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Price Fell Through 2018/19

Presenter
Presentation Notes
In 2017/18, the international reference price of cotton (as measured by the Cotlook A index) - had risen steadily throughout the season, ending with a season average of 88 cents per pound. Prices were higher than the season average during the February-April period when most planting decisions were made for the 2018/19 season. During the 2017/18 season, the international reference price of cotton rose steadily, passing the 100 cents per pound threshold in June. Global stocks at the end of the 2017/18 season were 11% lower than the previous season at 18.7 million tonnes.Given the rise of the commodity price and stable forecasted economic and demand growth at the end of the 2017/18 season, the outlook at the start of the 2018/19 season appeared to be positioned for continued growth. On August 1, 2018, the price of cotton was at what would be the season high of 99.5 cents per pound. Over the course of the season, prices fell to a season low of 72.95 cents per pound on July 19 and ending at 74.9 cents per pound on July 31, 2019. Prices were under pressure over the course of the season due to trade tensions between the United States and China, then slowing regional economic growth, which in turn affected cotton demand and manufacturing. In 2017/18, the United States led all countries in cotton exports with a 38% share of world exports. In 2017/18, China imported 1.3 million tonnes of cotton with approximately 50% imported from the United States. Projections at the start of the season were for China to import 2 million tonnes in 2018/19. However, tariffs on cotton entering China from the United States and textiles entering the USA from China were included in the escalating trade dispute between the two major economies. Trade negotiations were ongoing through most of the market year with news of possible progress providing support for upward prices — followed by news of stalled talks and a prolonged trade war, which further depressed prices. During the February-April period of the market year, prices were on the rise, perhaps influencing Northern Hemisphere planting decisions for the 2019/20 season. However, in the following months, prices fell sharply. The season average was 84 cents per pound with the season ending with the price just below 75 cents per pound. 



Trade Dispute Impact on Prices

Presenter
Presentation Notes
Cotton price, other commodities, US agricultural products, manufactured Chinese goods. In addition to fundamentals, policies affect commodity price. The trade dispute between the United States and China has impacted cotton demand and supply chains over the course of the 18 months. Agricultural products including cotton were included in the July 2018 list of US goods. Over the course of the past 18 months, escalating rounds of broadening range of goods have affected cotton, agricultural commodities and the wider economy. Through the 2018/19 season, news of possible de-escalation and resolution through trade talks had the effect of increasing prices for a time. However, as tariffs remained in place, economic growth began slowing throughout the world as uncertainty impacted not only trade, but manufacturing and investment. 



Production Decrease, Consumption Decrease 18/19

Presenter
Presentation Notes
On the fundamentals, global production decreased by 4% in 2018/19 to 25.7 million tonnes. (The global leader in production, China, saw a 3% increase in production to more than 6 million tonnes. The second-largest producer of cotton, India, saw a 16% decrease from the previous season to 5.4 million tonnes, with no increase in area and poor weather. The United States remained the third-largest producer with production decreasing 12% to 4 million tonnes. Brazil increased production through area expansion and yield improvements to 2.7 million tonnes, representing a 34% increase. Pakistan saw a production decrease of 7% to 1.7 million tonnes. Turkey saw a 25% increase to nearly 1 million tonnes. Australia, with low yields, produced 485,000 tonnes, representing a decrease of 54%. Production from the West Africa region rose 1% to 1.2 million tonnes.)Following a 3% recovery in 2016/17, global cotton consumption grew by an additional 6% in 2017/18. However, the historical high for mill use of the fibre seen in 2017/18 has been followed by a 1% contraction in 2018/19 to 26.1 million tonnes. Across major consuming countries in Southeast Asia and Asia, mill use decreased with growth rates ranging from -10% in Indonesia to 0% growth in Vietnam. Amongst major consuming countries, only Pakistan, Turkey, Mexico and Brazil reported increases in mill use over the previous season. Consumption in China, the global leader in volume consumed with 8.25 million tonnes, decreased by 3% in 2018/19. Countries that had reported strong growth in consumption in 2017/18 were particularly affected by slowing demand. Bangladesh, which saw 18% growth in consumption in 2017/18, saw a 5% contraction to 1.6 million tonnes in 2018/19. Vietnam — where growth had been at 16% in 2016/17 and 31% in 2017/18 — saw no growth in 2018/19 with consumption flat at 5.4 million tonnes. Because Southeast Asian and Asian countries had been leading global cotton consumption, the negative growth in these major consuming regions has impacted global cotton consumption. Despite the slowdown, consumption growth was seen in several major consuming countries. Turkey increased mill use by 5% to 1.6 million tonnes in 2018/19. Mexico increased mill use by 6% to 460,000 tonnes. Brazil increased mill use by 7% to 730,000 tonnes. Uzbekistan led all countries in cotton mill use growth with a 36% increase to 630,000 tonnes, as the country has increased investment to the value-added industries of spinning and textile.



