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      We all know the phrase, “Good things come to those wait.” This 
certainly held true for the cotton market as it was greeted with two 
favorable reports last week. It’s often said a short crop tends to get 
shorter. Well, the USDA gave credence to this once again by lowering 
both the U.S. and world production estimates. This was followed by 
another week of excellent exports sales reconfirming that demand for 
cotton is strengthening. 
      To put it simply and not bore you with a bunch of numbers, USDA 
lowered U.S. production to 15 million bales compared to 19.5 million 
when the crop year began. This is a result of lower per acre yield and 
significantly higher abandonment. Globally, things were similar as the 
world production estimate was lowered by one million bales. Lower 
production accompanied by a slight increase in consumption resulted 
in a bullish decline of the all-important ending stocks estimate. For the 
U.S., it now stands at 4.6 million bales versus 7.2 million bales at the 
beginning of the year. Similarly, world ending stocks at 96.3 million 
bales is three million bales lower than the year before. 
      Exports sales rebounded from the prior week as net sales totaled 
almost 362,000 bales. Total commitments now stand at 12.4 million 
bales, 80 percent of USDA’s current export estimate. Barring any sizeable 
cancellations, which appears very unlikely given the weak dollar and 
an improved global economy, our current export estimate of 15.2 
million bales may be rather conservative. Actual shipments are a truer 
indication of demand. At present, 6.1 million bales have been shipped, 
which is over half the current sales commitments. This is the highest 
volume of shipments ever for this time in the marketing year. You must 
go back to January 2008 to find the second largest volume of shipments, 
which were 5.3 million. It’s apparent the pre-pandemic saturated supply 
chains now find themselves stretched thin and in need of filling. 
      There is little doubt improving fundamentals are supporting the 
market. Nonetheless, there is always the worry that some outside forces 
could intercede and derail it. Two such influences came to the forefront 
last week. The first of which came as the Trump administration took 
staunch action to ban imports of cotton textile products coming from 
the Xinjiang province of China due to their suspected use of forced 
labor. This applies to all raw fiber, apparel, and textiles made from cotton 
grown in this area. Twenty percent of the world’s supply of cotton is 
produced here. At first glance, you might think this would adversely 
affect our trade with China. However, we are not alone in these actions 
as the European Union has followed suit. Thus, to maintain these high-
end sales, China may be forced to import additional raw cotton from 
elsewhere, most likely the U.S., Brazil, or Australia. Its effect may also 
be tempered by how customs department treats imports from other 
Asian countries which could very well have originated in China. Look for 
the market to take this in stride for if consumer demand continues to 
strengthen, other supply chains will open.
      Secondly, there appears to be no end to the spending spree in D.C. 
Late last week, President-Elect Biden announced a $2 trillion stimulus 
package he plans to move through Congress upon taking office. 
Even though serious repercussions can be expected at some point, 
as the piper will have to be paid, it may be years in the making for the 
Fed seems committed to keeping interest rates low while raising the 
inflation target beyond two percent. In the meantime, it should benefit 
demand by further weakening the dollar and encouraging consumer 
spending. The latter of which is desperately needed as retail spending 
has declined for the three consecutive months.
       What lies ahead for the market? March futures gained over a penny 
on the week closing at 81.15, while December futures settled at 77.02. 
Despite some repositioning and small profit taking, managed funds 
maintain a long position of over a seven million bale equivalent. Though 
sizeable, it isn’t their largest which has exceeded 10 million bales. Based 
strictly on fundamentals, another two or three cent gain on the March 
contract is very doable. However, with so much uncertainty outside of 
cotton, the play would be to price remaining old crop cotton employing 
a scale up strategy as it works its way there. The same can be said for 
new crop by starting at 77 cents and using a similar scale up strategy. 
Keep in mind that this is 10 cents higher than where most started last 
year.
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January 18 - Market closed
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January 22, 7:30 a.m. - Export Report

January 22, 3:00 p.m. - COT Report
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