will be the
launch, immediately following the San Francisco meeting,
of ICE’s new futures contract. For the benefit of our read-
ers, Ben Jackson, the company’s president gives details of
the contract’s development and outlines the key differ-
ences between it and the existing No. 2 contract.

If aspirations regarding the new contract are met, the
formation of shippers’ offers to mills may take on a dif-
ferent hue, in future. Cotton Outlook will strive to ensure
that any such change is taken into account by the Cotlook

A Index, a world price barometer which next year will have
been in existence for fifty years. This is not quite as im-
pressive as the International Cotton Association celebrat-
ing its 175th Anniversary, but the decision of the Associa-
tion to return to Liverpool for next year’s annual event is,
in our view, doubly

appropriate.

Over the lifetime
of the Index, patterns
of trade in raw cotton
have changed dra-
matically, and more
such change is afoot,
as a result of the vi-
cissitudes in China’s
economy, together
with government pol-
icies that impact the
market. Cotton Out-
look’s discussion of
these issues notes the
resultant downward
trend in world trade.

Bill May, President
and CEO of ACSA,
takes this theme a lit-
tle further, by discuss-
ing how the industry’s
emerging leadership
must strive to tackle
today’s obvious chal-
lenges but in so doing
must draw on experiences from the past.

Finally, Cotton Outlook is delighted to have been able
interview the Keer Group in regard to its decision to in-
vest in cotton spinning in the United States, bringing new
employment to a traditional cotton spinning region and
reintroducing skills that had previously been lost.

We hope our readers find interesting comments, ob-
servations and facts in this publication. Thanks go, of
course, to our contributors for their sterling efforts.
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Jordan Lea, President,
International Cotton Association

As the end of a rewarding year as International Cot-
ton Association (ICA) President comes to a close, some
things seem obvious. We, as an industry, need more of
some things and less of others. We need more demand
for cotton and cotton products and less government inter-
vention. We need to listen to our yarn spinning customers
more and talk less. We also need for them to listen to and
understand us as cotton traders. We need to learn more
about the issues facing retailers and other downstream
participants and we need to convince them to buy less
products produced from man-made fibers. Cotton has a
great story to tell and that story needs to be told more,
not less. It should go without saying that we need more
contract sanctity and less contract defaults. We need to
see more trade with those that do not default and less
trade with those that do. Lastly, we need to see existing
arbitration awards taken up and hon-
ored more which would reduce the
ICA List of Unfilled Awards.

Having had the opportunity to at-
tend many conferences and to visit
many of the countries where most
of the world’s cotton is both being
produced and consumed, one thing
is abundantly clear. Business is tough
all over. Rainy days are here. Call it
what you want, but current market
conditions pale in comparison to the
last few years. The world has pro-
duced more cotton than it has con-
sumed for half of a decade now and it has finally caught up
with us. The world’s two largest producers and consumers,
China and India, have either built up strategic reserves,
kept cotton off of the market, created artificial demand
with minimum support prices or all of the above. The net
impact has been an extended period of strong prices that
encouraged increased but likely unnecessary cotton pro-
duction. Add in Brazil’s decade long witch hunt of the US’s
cotton program, which has led to a dramatically different
farm bill, as well as Turkey’s anti-dumping investigation of
US cotton exporters, and it is clearly obvious that we need
less government and more free enterprise.

The build-up in ending stocks masked what is now very
apparent. Cotton has a market share problem. Price stabil-
ity, increases in polyester production capacity, advances
in product development and favorable sentiments from
retailers and especially consumers towards man-made fi-

bers have caused our market share to drop below 30%.
Total fiber consumption has exploded but cotton con-
sumption has basically been flat. At the 2007 CCl Sourcing
Summit, when consumption was approaching 125 million
bales, a survey of all attendees had cotton consumption
in 2020 at a currently impossible to imagine 150 million
bales; nowhere near the anemic 115 million bales where
we are now. Now is the time to work together and as the
entire industry to promote cotton’s positives at every lev-
el. Large cotton producing nations like China, India, Brazil
and Pakistan need to join countries such as Australia and
the USA in promoting cotton consumption. Cotton creates
prosperity and jobs from field to fabric around the world
and in an increasingly responsible fashion. Organizations
and efforts such as BCl, Cotton Leads and Cotton Made
in Africa are working to tell one very important side of
the story while others like Cotton Incorporated and Cotton
Council international are working to tell the whole story
and promote our best interests. All of us should be bound
to make sure that all know our story and not just a few; we
need to all pitch in to further the efforts of the abovemen-
tioned organizations as well as the efforts of those | left
out or failed to mention.

This last year | had the privilege to spend plenty of
days, nights and everything in between visiting with spin-
ners in Pakistan, India, Bangladesh, China, Taiwan, the
USA, at various ITMF conferences and in other markets as
well. Safe to say, it is very apparent that we can do more
to communicate amongst ourselves about issues facing
our own companies and industry. We all have grievances
with one another and no one group whether it be traders,
ginners or spinners is solely to blame. Given our troubled
time in this industry, now is the opportunity to seek ac-
commodation, mediation or, if necessary, arbitration. No
matter what, differences of opinion must be explored and
settled before they become a dispute that has no resolu-
tion. The International Cotton Association (ICA) exists to
help all parties, member or not, though | have to say that,
given the advantages of ICA membership, there is no rea-
son not to join. We offer the Cotton Course in Liverpool
annually during April. Furthermore the ICA is taking risk
management modules, as well as modules on ICA rules, to
various markets this year as well as in years past. We will
of course continue to do so in the future, and offer agent
training and other beneficial programs for the industry as
a whole. It has never been more important than it is now
though to know your spinner, know your agent, know your
supplier and know your customer. Trade with ICA mem-
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bers that are in good standing and protect yourself, your
business and your downstream customer. Trading with fel-
low members ensures contract sanctity, performance and
professionalism. It is easy to see that there is too much
trading and too much consumption that remains ‘outside
of the tent’. We all need to make sure that we are in one
room and at one table while working together to provide
a mutually beneficial environment for all.

In the days after our annual ICA Dinner in San Francisco
during October, one of many examples of what this indus-
try can accomplish will come to fruition. The Interconti-
nental Exchange (the ICE) will list, for the first time, a World
Cotton Contract that is settled by delivery (as opposed to
cash). The current eligible growths of cotton will include
Australian, Brazilian, Indian, West African and US. There
will be various delivery points around the world both at
the point of production and near the point of consump-
tion. It will be listed in addition to the current # 2 contract
that allows for delivery of US cotton at US delivery points
such as Dallas, Memphis and my hometown, Greenville,
SC. The ICA has a World Cotton Contract Committee that
has worked diligently over the last couple of years with the
ICE to get here and they deserve our gratitude. A presen-
tation from ICE representatives will take place during the
ICA meeting in San Francisco about the new contract and
how it will be linked with the current contract.

Over and above the presentation from the ICE, there
will be a full slate of relevant and informative presenta-
tions in the days leading up to the Annual Dinner. Attend-
ees have requested broader offerings and the ICA has
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listened. There will be a world renowned economist and
hedge fund manager speaking about the world economy,
a market information expert from Cotton Incorporated
speaking on consumer behavior, a meteorologist will ex-
plain what can and might happen to cotton production
around the world as climate change occurs and the found-
er of one of America’s most innovative all cotton brands,
American Giant, will be on hand to tell us how he gets his
product to market. Kai Hughes and others from the ICA
will also be there to update the industry on various ICA
initiatives.

