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HIGH 
GRADE, 
MACHINE 
PICKED  

120 BILLION USD APPAREL MARKET IMPACTED AS 
EUROPEAN ORDER CHALLENGED 

From all appearances the world order is certainly being challenged and at a time when a strong 
Europe would be welcomed on the world stage; however, the opposite appears to be happening. The 
EU began in 1951 as the European Economic Community, evolved into including the Euro currency 
in 1999 followed by the Treaty of Lisbon in 2009 which strengthen the Union. The EU has often been 
compared to the early union of the US states and the weakness of the Continental Congress during a 
period when the America had no real central government. While the EU lacks the strength of a single 
country its economic power has made it a major force in the world. The European Union’s attempt to 
harness 28 countries into a functioning union, each with its own language, traditions and culture, and 
many having a long history of warring with the other, was an enormous challenge from the beginning. 
The EU has more than 513 million people, over 7% of the world’s population. Even more important 
the GDP of the union represents 24.6% of the total global GDP with a value of nearly 20 trillion USD. 
For the global cotton market the EU is the largest apparel and footwear import market in the world 
with 2017 imports of 221.3 billion USD.  In the first half of 2018 the region showed strong growth and 
the markets appeared assured that 2018 and 2019 held great promise. 

Now in December conditions have changed due to slowing economic growth in the EU’s largest 
market, Germany, and the fact the next two largest apparel importers are in trouble. The second 
largest apparel import market in the EU is France which imported 28.94 billion USD of apparel and 
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footwear in 2017.  Household consumption of apparel in 2017 reached 40.77 billion USD making it 
the fourth largest in the EU. The French economy appears headed for a recession as indicated by 
the French government’s statement last Monday, December 9th when it cut their GDP forecast in half 
to only .20%. The cut followed four straight weeks of unrest and riots which has dramatically hurt 
retail sales. Just this past Saturday, December 8, an estimated mob of 136,000 protesters ruled over 
much of Paris, looting shops, burning cars and buildings. Social media on Sunday was full of videos 
of the police attacking the demonstrators as the Macron government attempted to regain control. The 
French Retail Federation estimated the retail sector had lost 1.1 billion Euros, 1.25 billion USD, 
between November 17th and December 9th. The riots have destroyed the Christmas season which 
will have ramifications for the next year. The Finance Ministry said total losses to businesses had 
reached more than 10 billion Euro or 11.4 billion USD. The country’s agriculture sector is estimated 
to have lost 13 billion Euro, 14.7 billion USD, due to loss of goods from transport disruptions. As can 
be expected, tourism has also been affected in a significant way. Law and order has become a 
paramount issue for tourist with a rash of robberies of Chinese tourist drawing national attention. The 
Macron administration in its drive for globalization appears ready to give up French sovereignty, it 
has agreed to a joint French/Chinese police force to protect Chinese tourist in popular areas. This is 
becoming a theme of China to gets its forces on the ground in a number of countries under the cloak 
of protecting Chinese citizens. China now has 13 police units operating in South Africa.    
 

As of today, no country has left the European Union since it was formed; the EU central government 
appears set to make any exit as difficult as possible and to make the United Kingdom suffer for its 
famous Brexit vote. The process was in chaos last week and it appears it could ultimately bring down 
the current UK government, which is already quite weak. If the Prime Minister Theresa May loses 
then the Labor Party is expected to take power. The Pound has been collapsing against the Euro and 
USD. The UK appears set for major changes. Regarding the apparel sector, it is not widely known 
that the UK has the highest household consumption of apparel in the EU of more than 70 billion 
Euro, 79.59 billion USD in 2017. Moreover, the UK was the third largest apparel and footwear 
importer in the EU in 2017 with imports of 26.67 billion USD. The Brexit crisis has the potential to 
shake the EU and at the heart of this is just how intertwined the economies have become. One area 
of major concern is in the financial markets and the clearing of derivatives. The delay in a final 
agreement has made the deadline of March 29 very important, UK’s LCH clears 90% of the world’s 
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over-the-counter trades in such products such as credit default swaps and interest rate swaps. If no 
agreement is reached by the March 29 deadline then the UK exchanges will not be allowed to clear 
trades for any EU banks or brokerage firms. If this were to happen   it is estimated to possibly cost 
EU companies over 40 billion Euros in extra margins. The entire Brexit debate has also torn at the 
heart of the UK and raised other fears with Northern Ireland a major issue.  

