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Introduction

Good morning. Thank you for the opportunity to
present the National Cotton Council’s economic
outlook for U.S. and international cotton markets.
While the presentation will focus on a few high-

lights, the full report will be available at the end of

this session.
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2015: Year in Review

Over the course of 2015, cotton futures remained
relatively stable even though oil prices and other
commodity prices dropped. World cotton produc-
tion fell while consumption stayed relatively flat,
resulting in the first drop in ending stocks since
2009.

The cotton market continues to be influenced by
uncertainty in government policies, developments
in other commodity markets, and a changing mac-
roeconomic climate. Growth in world cotton de-
mand remains a key concern as global stocks and
competition from lower priced manmade fibers
weigh on the market.

U.S. Balance Sheet — Recap Current Marketing
Year

To recap the current 2015 marketing year,
USDA’s most recent estimate puts last year’s har-
vest at 12.9 million bales, down 3.4 million bales
from the previous year.

According to the January USDA estimate, U.S.
producers planted 8.6 million acres of cotton in
2015, a decrease of 22% from the previous spring,
and the lowest level since 1983. The reduced acres
were primarily the result of lower cotton prices
relative to grains and oilseeds as well as the inabil-
ity to plant due to excessive rainfall. Significant
weather issues occurred across the Cotton Belt re-
sulting in a loss in yields and a significant reduc-
tion in quality for the 2015 crop, particularly color
grades in the southeast.

The USDA estimate for U.S. mill use is 3.6 mil-
lion bales, up 25 thousand bales from 2014 and

marking the fourth consecutive year of increased
consumption. The current estimate is in line with



recent monthly consumption numbers.

While the January USDA estimate for U.S. exports
is 10 million bales, NCC is projecting a lower vol-
ume of 9.5 million bales due to current YTD sales.
As of the end of January, total commitments are
only about 60% of the USDA estimate. The total
export sales volume in mid-January was the lowest
mid-January level since the 2001 marketing year.
The reduced NCC estimate may even be a bit opti-
mistic. To reach 9.5 million, the weekly pace will
need to increase throughout the remainder of the
marketing year. However, this past week, a much
needed increase in sales and shipments did occur.
As a result of the reduced export number, NCC
projects 3.6 million bales of ending stocks,
500,000 higher than estimated by USDA.

NCC Acreage Survey

With that review in mind, the projections for the
2016 marketing year will begin with the outlook
for U.S. production. As in past years, the prospects
for the U.S. crop are based on the results of the
NCC planting intentions survey with assumptions
made for abandonment and yields.

Surveys were distributed on December 17 and re-
sponses were collected through mid-January. Re-
spondents are asked to give their plantings of cot-
ton, corn, soybeans, wheat, and other crops for
2015 and intended acreage for 2016.

NCC Acreage Survey

Distributed on Dec 17
* Responses collected through mid-January

Asked for acres of upland cotton, ELS cottan, corn,
soybeans, wheat, other crops in "15 and intentions
for '16

— also asked about price expectations

Pre-Planting Market Signals

As always, the survey results should be viewed as a
measure of grower intentions prevailing at the time
the survey was conducted. During the survey peri-
od, the cotton December futures contract averaged
just under 65 cents per pound, which is very simi-
lar to year-ago levels. However, corn and soybean
prices are below year-ago levels, so price ratios of
cotton to competing crops are a bit more favorable
than in 2015.

Pre-Planting Market Signals

Cotton  Corn  Soybeans CotfCorn Cot/Soy
$3.86 $8.86  16.6 72

54,25 510,12 15.2 6.4

54,66 511.44 16.9 6.9
4570  512.84 14.5 6.5
512,59 16,3 7.3
513,31 201 &9

18.2 1.3

It is important to call attention to the ratios because
past experience has shown that these ratios are reli-
able indicators of changes in cotton acreage. His-
torical data over the past 10 years shows a clear
relationship between the price ratios and changes
in cotton acreage. A review of the Council’s sur-
vey will begin with a look at the Southeast.



