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World and Foreign Cotton Situation for 1999/2000

The world cotton Stuation for 1999/2000 is characterized by higher production, consumption and trade, and
lower ending stocks. While the average world price A-index for the period August 1999-January 2000 fell
by more than 11 cents per pound from the preceding marketing year, the monthly average price for January
2000 is nearly 8 percent higher than the previous month, reversing the faling trend of the previous 7 months.
World consumption is estimated at 88.5 million baes, up 3.9 percent from last season, and world production
isestimated at 86.9 million baes, up 2.8 percent from ayear ago. Ending stocks are estimated to fal to 40.3
million bales, reverang the rigng trend of the previous 5 years.

Foreign Area, Yield and Production

Three developments characterize world production in 1999/2000: the rebound in the U.S. crop, the decline
in China s production, and the surge in yields in Centrd and Southern Asa. The U.S. rebound from the
previous year’ s drought-reduced crop was quite Sgnificant, but the largest year-to-year changein world
cotton production in 1999/2000 occurred in China. The current marketing year marks a momentous change
in China s cotton policy: as guaranteed government procurement prices came to an end, cotton producers
and consumers began to look to the market for price Sgnds, a the same time, authorization of multiple
purchasing agents ended the government cooperative’ s monopoly on procurement from farmers.

Procurement prices had dready been faling before this year’ s reforms, but the trangition to the new policy
brought further sharp reductions. Cotton producersin China gpparently correctly divined the likely price
trend, and planted substantialy less cotton in 1999/2000 than the year before; areain Chinafell 700,000
hectaresto itslowest level Snce 1962. As has s0 often been the case over the last decade, area shrinkage
was largely confined to lower yidding regions. Xinjiang, China s highest yielding region, reduced its areallittle,
if & al, and China s nationd average yield rose from ayear earlier to its second highest level ever. Chind's
crop dropped 3.1 million bales compared with a year earlier, dipping below 19 million baesfor only the
second time during the 1990's.

While the effects of lower prices and shifting weether helped lower production from the year beforein
Mexico, Argenting, and Audtrdia, the most sgnificant foreign changes outside of Chinain 1999/2000 were
yield and production increases across a number of countries.

Like China, Pakigtan’s cotton sector saw ggnificant policy innovations during 1999/2000, as the government
responded to a production increase of 1.9 million baes from the year before. Yields soared in Pakistan
during 1999/2000, reaching aleve previoudy exceeded only during a brief window early in the 1990's,
before a set of high-yidding varieties was overwhelmed by lesf-curl virus. More recently, yields during the


https://core.ac.uk/display/6408105?utm_source=pdf&utm_medium=banner&utm_campaign=pdf-decoration-v1

last few years have aso suffered due to a succession of problems including whitefly, heliothis, and fog. During
1999/2000, yields rose 25 percent from the preceding year’s low level; factors supporting yields included
more widespread use of new varieties and better application of higher quality inputs. In addition, weather
conditions appear to have been particularly felicitous, as evidenced by extraordinary yiddsin India's Punjab,
and across much of Centra Asia. With early-season arrivals surpassing year-ago levels by an even larger
margin, Pakisgtan’'s government felt obliged to revive a program of government cotton purchases.

Uzbekistan and Turkmenistan both reported surprising yield gains during 1999/2000, and together increased
their production 950,000 baes from the year before. Yields rose 26 percent in Turkmenistan and 14 percent
in Uzbekigtan. According to Turkmenistan's government, seed cotton arrivas this year suggest an even larger
yield gain, but most observers are awaiting additiona confirmation before accepting the possibility thet yields
there have returned to levels last seen during the early 1990's. Turkmenistan has reportedly privatized some
portions of its agriculture, and 1999/2000 marked its third consecutive yield increase. Information from
Turkmenistan is not widely available, but the improving trend in cotton yields, and in whest yidds, suggeststhe
agricultural sector’s deterioration there has at least halted, if not reversed.