These conditions suggest a period of tremendous uncertainly is ahead. Germany, the powerhouse of 
Europe, has seen GDP growth fall a full percentage since March and its long-time leader, Chancellor 
Angela Merkel, has stepped down. For the global apparel market a weaker European economy will 
slow global demand. France and the UK alone represent more than 120 billion USD of household 
expenditures on apparel which is extremely important to the world’s textile and apparel industry. The 
UK was ranked as the fourth largest retail market for apparel in the world in 2017 falling only behind 
USA, China and India. As of Friday the outlook had turned even more negative when reports stated 
that a signed formal Brexit agreement was in doubt. UK Prime Minister May survived a no confidence 
vote but faces a very difficult time getting the 585 page EU exit agreement approved. She traveled to 
EU capitals on Thursday and faced rejection on the changes needed to pass the UK parliament. The 
stance raised the prospect of a hard exit and its economic losses. The EU on its side has illustrated 
that the possible exit of any other country would cause the Union a major crisis. The British Pound 
fell sharply against the USD ending Friday at 1.2546 per USD. The Euro also fell sharply against the 
USD and the Japanese Yen ending the week at 1.112 per USD.  

The weakness in demand will affect the suppliers in the EU, Italy is a large supplier, and the 
countries that export to the EU. China is the largest supplier to the EU with exports in 2017 of 33.4 
billion Euro, nearly 38 billion USD, in apparel and footwear. Bangladesh was the second largest 
supplier followed by Turkey and Vietnam. Tunisia is a major supplier to France.  Overall, China 
exported 55.4 billion USD in all goods to France in 2017.  Thus, the impact of the slowdown in the 
UK and France alone is enormous. The weakness will also impact Italy and others in the EU. Italy is 
currently in a battle with the EU central government over its budget and its populous government is 
very anti-EU in general and has been courting China for Belt and Road investments at a time when 
the EU is urging caution.    

The weakness in the European Union’s economy is impacting future order demand from Chinese, 
Bangladeshi, Turkish and other exporters.  For China the EU accounts for about 21-22% of all textile 
and apparel exports, thus, the weakness is clearly being felt in the weaker forward orders. The EU is 
very important to Bangladesh with Germany its largest market followed by the United Kingdom, 
Spain, France and Italy. Given the importance of the UK and France forward orders are under 
pressure. 71% of Turkey’s apparel exports during January – October went to Europe with Germany 
the largest market, Spain second and the UK third.  Italy is a powerhouse in its own right and is a 
major supplier of cotton and wool luxury products to the rest of the EU. Labor rates in southern Italy 
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have made it quite competitive with a ready supply of experienced seamstresses. This industry will 
suffer as France, the UK and the rest of the EU as the economy heads toward a recession.    

To put the region in perspective, France 
and the UK imported over 55 billion USD 
of textiles and apparel. Making some 
assumptions about cotton market share 
and consumer data suggests at least 9.5 
million bales of global cotton use is 
dependent on retail in France and the UK 
with the rest of Europe reflecting 
approximately 22.8 million bales of cotton 
use at retail. This i l lustrates the 
importance of this trade block to global 
cotton consumption, at current use 
estimates this is more than 27% of total 
global use at retail. This makes it larger 
than the market at retail for cotton in 
either the USA or China.    
  

