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Could cotton at $1.5 / lb be a reality?
November 09, 2010 (USA)

New York Futures settled at $1.462 a pound on Monday, November
the 8th gaining 400 points since last trading. The New York ICE
Futures for December shipment settled at $1.42 at the close of
business on last Friday, November 5th. There has been a 13%
increase in the cotton futures’ price since last Monday, November
1st. 

Economic fundamentals such as supply short fall, weather related
issues in the cotton growing regions of the world and serious buying
in China are the reasons for the steady growth in cotton price. Most

recently, the UK based CNN anchor Richard Quest in “Your Money” program hosted by Ali Velsi
commented that the supply side economic fundamentals are the reasons for the soaring cotton
prices. 

According to the September 2010 estimate by Washington DC based International Cotton
Advisory Council, the global beginning stocks for 2010 is estimated to be 9.4 million metric tons,
the lowest since 2005. And more importantly, the United States of America, which is the world’s
leading exporter of cotton, had the lowest beginning stock this year since 2000. 

According to the October estimates of the United States Department of Agriculture (USDA), the
global cotton production in 2010 is projected to be 116.68 million bales (480 pounds each). The
beginning stocks for 2010/11 have been slightly reduced to 46.69 million bales (480 pounds
each) from its September estimate of 46.98 million bales (480 pounds each). 

Since the time of the release of the October USDA report, there have been some concerns over
the loss of the crop due to hailstorms in the cotton growing High Plains region of West Texas
which is served by Lubbock, Texas based Plains Cotton Growers, Inc (PCG). PCG area which
serves 41 counties has 3.7 million acres of cotton planted this year and the production from the
PCG area amounts to 35% of the US Crop and about 4% of world’s total production. The
October storms during the harvest season brought rainfall between 2-5 inches and obviously
created a panic in the cotton industry with regard to the region’s production and quality. 

A recent evaluation by Texas AgriLife Extension Service and PCG show that four counties in the
cotton growing regions of High Plains i.e., Lubbock, Lynn, Terry and Yoakum were severely
damaged by hailstorms during October 20-22nd. The production estimate prior to hailstorm
damage from High Plains was 6.1 million bales of 480 pounds each. 

Mr. Steve Verett, Executive Vice President of Plains Cotton Growers’ Inc. (PCG) commented via
e-mail that achieving 6.1 million bales is in doubt but the cotton production in the PCG area in
2010 is still expected to exceed the previous 2005 record crop of 5.6 million bales. 

Mr. Roger Haldenby , Vice President of Operations of PCG opined that the total loss from the
PCG growing area as a percentage of the area's record output for 2010 will not have as great an
impact as many analysts seem to fear. 

Mr.Haldenby in response to the impact of the October storm on cotton prices commented,
“concerns of growers, buyers and speculators in the cotton commodity market are displaying
themselves in the price of cotton. However, there are many other serious factors of supply and
demand around the world that are impacting prices. This storm in PCG's area is just one of many
global factors. With world demand for cotton fiber outstripping current world supply, prices have
been rising”. 

The overall sentiments of these two cotton industry leaders were echoed by a spokesperson of
the Plains Cotton Growers that the damages due to October storms are not at the level as
feared. With the Cotlook A Index at $1.61 on November 8th, it looks the fundamentals are taking
the price of cotton over the roof.
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