In Uzbekigtan, this year’ syield gain was less dramatic, but sill took many observers by surprise. Like
Turkmenistan, Uzbekistan has essentialy maintained its cotton area congtant for the last 4 years, in contrast to
aprecipitous decline during the early 1990's. Similarly, yields have generdly stabilized in recent years after a
prolonged decline. While both countries have made consderably less progress toward privatization than, for
example, much of Central Europe, both seem to have completed at least some phase of their cotton sector’s
adjustment to the post-Soviet era. However, with no obvious technica or policy developments during the
year that could have accounted for their yied gains, its seems reasonable to ascribe much of their good
fortune to westher.

India’s production rose about 300,000 bales from the year before in 1999/2000, despite the extraordinarily
late onset of the monsoon in Gujurat, one of the mgjor producing sates. Excellent conditionsin Punjab and
Haryana have resulted in yieds estimated to be 50 to 100 percent higher than the year before, more than
offsetting Gujurat’s downturn, and rounding out South and Central Asid s gpparent good fortune with weether
and yieldsin 1999/2000.

Among other producers. production in West Africa s Franc Zone in 1999/2000 was essentialy unchanged
from the year before as yidds failed to rebound from 1998/99's loss, but crops increased by about 100,000
baes each in Sudan, Kazakhstan, Spain, Turkey, Brazil, and Greece, largely due to improved yields.

Foreign Consumption, Trade, and Ending Stocks

Foreign cotton consumption is estimated to increase sgnificantly this season and reach arecord 78.3 million
baes. Thisisan increase from the previous year of 4.7 percent, and isthe largest year-to-year growth since
1986. Severd factors have contributed to the increase in foreign cotton consumption, including continued
recovery in the world's economies following the Asan financid criss. Faling prices, which have reached ther
lowest levels since 1986, have aso boosted demand for cotton fiber. In addition, reformsimplemented in
Chind s textile and cotton industry are expected to boost consumption there by 3.5 percent, reversing the
previous year's reduction of 4.8 percent.




According to Oxford Economic Forecasting, world economic growth is estimated at 2.5 percent in 1999 and
3.3 percent in 2000. While world economic growth for 1999 is less than the previous 4-year average of 2.8,
it is greater than the previous year's GDP of 1.8 percent. Southeast Asa's GDP is estimated to rebound
strongly in 1999 to 3.2 percent from the previous year’ s decline of 6.2 percent, and the rest of Agais
expected to grow by more than 5 percent. Japan is expected to recover from negative growth of 2.5 percent
in 199810 0.9 and 1.7 percent in 1999 and 2000, respectively.

Contraction in the economies of severa South American countries will dampen economic growth in Latin
Americato -0.6 percent in 1999, dthough Brazil will post adightly positive GDP of 0.3 percent. The
countries of the former Soviet Union are also expected to contract to -0.6 percent in 1999. In 2000,
however, both Latin America and the countries of the former Soviet Union are expected to post positive GDP
of 1.4 and 2.7 percent, respectively.

Foreilgn consumption increases in the mgjor cotton-producing countries of Ching, Indiaand Pakistan are
expected to comprise 55 percent of worldwide growth in consumption, whereas increasesin Turkey, Brazil
and Southeast Asia, will comprise 35 percent of worldwide consumption growth. Imports are expected to
grow commensurate with consumption with the grestest year-to-year increase in Mexico of 600,000 bales or
41 percent. Increased importsin Brazil, Southeast Asa and Turkey, combined with Mexico, will account for
worldwide import growth of 1.7 million baes from the previous year.

Increased exports by the United States and China currently dominate the world trade picture. China's
transformation, beginning in April 1998, from net importer to net exporter is perhaps the sngle most
sgnificant factor underlying the decline in world prices through the end of cdendar 1999. This change came
about as aresult of agovernment decision to stop supporting interna cotton prices above world market-
clearing leves, apractice which had resulted in an accumulation of 42 percent of the world's cotton stocks by
1998/99. With the new floating procurement pricesin place for the 1999 crop, and partid government
subsidies available to help dispose of higher-priced 1998 crop, USDA currently estimates China’s cotton
exports a 1.2 million balesthis season. The combination of lower Chinese production, higher consumption
and exports, and limited imports, is expected to reduce China s socks by nearly 4 million bales or 23 percent
from the previous year.

