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Abstract

World production is estimated to rise more than 3 percent in
1999/2000, with mostly in the U.S. World cotton
consumption is also projected to rise significantly, by an
estimated 3.3 percent, well. A significant portion of this
year'slarger U.S. supply will flow into world export markets;
however, larger exportsareinsufficient to offset the effectsof
both higher production and lower domestic use and, ending
stocks are likely to rise. USDA'’s early projections show
lower foreign, but higher U.S. production for 2000/01.
World consumption is likely to continue to rise, and there is
potential for the U.S. to capture a very competitive share of
the world export market. This scenario, based on normal
weather and crop conditions, results in lower world ending
stocks, with U.S. stocksrising.

Introduction

At last year's Beltwide conference, this outlook presentation
consisted mainly of exploring the many factors contributing
to low cotton prices. Some of those factors, such as weak
world cotton consumption resulting from the Asian financial
crisis, have eased over the past year. Other influences, such
as China's shift in policy and the existence of surplus world
stocks, till apply today and account for the dismal
performance of U.S. and world prices over the past year. As
we turn to the upcoming season, 2000/01, we find a mixture
of both positive and negative influences at work. USDA is
prohibited by law from making public price forecasts, which
may disappoint those in the audience who are looking for a
single, definitive answer to the question of market direction.
But cotton prices are extremely volatile and can turn around
quickly based on changesin weather or economic conditions.
Given the particular complexity of next season’s outlook, it
may be more constructive to define the issues that are likely
to shape price behavior.

Before proceeding with our forecasts for next season, | will
review our estimates for the current year. This situation and
outlook reflects the collective thinking of USDA's
I nteragency Cotton Estimates Committee and | want to thank
committee members for providing insights, analysis and
review for this paper.
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World Situation, 1999/2000

World production is estimated to rise more than 3 percent in
1999/2000, with most of the increase accounted for by the
U.S. Despiteanumber of weather problems, U.S. production
iscurrently placed at 16.9 million bales, 3.0 million abovethe
drought-stricken 1998 crop, due to larger planted and
harvested area. U.S. planted acreage rose nearly 6 percent
from 1998, with the largest increases in the Southeast and
Delta as producers shifted area back into cotton from corn
and soybeans. Approximately 8 percent of planted areawas
abandoned, most of it in Texas due to drought, and the
expected national yield of 604 pounds per harvested acreis
the lowest since 1995.

Thisseason’ sforeign production isvirtually unchanged from
last year, as expected smaller crops in China, Mexico,
Argentina, Brazil and Australia offset increasesin Pakistan,
Central Asiaand India. China scropisprojected 1.7 million
baleslower, as producersreduced planted areain responseto
lower expected procurement prices under the new
government policy. Drought and financial difficulties
stemming from low prices reduced plantingsin Mexico, and
adverse planting weather has dimmed crop prospects in
Argentinaand, to alesser extent, Brazil. Lessfavorable soil
moisture conditions has reduced dryland areain Australiato
a more normal level. Production in Uzbekistan more than
recovered from the poor weather conditions experienced the
previous year, and favorable weather and low pest pressure
areraising output in Pakistan and India.

World cotton consumption is also projected to rise
significantly this season, by an estimated 3.3 percent, well
above the long-run average growth rate of about 1.3 percent.
Severa factors support the rise in consumption. First,
continued recovery in the world’s economies from the after-
effects of the Asian financial crisis is boosting world
economic growth above earlier expectations. The surge in
demand is also supported by falling world cotton prices,
which have reached their lowest level since 1986. In
addition, the benefits of reforms in China, which have both
improved the efficiency of textile millsand provided a much
cheaper supply of raw material, areraising use by theworld’s
largest cotton processor by an estimated 3.5 percent. Total
world cotton consumption this year is now expected to
approach 88.0 million bales, near the level of two years ago.

Worldtradeisal so expected torise commensuratewithworld
consumption, and larger exports by the U.S. and China
currently dominate the world trade picture. China's
transformation, beginningin April 1998, from netimporter to
net exporter is the single most significant factor underlying
the decline in world prices. This change came about as the
result of a government decision to stop supporting internal
cotton prices above world market-clearing levels, a practice



which had resulted in an extremely burdensomeaccumul ation
of surplus stocks. With the new floating procurement prices
in place for the 1999 crop and partial government subsidies
availableto help dispose of higher-priced 1998 crop, USDA
currently projects China's exports at 1.2 million bales this
season—-most of this cotton has aready been sold and
shipments are occurring at a steady pace. The combination
of lower Chinese production, higher consumption and
exports, is expected to reduce China’s stocks by a hefty 2.4
million bales during 1999/2000.