2016 Southeast Acreage

In the Southeast, survey results indicate a 5% de-
crease in the region’s area to 2.1 million acres.
Across the six states, the results are mixed with
increased acreage in Alabama and Florida and a
decrease for the other states. In Alabama, the sur-
vey responses indicate a 9% increase in cotton
acreage and a reduction in wheat and soybeans.
Florida reports the largest percentage increase in
the region where growers intend to plant 23%
more cotton in 2016, with acreage almost exclu-
sively moving away from peanuts into more cot-
ton.

The largest percentage decline is in North Carolina
where growers report a 19% reduction in cotton
acreage in 2016. North Carolina growers report the
largest shift to soybeans. The drop in North Caroli-
na cotton acreage is notable because it becomes
the lowest total in recent years.

In South Carolina, acreage is expected to decline
by 13% as cotton acres shift to corn and soybeans.
The expected decline in South Carolina cotton
acreage is not unprecedented as acreage has previ-
ously been this low in 2009 and 2010. Both Geor-
gia and Virginia report a more modest drop in
acreage. Growers in Georgia intend to plant 1.1
million acres, down 5% from 2015, with corn and
soybeans pulling acres from cotton. Virginia will
cut cotton acres by 1%.

Overall, across the Southeast, the states that had
more issues with harvest, including yield and qual-
ity losses, along with increased financial pressures,
are showing the greatest reduction in cotton acres
for 2016.

Alabama

Florida
Georgla
Narth Carolina
South Carolina
Wirginia

Southeast
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2016 Mid-South Acreage

In the Mid-South, growers have demonstrated their
ability to adjust acreage based on the relative pric-
es of cotton and competing crops. This year’s sur-
vey results are no different with growers intending
to plant 1.2 million acres, an increase of 25% from
the previous year. Across the region, all states are
expected to increase cotton acreage. Mississippi
reports the largest increase of 40%. While a signif-
icant percentage increase, this just brings the acre-
age back to where it was in 2012 and 2014.

Growers in Tennessee indicate an increase of 25%,
while Missouri producers intend to plant 14%
more cotton than in 2015. Louisiana will increase
acreage by 8%. In Arkansas, the survey indicates
that cotton acreage will increase by 21% in 2016.

Across the region, the respondents indicate a re-
duction in wheat, soybeans, corn, peanuts, and
grain sorghum.

While expected revenue for cotton isn’t much dif-
ferent than last year, corn and soybean prices are
weaker, and we are likely picking up some sor-
ghum acreage due to pest issues in 2015.



2016 Mid-South Acreage
2015 2016 %
Actual Intended Change
Arkansas 210 254 21.0%
Leuislana 115 124 8.0%

Miszslszlppl 320 448 40.0%
Missour 185 211 14.0%
Tennessee 155 153 24.8%
Mid-South 985 1230 24.9%
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2016 Southwest Acreage

Growers in the Southwest intend to plant 5.3 mil-
lion acres of cotton, an increase of 6%. Increases in
cotton area are expected in each of the three states.
Growers in Kansas intend to plant 24 thousand
acres, a 47% increase from 2015. In Kansas, land
is shifting away from wheat, soybeans, and grain
sorghum.

In Oklahoma, a 14% increase in acreage is ex-
pected as wheat acreage declines. Overall, Texas
acreage is expected to increase by almost 6%. In
Texas, the survey is divided into regions and re-
sults indicate that a slight decrease in acreage in
the Blacklands and west Texas is offset by a large
increase in south Texas.

In south Texas, respondents indicate a significant
increase in cotton acreage as land shifts away from
wheat, soybeans, grain sorghum, and cotton re-
claims some land that was idled due to excessive
moisture in 2015.