Commodity industries never seem to be faced with
the same challenges twice. Each and every time it is some-
thing new and different and possibly larger and more dif-
ficult than a previous set of issues. The issues of today can
and will be solved; we have no choice. As has previously
been the case, our livelihood depends on it. Cotton has
made it through too much of many things and too little
of others. We have endured market meltdowns such as
2008, national and international recessions followed by
periods of extreme price volatility. And that is just the last
few years. Let us come together once again as an industry,
working together more, and against one another less, to
ensure a prosperous future for all involved that want, and
are willing, to play by our rules and honor the ICA way of
doing things. With any luck this will be the last all of you
hear from me in a forum such as this for a long time. It has
been an honor and a privilege to serve this industry and all
of you. Thank you for the opportunity.
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Infinite opportunities
With Kotak Commodity Services Ltd.

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

ties to generate returns. So make the most of commadity market by KOTAK COMMODITY
investing with the Kotak Commodity. SERVICES LTD
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To know more visit: www. kotakcommodities.com
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Jean-Marc Derossis, First Vice President,
International Cotton Association

Today’s cotton industry owes a lot to the International
Cotton Association in ensuring an orderly trade, one that
is not perfect, but not the sort of Wild West we are see-
ing downstream in the cotton supply chain either. It is a
testament to the early understanding by our forefathers
that there is no long term future for an industry without
fair rules or the ability to have a sustainable business if
one commits to hundreds of millions of dollars of business
without knowing with some certainty that contract per-
formance will ensue.

Over the course of its 174 years’ History, the ICA and
its forebears the Liverpool Brokers Association and the
Liverpool Cotton Association have continuously strived to
ensure their relevance in the face of a fast evolving cot-
ton market. Regretfully, most of the progress tends to be
made in adversity, i.e. when volatility is high and defaults
ripe, rather than in range bound
markets when everybody tends to
honour their commitments.

The cotton market has been re-
markably un-volatile in the past 12
months, leading to a fall in arbitra-
tions to all-time lows. This couldn’t
contrast more with the difficult pe-
riod in 2011 and 2012 when, over a
period of 24 months, the Association
had to cope with close to 500 cases,
not to mention a huge number of ap-
peals in the aftermath.

At the time, producers, merchants and spinners were
reeling from probably the most volatile times ever wit-
nessed by the cotton market, with futures contracts mov-
ing from 75 cents to 220 and back to 90 in a period of 12
months, and unprecedented basis movements too. Such
volatility was always going to cause some sort of commo-
tion, with spinners having to fix on-call sales at the top
of the market, some having extended their coverage well
beyond their normal buying pattern with fixed-price pur-
chases and ginners having sold before they could cover
their seed-cotton purchases, becoming de facto short in a
ferocious bull market.

All this “irrational exuberance”, be it on the producer,
spinner or merchant’s side, should never be forgotten, be-
cause it is not good enough to pile on the trades hoping
for the best or putting other counterparties in a position
where, should the market turn the wrong way, they simply

won'’t be able to fulfil their obligations, be it a question of
life or death, or straight dishonesty. Responsible business
behaviour and good risk management don’t start with the
ICA, whether we like it or not, they lie solely with those
who enter into the trade.

When the party came to an abrupt end and cotton
prices came crashing down, the results didn’t disappoint:
a combination of over-commitments due to a fear of run-
ning out of cotton together with mighty price differences
had left hundreds of millions of US dollars market differ-
ence hanging in the balance and this is when we saw the
best and the worst of business behaviours.

Despite the market differences at stake, running into
the tens of millions of US dollars in certain cases, those,
and | am glad to say it is the majority, who performed
their obligations seem to be doing well today. They took
the long-term view and find themselves able to buy or sell
cotton forward at competitive rates because the market
knows they are 100% reliable.

Those who reneged on their obligations are not only
on the ICA Default List, they are also not able to be BCI
certified and they do find it difficult to buy cotton at mar-
ket going rates.

Whilst the ICA cannot prevent market volatility, nor
bad business behaviour, it has a number of tools and as-
sets to ensure any commercial dispute is judged fairly, and
we have made constant efforts, thanks to the relentless
work of our Committees and Board, to adapt to today’s
market realities, in various directions:

e we have continuously improved our Rules to
reflect an increasingly international trade and
changes in various areas of our market

e we have strengthened our arbitral system by en-
suring both arbitrators and Tribunal chairmen are
extensively trained, to ensure speedy and solid ar-
bitrations awards that will be more easily enforced

e we have strived to make the Membership as di-
verse as possible, including producers, merchants,
spinners and various other participants in the cot-
ton trade within committees and within our Board

Mediation is now available both pre and post arbitra-
tion, which is another tool to try and solve contractual
disputes.
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Our joint-venture, ICA Bremen, ensures we are also at
the forefront on the quality side, with traceability projects
that might feed into ensuring a default-free supply chain.

We rely on a cornerstone of our rules, the invoicing
back principle, to ensure that the system is fair to every-
body, by putting both parties in the same position as if the
contract had been performed.

But wherever | go, | hear the same complaints from
those who always perform their contracts:

¢ The unfairness for those who honoured their commit-
ment of seeing their competitors who defaulted con-
tinue to operate because they “made” millions of dol-
lars not performing their contractual obligations

¢ The difficulty of enforcing awards in a number of juris-
dictions, despite their signing the New York Conven-
tion

e The unfairness of seeing that most of those who de-

faulted are still buying cotton, sometimes from Mem-
bers of the ICA.

To make our trade even safer, we as an industry must
ensure that the pain not to perform is too high to be
even contemplated. To achieve this goal means work-
ing in several directions:

e The ICA, conscious that issuing awards is not the end
of the journey but rather the start of it, has formed En-
forcement Groups that are working with local lawyers
to find the best path and practices to enforce awards
in specific countries. Whilst this is a long-term process,
it will only take one success and a few assets seized to
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make others think twice about being on the Default
List

e The ICA has worked closely with BCI, who have a rep-
resentative on our Board, to ensure that our indus-
try challenges are understood throughout the supply
chain, with the result that nobody who is on the ICA
Default List can be BClI certified. There is much that still
needs to be done to engage the retailers in our battle
so that sustainability does not apply only to cotton
growing but to trading practices too. We cannot afford
another 2010/11 season.

e Our Business Intelligence Team is working hard to pre-
vent Defaulters from using sister companies to buy
their cotton requirements. It is also taking a closer eye
on who supplies defaulters.

Ultimately, the ICA has a clear vision of what needs to
be achieved to ensure a safer Trading Environment. This
vision is the result of the discussions, needs and experi-
ences of its Members, its Board and its Officers. The ICA
cannot accept that its efforts be undermined by a tiny mi-
nority which needs the “Club” Membership to have some
sort of respectability, but doesn’t play by its Rules. This is
a very dangerous game that negates all the efforts we as
an Association have made over the course of many years
to ensure a safe trading environment.

Only by abiding to our core principles in sunny days
as much as in rainy days can we give ourselves the best
chances that the ICA will remain a deterrent to the risk of
default and ensure that we go through the next period of
heightened volatility in better shape than last time.

' fitae = = L

H8\;I/'I, COTTON GINNING

FACTORY AND OIL MILL

o) d il 8 8
Ay TU0, 50 * F:
TR, ? i e ': L_.:.f'jtf_‘"..,l' ..,Itn‘._ .