The change in Chind s net trade position and resulting drawdown in stocks has had negative impacts for other
foreign countries. Asaresult of the Asan financid criss, which depressed domestic consumption and limited
the export market for textile products, ending stocks in many countries rose in 1998/99. While foreign stocks
are expected to fal to 35.9 million bales or 5 percent from the previous year, foreign stocks outsde China are
expected to increase 2 million baes, or 10 percent from the previous year. India, Pakistan and Brazil will
account for 44 percent of foreign growth in ending stocks outside China.

U.S. Cotton Situation for 1999/2000

U.S. Area, Yield, and Production

U.S. cotton production in 1999/00 is currently estimated at 16.95 million bales, compared with last season’'s
13.9-million-bae crop. The U.S. production increase was the result of gains in planted acreage and higher
harvested areathan ayear ago. Yields, however, were below those of 1998/99. Planted area of nearly 14.9
million acres was 11 percent above the previous season and the second largest since the early 1960's. During




1999, cotton acreage in each State equaled or exceeded that of the preceding year as depressed prices for
dternaive crops and the safety net supplied by the marketing loan program proved favorable for cotton.
Upland area expanded from 13.1 million acresto nearly 14.6 million. In contrast, 1999 extra-long staple
(ELS) acreage decreased from 328,000 to 290,000 acres. While conditions seemed more favorable this
season, a persstent drought across much of the Cotton Belt and damage from hurricane activity forced U.S.
producers to abandon 10 percent of the area planted, half of the percentage abandoned in 1998. Egtimated
harvested area of 13.4 million acres reflects a 25-percent increase in areafrom 1998/99.  And with the
higher harvested acreage, the nationa yield of 608 pounds per harvested acre fell for the third consecutive
season and isthe lowest since 1995.

Upland production is estimated a 16.3 million baes this season, but with an average yield of only 596 pounds
per harvested acre. U.S. upland production was significantly above last season, but only three of the four
cotton regions produced a larger crop than in 1998/99. The exception in 1999 was the Southeast region,
where drought and hurricane damage took its toll on the crop there. Despite an increase in area, higtorically
high abandonment and alow regiond yield produced a Southeast crop of only 3.6 million bales, the smallest
since 1993. Theregion'syield averaged 538 pounds per harvested acre and was the lowest in 9 years.

In the Ddlta, cotton planted area reversed its 3-year decline as 3.7 million acres were planted in 1999. The
lack of aternative crop progpects led to a 500,000-acre increasein plantings. Coupled with a higher--but
dtill below average--yidd of 667 pounds per harvested acre, Delta production rose nearly 1 million baes from
last season to 5.1 million. For the Southwest, upland area increased 10 percent to 6.4 million acresin
1999/00. However, drought conditions in this region reduced harvested areato 5.3 million acres, but still well
above lagt season’s 3.4 million harvested acres. Asaresult, yields in the Southwest were reduced to 474
pounds which produced an upland crop of 5.2 million baes, the second largest in 6 years. Inthe West,
upland area fdl dightly in 1999 as more cotton was planted to EL S in the region. Upland acreage remained
below amillion acres for the second consecutive year, the lowest in over 30 years. However, yields
improved significantly from last season’ s weather-reduced yield of 949 pounds per harvested acre to 1,200
pounds this season. Asaresult, the upland crop in the West exceeded 2.3 million baes, ill below the 5-year
average.

Meanwhile, EL'S cotton production is estimated at arecord 696,000 balesin 1999/00. Theriseinthe ELS
crop is attributable to an increase in both harvested areaand yields. Harvested area totaled 288,000 acres
while the EL S yield averaged a record 1,159 pounds per harvested acre. Caifornia continues to increase its
dominance of the EL'S crop, accounting for nearly 90 percent of the 1999/00 production.

U.S. Mill Use, 1999/00

U.S. cotton mill demand is projected to decline in 1999/00 despite the continued growth in the U.S. retall
market for cotton products. Filling much of this consumer demand, however, are less expensive imported
textile products from around the world. Due to the continued effects of the Asan criss and the ongoing trade
liberdization of textile and gppard products, therisein U.S. textile importsis outpacing the gain in exports.
And as aresult of these rising imports, U.S. mills have been forced to curtall production somewhet to dleviate
the buildup of inventories.