2016 Southwest Acreage

2015 2016 %%
Actual Intended Change

Kansas 16 24 47.3%
Cklahoma 215 246 14.4%
Texas 4,200 5,066 5.8%
Southwest 5,031 5,336 6.1%
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2016 West Acreage

In the West, producers intend to plant 24% more
acres of upland cotton in 2016. Arizona is respon-
sible for the increase, with California and New
Mexico acreage down slightly. The survey results
for Arizona suggest a shift from wheat and ‘Other
Crops’ to cotton. The Arizona increase is a large %
change but still doesn’t get acreage back to where
it was in 2014. In New Mexico, the responses in-
dicate a shift to ELS cotton.

2016 West Acreage

2015 2016 S

Actual
Arizona 89
California

Mew Mexico 35

Intended
137
46
29

Change

54.2%

-1.4%
-16.6%

West

24.4%
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2016 ELS Acreage

With expectations of improved water availability
in California for 2016, survey results indicate that
U.S. cotton growers intend to increase ELS plant-
ings by 31% in 2016. The state-level results show
increases across all four ELS-producing states. Ar-
izona growers are expecting to plant 35% more
ELS cotton.

2016 ELS Acreage

2015 2016 %
Actual intended Change

Arizona 18 24 34.8%
Callfornia 117 155 32.4%

MNew Mexico 7 12 68.0%
Texas 17 18 4.2%
ALL ELS 31.2%

Terai may mor s due ro reumaing,

U.S. Cotton Production

Summing across the 4 regions gives intended 2016
upland cotton area of 8.9 million acres, almost 6%
above 2015.

Summing together the upland and ELS cotton in-
tentions shows U.S. all-cotton plantings in 2016 of
9.1 million acres, 6% higher than 2015.

Once again, it is important to remember that the
survey is a snapshot in time based on grower in-
tentions. Changes in markets and weather will
cause actual plantings to differ from early-season
intentions.

Planted acreage is just one of the factors that will
determine supplies of cotton and cottonseed. Ulti-
mately, weather, insect pressures, and agronomic
conditions play a significant role in determining
crop size.

Since the NCC economic outlook does not attempt
to forecast weather patterns, the standard conven-

tion is to assume yields in line with recent trends
and abandonment consistent with historical averag-
es. However, it is important to remember the vola-
tility around projected production given the uncer-
tainty of weather patterns.

With abandonment set at 11% for the U.S., Cotton
Belt harvested area totals 8.1 million acres. Using
an average yield of 831 pounds generates a cotton
crop of 14 million bales, with 13.4 million bales of
upland and 595 thousand bales of ELS. The pro-
jected crop represents a 1.1 million bale increase
from the latest 2015 estimate.

U.S. Cotton Production

14f15  15/16 16f17 Change

Planted [Mil Ac) 11.04 858 911 0.53

% Un-harvested 15.3% 5.9% 11.0%

Harvested [Mil Ac) §.35 08 841
Yield 838 769 831
Production {Mil Ba) 16.32 12,94 14.03

U.S. Balance Sheet

Returning to the U.S. balance sheet, we can turn
our attention to the prospects for U.S. cotton de-
mand. First, let’s look at cotton consumed by U.S.
mills.

U.S. Balance Sheet

Million Bales
13/14 1415 15/16 16/17 Change

Production 1291 16,32 12.94 14.03 1.09
Ml Uise 3.55 3.58 3.60
Exports 1053 11.25 9.50
Stocks 2,35 3.70 3.60

Stocks/Usze 17%




U.S. Cotton Mill Use

A slight increase in consumption by the domestic
textile industry is projected in the 2016 marketing
year. U.S. mill use is projected to grow by 50 thou-
sand bales, bringing the total to 3.65 million bales.
Textile trade estimates for 2016 suggest that the
overwhelming majority of products manufactured
by the U.S. textile industry will move into export
markets for further processing.

U.S. Cotton Mill Use

Million 480-Lb. Bales
m enthly Wil Use, Annualized
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U.S. Exports
Export markets continue to be the primary outlet

for U.S. raw fiber production. A significant devel-
opment for the industry is the shift in U.S. export
customers in the past few years.

World trade is down due to sharply lower imports
by China. Although U.S. exports to China have
been declining since 2012, drastic reductions have
occurred in the 2015 marketing year. For 2010
through 2012, China was overwhelmingly the larg-
est export destination for U.S. fiber, accounting for
43% of the total. For 2013 through 2014, China
remained the largest market, but its share declined
to 25%.