Pakistani Raw Cotton 3
Exporte

1

. ‘.'I' .‘l

[
|
|
[
|
Karachi Office :A3/Ill KDA Scheme No.1 Off Ameer Khusro Road, Karachi,Pakistan.
Tel +92-21-34853147, +92-21-34948865, Fax:+92-21-34934983

E-mail :hhcottonexport@gmail .com, info@hhcottonginning.com
Website :www.hhcottonginning.com
Members :Karachi Chamber of Commerce & Industry

Page 10



We’re hands-on out in the field and
at every link in the global supply chain

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

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

Noble Agri

A Member of the Noble Group

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

Tel +1 713-229-3190

www.nobleagri.com

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

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

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

noble
agri

A member of the Noble Group



Kai Hughes, Managing Director,
International Cotton Association

One of the challenges for an organisation that calls
itself “the leading cotton association for the global raw
cotton trade” is that it has to live up to that aspiration.
It has to LEAD, not just by being at the forefront of find-
ing innovative solutions to today’s industry problems, but
also in taking difficult and sometimes unpopular decisions
- decisions that mitigate reputational damage and enable
the association to continue to grow and meet the needs
of its members. The alternative is stagnation or at worst
decline, with an organisation run by the few to meet the
needs of the few.

There are two problems that consistently challenge
the ICA - the ‘default list’ and the enforcement of ICA
awards. Once again, we are leading the way in tackling
these issues by utilising new technology and launching a
brand new insurance product.

The ICA Business Intelligence
Team has become more and more
sophisticated in its intelligence gath-
ering to expose ‘shell’ companies
and firms that are trading with de-
faulters. The practice still continues,
even amongst a small minority of ICA
members,
so we have
more work
to do in this
area. We are
currently
exploring how we can use the lat-
est advances in information tech-
nology to register contracts and
settlement agreements to ensure
that parties have entered into a
contract or settlement agreement
in the first place.

Mediation

What is Mediation?

Aiding enforcement

To help firms offset the legal costs of enforcing awards,
the ICA will be launching its own ICA Mutual Insurance
Company (ICAM) at the ICA Trade event in San Francisco.
ICAM is the first of its kind amongst commodity associa-
tions. Its aim is twofold; to insure arbitrators against any
legal actions brought against them and to insure ICAM
members against some of the costs of enforcing an award.
We believe this new product will give ICA members more
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confidence and the incentive to try and enforce an award
in a difficult jurisdiction if they know they will have access
to a panel of lawyers with expertise in enforcing awards
and if they are able to recover some, if not all, of their
legal costs.

Some
years ago the
ICA made a
bold state-
ment when
it announced
that one if
its  strategic
aims was to
have zero
arbitrations
by 2020. It
began that
journey by
encouraging
firms to mediate problems using an ICA accredited media-
tor before deciding to go to arbitration. So far this year the
ICA has received just 32 applications for arbitration. Sadly,
this is not an indication that the industry is now ‘safe’,
rather a reflection of a flat market, but
it does raise a very important question
for the ICA and its members: “If we want
zero arbitrations, how do we replace this
lost income stream?”

—
A—_——

Innovation and enhancement

As an arbitral authority we have to
be totally impartial and transparent in
all our activities, which must add value
to our members and the wider cotton
community. This significantly narrows
the possible areas where we can develop income streams,
but one area in which the ICA has excelled over the last
few years is its provision of training and education and we
want to build on that success.

We aim to increase the range of ‘short courses’ we
offer and revolutionise the way we deliver them - mak-
ing them globally accessible to a wider audience via new
technology and digital media. Our annual training course,
Complete Cotton, is extremely popular and always a sell-
out, as are the interactive road-shows on understanding



and contracting under the ICA Bylaws & Rules.
Both will continue for 2016 and beyond.

New for 2016 is an online certificate and di-
ploma in Commodities Management administered
and awarded by the University of Liverpool. Anoth-
er first in the commodity sector, this new initiative
will enable people worldwide to get an academic
qualification covering the core competencies re-
quired to be a commodities manager. Available
on-line, from the comfort of your own home, the
training consists of five core modules (with a sixth
covering knowledge of a particular commodity). It
is an excellent way to enhance your career pros-
pects and obtain a globally recognised qualification
from a world class university that boasts nine No-

bel Prize winners. The training is due to be launched at
the ICA’s Annual Trade Event in San Francisco, where more
details will be available.

Complete Cotton 2015

Traceability initiative
We often highlight the numerous innovative ideas at
the ICA, but one of the best examples of the association
showing leadership and developing innovative solutions
is its joint venture company with the Bremer Baumwoll-
boerse - ICA Bremen.

Since its creation in 2011 as a centre of excellence for
quality testing, research and quality training, ICA Bremen
has developed a reputation that is second to none in these
areas, resulting in it being selected (along with USDA)
as the classing authority under the new World Cotton
Contract. Exciting times are ahead for ICA Bremen and
the team is currently working on a number of projects

Opening ICA Bremen’s new lab

e
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at various stages of development that will bring major
benefits to the cotton world.

The laboratory has undergone a major $500K refur-
bishment and expansion and is now home to
a range of state of the art facilities to match its
‘world class’ status. Its laboratory certification
scheme is just two years old, but it already has
three certified laboratories and 25 other labora-
tories working towards the certification criteria.
The standards are undoubtedly high, but they are
driving up standards within the industry, as well
as confidence in the results obtained, which can
only be a good thing. The certified laboratories
will also be able to apply to class cotton under
the World Cotton Contract.

But it is ICA Bremen'’s research into the trace-
ability of cotton that is leading the way in finding
a quick and easy method that enables retailers
and brands to instantly measure the amount of
‘marked’ cotton in a garment. Working with spe-
cialised partners, it is now possible to add a sub-
stance to the cotton fibre at the ginning stage and mea-
sure the percentage of the marked cotton to a high degree
of accuracy in the final garment simply by scanning it. This
is something that existing systems are unable to do and is
a major step forward. The potential for growers, brands
and retailers is huge and will enhance brand opportunities
and cut out the need for complex and costly certification
systems that need to operate through the complete value
chain. Already, a number of potential partners have indi-
cated their interest and willingness to cooperate with ICA
Bremen on this research project and it is now hoped that
funding can be obtained to conduct trials in field condi-
tions.

This is a great example of how we are taking the lead
and working with growers, spinners and merchants to
produce innovative solutions that will benefit the whole
industry.

Improving governance

To have the foresight and vision to innovate and
change requires strong leadership. That is why, as we
move forward, the ICA will be placing a lot of emphasis
on improving its governance arrangements to ensure that
there is more transparency and, more importantly, that
the association engages closely and effectively with its
growing membership to attract the best candidates to sit
on its Board of Directors.
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Ruchira Joshi, Programme Director - Demand
Better Cotton Initiative

In mid-September, Marks & Spencer kicked off their
new TV ad campaign on UK screens, for the fall-winter
season. The theme of the campaign is ‘The art of...” with
some ads focusing on the art of design, others on the art
of comfort and yet others on the art of travel. One of these
ads refers to sustainably sourced cotton, which got me
thinking about how M&S could make that claim, and the
importance of the traceability in cotton and agricultural
commodities more generally.

As a consumer, and before | got involved in sustain-
able commodities sourcing, | was convinced that knowing
exactly where the content in my products came from, and
altering my consumption choices to
content | considered ‘good’, would
have meaningful impact on the lives
of those who made that product. As |
began to work in the food and bever-
age sector, and saw some fairly short
supply chains, | still maintained the
belief that the exact provenance of a
product was not only easy to deter-
mine, but also necessary to know.
After all, a banana was a banana on
the tree or in your kitchen, and sugar
didn’t transform itself too signifi-
cantly to go from cane to granules.

Then | joined the Better Cotton Initiative in 2010, and
understood for the first time, the journey cotton makes
from a being a boll on a plant to being in my towels or
bed linen. | understood the complexity of the textile sup-
ply chain, and | also understood the social, economic and
environmental circumstances of producers who cultivated
cotton. With cotton production supporting the livelihoods
of more than 250 million people worldwide, it became ob-
vious that ‘good’ was needed at scale. This is why | now
view traceability, or the ability to know the provenance
of the content in the products we purchase, as a journey.