EXPORT TRADE; BASIS WAR CONTINUES WITH ALL LEVELS 
UNDER PRESSURE 

The 2018/19 season will be remembered for the China/US trade disruption, the loss of confidence in 
consumption and for physical cotton trade as the year world trade was awash with Strict Low 
Middling and below color grades. This combined with overall weak demand resulted in continued 
aggressive merchant offers as all traders attempt to trim inventories. The weekly US export sales 
report illustrated the very poor level of demand and weakness of the large forward export sales in the 
US. Cancelations of 62,600 running bales were noted for the week and China only canceled 13,200 
bales. The US has large forward export sales with almost all sales at much higher price levels and 
consisting of better quality grades, which normally would be abundant. This is leading to sales 
cancelations and the rolling forward of sales into the 2019/20 season. Net US sales for week for 
2018/19 was only 47,100 running bales of upland. Two major buyers remain absent for volume, 
China and Turkey. China was a net buyer of 11,700 running 
bales and Turkey was a net buyer of 5,500 running bales. 
The US needs to sell an average of 157,075 480 lb. bales 
per week to meet the USDA export target when an 
allocation for carry forward sales is made. Export shipments 
totaled only 154,500 running bales of upland and 11,700 or 
Pima which is near 200,000 bales below the weekly 
average needed to meet targets.  

Without China or Turkey the US export sales face the risk of 
sharply falling below the USDA’s estimates. For the USDA 
estimate to be reached we need to see the more than 1.1 
million bales of upland which has been sold to China to be 
shipped and for new sales to occur in volume of a million 
bales or more during the next six months. The US has sold 
only 441,900 running bales of upland to Turkey and shipped 
only 167,300 running bales. Over the next six months the 
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US will need to ship 1.7 million additional bales to Turkey which seems nearly impossible without a 
major trade finance package, something we have been advocating for these past several months 
and only silence has been noted. As these realities set in and the quality of the unpicked 2018 crop 
falls merchants and coops are aggressively reducing basis levels to attempt to make sales.      

 Adding to the pressure is the abundance of 41/42/52 color grades from the Memphis Eastern region 
of the US where the cotton is otherwise excellent and very long staple. Memphis Eastern 41(Strict 
Low Middling), 4leaf, 39 and longer staple, premium mike and a GST of 29-30 is being offered as 
aggressive as 875 points on March; the discount increase for a 41-5-37 as low as 625 points on 
March. These are the most aggressive offers we have seen with some merchants offering at much 
higher levels. Such selling pressure has naturally pressured the more standard Strict Low Middling 1 
1/8 offers. In addition, rain at harvest has aggressive offers of Greek, Turkish and Mexican also in 
circulation. Aggressive Argentine new crop (planted Oct/Nov) is showing up for later shipment 
following a 50% increase in planted acreage. The much smaller crop in Pakistan is helping the 
market absorb these qualities as SLM color grade with a 1 1/8 staple length is very popular in this 
market and has stimulated a large volume of sales of US low grade recaps, Argentine, Greek, and 
Turkish. Pakistan is the second largest export market for Argentine styles in 2018.  
 

The medium grades are under pressure 
as well, the standard Middling 1 1/8 E/
MOT is now offered out of some groups 
at 875 points on March which reflects a 
discount to West African (1000 points 
on), Greek (925 points on), near par 
with Central Asian (900 points on) and 
a s l i gh t p rem ium to t he mos t 
aggressive Brazilian M 1 1/8 offers 
which have fallen to 825 points on 
March.  The premium upland range has 
tight supplies and offers are much 
firmer. We could hardly find a US Strict 
Middling offer with a 2 leaf and over 37 
staple, this is in direct contrast to an 
abundance of these grades the last two 
seasons. A few Greek SM 1 5/32 
Fibermax offers could be found at 1200 
points on. Australian Strict Middling 1 
5/32 could be found at 1700 on and a 

few longer staple Australian 2018 styles at various levels up to 1900 points on.  Thus, a SM 1 7/32 
Aussie is now at a premium of 900 points to a Memphis Strict Low Middling, 39 staple. There are no 
easy records to check but it appears we could be headed for a record shortage of 11/21 Good/Strict 
Middling 38 and longer staple lots in the US catalog, as well as, in the offering of every origin outside 
Australian. For the moment this coming shortage has been lost in the overall concern over demand. 