U.S. cotton mill useis expected to decline this season to 10.2 million bales, 2 percent or 200,000 bales below
1998/99. Upland mill useis projected to reach 10 million bales while EL S consumption is expected to



approach 160,000 bales. During the first 5 months of 1999/00, data from the Department of Commerce
indicate that U.S. mills used 4.2 million bales of cotton, about 3 percent below the comparable period for
1998/99. And despite adow sart, the seasondly adjusted annual rate (SAAR) of cotton consumption has
averaged over 10.1 million bales for the August through December period, with the latest available month
reaching a SAAR of 10.3 million bales.

A projected dower growth in the U.S. economy, reduced denim production, and the rising textile imports,
which have widened the cotton textile trade deficit, will help moderate mill use again this season. And despite
risng manmade fiber prices being reported, manmade fiber usage has risen this season. Asaresult, cotton’'s
share on the cotton spinning system during the first 5 months of 1999/00 has averaged 78.5 percent
compared with 79.3 percent for the entire 1998/99 season.

U.S. cotton textile imports, textile exports, and the net trade deficit al rosein caendar 1999. Cotton textile
importsincreased nearly 11 percent and exceeded 6.5 hillion pounds, or the equivadent of 13.5 million bales
of raw cotton. On the other hand, U.S. cotton textile exportsin 1999 gained over 6 percent reaching
approximately 2.1 hillion pounds, or the equivaent of 4.3 million bales of cotton. And as aresult, the cotton
textile trade deficit has risen substantiadly for the third consecutive year to a new record of more than 9-
million-bae equivaents of raw cotton. Intotd, U.S. consumers purchased the equivadent of 19.5 million baes
of cotton in calendar 1999, which indicated asmilar per capita consumption of cotton of 34 pounds asin
1998, the highest in 55 years.

U.S. Exports, 1999/00

Unlike mill consumption, U.S. cotton exports are projected to rebound this season. U.S. exports are forecast
to jump over 2 million bales from last season’s dismd shipment level to reach 6.4 million. Upland exports are
projected at 6 million bales while ELS shipments are expected to reach 375,000 balesin 1999/00. Despite
strong competition from other mgjor exporters, the U.S. share of the globa export market is expected to
return closer to the long-term average. Based on the current projections, the U.S. share of world cotton trade
Is estimated at 24.2 percent, well above |last season’s 18.4 percent and areatively strong level when China--
as forecast this season--is not a net importer of cotton.

During the firgt half of 1999/00, U.S. cotton exports totaled about 2.6 million bales, or a shipment average of
95,000 bales per week. With only 40 percent of the forecasted exports shipped, U.S. exports for the last
half of the season need to average 154,000 bales per week. Meanwhile, commitments (shipments plus
outstanding sales) at the halfway point stood at 6.2 million bales, or 97 percent of the forecast. However,
sdes beyond the 6.4-million-bae level are needed as some sdes are traditionaly “rolled over” to the new
season. But, unlike last season, these remaining export sales will have the availability of the Step 2
competitiveness program. The Step 2 program, which provides payments to users and exporters of U.S.
cotton as needed to improve price competitiveness, was reingtated last October and extended through July
2003.

Theincreasein U.S. exports-—-at atime when excess foreign supplies are preva ent--is attributable to severa
key factors. A much-improved worldwide demand for cotton coincided with arisein the U.S. crop, which
has provided plentiful suppliesfor the export market, including increased production of short-staple export
type cottons. In addition, two U.S. government programs-the marketing loan and the Step 2 payments-have
supported U.S. export competitiveness. Merchants expectations of Step 2 reauthorization permitted them to



compete as world pricesfdl in the first haf of the season under pressure from China s sdes, a atime when
some mgor competitors were less aggressive sdlers. At the same time, the marketing loan program, for
which differentials reached a record of nearly 22 cents per pound, encouraged U.S. producersto actively
market their cotton, rather than delay in the hope of aturn-around in prices.