In the same way as the Better Cotton Standard at field
level is based on a theory of continuous improvement, so
too | believe that there is no right or wrong point to be at
in the journey of traceability, as long as progress is being
demonstrated toward a desired goal. In the case of Better
Cotton, this goal is certainly to trace physical content in a
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finished product such as a pair of jeans, for example. But
we are not there yet. In fact, the point we are at in our
journey toward that goal is not a coincidence, but a delib-
erate strategic choice driven by a desire to have an impact
on the lives of 5 million farmers by 2020.

Sustainable commodities or commodities grown in
compliance with a specific standard, such as the Better
Cotton Standard, have the ability to transform the lives
of producers. In 2015, BCl is projected to reach 1.6 mil-
lion cotton farmers globally. To build the capacity of this
large number of farmers to understand and implement
the standard, BCl uses a financing model that is contingent
on the procurement of increasing amounts of Better Cot-
ton by our retailer and brand members. Brands in turn are
keen to procure increasing amounts so that they can make
robust public commitment claims about the volumes they
intend to convert to being more sustainable. These two
reasons alone behove us to develop a chain of custody
system that is credible, but also ensures increasing uptake
of Better Cotton. For us, that system is Mass-Balance; the
ability to replace physical Better Cotton with conventional
cotton in equal quantity, in order to ease its flow through
the textile supply chain.

BCl could have made the choice to require physical
traceability of Better Cotton; requiring that Better Cotton
is kept physically segregated from conventional cotton at
all points in the chain. This would merely have had the
effect of adding cost and effort in the processing of a na-
scent commodity and stamping down on its uptake, ensur-
ing that it forever remained niche. But most importantly,
this would have had the effect of significantly reducing the
number of farmers we could have reached. By loosen-
ing the controls at this early stage of our development by
adopting Mass-Balance, we can encourage quick uptake,
transitioning naturally into physical traceability. When
more than 50% or 70% of what you procure as a textile
processor is a more sustainable product, it becomes part
of ‘business as usual’ to understand where it is being used.
Segregation is a moot point when all you buy is more re-
sponsible cotton.

This does not mean that the model has to be ‘one size
fits all.” Indeed, where possible, we should encourage a
faster movement towards physical traceability of content.
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Staplcotn’s team is one you can count on to help you achieve your goals.
Quality cotton delivered on time with excellent service is what makes us

known worldwide as a team you can trust.

Our team gets the job done.

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



In Brazil, China, Australia and the US, sophisticated and
well-funded and managed systems of cotton testing, bale
numbering and recording, mean half the battle for con-
tent traceability is won. As BCl embarks on the journey to
physical traceability of Better Cotton, we will be looking to
collaborate with producers in these origins to trace Better
Cotton to end product. Equally, we will also be attempt-
ing to bring value through our online traceability platform,
the Better Cotton Tracer, to those origins where traceabil-
ity may be more of a challenge.

The speed of BCl's movement toward our goal of
physical traceability will be determined by speed of up-
take by brands. They can start by setting public targets
for procurement of more sustainable cotton such as BCI
members Nike, Adidas, Levi’s and others have done. They
can get CEO buy-in and embed Better Cotton into perfor-
mance targets for the business and for individuals, such as
IKEA has done to achieve its 100% by 2015 goal. And most
importantly, they can engage suppliers in new, creative
and transparent ways to build the business together, such
as BCl member H&M has done.

BCI will do its part. We are working hard to create the
supply to feed these chains. We aim to be at 30% of global
cotton production as Better Cotton by 2020. We will also
do our part by removing any additional costs from our sys-
tem to make it as easy as possible for your supply chain

partners to source and use Better Cotton in your products.
But the drive for uptake, physical traceability and content
claims must ultimately come from our brand members in
order for these things to become a reality.

It is clear that physical traceability of content, even
with complex supply chains, will become an increasing im-
perative. This is demonstrated through the development
of the EU’s work on Product Environmental Footprinting
(PEF) — services towards the development of a harmon-
ised methodology for the calculation of the environmen-
tal footprint of products (including carbon) which requires
physical traceability, increasing consumer demand, and
legislation such as in France where fibre content infor-
mation is mandatory on textile product labels. However,
rather than driving more sustainable cotton into being a
niche product simply to assuage our guilty conscience as
consumers, we must as stewards of the sector, prioritise
the scale of impact we are able to deliver through less
stringent forms of traceability. At some point, when Bet-
ter Cotton is a truly mainstream commodity, representing
even more than 30% of cotton production, our desires as
consumers and our goals as a movement will coincide.
Until that time comes, we must be vigilant in ensuring
that we put cotton producers first and you, the industry,
must be audacious in your ambition to procure increasing
amounts of Better Cotton.

N.I.CO.T.

Trading Ltd

“Your Greek contact”

N.I.CO.T Trading SLtd.
Parthenonos 1-3

Nea Erythrea 14671
Athens, Greece

Tel: +30 210 8000007
Fax: +30 210 8073156
Email: info@nicot.gr

Greek & Egyptian cotton broker
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By Gary Adams, President/CEO,
National Cotton Council of America (NCC) -- the unifying force of the U.S. cotton industry’s seven segments

It has been two years since the Australian and U.S.
cotton industries initiated Cotton LEADS™. | am happy
to report the program is successfully promoting aware-
ness of these two countries’ responsible cotton produc-
tion practices throughout the global cotton textile supply
chain. Already supplying about 17 percent of the world’s
cotton, the United States and Australia obviously would
like to provide even more cotton to this supply chain. Both
countries know that to compete for market share with
other fibers (including man-made) and for world demand
for cotton to increase in the long-term -- a large and reli-
able supply of quality cotton is required. Both countries
also acknowledge that proof of responsible production is
needed to satisfy many in this supply chain -- leading ap-
parel brands, retailers and manufacturers.

The Cotton LEADS™ program takes the proof of both
countries’ best practices and makes
it known to these cotton end-users.
That information, coupled with the
U.S. and Australian cotton produc-
tion sectors’ solid track record of and
commitment to continuous improve-
ment, is helping Cotton LEADS™ res-
onate effectively with these retailers,
brands and manufacturers.

We have let these supply chain
members know that our two coun-
tries’ continuous improvement in
cotton production is a unique situa-
tion made possible by their respec-
tive: 1) governments’ strict national and regional regula-
tory environments, 2) cotton sectors’ ability to affect best
production management practices; and 3) producers’
self-investment in research and development. That invest-
ment is the $20 million and $50 million devoted annually
by Australian and U.S. cotton producers, respectively, to
agricultural research. This investment: 1) enables them to
achieve continual and substantial environmental improve-
ments; and 2) extends the research activity beyond the
farm gate to all sectors associated with the manufacture
of cotton yarns, textiles and apparel.

Principles, Not Certification

Even though Cotton LEADS™ is a no-cost, no-certifi-
cation program, cotton producers are asked to operate
under the program’s five core principles consistent with
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sustainability, the use of best management practices and
traceability in the supply chain. Those principles are:

1. COMMITMENT - to the social, environmental,
economic and regulatory factors to produce
world-class cotton,

2. RECOGNITION - that sustainable and responsible
cotton production requires continual improve-
ment, investment, research and sharing of best
practices information among growers and indus-
try,

3. UNDERSTANDING —that leading change in respon-
sible and sustainable cotton practices will have
the most positive impact when implemented in
collaboration with farm, regional, national and in-
ternational programs,

4. BELIEF — in the benefit of working cooperatively
with similar programs that seek to advance re-
sponsible and sustainable cotton production in an
effort to keep global cotton competitive in world
fiber markets, and

5. CONFIDENCE - in a cotton identification system
that ensures traceability from farm to manufac-
turer.

Growing List of Partners

U.S. and Australian cotton producers’ adherence to
these five core principles gives users of these two coun-
tries’ cotton the confidence and knowledge that -- this raw
material is responsibly produced and identified.