The drawdown in China’s stocks has negative ramifications
for other foreign countries that affect both the current and
upcoming seasons. As aresult of the Asian financia crisis
and its spillover effects on consumption in countries like
Turkey, Russia and Brazil, ending stocks in many countries
rosein 1998/99. Total foreign stocks rose to arecord level
of 38.0 million bales by the end of 1998/99, including an
estimated 17.4 million bales held in China. With stable
production and higher consumption, foreign stocks are
expected to decline by about 1.3 million bales at the end of
1999/2000; however, China’s stocks are likely to decline by
nearly double this amount. This means that foreign stocks
held outside of China will rise again in 1999/2000, despite
the salutary effects of larger world consumption. Outsidethe
U.S,, countries where stock increases are likely to be most
significant include Pakistan and Uzbekistan.

1999/2000 U.S. Supply, Demand,
Stocks and Farm | ncome

A significant portion of this year's larger U.S. supply will
flow into world export markets; however, larger exports are
insufficient to offset the effects of both higher production and
lower domestic use and, therefore, ending stocksarelikely to
rise. Current estimates place stocks on July 31, 2000 at 4.5
million bales, up 14 percent from the beginning level.

U.S. consumers are expected to purchase the equivalent of
just over 20 million balesof cotton thismarketing year, which
indicates aper capitacotton consumption of over 35 pounds,
up roughly one pound fromlast year. However, rising textile
importswill reduce U.S. mills' share of retail demand. U.S.
domestic mill use is projected at 10.2 million bales,
marginally below last year. Whilethe growthin cottontextile
imports hasslowed to 8.0 percent in thethird quarter of 1999,
the textile trade deficit, defined as the amount by which
textile imports exceed textile exports, continuesto rise. The
result of thetextiletrade deficitisthat U.S. mill useasashare
of thetotal cotton purchased by U.S. consumers continuesto
fall.

U.S. exportsare expected to reach 6.2 million balesthisyear,
congtituting amuch improved 23.7 percent of world trade. A
number of factors account for the higher trade share, thefirst
and most obviousbeing therecovery in U.S. production. The
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ability of the U.S. to compete at very low world pricesin the
early part of the season was also significant; thisearly season
edgeisattributableto the government cotton program, aswell
assome hesitation by major competitors, notably Uzbekistan,
to sell at low prices. And the production of a significant
guantity of shorter-staple export type qualities has also
contributed to the larger export volume expectations.

Two U.S. government programs-the marketing loan and the
Step 2 payments—have supported U.S. export
competitiveness.  Merchants' expectation of Step 2
reauthorization, which occurred in mid-October but was
retroactiveto October 1, permitted themto compete asworld
pricesfell in the first half of the season under pressure from
China ssales. Atthe sametime, the marketing loan program,
for which differentials have reached a record of nearly 22
centsper pound, has encouraged producersto actively market
their cotton, rather than delay in the hope of aturn-around in
prices.

Government payments are also instrumental in supporting
farm income this season. At the October average farm price
of 46 cents per pound, gross farm receipts from market
sourceswould reach only $4.2 billion, thelowest inten years.
However, when government payments are added, including
contract paymentsand marketing | oan benefits (but excluding
Step 2 payments), gross cotton farm income rises to $7.0
billion, above last season and dlightly below the 1997/98
level.

Preliminary Projections for 2000/01

USDA's early projections show lower foreign, but higher
U.S. productionfor next season. World consumptionislikely
to continue to rise, and there is potential for the U.S. to
capture avery competitive share of the world export market.
The scenario we envision, which is based on normal weather
and crop conditions, resultsin lower world stocks at the end
of the season, with U.S. stocksrising.

Thecurrent world pricelevel, whichisthelowest in 13 years,
islikely to cause reductionsin foreign production predicated
on lower areain 2000/01. Thelargest reduction, in terms of
both percentage and quantity, is projected to occur in China,
where areaand production are expected to fall 8 percent, the
equivalent of 1.5 million bales, as producers adjust to
significantly lower prices under the cotton reforms. Most of
the world’s other major cotton producers are also likely to
plant less cotton, with reductions projected to average about
25 percent. A return to normal weather would also
contribute to lower foreign production, since India and
Pakistan, the world's third- and fourth-largest cotton
producers, have experienced favorable conditions in
1999/2000, and very high yields were realized in Central



Asia. Overall, foreign production next season is expected to
fall 5 percent to just below 67.0 million bales.