Global Stocks Lowered in 2018/19

Presenter
Presentation Notes
Global ending stock levels in 2018/19 decreased 3% to 18.2 million tonnes as consumption even on the decline had outpaced production. Stock levels have appeared to reach some stability with less fluctuation globally over the past three seasons. The stocks-to-use ratio remained at 0.70, the lowest level since 2011/12. 
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Little Consumption Growth Expected

Presenter
Presentation Notes
While global cotton consumption continues the recovery begun in 2012/13, the Secretariat’s current projection for consumption in 2019/20 is 26.2 million tonnes at 0.3% growth over the previous season. Global economic growth has slowed to the lowest levels in decades as global trade disputes remain unresolved leading to uncertainty for manufacturing and investment activity. For the cotton sector, where consumption has been led by Asian and Southeast Asian economies, the recently revised IMF forecasts of a global synchronised slowdown are expected to stall growth for the region’s manufacturing activities and demand for consumer goods. 



Production and Consumption 2019/20

Presenter
Presentation Notes
Global production is expected to increase this season to 26.4 million tonnes. Against demand or consumption, production estimates at this point in the season show that supply is sufficient for estimated demand. Global production appears to be outpacing or on par with consumption at a time when forecasts for global consumption growth are slowing and global stocks are growing. Favourable forecasts for production and increasing global stock levels in 2019/20 appear to continue to place downward pressure on prices. 



Production 2019/20

Presenter
Presentation Notes
Across countries, we see increases across a range of major producers with decreases based on weather issues and water availability. While India is currently projected to lead global production at 6 million tonnes, the expected productivity of 440 kg/ha remains amongst the lowest in the world and below the global average of 780 kg/ha. Increased production in India for this season comes as cotton area in the country expands.Area has decreased slightly in China in 2019/20 and yields are currently expected to decline due to high temperatures and little rain in the Xinjiang region. Production in China in 2019/20 is currently forecasted 4% lower than the previous season at 5.8 million tonnes. Cotton area in the United States has increased by 23% with production expected to increase to 4.5 million tonnes. Brazil’s record high harvest in 2018/19 is expected to remain at a similar level in 2019/20 at 2.7 million tonnes. 



Production 2019/20

Presenter
Presentation Notes
Planted area in Pakistan increased for 2019/20 on high target levels set by the government. However, inclement weather is likely to reduce output to 1.5 million tonnes or less. Monsoon rains have impacted both quantity and quality, with high temperatures lowering potential yield. The 2019/20 crop from West Africa is expected to be an all time high with over 1.3 million tonnes reflecting a fifth season of steady increases in area and production. Benin, Burkina Faso, Côte d'Ivoire, Mali and Togo reported expansion of planted area for the 2019/20 season. However, except for Côte d'Ivoire, the region has reported insufficient rain that slowed planting and may impact yields.Turkey’s crop is expected to be slightly smaller due to late planting and disease and pest issues. Production in Uzbekistan continues to decrease slightly as land under cotton has been switched to other agricultural products. In Côte d'Ivoire, planted area is expected to increase to 425,000 hectares and production is expected to rise to 220,000 tonnes. Despite the slow start to the season, Benin is expected to lead West African production with 315,000 tonnes, followed by Mali at 310,000 tonnes. Production in Burkina Faso is expected to recover to 208,000 tonnes following the production losses of 2018/19 due to weather issues, quality of inputs and producer boycotts. 



Production 2019/20
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Presentation Notes
Production in Greece is expected to increase to 317,000 tonnes. Production in Australia is expected to decline again on limited water availability. Production in Argentina is expected to be around 263,000 tonnes. Production in Egypt is expected to increase to 122,000 tonnes. 



Consumption 2019/20
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Presentation Notes
Consumption is currently projected at 26.2 million tonnes in 2019/20, a modest 0.3% increase over the 2018/19 season. East Asian and South Asian economies are expected to continue to lead the world in cotton consumption based on volume, but growth, if any, is expected to be modest in 2019/20. Current estimates on raw cotton consumption include 8 million tonnes by China. Consumption in India is expected to increase 2% to 5.5 million tonnes. Amongst major consuming countries reliant on imports where double digit consumption growth had been seen for several years, growth has slowed sharply. Consumption in Bangladesh is currently projected to increase by 1% to 1.6 million tonnes in 2019/20 following a 5% decrease in 2018/19 as falling yarn prices reduced demand. 



Consumption 2019/20
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Presentation Notes
In Vietnam, where consumption had been sharply increasing from 2011/12 to 2017/18, consumption growth is expected to slow in 2019/20 to 1.5 million tonnes. With supply chains for yarn and fabric being reported as well supplied, limited opportunities for movement are not expected to increase the flow of raw cotton upstream.