U.S. Imports, Ending Stocks, and Farm Income, 1999/00

While the legidation that revived the Step 2 program aso made some changes to the Step 3 program, the
effects are expected to be negliable this season. The Step 3 trigger mechanism was shortened but a season
limit on raw cotton imports was added. The import limitation equals 5-weeks consumption of upland cotton
by domestic mills at the seasondly adjusted average rate of the 3 months immediatdy preceding the first
specia import quota established in the marketing year. Currently, raw cotton imports of less than 100,000
bales are projected for the season, well below last season’ s imports, which gpproached 450,000 bales and
were largdly the result of the smdl 1998 U.S. crop which was lacking in certain qualities of cotton needed by
U.S mills

Despite projections of tota demand for U.S. cotton rebounding 13 percent from 1998/99 to 16.6 million
baes, the gain in production this season is expected to more than offset higher demand and thus boost stocks
from beginning levels. Currently, U.S. cotton stocks at the end of 1999/00 are forecast to be 4.4 million
bales. Although the actual stock level is 500,000 baes above the previous season, the ratio of ending stocks
to total useisvirtualy unchanged a 26.5 percent.

Government payments are insrumentd in supporting farm income this season. At the August-December
average farm price of 44.9 cents per pound, gross farm recel pts from market sources will reach only $4.1
billion, the lowest in ten years. However, when government payments are added, including contract payments
and marketing loan benefits (but excluding Step 2 payments), gross cotton farm income rises to $6.7 hillion,
above last season but below the 1997/98 level. Looking at returns on anet bag's, the combination of
1999/2000's low market prices and low yields results in amarket income below estimated variable costs.
Adding government payments raises net returns to an estimated $150 per planted acre, the lowest level since
1995/96.

World and Foreign Cotton Outlook for 2000/2001

USDA’s early projections show lower foreign, but higher U.S. production for next season. World
consumption is likely to continue to rise and reach arecord 89-91 million bales, and thereis good potential for
the United States to capture a very competitive share of the world export market. The scenario that we
envison, which is based on norma weather and crop conditions, results in lower world stocks &t the end of
the season, with U.S. stocksrising. Chinaisforecast to revert to anet importer by a modest margin,
following two yearsin which tota exports reached a cumulative tota of 1.8 million bales.

Foreign Production for 2000/2001

In 2000/2001, world production islikely to total between 84 and 86 million bales, or between 2 percent and
3.5 percent lower than during the year before. With U.S. production rising, foreign production is foreseen
between 65 and 67 million bales. Foreign production is expected to decline 2 to 4 million baes from the year
before in 2000/2001 as China s producers respond to lower procurement prices, yields return to normal in
Centra Asaand Pakistan, and low world prices during the first half of 1999/2000 discourage 2000/2001
production in a number of countries.




It isalongstanding truism that inflation-adjusted prices for cotton and other farm and unprocessed products
fal over time, but 1999/2000's price devel opments were remarkable nonetheless. With the A-index
averaging 47.7 cents for the marketing year through January, it has averaged to date 34 percent below the
index’ s inflation-adjusted average for the 1985/86 marketing year, and, if unchanged during the rest of yesr,
appears on track to mark the second consecutive year below this previous nadir. Some decline in foreign
area seems likely in such circumstances, but currently, only a modest decline in foreign area and production is
foreseen.

Based on its year-to-date level, the A-index in 1999/2000, in inflation-adjusted terms, has fdlen for itsfifth
consecutive year, a string of declines last pproached during the first haf of the 1980's. Looking back at that
time, it isdifficult to discern aforeign area price response during that period--most of the decline at thet time
occurred in China, which was far less integrated into world markets than today and had interna reasons for
dradticdly reducing area. Conceivably, the surge and decline in China s area during the first half of the 1980's
was a government-coordinated attempt to respond to the world price signas of the last half of the 1970's and
early 1980's, but that il leaves a price response from the rest of the world during that period that was not
particularly strong.