That confidence has led to a steady increase in Cot-
ton LEADS™ members which must sign “The Commitment
to Cotton” to participate. In the seven months after its
launch, the program garnered more than 179 partner-
ing manufacturers, brands and retailers. Today, it boasts
323 partners from across the global cotton textile supply
chain. A list of those partners is at http://www.cottonleads.
org/what-is-cotton-leads/partners/ and it includes such no-
tables as: Target, Brooks Brothers, Fruit of the Loom, Ger-
ber Childrenswear, HanesBrands and Kohl’s®.

These partners are: 1) acknowledging the gains already
achieved by Cotton LEADS™ producers and that cotton
produced under the program’s principles meet the sus-
tainability guidelines for their cotton products, 2) becom-


http://www.cottonleads.org/what-is-cotton-leads/partners/
http://www.cottonleads.org/what-is-cotton-leads/partners/

ECOM COTTON GROUP

A tradition of service since 1849

www.ecomtrading.com



Tel: +880-2-7176862,7126126,9553476 Fax:+880-2-9559351
E-mail:info@royalinspection.net, inquiry@royalinspection.net,

ing more active program participants by supporting
research projects, helping to disseminate informa-
tion on best practices and creating partnerships for
continual improvement and 3) pleased that Cotton
LEADS™ was designed to have minimal interfer-
ence in the market and not impose additional costs
on cotton producers, supply chain companies or
retailers and brands.

Keeping Partners Informed

The National Cotton Council is striving to in-
crease support of Cotton LEADS™. We and the oth-
er Cotton LEADS™ founders: Cotton Australia, Cot-
ton Incorporated and Cotton Council International
(the NCC’s export promotions arm) are working to

INTERNATIONATL

Trucking = Freight Forwarding * Warehousing = Documentation

www.mallorygroup.com
Dallas, Texas 972-522-4740

Laredo, Texas 956-717-0674
Memphis, Tennessee 901-367-9400

MALLORY
ALEXANDER

LOGISTICS

THE LEADER IN COTTON LOGISTICS

FOR 90 YEARS
clientservices@mallorygroup.com
Hong Kong 852-2321-3200
Shanghai, China 0086-21-6368-0116

confidence delivered: on time. with care. everywhere.

keep program partners informed of Cotton LEADS™
activities through a series of partner meetings.

During one of those meetings earlier this year in Gas-
tonia, N.C., Dr. Bill Norman, vice president of the NCC’s
Technical Services, shared the results of the Field to Mar-
ket 2012 Environmental and Socioeconomic Indicators
Report (https://www.fieldtomarket.org/). This “National
Indicators Report” analyzes sustainability trends over time
at the national scale for U.S. corn, cotton, potato, rice, soy-
bean and wheat production. Using publicly available data

R
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and peer reviewed, the report evaluates performance
over three decades. Specifically for cotton, the report
chronicled environmental gains made by U.S. cotton pro-
ducers that have been well established by USDA and other
third parties. Consider: compared to 30 years ago, soil loss
has declined 68 percent; water use (irrigation) declined 75
percent; energy use is 31 percent less; and greenhouse
gas emissions are 22 percent less. Productivity, though,
has improved substantially. U.S. cotton farmers only need
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two-thirds of the land required 30 years ago to produce an
equivalent amount of cotton. Norman told the group that
much of this improvement can be attributed to U.S. cotton
producers’ annual $50 million contribution to agricultural
research.

During the meeting, Adam Kay, president of Cotton
Australia, reported that evidence of Australian cotton pro-
ducers’ environmental gains is being
documented by third-party audits. -b

Kay told attendees that in Austra- /
lia identification of areas for increased |
environmental focus is ongoing. That
focus includes the Australian cotton in-
dustry’s undertaking a full review of its
myBMP (best management practices)
program to help improve its on-farm
sustainability. The voluntary on-farm
program includes more than 500 check-
list items across 11 modules that cover
all aspects of cotton production from crop to people man-
agement. Each module review is led by an expert technical
advisor to identify any legislative changes to be taken into
account, ensure checklist items remain relevant and make
sure supporting resources are up to date.
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NG ACHIEVEMENTS, BUILDING FUTURE.

More recently, three members
from Australia’s Cotton Research and
Development Center and a member
of the Commonwealth Scientific and
Industrial Research Organisation vis-
ited Cotton Incorporated to explore
areas of future collaboration in agri-
cultural research and textile manu-
facturing. Among the broad areas of
agricultural research interest identi-
fied was evaluation of sustainability
metrics.

Green

Emission

Another highlight of that North
Carolina meeting was a presentation
by Jay Hardwick, a Louisiana cotton
producer and Cotton LEADS™ gov-
erning board member. He reported
on the tools and practices used by
modern U.S. cotton growers, such as
the Fieldprint® Calculator, an online
toll developed by Field to Market®
that is helping producers assess how
production decisions affect their
farming operation’s overall environmental footprint. Spe-
cifically, the Fieldprint® Calculator enables producers to
compare an individual field’s sustainability performance
to the state and national agriculture data contained in
the «National Indicators Report” in the areas of: land use,
soil conservation, soil carbon, water use, energy use and
greenhouse gas emissions.
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Hardwick, in fact, was recognized this year along with
his wife and farming operation partner, Mary, by The En-
vironmental Law Institute as recipients of the 2015 Na-
tional Wetlands Award for Landowner Stewardship. The
Hardwicks’ family partnership is dedicated to achieving
and promoting balanced farm ecosystems that
are both productive and sustainable. They have
planned and documented their efforts to har-
monize productive agricultural operations with
maximum natural resource protection and a
comprehensive conservation plan for the whole
farm. They implemented conservation practices
and systems that have included extensive crop
rotation, minimum tillage, field borders, filter
strips and wetland restoration.

Hardwick not only conducts outreach to
farmers, including holding numerous educa-
tional workshops, he presents information to
textile manufacturers to encourage sourcing
cotton from responsible producers.

At another Cotton LEADS™ partner meeting
in Lima, Peru (the second Latin America event



this year), Dr. Andy Jordan, U.S. sustainability ad-
visor, also described Cotton LEADS™ coordination
with Field to Market® to define, measure, monitor
and promote continuous U.S. major row crop pro-
duction improvement at a national level. Jordan
shared case studies of U.S. cotton producers, in-
cluding Hardwick’s operation, who use the Field-
print” Calculator and how their efforts have led to
further reduction of pesticides, improvements in
water efficiency and improved soil health and bio-
diversity.

Export House For S-6 Cotton & Cotton Yarn

COTTON INDUSTRIES

At that meeting, attended by 20 representa-
tives from 11 Cotton LEADS™ partner companies,
Mark Messura, senior vice president of Cotton In-
corporated, shared how the Cotton LEADS™ pro-
gram has evolved and how the program promotes

Rajkot, Gujarat, (India)

Tel :+91-2827-252055
M.B : +91-98795 17072
Skype : amit.ranipa

http://www.amitcotton.com
Email:- info@amitcotton.com

partners through meetings, events and press.

| want to emphasize that while Cotton LEADS™ cur-
rently champions U.S. and Australian cotton, it is open to
other cotton-producing countries’ partnering in the pro-
gram if those nations are willing to commit to continuous
improvement, while demonstrating that commitment on

a national basis. This global collaborative effort will con-
tinue demonstrating that cotton is the world’s best fiber
and that technology and support for best practices is be-
ing provided not only in cotton production, but cotton use
throughout the supply chain.