Current U.S. export sales to China are about 80%
lower than this same time last year. As of the end
of January, China only accounts for 6% of U.S.

cotton exports. This has contributed to the decline
in U.S. exports experienced in the 2015 marketing

year. Mexico, Turkey, Vietnam, and other markets
in Asia have gained in importance in recent years.

U.S. Cotton Exports

% of Exports, 2000-2012 % of Exports, 2013-2014 % of E];pﬂ rts, 2015

China’s Cotton Policy

China continued the target price program in 2015
at a level of approximately $1.40 per pound. The
target price program was applicable to the Xin-
jiang province during the 2015 crop year. While
details regarding the 2016 policy structure have
been slow to emerge, this outlook assumes that the
policies remain in place for the 2016 crop.

In 2015, China announced that import quotas
would be limited to the required WTO minimum
tariff rate quota (TRQ) of 4.1 million bales. A sim-
ilar stance is assumed for the 2016 crop year.

While much uncertainty remains regarding Chi-
na’s massive stockpile, the China Textile Associa-
tion recently indicated that a portion of the re-
serves will be released in March or April to meet
the demand of domestic cotton textiles companies.
The Chinese government is expected to release a
larger amount than in earlier auctions and the price
will be driven by the domestic and world markets.

Increased sales of Chinese reserve stocks could
lead to more domestic spinning of cotton and re-
duce China’s imports of cotton yarn. However,
until there is further clarity on China’s future poli-
cy direction, the NCC does not incorporate any



major change in the management of reserves, thus
contributing to the further decline in domestic
spinning for 2016.

China’s Cotton Policy

* Target price for Xinjlang at $1.40

* Reducing acreage and lowering imports
- 2015 import quota of 4.1 mil bales is assumed to continue
in 2016

¢ Questions about management of current reserves
— Expected to release a larger portion of reserves in April
2016 with a market-based price

Fiber Prices

China’s policies have direct implications on its
internal prices. During the years when cotton was
purchased into reserves, the support price essen-
tially acted as floor on the market price. Cotton
prices in China were supported at levels well
above the “A” Index and above polyester prices.

With the transition to the target price program and
the government no longer accumulating reserves,
cotton prices in China have declined. In the cur-
rent marketing year, China’s internal cotton price
has continued to drop, thus narrowing the gap be-
tween China’s domestic price and the price of im-
ported cotton. However, at close to $0.90, internal
cotton prices are still more than twice the level of
polyester prices as those prices have also weak-
ened. That price relationship is not allowing cot-
ton mill use in China to recover. Polyester prices
will likely not strengthen over the coming year
with projections of low oil prices in 2016.

China has made significant changes in cotton poli-
cy in the past few years and is no longer the
world’s largest cotton producer. For the past four
years, China has been reducing cotton acreage and
production. In 2015, overall cotton area declined

by 23.0% and production was at the lowest level
since 2000.

Another 8% decline in acreage is projected for

2016 due to lower cotton prices as well as prefer-
ential grain policies.

Fiber Prices

Cents per Lb
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China Balance Sheet
For 2016, China’s production is estimated at 21.9
million bales.

Despite being the largest spinner of cotton, China’s
demand remains a concern as domestic use strug-
gles to recover. Between 2009 and 2014, China’s
mill use fell by almost 17 million bales as high cot-
ton prices relative to manmade fibers forced spin-
ners to turn away from cotton. As a result, cotton
mill use in China is expected to show a slight re-
duction in the current marketing year, as well as a
further decline in 2016. Unfortunately, government
policies, and their impacts on China’s prices, are
not allowing either cotton production or demand to
adjust to a market-driven level, and imports are
reduced as a result.

Considering the massive stockpiles of cotton and
expectations for limited quota, China’s imports are
expected to fall further in 2016 to 4.75 million
bales.