During two other periods that followed declining prices (1975/76-76/77 and 1992/93-94/95), foreign area
outside of China declined by about 10 percent. Given that recent price changes have been of comparable
magnitude to those earlier, one could hypothesize aforeign area of 24.5 million to 25.5 million hectares for
2000/2001. However, based on asurvey of Foreign Agricultural Service attaches, USDA andysisin
Washington, and higtorical trends for countries lacking attache reporting, USDA currently foresees
2000/2001 areato total between 26 and 27 million hectares. In comparison, the Internationa Cotton
Advisory Committee forecasts foreign area to be even higher, exceeding 27 million hectares. Clearly,
according to more than one source, foreign production in 2000/2001 is not expected to decline as strongly as
during the mid-1970's and early 1990's. As has sometimes been the case in the past, low levels for
competing crop prices, supportive government policies in some countries, and random shocks are expected to
partly mute the world' s area response to 1999/2000's precipitous declinein prices.

Chinasareaiis likely to decline in 2000/2001 despite recently recovering pricesthere. While competing crop
prices are weak in China, the effects of 1999/2000's reforms and drastic price decline will continue to unfold,
and production could range between 16 and 17 million baes even if yields maintain their strength of recent
years.

Lower production isaso likely across much of Central and Southern Asia as yields revert to mean levels.
While technica advances probably improved 1998-crop yidds in Pakistan and Turkmenistan, geographic
proximity suggests that favorable weather was a mgor factor raising yields across the region extending from
India s Punjab north to Uzbekistan and Turkmenistan, and al of the affected countries are thus likely to face
more average circumstances in 2000/2001.

Together, Turkmenistan and Uzbekistan could produce about 500,000 bales less than the year before in
2000/2001, as their production falls from 6.5 million bales back to 6.0 million, its average over 1997/98-
1999/2000. In India, in addition to the possibility of lower yieldsin Punjab and Haryana, area planted to
cotton islikdly to fal since prices have fdlen, and stocks are expected to rise. Areacould even declinein
Pakigtan, dbeit by a dight amount, following low prices, and, with Pakistan’s yields dropping closer to recent



averages, Pakistan and India could together produce about 2 million bales less cotton than the year beforein
2000/2001.

Elsawhere in the world, areais likely to be down in Mexico, traditiondly a country highly responsve to world
price changes, but there are few remaining obvious candidates for lower area given the circumstances peculiar
to each of the mgjor producers.

Turkey’s areawould not necessarily be expected to change, given that the Southeast region’ s decades-
panning irrigation development project is steadily bringing new areainto production, offsetting declinesin
traditiona cotton growing regions. Similarly, Audtrdid sirrigated area seems to fluctuate more in reponse to
the availability of irrigation supplies--which are expected to be good in 2000/2001--than in response to
declinesin world prices. Nearly every year ssemsto bring news of newly irrigated cotton areas opening up in
Augraia. And Africa s Franc Zone aso has been on an upward trend, responding to lower prices over the
long run with pausesin expansion rather than with area contractions. Finaly, Brazil has been on an upward
trend in recent years, and with government support for agriculture, new highly-productive regions increasingly
investing in cotton, and an earlier devauation that has improved the competitiveness of its textile industry and
economy in generd, areversa isnot widely foreseen for Brazil’ s area and production in 2000/2001.

Foreign Consumption and Trade in 2000/2001

World cotton consumption is forecast to increase 1.5-2.0 percent from its year earlier level dueto the lagged
effect of very low prices. Thiswould bring consumption above the peek achieved in 1996/97 before the
Asan financid criss. Stronger projected world GDP of more than 3 percent in 2000 and 2001 supports the
rise in consumption, as does the current more favorable relationship of cotton prices to those of manmade
fibers. Inthelonger run, adower rate of consumption growth is expected, but 2000/2001 is expected to be
dightly above average due to lagged cotton prices and recovering economic prospects in several markets.
While the U.S. economy islikely to dow as 1999/2000 moves into 2000/2001, improvement is expected for
much of the rest of the world.