AUSTRALIA MAY EXPERIENCE A “BIG WET” IN SOME AREAS 
AS CYCLONE OWENS MOVES ALONG EAST COAST 

In a land of near persistent drought some of the most extensive droughts in Australia’s history have 
ended violently going from drought to floods in just a few days time.  In the floods of December 2010 
and January 2011 Brisbane in Queensland was within a few days of running out of water when the 
“big wet” hit that caused major flooding in the city. Parts of downtown Brisbane along the river quickly 
went under water, the dams filled and had to release overflows. Tropical Cyclone Owen hit landfall in 
the extreme north of SE Queensland Sunday and after spinning around in the area is now set to 
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move south along the coast of Queensland 
and New South Wales. This is only the third 
tropical cyclone in history to enter the Gulf of 
Carpentaria in the north and then travel south 
past Rockhampton in Queensland. Thus, the 
period from Wednesday December 12 thru 
the 18 will see the entire cotton belts of both 
Queensland and New South Wales receive 
possible heavy rains. Much will depend on 
just how far inland the storm will extend. The 
crops are planted so the issue will be 
flooding. When traveling the cotton belt of 
NSW you will see homesteads which have 
large dirt banks protecting them, a visitor will 
always ask what is that for and told it is for 
the “big wet” when they come which turns the 
nearly dry river that is already shallow and not very deep into a raging torrent which can flood the flat 
land for miles. Such a rain event could provide a major boost to dam and on farm storage levels. If 
these rains are large enough they will be a boost to the 2020 crop and will secure adequate water for 
the undamaged 2019 crop, however, they can also flood the 2019 crop. 

Pockets of moderate rains have fallen as of December 15th with the heaviest amounts at stations in 
central NSW and the Maranoa area of SE Queensland. General rainfall has occurred over much of 
the New South Wales cotton belt with recorded amounts of 8 to 41 mm. Some water was noted 
standing in fields but only briefly. Narrabri received 33 mm, Wee Waa 26 mm, Connamble 50 mm, 
Moree 22 mm and Darlington Point 24 mm. In Queensland the Darling Downs reported up to 20 mm 
while the Maranoa area of the state reported up to 47 mm. Hail and high winds were also noted. The 
extended forecast has rains possible until Christmas. So far, the “big wet” has not occurred but the 
unsettled conditions are keeping the industry alert.   

September and October cotton export shipments reached 157,318 tons which has pushed total May 
- October exports to 770,701 tons with China the largest buyer. The weakness in general Chinese 
demand has caused a few bales of the 2018 crop to again appear in merchant offering sheets with 
large gaps in offering levels. 2019 basis levels remain generally firm on a CFR Asia basis.  

INDIA HEADED FOR MUCH SMALLER CROP WHICH MEANS 
INCREASED IMPORTS 

Yields across the key states of Maharashtra and Gujarat continue to disappoint. The most telling sign 
is that growers are not picking 3-5 times as in the past. This has reduced the damage from late 
season pink bollworm but indicates just how poor boll counts were.  National average yields are now 
headed toward the lowest levels in 9-10 years. We expect the 2018/19 crop will reach no more 34 
million bales of 170 kilograms or 25.37 million 480 lb. bales. Arrivals as of December 6th have 
reached only 5,332,966 170 kg bales. Spinners remain hand to mouth buyers as they are uncertain 
over demand levels and face very tight credit conditions.  Spot prices for the S-6 in Gujarat continues 
to move in a 79-81 US cents a lb. range with the Rupee/USD exchange rate quite volatile. Export 
sales are slow except in Pakistan where sales continue to occur due to the low shipping cost.  Indian 
shippers are offering S-6 1 1/8 at 500-600 points on which is not enough discount given the 
aggressive nature of basis levels. 