It is important to mention that while China has
made some adjustments to cotton production and
raw fiber imports, they still remain an important
player in the world cotton industry. In the last
year, China has increased yarn imports by 19%.
On a cotton equivalent basis, China is importing
twice the amount of raw fiber imports in yarn.

The adjustments in China’s supply and demand
will allow a modest reduction in stocks, down 5.6
million bales to 58.9 million. The stocks remain a
burden on the 2016 cotton market.

China Balance Sheet

Million Bales

13f14 14f15 1516 1617 Change
Production 32.8 0.0 23.8 218 1.9
Mttt Use 4.5 33.0 32.5 3.0 0.3
Imports 14.1 B3 LE-] 1.8 0.7

Stocks 62.7 67.9 645 289 5.6

Stocks/Use 182% 205% 197% 184%

India Balance Sheet

In terms of the global trade picture, government
policies in India will play a role in the outlook for
the coming year. India currently has a Minimum
Support Price (MSP) program for cotton. In previ-
ous years, a significant amount of India’s produc-
tion moved into government stocks when market
prices were below the MSP. However, India’s in-
ternal price has increased over the past year and is
currently above the MSP price.

India recently announced a change to the MSP
program. Instead of physical procurement of cot-
ton, the central government will directly transfer
cash to farmers based on the difference between
the market price and the MSP. Initially, the new
program will be offered as a pilot program in a few
regions.

India’s cotton acreage is projected to increase
slightly in 2016 as internal cotton prices have
strengthened due to increased demand from Paki-
stan along with additional government support.
India’s domestic mill use of cotton is projected to
continue to grow, leading to a reduction in exports.
For the 2016 marketing year, India is expected to
export 5.4 million bales.

India Balance Sheet

Million Bales
1314 1415 15/16 16/17 Change

Production 31.0 29.5 28.0 288 0.8

tilt Uise 23.2 24.5 25.0 25.5 0.5
Exports 9.3 4.2 5.5 5.4 0.4
Stacks 11.4 13.5 (P 108 -1.1

Stocks/Use 35% 4T 38% 34%

World Cotton Trade

As the net effects of the trade adjustments are ag-
gregated together, world cotton trade for 2016 is
estimated at 35.8 million bales, down from 36.1
million in 2015. The United States is expected to
capture approximately 29% of world trade by ex-
porting 10.2 million bales in the upcoming year.
The increase in U.S. exports is a result of less com-
petition from other major exporting countries, in-
cluding Brazil, India, and others.

World Cotton Trade

Millian Bales
‘10-14 Avg 15/16 16/17

World Trade 41.25 36.04 33.73

LL5. Exports 1218 9.50 10,19

Trade Share 29.5% 26.3% 28.5%




U.S. Balance Sheet

When exports are added to U.S. mill use, total
offtake is 13.8 million bales. Recall that the U.S.
crop is estimated at 14 million bales, thus leading
to an increase in ending stocks of 193 thousand
bales.

U.S. Balance Sheet

Million Bales

1314  14/15  15f16 1617 Change
Production 12.91 16.32 12.94 14.03 1.09
Mill Use 3.55 3.58 3.60 3.65 0.05
Exports 1053 11.25 9.50 10.19 0.69
Stocks 2.35 3.70 3.60 .79 .19

Stocks/Use L17% 25% 27% 27%

World Balance Sheet

For the world balance sheet, global production in-
creases as larger crops in the U.S., India, and Paki-
stan offset the 1.9 million decline in China’s pro-
duction. At 105.4 million bales, the projected crop
is 4% higher than in 2015. World mill use is pro-
jected to increase to 112.1 million bales, exceeding
production by 6.7 million bales. Although cot-
ton’s share of world fiber demand has been declin-
ing, total cotton consumption has been slowly in-
creasing for the past 5 years.

Although world mill use showed only a slight in-
crease in 2015, cotton mill use outside of China is
growing at a faster pace and world consumption is
projected to increase by 1.2 million bales in 2016.
The growth is mainly from India, Vietnam, and
Bangladesh. Further growth projected for the
coming year is lending support to better trade
numbers for the U.S.