Recent reports suggest Italy’ s textile industry has shown signs of recovery in recent months, such that the
European Union's cotton consumption could perhaps stabilize, rather than fal for athird consecutive yeer.
Smilarly, while Russia s late-1998 devduation wasinitidly disruptive, the prospect of the first notable GDP
increase in more than a decade--now that the currency’ s correction has been internalized--suggests better
prospects for cotton textilesin Russa. In neither case is a substantia increase likely, but the world
consumption totd isless likely to be burdened with declines in these regions as has been the case in recent
years.

In China, the return of the textile sector to profitability has reduced the emphasis on the spindle-reduction
program of the last few years. The textile industry’ sinput cogts in 2000/2001 will certainly be below pre-
reform levels, and a second year of consumption growth islikely for the world' s largest consumer. Both
larger textile exports and increased domestic demand are likely to boost cotton consumption. China's GDP
growth is expected to reach 8.6 percent in 2001, compared with 7.7 percent in 2000 and 7.1 percent in
1999; rising incomes will, in turn, raise consumer demand for textiles and improve prospects for globa cotton
consumption.



Chind s net trade position will continue to play a pivotd role in the world cotton Situation, as it has the past
severd seasons, and uncertainties about Chind s policies and statistics cloud the outlook. We project that
consumption will exceed production for the second consecutive year—with China s cotton



mill use rising, 2000/01 consumption of roughly 21 million baes is anticipated to exceed production by 4 to 5
million bales.

China could meet this need by: (1) releasing stocks from the government-held inventory; (2) increasing quotas
to dlow foreign imports and/or (3) forcing textile mills to operate with less cotton.  Given the importance of
China stextile industry to its domestic economy and foreign trade, we deem it unlikely that the government
would permit a serious cotton shortage to develop. On the other hand, we also believe that central
government decisons to incur the consderable cost of releasing cotton from stocks may lag the expanding
requirements of China'smills. Thisleads usto the concluson that Chinais likely to be a modest net importer
of cotton in the 2000/01 season.

With decreased world production and increased consumption, world ending stocks are forecast to fal 8to 16
percent, to 34-37 million bales. China s stocks are forecast to fal by nearly 4 million baes, accounting for the
majority of the reduction in world stocks.

U.S. Cotton Outlook for 2000/2001

U.S. Area, Yield and Production, 2000/2001

Preiminary estimates for 2000 U.S. area suggest an increase to 15.0-15.5 million acres, including about
250,000 acres of EL S cotton. With anorma weather assumption, an abandonment rate of about 7-8 percent
IS projected, about equa to the 1990's average. A nationa average yield of 630-635 pounds per harvested
acreisapplied. Thisyidd projection, which isbelow the long-run trend, reflects the recent stagnation in U.S.
yidds overdl and alarger share of totd areain the lower-yielding Southwest region. Combining these
projections resultsin the production range of about 18.0-19.0 million bales. However, thisisat best an
indicator of direction, given the uncertainties surrounding producers  planting intentions and likely yied
variations across the Cotton Belt. USDA’s survey of producers planting intentions will be published on
March 31.

Both gatistica andys's and anecdotd evidence suggest that cotton planted areawill rise dightly from 1999's
14.86 million acres. An arearesponse modd developed by USDA'’ s Economic Research Service indicates
that plantings may increase by about 500,000 acres in the spring of 2000. The mode projects shiftsin
acreage based on a comparison of the prices producers expect for cotton and aternative crops (see the
Cotton and Wool Stuation and Outlook Yearbook, USDA, November 1999). These effective prices are
based on the current vaues of 2000-crop futures prices plus any anticipated marketing loan benefits. For
example, as of February 1, the model assumed that producers were expecting a 2000 cotton price of 68
cents per pound, including the December 2000 futures price plus an anticipated marketing loan gain of 10
cents per pound.