The sharp drop in the crop size will mean imports later in the season. Given the foreign exchange 
risk and credit tightness we expect the buying to remain hand to mouth. Pakistan remains one of the 
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more active import markets with activity however slowing; last week US discounted lower color 
grades, Indian, West African and Egyptian sold. The shortage of FX and the pending crisis is hurting 
offtake. Fitch’s rating agency lowered the credit rating for Pakistan on Friday with the Rupee/USD 
rate falling back to 139 per USD.    

EAST AFRICA BELT & ROAD PROJECTS HIT DEBT ISSUES 
RAISING CONCERNS 

China has been the largest investor in Africa in history with grand projects announced across the 
continent worth billions of USD. Two showcase projects now have debt problems and it appears 
neither had the proper due diligence. In Ethiopia the Addis Ababa to Djibouti Railway cost over 4.5 
billion USD and is now reported losing money and SINOSURE, the Chinese State-owned issuer of 
belt and road projects, has said it has written off a billion USD in losses already on the railway. 
Ethiopia has been granted an extension in debt repayment from 10 years out to 30 years.  In Kenya 
the Nairobi to Mombasa railway has been hit by losses and scandal. One of the Chinese companies 
operating the railway has been accused of a ticket scam which has denied the company millions.  
Both countries are at the center of China’s investment in a major East African textile and apparel 
complex and export engine. Ethiopia is a very strategic country in African, first, its population is over 
105 million and, secondly, its location. It has also been one of the countries which had attracted the 
largest investment from China. It has attempted to model its government after China with its rigged 
elections in 2015 and the attempt to force an authoritarian rule while focusing on economic growth. 
This worked until 2018, the Economist led its editorial page last week with the theme that the 
“Ethiopian miracle” has run out of steam. It sighted the heavy debt load that has been required for 
that growth with debt now equaling more than 3 years of all exports.  An example is the rail project in 
which the debt to China had to be extended to 30 years.  

In order to deal with the issues and with 80 ethnic groups involved the current government has 
reduced its rigid rules, a new Prime Minster is in place and a promise of free elections has been 
made in 2020. The rights of the ethnic groups are written in the constitution and each has the right to 
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secede. Earlier the authoritarian government stamped out any such effort to secede but now under 
more democratic regime the move by groups to separate is accelerating with an estimated 1.4 million 
people having already been forced from their home by other groups wanting to cleanse their region. 
These conditions and the debt service are raising problems with one of the largest Belt and Road 
investment regions.  It also raises doubts about the success of the current effort by Chinese groups 
to boost cotton production in the country. It adds new risk to the largest announced Chinese 
investment in the fabric sector which is crucial to the textile and apparel industry in the country. In 
Kenya it is about debt service levels and the stress developing between Chinese and Kenyan 
workers. The restriction of the top jobs for Chinese only on the Nairobi-Mombasa railway is causing 
great stress as is the corruption with the project,  

MEXICAN COTTON UNDERCUTTING US OFFERS; VIETNAM 
AND CHINA NOTED BUYERS 

Mexico produced a record cotton crop in 2018/19 as yields exceeded earlier expectations with output 
reaching 1.9 million bales which will result in exports of 700,000 bales or more. These exports are 
direct competitors to US cotton as it is machine picked, 90% irrigated and good quality. Normally 
Mexican is a small specialty growth with exports of 250,000 bales or less. With volume increasing it 
is entering the mainstream and is drawing interest in several markets. China and Vietnam appear to 
be the likely main markets with CFR basis levels drawing the attention of spinners. Middling 1 1/8 is 
offered at 600 on March for January - February shipment which is a sizeable discount to US E/MOT 
1 1/8 at 875 points on and 975 on for Memphis Territory. A large volume of the crop is 1 3/32 and 
those offers are at basis levels nearly half those of the US. Middling 1 3/32 is offered at 450 on 
March which compares to E/MOT at 825 points on while Middling 1 1/16 are offered at 350 on which 
compares to 550 points on for E/MOT.  
 