Imports 2019/20
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Presentation Notes
The Secretariat’s current estimate for global trade is at 9 million tonnes, a 3% decrease from the previous season. China is expected to lead global importers at this volume and account for approximately 20% of total imports. Imports by China are currently projected at 1.6 million tonnes, a 22% and 400,000 tonnes decrease from the previous season’s 2.1 million tonnes. The impact of US tariffs on Chinese textile and apparel exports have softened consumption demand for not only China but globally. Imports remain concentrated in the manufacturing regions with imports by Bangladesh and Vietnam following the same trend as their consumption estimates for these countries with little domestic production. 



Exports 2019/20
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Presentation Notes
Even if trade barriers remain, the US is expected to lead global exporters with more than a third of global exports. The US is expected to export 3.3 million tonnes in 2019/20. Brazil is currently expected to remain the second largest exporter with a 17% share of global exports at 1.5 million tonnes. West Africa as a region is expected to be third largest exporter with 1.2 million tonnes. 



China Imports Increased During Trade Dispute

Presenter
Presentation Notes
In our 2019/20 outlook, because of China’s global position in consuming and importing, the volume of China’s imports has had an impact. In 2017/18, China was third largest importer with 15% of the global total (9 million tonnes). Of the 1.3 million tonnes China imported, the United States provided 43% of the total. Followed by Australia with 282,000 tonnes and India with 120,000 tonnes. Brazil exported just 82,000 tonnes to China or less than 10% of their 900,000 tonne lint production. 



China Imports Increased During Trade Dispute

Presenter
Presentation Notes
In 2018/19, China’s imports increased to 2.1 million tonnes, a 60% increase over the 2017/18 season. During this time, US cotton was subjected to a 25% tariff entering China, thus decreasing market share and volume. In 2017/18, US cotton represented 43% of China’s imports. In 2018/19, this share fell to 18%. Australia market share nearly doubled as exports to China increased from 282,000 to 556,000 tonnes. India market share more than doubled as exports to China increased from 120,000 to 272,000 tonnes. While the West African crop is smaller and thus volume is smaller, exports to China grew by over 300% to 158,000 tonnes. However, the largest growth came from Brazil as their market share increased by nearly 500% to 476,000 tonnes. 



China Supply
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Presentation Notes
With domestic production expected in China to decrease to 5.8 million tonnes, imports will be needed to support mill-use and replenish reserves. Chinese national reserves are currently estimated at under 3 million tonnes. Chinese imports have been announced by the Ministry of Agriculture at 1.6 million tonnes and over the course of the season this figure may increase. 



Exports 2019/20

Presenter
Presentation Notes
While our current export estimates for 2019/20 are based on consumption, our production estimates for Brazil and the United States show that there may room for this to increase should China wish to replenish reserves. 



Brazil Exports Increased in October 2019
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Presentation Notes
Month on month, Brazil exports have increased from August through October of this season. Of the 275,000 tonnes exported by Brazil in October 2019 – a 60% increase from the previous October, 100,000 tonnes was destined for China.As supply chains have shifted over the course of the past 18 months, market share lost by the US has been gained by Brazil.  In the absence of a de-escalation or resolution between the US and China on their trade issues, this shift in market share could expected to remain in place. However in the wider scope of global economic growth providing certainty for manufacturing and investment and consumer confidence for textile demand, the enduring trade issues that include not just the US and China – as more than 20 other countries are currently involved in trade disputes – have the impact of slowing overall economic growth. 



Outlook for 2019/20
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Little growth in consumption
Slowing trade
Impact of policies

Presenter
Presentation Notes
The fundamentals of supply and demand with current estimates for production outpacing production put downward pressure on prices as stocks levels may increase. Little growth in consumption - Consumption drives demand and little growth in consumption is expected as global economic growth is slowing. Trade barriers and trade disputes have weakened import and export growth and have positioned the global economy into a synchronized economic slowdown that has slowed the pace of manufacturing and investment. Trade disputes are not limited to that between the United States and China, but include a range of major economies across the globe. Trade disputes create uncertainty for businesses and lower investment activity. Trade deals and resolutions are needed for increased confidence in the market. Slowing trade – Trade for 2019/20 is estimated at 9 million tonnes. Global economic growth has slowed to the lowest levels in decades. For the cotton sector, where consumption has been led by Asian and Southeast Asian economies, the recently revised IMF forecasts of a global synchronised slowdown are expected to stall growth for the region’s manufacturing activities and demand for consumer goods. Impact of policies - Resolving trade conflicts, revising global trade rules and increasing transparency in trade policies will help to support growth, rebuild investment and boost consumer confidence for the cotton sector. New uncertainties have emerged in addition to the usual risks facing agriculture. Following several years of relatively calm market conditions, world agricultural markets today face mounting risks, including policy uncertainty from trade tensions. Our recommendations include more open, transparent and predictable trade as these are important for the cotton market and its role as an important commodity in the global economy. 
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