In sharp contrast to the foreign situation, U.S. production is
likely to rise by roughly 8 percent in 2000/01. We currently
project that planted areawill remain at about thisyear’ slevel.
This projection is based on a supply response study by
USDA'’sEconomic Research Service, which quantifies shifts
in acreage based on a comparison of the prices producers
expect for cotton and alternative crops. These effective
prices are based on the current values of 2000-crop futures
prices plus any expected marketing loan benefits. To
summarize the results, the study shows that, relative to last
year's intended plantings, cotton is likely to gain about
600,000 acres because the expected prices for wheat, corn
and sorghum (based on futures prices) are not rising
commensurate with the effective price that producers
anticipate for cotton, which includes a marketing loan
differential of about 15 cents per pound. Soybean prices
attract the only year-to-year shift away from cotton. The
model indicates total additional cotton acreage of about
600,000, but last year’'s planted area of 14.6 million acres
benefitted from favorable soil moisture conditionsin Texas
which would not recur under an assumption of normal
weather. Offsetting the model’s additional acres against a
normal-weather base for last year results in a subjective
estimate of 14.5-15.0 million acres for the 2000/01 season.
USDA'’s survey of producers planting intentions will be
published on March 31. With an average abandonment of
about 7.5 percent and an average yield of 645 pounds per
harvested acre, production of 18.0-18.5 million bales is
indicated.

World consumption is projected to rise about 1.5 percent in
2000/01, abovethelong-run growth rate of about 1.3 percent
dueto thelagged effect of very low prices. Thiswould bring
consumption back to about the peak achieved in the pre-
Asian crisisyear of 1996/97. Stronger projected world GDP
supports the rise in consumption, as does a more favorable
relationship of cotton prices to those of manmade fibers.

U.S. consumption is likely to remain nearly flat next season
at a projected level of about 10.0-10.5 million bales. The
growth rate in cotton textile imports, which was about 11.5
percent for the first 3 quarters of 1999, is likely to decline
dightly aslast year’ s depreciation of the dollar against Asian
currencies continuesto have animpact. Theprojectedrisein
the textile trade deficit would about offset increases in
consumer use of cotton, leaving mill use relatively
unchanged.

China s net trade position will continue to play apivotal role
in the world cotton situation, as it has the past severa
seasons, and uncertainties about China's policies and
statisticscloud theoutlook. We project that consumptionwill
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exceed production for the second consecutive year—with
China's cotton mill use rising, 2000/01 consumption is
anticipated to exceed production by more than 3.0 million
bales. Chinahassufficient surplusstocksto support thislevel
of consumption, as well as potential exports, however, the
guantity of exports will be determined by two main factors:
(1) thegovernment’ swillingnessto subsidizelosseson cotton
procured at prices much higher than the current world-
competitive level; and (2) the desirability of the available
cotton to the world’ s cotton importers. No dataare available
about the cotton qualitiesin China’ s stockpile, but anecdotal
evidence suggests that a significant percentage may not be
very marketable. USDA'’s current baseline estimates show
dightly larger imports and slightly smaller exportsfor China
next season. It isimportant to note that if the government
does not subsidize the release of cotton from stocks, or if the
stocks have major quality issues, then imports may be higher
and exports lower than projected here. We will explore the
Chinaoutlook further during thisafternoon’ spanel discussion
on the state of the U.S. cotton industry.

U.S. exports for 2000/01 are currently projected to range
from 7.0-7.5 million bales, about 1.0 million more than the
estimate for the current season and a very competitive 26.7
percent of world trade. Larger exports are expected to result
from the effects of higher U.S. production in the context of
lower foreign production, in combination with competitive
pricing under the marketing loan and Step 2 programs.

Despite stable mill use and significantly larger exports, U.S.
ending stocks are likely to rise under the scenario presented
here. Atthe sametime, world stocksare expected tofall, due
mainly to areduction in China s stocksthat could exceed 3.0
million bales. Foreign stocksoutside Chinaareal so expected
to fall, but the projected decrease of 7 percent is less
significant, percentage-wise, than the China change.

In closing, | want to emphasize again the large uncertainties
associated with this analysis. In addition to the usual
difficultiesof predictingweather and crop conditions, China' s
policies, especialy those directed at surplus disposal, will
have a fundamental impact upon the world outlook. In
examining income prospects, producersneed to keep in mind
that while the U.S. futures market provides a measure of
expected market prices, aswell as a hedging instrument, the
level of theworld price A-index will determinethe marketing
loan differential, or LDP payment. Thus, it is important to
focus on both U.S. and world developments in planning for
the 2000 crop.
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