Using the same methodology, producers expected only about 64 cents per pound for the 1999 crop in the
spring of 1999. While year-to-year changes for adternative crops, such as corn, grain sorghum, and soybeans,
were a0 poditive, dternative crop prices have not risen sufficiently to offset the increase for cotton. Thus, the
model projects asmal net area shift to cotton, confirming recent survey estimates by the Nationa Cotton
Council and others. Increases are expected for dl regions of the Cotton Belt, but EL S planted acreageis
expected to decline due to the price-depressing effects of the recent accumulation of surplus stocks. This



area projection would be the second-highest since 1962, exceeded only by 1995's 16.9 million acres planted.
U.S. Mill Use, 2000/01

On the demand side, U.S. GDP has been spectacular over the past 3 years and is expected to grow more
dowly in the upcoming marketing year than it hasin recent years. Asaresult, dower growth in retail cotton
consumption, coupled with increased cotton textile imports, will likely result in mill use exhibiting little change
in the 2000/01 season.  U.S. retall cotton consumption could exceed 21-million-bae equivaents in 2000/01
with only modest growth. However, asin the current season, much of this growth will likely be satisfied with
textileimports. A margind offset to some of the growth in textile imports will be provided by the expected
increase in cotton textile exports, gains largely attributable to NAFTA and CBI. Given the effects of ongoing
trade liberdization, cotton textile trade will likely continue to expand and play amgor role in the amount of
cotton demanded by U.S. mills. Based on current projections, U.S. cotton mill usein 2000/01 islikely to
range somewhere between 10 and 10.5 million baes, about unchanged from the current season.

U.S. Exports and Ending Stocks, 2000/01

With higher U.S. production, lower foreign production and continued support from the Step 2 program, the
U.S. is expected to capitalize on the recovery in world demand with increasing U.S. exports next season. In
addition, export competition from Chinais forecast to diminish next season as China once again could return
to the net importer status. Much, of course, will depend on the success of palicies to reduce stocks and the
quality and accessibility of those stocks in relation to the rest of the world.

Exportsin the range of 7.5 to 8 million baes are consstent with the world projections outlined here and would
be near the levels achieved during the mid-1990's. This range would be as much as 25 percent above the
current season’s projection and well above the 5-year average of approximately 6.5 million bales.

And despite the projected risein U.S. exports in 2000/01, larger anticipated production gains are likely to
push U.S. stocks higher. Based on these projections of cotton supply and demand, U.S. stocks could rise as
much as one million bales from beginning levels. However, this gain in 2000/01 stocks would imply perhaps
only adightly higher ratio of stocks relative to tota use, ranging between 25 and 30 percent.

Effect of the M FA Phaseout on the Medium-Term U.S. Outlook

Internationd trade in textiles and apparel has been governed by quantitative restrictions under the Multi-Fiber
Arrangement (MFA) and earlier agreements for more than 30 years. During the Uruguay Round, however,
the conclusion of the Agreement on Textiles and Clothing provided for the dismantling of those redtrictions.
These MFA redtrictions are to be phased out over a 10-year period and are scheduled to end by 2005. With
quotas and other redtrictions diminated, tariffs will become the primary mechanism for border protection as
the same rules will gpply to trade in textiles and clothing as in other goods.

For the United States, cotton textile imports have played an increasing role in total domestic consumption (mill
use plus net textile trade). In caendar 1999, the raw-fiber equivalent of cotton textile and appardl imports has
exceeded the quantity used by domestic mills for the second consecutive year. Just 10 years ago, these
imports totaled only about 60 percent of U.S. cotton mill use. Although alarger percentage of U.S. cotton is
estimated to now be contained in these textile imports, the import trend has risen dramaticaly, suggesting a
dructurd shift in the related indudtries that will likely continue as the MFA phaseout is completed. While
adjusments to the phaseout dmost certainly imply adeclining trend over the longer term for U.S. mill use,
U.S. raw cotton exports could more than offset this decline asthe U.S. remains areliable supplier to a



growing world demand for cotton textile and apparel products.

Conclusion

It isimportant to keep in mind the many uncertainties, including weether developments, economic growth
trends, and government policies, that will affect the supply-demand outlook. China's policies, especidly those
directed a surplus disposd, will have afundamental impact upon the world outlook. In examining income
prospects, producers have amenu of tools for managing price risk, most of them based directly or indirectly
on the New Y ork futures market; however, they must aso be cognizant of the role of the world price A-index
in determining the loan deficiency payment (LDP) leve. Thus, it isimportant to follow both U.S. and world
developments in planning for the 2000 crop.