More information on the Cotton LEADS™ program, including how to become a partner, is at www.cottonleads.org.

www.calikcotton.com
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Fast and on time delivery.

Best cotton quality.
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Benjamin Jackson, President
ICE Futures U.S.

While cotton has had a long-standing spot at the cen-
ter of the global textiles industry, the last decade has seen
a pronounced shift in the commodity’s production and
exportation. In 2003/2004 the U.S. accounted for 19% of
the world’s cotton production and 41% of global cotton
exports. Just ten years later, in 2013/2014, the U.S. ac-
counted for 11% of world cotton production and 27% of
the product’s exports - a 42% and 34% drop respectively.

We at ICE work hard to make sure that our product
offering remains finely tuned to the needs of the end user
market. And that means constant change. Whether it’s
transitioning the European gasoil market to reflect lower
sulfur requirements or adding a world cotton contract to
complement our existing Cotton No.
2° contract - we have demonstrated
an ability to evolve with the changing

needs of our cus-

tomers.
We have
been  engaged

in wide-ranging
conversations
with  individual
market  partici-
pants and major
industry groups
such as Ameri-
can Cotton Ship-
pers Association

World Cotton Contracts Delivery Points

(ACSA) and International
Cotton Association (ICA) go-
ing back many years on the
shifting patterns in the global
cotton market and how a
contract with multiple origin
and delivery points would enhance the market’s ability to
price for those changes.

Working with the cotton trade we designed a contract
to fit the cotton market’s needs and even pushed through
a couple of unexpected hurdles including a legislative
change that was needed to the US Cotton Act and new
import requirements in Malaysia.

World Cotton Contracts Delivery Origins

Yus.

BRAZIL INDIA™
BENIN

BURKINA FASO
CAMEROON

IVORY COAST

MALI

AUSTRALIA +

The World Cotton contract is a product
of that collaboration and we are confident it
will give cotton producers, merchants, spin-
ners and mills an enhanced ability to manage
their risk. And it’s a perfect complement to

U.S.: DALLAS/FT.
WORTH, MEMPHIS,
HOUSTON,
GREENVILLE,
GALVESTON
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TAIWAN:
PORT KEELUNG,
PORT KAOSHIUNG

MALAYSIA: PORT
KLANG, TANJUNG
PELEPAS

AUSTRALIA: MELBOURNE,
SYDNEY, BRISBANE

our benchmark Cotton No. 2, which it will
trade alongside of.

The new contract is scheduled to launch
on November 2 and the first delivery month
will be May 2016. Most key terms of the new
World Cotton contract are identical to the
terms of the No. 2 contract: price quote (US
cents per pound), contract months (March,
May, July, October and December), trading
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COTTON FUTURES AND
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COTTON NO. 2® WORLD COTTON

e Prices cotton grown and delivered in e Multiple origins and delivery
the United States locations around the world

e The global benchmark for cotton e November 2, 2015 launch*

TRANSPARENCY. LIQUIDITY. PRICE DISCOVERY.

It’s why thousands of the world’s most active cotton traders, hedgers and
financial firms rely on ICE Futures U.S. to manage the risks and complexitie
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*Subject to change



hours and settlement at expiration (physical delivery in
exchange-licensed warehouses). The contract size of the
new contract is slightly larger, at 55,000 pounds.

The key differences between the new World Cotton
contract and the No. 2 are the par quality, deliverable ori-
gins and delivery locations.

Quality - the par quality for the new World Cotton
contract is Color 31, Leaf 3, Staple 36, Strength 27 gpt
and Mic 3.5 to 4.9. These color, leaf, staple and strength
provisions are all higher than those of the No. 2 contract.
Minimum deliverable staple for the World Cotton con-
tract is also higher, at 35.

Origins - the World Cotton contract will allow delivery
of nine origins: the U.S., Australia, Brazil, India, Benin,
Burkina Faso, Cameroon, Ivory Coast and Mali. The U.S.
is the par origin for the contract; delivery of each other
origin will carry a premium or discount (which is subject
to change on a fixed schedule each year).

Delivery Locations - the World Cotton contract will al-
low delivery in 12 locations in four countries: Memphis,

Greenville, Dallas/Ft. Worth, Houston and Galveston in
the U.S.; Brisbane, Melbourne and Sydney in Australia;
Port Klang and Tanjung Pelepas in Malaysia; and Port
Keelung and Port Kaoshiung in Taiwan. The four Ma-
laysian and Taiwan locations are deliverable at par, and
delivery in any of the U.S. and in any of the Australian
delivery points will be subject to a U.S. or Australian dis-
count (which is also subject to change on a fixed schedule
each year).

More information can be found at: www.theice.com/
world-cotton including additional detail on the origin
and delivery location differentials.

Launching this new contract is a logical step in our his-
tory of providing solutions to cotton market participants,
which dates back to the establishment of the New York
Cotton Exchange in the late 1800s. Our ability to evolve
with the changing needs of the cotton trade for over 100
years has helped us to remain the home for cotton mar-
kets and we will continue to listen to the needs of our
customers so we can be here for the next 100.

WITH BEST
COMPLIMENTS FROM

A GOVT. RECOGNISED EXPORT TRADING HOUSE

Sri Salasar Balaji Agro Tech Pvt. Ltd

Cotton Ginner » Cotton Merchant ¢ Yarn Manufacturer ¢ Cotton & Cotton Yarn Exporter-Importer
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4-2-198/1, Near Maheshwari Theatre, Cinema Road, Adilabad 504001 (Telangana), India
Phone No. +91 8732 226692, 226632 Fax No. +91 8732 226132 E-Mail: info@salasarcot.com Website: salasarcot.com
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Our Cotton meets
International Standards

We are the leading white raw cotton exporters, located
in (Sindh) Pakistan. We have 4% I developed selected range
of Pakistani Raw Cotton and Y Natural Raw Cotton, which
is high in demand in domestic as well as foreign
countries. We guarantee in- time & bulk delivery of
our products in a simplest. We i have an enthusiastic
passion for quality and an ability to transform the
quality parameters into our _ products.

37th FPCCI EXPORT AWARD 2013

The FPCCI Export Award 2013 for Raw Cotton is an honor for us to cherish and a reason to reaffirm our commitment
to uphold highest quality standards in all spheres of our operational management and production process — leading
to the production of world's finest cotton products as desired by our customers.

We dedicate this achievement to the complete ginning industry in Pakistan and every single labour involved in
this major industry.

Our aim and our promise to our nation, everyday we seek to strengthen our industry and serve our farmers.
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Email: info@sindhagro.com
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In 2016, Cotton Outlook will celebrate 50 years since
the Index A was first published in 1966. Over the years,
the Index has established a unique reputation as the world
barometer of cotton prices in the international arena, and
is a key tool in pricing policies and decision making by
trade, governments, various international organisations,
analysts and the like all around the world. The Index
forms an integral part of cotton legislation in a number of
countries.

Changes through the years

The A Index, initially known as ‘The Liverpool A Index’

was first established in January 1966 as a weekly value for
SM 1-1/16” cotton. Its creator decided that an alterna-
tive, independent price measure would assist the cotton
market in understanding the development of prices.
It was originally based on CIF Liverpool prices (the UK
was then still a considerable importer of raw cotton,
though its spinning sector was in decline). The Index
was constructed from the cheapest six quotations
from a basket of twelve. The concept, validated over
time, was that by taking an average of the cheaper of-
fers, the Index would reflect the value of the cottons
being most widely traded at any time.

In 1972, the name of the Index was changed to the
‘Cotlook A Index’ and its value was calculated and re-
ported daily, instead of weekly.

