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o Global benchmark
o0 Mongolian farmers?

o Futures intended for price

discovery and transfer of
risk

o0 1 contract is around 100
bales (container is
typically 88 bales), priced
In U.S. dollars and
currently around $0.75

Cotton Futures

Daily settlement price on the
continuous front-month contract

Tuesday: 74.86 cents a pound,
up 2.52 cents
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Weekly Cotton Prices
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o How farmers, merchants/traders, and spinning mills
manage risk

o0 Not really meant for physical delivery. | buy or sell ICE
contracts to lock in a price and settle a contract

0 Largest pool of participants (domestic and international)

buying and selling cotton. This tends to narrowid T ask
spreads and lowers volatility g
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o U.S. cotton the only origin to make and take
delivery

0 Basis Risk. Basis isCashT Futures]. In other
words [Spot PriceT ICH

o Brazil and Australia

Cotton Futures

Daily settlement price on the
continuous front-month contract

Tuesday: 74.86 cents a pound,
up 2.52 cents

78cents ..................................
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Brazil Basis [Spot/Cash Price T ICE]
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[ Brazil Basis === |CE (right axis)
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o0 Predominantly basis traders, not
direction of ICE price (flat price)

0 Since traders buy and sell (no
processing like other commodities e.qg.
soybeans), speculating on price
movements risky

o Transfer of risk from farmers to
merchants. Gives the farmers a buyer,
very important

Cotton Futures

Daily settlement price on the
continuous front-month contract

Tuesday: 74.86 cents a pound,
up 2.52 cents
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0 Account for most of the open positions
In the futures market (commercial
participants)

0 Goal is to make money moving cotton
from one place to the other and thus
be a type of invisible hand

0 Decrease Inefficiencies in the market

by moving surplus supplies to markets
deficit in demand

Cotton Futures

Daily settlement price on the
continuous front-month contract

Tuesday: 74.86 cents a pound,
up 2.52 cents
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0 Farmers Tlock in the
highest price possible

o0 Mills Tlock in the lowest
price relative to yarn
contracts. Remember,
yarn price also
dependent on ICE

o ICE not only a benchmar
for cotton lint but also
cotton yarn

Cotton Futures

Daily settlement price on the
continuous front-month contract

Tuesday: 74.86 cents a pound,
up 2.52 cents
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o Only origin

United States
- GottonJAreaslinlDrought;
52k o e e o 05 Reflects September 17, 2024
U.S. Drought Monitor data

o Is (was) largest exporter

o Of the crop, greater share
going abroad

o Weather in Texas

Approximately 34% of cotton
production is within an area
experiencing drought.




USDA U.S. Supply and Demand
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0 Higher price environment?

o Low U.S. production / plantings
0 Rising global imports

o Strong U.S. Export Sales and

Shipments (USDA FAS Export
Sales Reporting)

o0 More indirect- rising costs of
production in United States
(diesel, fertilizer, etc.)

0 Rising commodity prices (oll,
corn, soybeans, wheat)



USDA U.S. Supply and Demand

United States Department of Agriculture

o Lower price environment?

o High U.S. production
o Lower global imports

o Weak U.S. export Sales (USDA
FAS Export Sales Reporting)

o0 More indirect- falling costs of
production in United States
(diesel, fertilizer, etc.)

o Falling commaodity prices (oll
corn, soybeans, wheat)
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0 CFTC(Commodity Futures Trading Commission)

o0 On Call Sales? Typically basis contracts betweemerchants
and mills, basis is fixed but futures is not (will be at a later
date, a long (buy) futures position?)

o On Call Purchases? Typically basis contracts between
merchants and farmers, basis is fixed but futures is not (will
at a later date, a short (sell) futures position)




USDA

CFTC On Call Report (Nearby Contract)
S

United States Department of Agriculture

cents per pound
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so0  China Supply and Demand

United States Department of Agriculture

o Largest cotton producer
o Largest cotton consumer

o Largest cotton importer

o Largest cottonyarnimporter

o Largest cotton fabric and product
exporter

0 Yea, demand for lint is important here!
China demand will affect cotton prices!

0 Also manage a strategic reserve (both
domestic and imported cotton)!



USDA Cotton Prices and China

= |

United States Department of Agriculture

Weekly Cotton Prices

A-Index u.s. China e=mc== [ndia Brazil e Pakistan
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Weekly Cotton Prices
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China Cotton Yarn Futures Relative to Cotton

Minus China Cotton Futures Minus A-Index*
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China Cotton Yarn Futures Relative to Cotton

Minus China Cotton Futures Minus A-Index*
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USDA Supply and Demand
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l. U.S. Supply (Uncertainty in Texas)

Il. China Demand (Import Levels and 1/3 of
Global Spinning)

Both have been volatile these past 5 years!

Both countries the two largest economies!



USDA Macroeconomics
S

United States Department of Agriculture

0 Global Economic Growth (Gross Domestic
Product)
0 Recessions curb consumer spending

U.S. Dollar Index

o Strong dollar more expensive for importers
(especially mills not vertically integrated)
Bangladesh, Pakistan, Turkey (Letters of Credit)
o Strong dollar great for farmers and exporters

@)

@)

U.S. Federal Interest Rates

Higher rates increase the price of money

For other countries, when the Fed hikes, they hike
to control inflation by means of a stable exchange
rate

© O O



U.S. Dollar Index
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o U.S. Federal Interest Rates
o Rates rising? Money flows from commodities to safe
assets bonds, safe assets such as the U.S. dollar
o Higher levels of rates coupled with U.S. inflation above
q6 W[ T &kt Wagcl NUqWe=WGII #IUqb WLW
0 Increasing interest rates cycle curbs global consumption
of commaodities and end products

0 Real Interest Rates [Fed Funds RateT Inflation]

Positive real interest rates and nominal interest rates

CHY2 U Waq6 JW[ BT kt Wacecl N WRt WOY qe OWe qal
commodities, especially for markets linked to

discretionary items (e.g., clothing)

o Oil and Wheat vs. Cotton

@

o Bonds

Especially short duration (expire within 1 year)

o Getin while rates are relatively high and before everyone
piles in

@



ng and ICE

ICE (right axis)

0 Pogitioh

I Speculators Net Position [Futures Only]
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oA Hedge Funds and Index Funds
;f/_:;ates Department of Agriculture
Commodities
0 Invest as a basket of goods for
diversification purposes
0 Debates as to how passive investing in
commodities can be
0 Best strategyT pressure prices as low as
possible by flooding the market with short
(short) positions, bring the markets to its
knees, and quickly shift those positions to
going long (buykescalator style




oA Hedge Funds and Index Funds
S
United States Department of Agriculture
Commodities
0 Essential to a well functioning market by
providing risk and offsetting risks for
farmers and mills
0 Given the consolidated environment of the
commercial trade, best to segment that
market power by allowing other
participants to take opposing positions in
the futures markets
o Great investing environment for
commodities? Increasing inflation and
negative real interest rates
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Weekly ICE Cotton Futures and Bloomberg Commodity Spot Index
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Cotton and Commodity Prices Indexed to July 2019
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Cotton Fiber Relative to Competing Fibers

= China Cotton Minus PSF China Cotton Minus VSF A-Index* Minus PSF
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