Mexico is also a source of Strict Low Middling 
color grades, SLM 1 5/32 offers are at 350 
points on March which compares to E/MOT at 
775 points on. SLM 1 1/8 offers at 250 points 
on reflect the most value in that quality 
category; US offers of E/MOT SLM 1 1/8 offers 
are at 675 points on and Greek at 725 points 
on. Mexican yields in Coahuila and Durango 
have averaged 9.7 bales per hectare or equal 
to 1,881 lbs. per acre which compares to the 
average California upland yield of 1,910 lbs. 
per acre. Average yields in Chihuahua reached 
7.5 bales per hectare or about 1455 pounds 
per acre which is almost identical to the 
Arizona average yield of 1450 lbs. This is the 
largest cotton producing area with output 
approaching 1.3 million Bales.  

EVIDENCE OF CHINA’S ECONOMIC SLOWDOWN EXPANDING 
AS TRADE WAR OLIVE BRANCH MOVES MARKETS LITTLE 

Gone are the days when either Beijing or Washington can move prices on a tweet or a small 
symbolic purchase. Over the past couple of weeks’ it has been amazing how the moves of 
Washington or Beijing have failed to restore confidence whether it be in equity or commodity 
markets. For China the continued exposure of the hacking or spying practices of its state companies 

!8

http://jerniganglobal.com


DECEMBER 17, 2018 JERNIGANGLOBAL.COM ISSUE NO. 2387 

or government agencies are undermining its greatest allies in the West and making the markets want 
confirmed actions not just talk and grand announcements.  All old China hands remember the efforts 
of China to always get an upper hand in negotiations but the spying network which has been 
exposed gives no one confidence in almost any dealing. Over the last week it has been confirmed by 
US intelligence that the massive breach in Marriott data was done by a Chinese state group which 
gave it access to millions of traveling executives’ credit card, passport and other data. Given the 
massive network of hotels in the Starwood program in China it could be used for a further security 
crackdown and for blackmail purposes. This meant this breach was personal to millions of US and 
international business people. This hacking has been exposed to the public just as the Huawei 
scandal continues. China has retaliated with the arrest of two Canadian citizens, one a diplomate 
and the other a businessman. Unlike the Meng case in Canada the exact whereabouts of the two 
citizens is unknown and they have been unseen. This has halted much of the travel of Canadian and 
US executives to China. 
 
Then China has threatened Canada with 
harsh retaliation for the Meng arrest with 
warnings Canada would pay. The Chinese 
media ignored that Meng was released on 
bail and is under house arrest with TV 
cameras showing her receiving well wishes 
from local Chinese in her family mansion in 
Vancouver. Canada exported 8.1 billion 
USD of agriculture products to China in 
2017, mainly canola and canola products, 
soybeans, peas and beef. Little comment 
has emerged on the effect of the current 
drama on sales or shipment. The Huawei 
drama has brought to light the issues 
surrounding the bankruptcy of the 
Canadian tech company, Nortel, in 2009, 
with the press suggesting this was caused 
by Huawei as the company collapsed following a hack that infiltrated its network and equipment. The 
hack was traced to Chinese hackers IP address and Nortel equipment was founded infected with 
malware. Both Canada and New Zealand have been very early targets for massive Chinese 
influence and investment. Both are liberal open democratic society with easy immigration. Nearly a 
half million ethnic Chinese live in Vancouver which has made it easy for spying and influence. It is 
also the region where an estimated 5 billion USD has been laundered from illegal Chinese sources in 
local Real Estate between 2012 and 2016. In New Zealand the country is mired in excessive 
Chinese influence in its universities and business and a host of controversies.  