The CIF Liverpool basis was changed (in 1974) to
CIF Northern Europe, to reflect a much wider range
of offers to an industry that was then using over one
million tonnes per year. The quality parameter was
amended to Middling 1-3/32” and the average was
changed to the cheapest five from ten constituents.
Subsequently, the basket of eligible constituents was
allowed to grow, without limit.

In 1988, a ‘Dual Index System’ was introduced,
whereby a ‘Forward Index’ for the following season
is introduced as early as practicable in each calendar
year which displaces the ‘Current Index’ on August 1.

The momentum given to the shift eastward in
manufacturing industry by China’s entry to the WTO in
2001 dramatically reduced European cotton consump-
tion and, in consequence, the Index basis was shifted
to CFR main Far Eastern ports in 2004.

A further change to take effect from the 2015/16
season concerns the increase in staple length from
1-3/32” to 1-1/8”, a move which is reflective of the
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general increase in the staple length required by today’s
global spinning sector and is representative of the gener-
ality of cottons traded across international borders.
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Ray Butler, Managing Director,
Cotlook Limited

“China remains the undisputed giant of garment
exports, with eight times the dollar volume of exports
than the number two Asian apparel sourcing country,
Bangladesh. Vietnam and India are tied for the third
place, each exporting garments worth around $17
billion. Despite high growth over recent years, none [of
these countries] poses a threat to China’s dominance at
the moment, as all are facing their individual challenges
in terms of political stability, garment industry structure,
or competitiveness. Only over the longer term is China’s
manufacturing base expected to weaken due to macro-
employment trends.” — Mckinsey & Company

China’s dominance of global trade in garments re-
mains undiminished, despite recent monthly falls (from
April through to July) in year-on-year US dollar revenues.
The value of exports in 2013 was approximately US$177
billion, rising in 2014 to 186 billion,
values several times greater than
earnings recorded by Bangladesh
(the number two exporter) and the
combined total of Bangladesh, India
and Vietnam. The Mckinsey report
nevertheless identifies Bangladesh
as the likely first choice of major
western retailers for increased sourc-
ing of garments in the coming years.
However, China’s growing domestic
market is expected to strengthen the
position of its garment sector.

What does this mean for cotton consumption and pat-
terns of trade in raw cotton? It is well documented that
cotton’s share of total fibre consumption has continued
to decrease — from 40 percent at around the turn of the
century to less than 30 percent today. In terms of volume,
cotton consumption receded from peak levels of over 26
million tonnes prior to the global financial crisis to around
22.5 million in 2011/12, since when recovery has been
pedestrian, at best. Cotton Outlook’s present forecast is
for growth in global mill use of less than one percent in
2015/16, which would be a lower rate than that evident
during 2014/15.

The data tell a slightly less discouraging story if China
is excluded from the analysis, though overall growth is still
expected to slow in 2015/16. China’s turn away from cot-
ton consumption in spinning has resulted from a number
of recent policies — not least the now abandoned state re-
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serve procurement plan, which contrived to leave domes-
tic Chinese cotton prices well above international parities
and significantly higher than prices for man-made fibres,
especially polyester. More recent developments — includ-
ing August’s surprise devaluation - have served to close
the price gap to some extent. Between September 2011
and September 2014 (the period of the state procurement
plan), the Cotlook A Index (adjusted to approximate deliv-
ered mill terms), on average, was 4,114.5 yuan per tonne
(29.91 US cents per Ib) below the China Cotton (CC) Index
and the peak differential, in November 2013, was almost
6,324 yuan (47 cents). The differential at the time this ar-
ticle was written (September) was fluctuating between
1,500 and 2,000 yuan (10 to 14 cents).
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The Chinese government’s mantra now is to allow
market prices to determine supply and demand, though
the door to open trade in raw cotton remains firmly
closed. Quota control of raw cotton imports seems un-
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Of course, no such constraint exists in regard to trade  might be expected to persist in the years ahead. Cotton

in cotton yarn, imports of which have burgeoned asa con-  QOutlook’s current consumption forecast for the 2015/16

sequence of the policies applied to raw cotton. Cotton  season is 5.5 million tonnes, which is not far off double
yarn imports grew by 75 percent between 2005 and 2010  what it was at around the turn of the century.

and then more than doubled again by 2014. In the first

seven months of 2015, year-on-year growth was a further

26 percent. The availability of comparatively cheap im-

ported cotton yarn has particularly disadvantaged smaller
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In terms of trade flows, however, developments in Chi-
na have of course sharply cut India’s raw cotton exports
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during the 2014/15 season - a final total not much
above 925,000 tonnes seems attainable, at best. In-
dia’s exports to China during the period from August
through June were below 280,000 tonnes - substan-
tially less than those to Bangladesh — whereas China
alone accounted for over 1.1 million tonnes during the
2013/14 season.
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Despite the apparent oversupply in India, with
cotton residing in government hands until the pick-
up occurred in the auction pace (initially in June, and
then again in August), imports of raw cotton have, at
times, retained attraction for mills in southern India,
as a result of which this season’s final import figure
could prove more than 100,000 tonnes greater than
the 2013/14 figure of around 147,000 tonnes. Such
imports are attributed to both price (internal transport
for domestic supplies to reach the region’s mills being
regarded as costly) and sometimes to quality grounds.

Vietnam, the recipient of large-scale foreign in-
vestment in spinning, has meanwhile seen raw cotton
imports more than double in the space of four years,
from 2010 to 2014, and the final total for the current
calendar year seems set to show further growth. Be-
tween 60 and 70 percent of the amount consumed
is attributable to the foreign-invested mills, which of
course include substantial Chinese interests.

As stated earlier in this article, the flow of retail or-
ders for textiles and clothing products will be key in
determining trade flows in raw cotton. Bangladesh, for
instance, with a burgeoning garments sector, is now
importing cotton on a scale second only to China (US-
DA’s recent data amendments in fact suggest the gap
is narrowing quickly).
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Other countries mentioned in research documents
that may increasingly be recipients of inward investment
in the next phase of the textile and clothing industries’
relocation story include principally those with ample
manpower, cheap energy rates and favourable industri-
al policies. Such countries might include Cambodia and
Myanmar as well as various African countries (notably
Ethiopia), where many pundits foresee the next phase of
economic growth opportunities.

For the time being, however, world trade volume con-
tinues on a downward path, with the projected figure in
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the 2015/16 season being lower than in any year since
the global financial crisis of 2008. Distinct trends would
appear to include not merely the spinning industry’s relo-
cation to more cost-effective locations where cotton can
be traded without undue restriction, which is of course
beneficial to the international trader, but also its move-
ment to centres of raw cotton production, to give certain
access to the raw material and reduce transport costs.
The large international trading houses will have doubt-
less been building future strategies that take account of
these trends.
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on the Changing
rid Gotton Trade

William E. May, President & CEO,
ACSA

The landscape of the world cotton trade has certainly
changed in monumental ways in past years. We have seen
major family-owned stalwarts of the trade either close
their doors or sell their companies’ worldwide operations
to longtime competitors. We have seen bankruptcy rear
its head involving several recognized firms. In the past
several years, we have watched the entry into the cotton
trade of new players. Although new to cotton, but certain-
ly not new to the commodity trading world, these firms
have filled the absence that was left by the departure of
those mentioned earlier.