World cotton stocks decline in the 2016 balance
sheet, but the decline of 6.3 million bales does lit-
tle to reduce global inventories that begin the year

at 103 million bales. While projections of global
consumption exceeding production would normal-
ly be supportive of prices, the implications for the
coming year may not be as clear cut. The majority
of the decline in global stocks is due to reduced
inventories in China. An aggressive approach by
China to reducing stocks would have bearish im-
plications for world prices, particularly if the in-
creased availability of reserve cotton reduced Chi-
na’s demand for imported cotton yarn.

Stocks outside of China — an important indicator
of price conditions — are projected to decrease by
682 thousand bales. Global markets should find
support in a stocks-to-use ratio outside of China
projected to be the lowest in recent years.

World Balance Sheet

Million Bales
14/15 15/16 16/17 Change
Production 115.2 101.5 105.4 3.8
il Use 110.4 1308 112.1 12

Trade 35.7 361 35.8 0.4
Stocks 112.1 102.5 96.6 6.2
China 67.9 64.5 58.9 5.6

All Others 44.2 38,3 317 0.6

Cotton Prices

While the Council’s economic outlook does not
attempt to project cotton prices, it is important to
review some of the factors shaping the current
price situation. Sluggish cotton demand, smaller
imports by China, weakness in other commodity
markets, and a stronger dollar created a bearish
climate for U.S. and world cotton prices.

For the past two years, U.S. cotton producers have
struggled with low cotton prices, high production
costs, and the resulting financial hardships. With
current futures markets indicating steady prices,
the economic situation for producers is not likely



to improve in 2016. There is concern that some
producers will find it very difficult to obtain pro-
duction financing for the current year.

Cotton Prices

Cents per Lb
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Final Thoughts

The U.S. export pace will be a key factor to moni-
tor during the remainder of the 2015 marketing
year as well as the shift in customer bae for U.S
exports.

We still face a number of uncertainties in cotton
mill use, particularly as the global economy strug-
gles.

While projections of global consumption exceed-
ing production would normally be supportive of
prices, the projected differential is not large rela-
tive to global stocks.

Final Thoughts

= |15, exports for 15 marketing year & the shift in
customer base

— Mill use in the current macroeconomic environment and
competition from polyester prices

= Acreage response in Us and internationally
= Expect glnbal use to exceed productionin '16

As with any projections, there are always uncer-
tainties and assumptions that can dramatically
change the balance sheet.

2016 is shaping up to be another challenging year
for the U.S. cotton industry. Council economists
hope this outlook can provide insights to help the
industry address those challenges.



Prospective 2016 U.S. Cotton Area

2015 Actual 2016 Intended Percent Change

(Thou.) 1/ (Thou.) 2/
SOUTHEAST 2,235 2,121 -5.1%
Alabama 315 344 9.3%
Florida 85 104 22.7%
Georgia 1,130 1,073 -5.0%
North Carolina 385 312 -19.0%
South Carolina 235 203 -13.5%
Virginia 85 84 -1.0%
MID-SOUTH 985 1,230 24.9%
Arkansas 210 254 21.0%
Louisiana 115 124 8.0%
Mississippi 320 448 40.0%
Missouri 185 211 14.0%
Tennessee 155 193 24.8%
SOUTHWEST 5,031 5,336 6.1%
Kansas 16 24 47.3%
Oklahoma 215 246 14.4%
Texas 4,800 5,066 5.6%
WEST 171 213 24.4%
Arizona 89 137 54.2%
California 47 46 -1.4%
New Mexico 35 29 -16.6%
TOTAL UPLAND 8,422 8,901 5.7%
TOTAL ELS 159 208 31.2%
Arizona 18 24 34.8%
California 117 155 32.4%
New Mexico 7 12 68.0%
Texas 17 18 4.2%
ALL COTTON 8,581 9,109 6.2%

1/ USDA-NASS

2/ National Cotton Council



Balance Sheet for Selected Countries & Regions
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