Against this backdrop world headlines last week featured a major crackdown on Christian churches 
by Chinese officials. On Sunday China police attacked the largest Protestant church in Beijing, the 
Early Rain Protestant Church, arresting members and its leading Pastor. The church is very well 
known and its Pastor has visited the US and met President G W Bush. China has 60 to 100 million 
Protestant Christians and this arrest has drawn attention to the persecution of the church in China. 
This follows the disappearance of a leading Catholic priest even after the Vatican reached an 
agreement with Beijing only to see the agreement not honored after a few months. This type of 
behavior has only served to undermine the Trump Administration work to reach a clean trade deal. 
The US Senate passed the Reciprocal Access to Tibet act which denies entry to the US Chinese 
officials who prevent US diplomats or journalist from entering Tibet. These same Senators are 
working on bills regarding Xinjiang and Christian persecution and banning Huawei from the US. A 
new scandal is opening focused on Hangzhou Hikusion Digital Technology which is controlled by the 
Chinese government and its sales of surveillance equipment to many key US industries.  
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Considering all these troubling events, the hopes of a major trade deal have been much more 
difficult. Washington has again been lacking on details, especially for the US agriculture sector. No 
clear opening in agriculture trade has occurred. Regarding soybeans, China has issued a number of 
press releases and has made a few small purchases of US soybeans for January shipment but the 
purchases were by state groups for the state Reserve. The soybean market has been unimpressed 
and has not rallied as the details are lacking regarding any general lifting of the 25% duty. According 
to one respected grain expert it appears the USDA has calculated additional Chinese purchases of 
approximately 10 MMT just to meet the current USDA estimate. Purchases of near 20 MMT are 
needed to alter supply and demand to the point where prices are impacted. So far purchases have 
lacked any shock and awe. Each passing day closes the window further before the availability of the 
large Brazilian crop. 

For cotton the news is even worst, no discussion of any detail has emerged either of the lifting of the 
25% duty or inquiry from the Reserve for any purchase. This is simply shocking with the complete 
silence from the US side just as amazing.  For the Chinese the trade truce has been a clear winner in 
the cotton, textile and apparel since US textile and apparel imports from China continue and the 
threat of a 25% tariff on the apparel imports have been delayed at least until March 1st and little US 
cotton is being purchased. The US imported near 4.5 billion USD of textiles and apparel from China 
in October vs cotton exports of less than 100 million USD.  For the moment on the US side the focus 
is on the much broader geopolitical issues with agriculture trade falling to a side issue.  Even then 
soybeans are the focus with cotton very much a minor issue which is getting almost no real attention. 

Meanwhile, the Chinese economy is showing further signs of weakening. The broader issues 
discussed earlier are contributing to more and more decisions being made to move supply chains out 
of China. For the Tech industries the fear of hacking or installation of malware, real or imagined, has 
cast a shadow over every Chinese made product. Go Pro announced last week that all US bound 
products would be made outside of China by the summer of 2019. Even Apple has announced a new 
billion dollar facility in Austin, Texas along with major work centers in San Diego, Seattle and Culver 
City, California.  China imports of many key commodities fell sharply in November, such as refined oil 
products -25%, iron ore    -8.8%, coal -15% and copper -3%.  New car sales in China fell by 14% in 
November which was the sixth consecutive monthly decline. Foreign direct investment has fallen 
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sharply with January – November investment down 26.3% YOY which marks a dramatic change. 
Retail sales growth in November were below expectations at 8.1% which was the slowest since 
November 2008. 

Cotton demand last week showed no signs of improvement in China. Polyester staple fiber prices 
were stable with limited movement as producers attempt to control production to avoid any greater 
decline. Chinese cotton prices also showed limited movement with holders of inventory showing no 
signs of panic. The domestic crop of 2018/19 appears to have totaled near 26 million 480 lb. bales.  