There is a new generation in the trade emerging onto
the scene into leadership positions in major trade and in-
dustry organizations. These leaders certainly will, and are
now in fact facing many issues that will make their jobs
most challenging in the years to come. Many of the issues
and problems have been experienced
before by the trade, whether it be low
prices to the producers of cotton or
fierce competition from the synthetic
fiber industry; these leaders must
draw from the historical perspective
and institutional knowledge of those
who preceded them on how best
some of these reoccurring problems
were dealt with in the past. There are
also a myriad of trade related issues
that we now face and will continue to
have to deal with in the future regard-
ing WTO, trade pacts involving many
countries looking for an advantage
for their finished goods, and certainly disputes that result
in anti-dumping and countervailing duty cases being filed,
as has recently taken place in Turkey against the U.S.

Government policies can have huge ramifications on
trade, as we have experienced in China, which has slowly
built a cloud over the cotton industry from which we have
yet to come out from under. Governments of countries,
whether producing, consuming or both, that can imple-
ment policies overnight that can be very damaging to the
trade are also actions that present a formidable challenge.
Politics and trade policy will always be at the forefront of
issues that the trade will have to attempt to deal with, or
adjust to, both now and in the future.

A new product from ICE will soon be up and running
providing the world cotton trade with another tool in risk
management. The World Cotton Contract will trade along-

Page 34

side the existing benchmark Cotton No. 2 contract. With
the recent slow decline in U.S. acreage the timing of this
new contract will provide the trade the opportunity to uti-
lize other growths for delivery to points in Australia, Ma-
laysia, Taiwan, and the existing delivery points in the Unit-
ed States. ACSA initiated the discussions of such a contract
in 2011 with the formation of a committee to come up
with the basis for a new contract. We also worked with ICE
in Washington DC to pass legislation that allows this con-
tract to be listed in the U.S. through making amendments
to the U.S. Commodity Futures Act.

The traditional export markets continue to change
and evolve as they have done in the past. China is quick-
ly changing as we have seen recently due to many rea-
sons. They remain the largest consumer of cotton but the
changes we are viewing now will continue due to higher
labor and electricity costs and land prices rising as well.
Also, China continues its move away from low-end manu-
facturing to a higher tech economy. Vietnam is rising very
quickly as a larger user of cotton, although it is the opinion
of many in the trade that the market is not mature. The
Vietnamese industry and government have proven such
in recent years by their failure neither to perform on con-
tracts nor to honor ICA arbitration awards. Mexico, Turkey,
Indonesia, Bangladesh also remain as key players in the
current export market.

The tendency of the textile industry as we know it to-
day is to make buying decisions based on hand-to-mouth
needs, though forward sales still do take place, mostly on
an on-call basis, in markets such as Turkey. The trade will
no doubt deal with, in my opinion successfully, the chal-
lenges that are ahead and adjust accordingly. But the mat-
ter of synthetic fiber competition must be dealt with soon-
est in order to maintain a viable industry for all concerned,
not only in the U.S. but globally.
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Interview with Huang Guogang, Office Director,
Keer Group

Cotlook recently interviewed Mr Huang Guogang, the
Keer Group Office Director, to elicit information about the
Group’s investment in spinning in the United States. Our
questions and Mr. Huang’s replies are shown below:

1. We understand that the Keer Group, PRC, was estab-
lished in the mid nineteen nineties in Zhejiang Province.
Our readers would be interested to know a little about the
history of your company, the cottons it uses and the range
of products produced.

Keer Group was founded in 1995, with the establish-
ment of China’s first digital OE yarn factory in 2002, fa-
cilitating the production of cotton yarn and other major
products in accordance with the USTER® Statistics global
standard*. “Keer” branded cotton yarn has been named
‘Zhejiang’s famous brand’.

In face of fierce competition in traditional industries,
the Keer Group decided to branch out and, in 2012, set up
Hangzhou Keer Jewellery Co. Ltd.

In 2013, the group pursued a “going out” strategy, and
established facilities in South Carolina, USA, which consist
of a set of the world’s most advanced air-jet looms and
a modern ring-spinning workshop, thereby extending the
group’s cotton business to international markets.

In July 2015, the group seized the opportunity pre-
sented by the government’s “Internet +” policy to make
its gold jewellery e-commerce platform fully operational.

In China, Keer Group currently uses mainly Xinjiang
cotton, but augments this supply with ‘mainland’ supplies,
Brazilian, US, Australian and other cottons to produce OE
6s ~ 21s, ring spun combed 20s ~ 40s, carded 7s ~ 40s, and
incorporates spandex; the US company uses entirely US
cotton.

Page 36

2. What were the driving forces behind the decision
to invest in the United States and why the US rather than
elsewhere in Asia?

Keer Group’s investment in the US was based on a
number of important considerations. For example, China’s
strict import quota management renders it difficult for the
company to secure large import quotas and the domes-
tic cotton price has long been a few thousand dollars per
tonne higher than international cotton values. Further-
more, rising land costs and electricity prices in China were
a factor, as was the narrowing gap between labour costs in
China and the United States. In addition, the United States
also introduced a number of local tax breaks and subsidies
to encourage the return of manufacturing industry.

In selecting the United States rather than other Asian
countries, the main considerations were the political situ-
ation and relative exchange rates; by choosing the US such
problems can be completely circumvented, and the invest-
ment is in a mature business institutional system.

3. Is Keer’s plant in the US now fully operational? What
has the experience been today in terms of plant opera-
tions, labour and local customs?

Keer’s plant in the United States was commissioned in
late February 2015, with the first batch produced of air-
jet spun yarn. The equipment has been running smoothly,
with an operating efficiency maintained of more than
92%. The current production plant has more than 150
employees, and a technical and a management team have
taken shape.

4. Does Keer have investments overseas other than
in the United States? How does the US plant’s efficiency
compare with those investments, and with production in
China? Are there any drawbacks to the US as a location for
producing cotton yarn?

Keer is not considering investing in other mills.

In Lancaster County, South Carolina, the last previous
textiles factory closed in 2007. Textile technology skills
disappeared from the region and many of those engaged
to work in Keer’s factory have had no contact with the in-
dustry. Inevitably, therefore, a lot of challenges have to be
faced. For instance, equipment operation efficiency has
been running at only 60% to 70%, whereas the compa-
rable ratio in the company’s facilities in China is never less
than 95%. However, such challenges are being addressed
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through appropriate training.
Furthermore, using US cotton
eliminates many of the quality dif-
ficulties encountered when using
Chinese cotton. So the resultant
productivity will certainly not be
less in the US than in China.

Advantages of the US plant
can be identified as proximity to
low cost, high quality cotton and
low energy costs. The disadvantage is the relatively high
cost of labour.

5. It would be interesting to know the product range
in the United States and roughly what amount of cotton is
being consumed annually. What happens to the finished
product?

Our US plant produces a range of yarn counts, includ-
ing OE6s ~ 21s, producing about 30,000 tonnes annually. A
second workshop is planned for ring spinning.

Currently, most products are shipped to China. How-
ever, as US sales staff become more established, North
America, Latin America and other places will gradually
open up and Keer’s US yarn output will be sold worldwide.

6. What are the future intentions for production in
the USA?

Keer’s US company plans to invest $ 218 million over
five years to build four production plants and facilities on

150,000 square metres, creating more than 500 jobs. Cur-
rently, the air-jet spinning plant has been put into produc-
tion. Bidding and negotiations for a second plant are in
progress.

7. Incentives have been raised for companies to in-
vest/relocate in Xinjiang. Do these have any attraction for
a company like the Keer Group? What, in your view’ is the
future of cotton spinning in Zhejiang and other ‘mainland’
provinces?

As stated above, Keer is currently not planning to in-
vest in other mills.

In China, domestic textile enterprises are passing
through sad times, facing a lack of market demand, inven-
tory pressure, rising costs, a shortage of funds, recruit-
ment difficulties and other issues. In consequence, many
textile companies have been forced to cut or even sus-
pend production. China’s textile industry is going through
a process of ‘survival of the fittest’.
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