ICE FUTURES EXPERIENCED LIMITED PRICE MOVEMENT AS 
DEMAND CONCERNS CONTINUE 

The USDA WASDE report failed to stimulate any real movement as supply side cuts were more than 
offset by an even larger cut in consumption. All attention was focused on the US/China trade dispute 
which continued void of any change in the reopening of the Chinese market to US cotton. Demand 
worries continue for China and have expanded as additional economic data was released. In 
addition, the concern over demand has expanded to the world’s largest consuming retail market at 
retail, the European Union, which appears to be headed toward a recession. Spinners urgency to 
cover needs has been reduced by the aggressive basis wars now underway by merchants to secure 
offtake. The futures have also increased their US centric focus as the US faces a significant burden 
with exports. The USDA export targets for the US are very difficult with sales and shipments of over 2 
million bales to China and 1.5 - 1.75 million bales to Turkey needed for the target to be reached.  
Both are in doubt as we near the half way point in the season. Therefore, we have been talking about 
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the importance of each passing day that China does not either announce a lifting of the extra duty on 
US cotton or a reserve purchase and the issuance of a trade finance package for cotton to Turkey.  
 
While we expect the smaller Indian crop to 
mean a sharp increase in Indian imports late in 
the 2018/19 season and into early 19/20 the 
fear is that much of this demand could be filled 
by Brazilian 2018 and record 2019 crops. The 
US faces major competition from Brazilian, 
Argentina, Greek, Central Asian and a larger 
West African crop. The Brazilian and Argentina 
competition is from a much larger crop, 
domestic consumption is weaker in Central 
Asia even with a lower crop and has pushed 
cotton to export and the Greek crop which 
normally would have gone to Turkey is being 
forced to go to other markets. These conditions 
mean US sales to China and Turkey are 
crucial. We have seen no effort to aid Turkish 
mills despite their importance to the US and its 
importance as a consuming market, this is 
extremely troubling to the export outlook.  

With the Trump administration forced to focus on the major macro issues with China which must be 
addressed then agriculture trade is only getting broad attention as a side item and details are not 
being focused on. The details of agriculture trade, and cotton trade specifically, are getting little 
attention amid the broad issues being focused on. Without the US trade taking leadership on this it 
appears it is left up to Beijing to open access under its terms. This is not very reassuring for the 
cotton industry. We simply do not know if the duty will be lifted at all in this truce period ahead of the 
March 1st deadline or a duty rebate will be applied for the period or cotton is simply not covered in the 
talks.  So far we have not seen any actual mention of cotton in official communiqués but only 
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agriculture products in general.  The intentions of the Reserve regarding a large US purchase remain 
unknown. As the week ended the entire US market appeared to have limited confidence on the 
outcome of the Chinese/US talks. Soybeans, the benchmark for the agriculture complex, closed 
lower Friday and closed lower for the week. The US equity markets closed lower Friday with large 
fund outflows out of US markets noted last week, US stock funds had their largest weekly outflow on 
record last week.  March cotton closed lower for the week with the technical chart pattern looking 
quite negative. Amid these conditions we fear prices could head lower without some clear 
communication that address US Ag exports which we have hoped for but has not occurred.    

Jernigan Commodities Global, LLC and its offer of services, whether given orally or in writing or in electronic form, has been prepared for information purposes 
only. This newsletter may contain statements, opinions, estimates and projections provided in respect of future periods. Such statements, opinions, estimates 
and projections reflect various assumptions concerning future results, which may or may not prove to be correct. As a result, no representation, warranty or 
undertaking, expressed or implied, is or will be made or given in relation to the accuracy of any such statement made in this brochure. In particular, but without 
limitation, no representation or warranty, is given as to the achievement or reasonableness of future projections or the assumptions underlying them, 
management targets, valuation, opinions, prospects and returns, if any. Consequently the recipient of this newsletter must make their own investigations and 
must satisfy themselves as to the particular needs of the recipient and seek professional independent advice. Jernigan Commodities Global, LLC disclaims all 
liability at law and in equity from any and all damages, loss, claims, liability, costs and expenses of whatever nature arising directly or indirectly out of any act, 
omission or decision made by the recipient in reliance upon this brochure or any statements made by any director, officer, employee or agent of Jernigan 
Commodities Global, LLC. 
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