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History
During the past month, cotton on MCX gained 3% and traded a two months high buoyed by buying by spinning mills and overseas firms. The
domestic demand of cotton had seen an increase as most of the spinning mills operated at 80% capacity. Since the Cotton Corporation of India (CCI)
started auctioning cotton about a month ago it has been able to sell almost 50 lakh bales of 170 kg each and the prices have risen from Rs 36,500 to Rs
38,000 per candy of 356 kg. This has led to an increase in domestic prices.
In the international market, ICE cotton futures rose to 5 months high to 66.45 cents after forecasts for hot and dry weather in major cotton growing
regions in the United States stoked fears of deteriorating crop conditions. The latest report from the U.S. Department of Agriculture's (USDA) weekly
crop progress report showed 44% of the crop was in good/excellent condition, down from last week's 46% and last year's 48%. In fact, managed
money was net buyers for cotton on the week ending 25th August. Speculative trader OI increased 4,962 contracts leaving the group 48,723
contracts net long. That is the largest cotton net long since the week ending October 2, 2018.
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Domestic market fundamentals
Ÿ

According to USDA, India’s cotton production is being estimated at 28.9 million 480-lb bales in marketing year (MY) 2020/21 on an area of 12.9
million hectares. The pace of sowing is 3 percent higher than last year, and was completed well ahead of time, barring a few southern states. While
government agencies have been able to offload stocks at a fast pace, a significant portion of unsold stocks remains in the market.

Ÿ

According to the Ministry of Agriculture Sept 4, 2020 report, the overall cotton planting for Kharif2020 season reached 128.95 lakh hectares,
3.24% higher than last year.

Ÿ

According to Indian Meteorological Department (IMD), the southwest monsoon remains active, and fairly widespread rains are likely over central
and northwest India.

Ÿ

Significant rainfall has already occurred during August in the major cotton growing states of Gujarat, Maharashtra, Telangana, Andhra Pradesh,
and Karnataka. According to the latest advisory issued by the Agricultural Meteorology Division of the IMD, farmers have been issued advisories
to arrange for proper drainage in standing crops, and recover cotton plant from excess moisture stress.

Ÿ

Currently, the market participants are closely watching the development stage of the fibre crop as the prevailing continuous rains and cloudy
weather is congenial for the incidence of wilt in cotton. The prevailing weather is highly favorable for the development and multiplication of white
fly population in cotton. In addition, heavy rainfall followed by bright sunny days can result in parawilt incidence in cotton.

Ÿ

During July and August, the Cotton Corporation of India (CCI) conducted successful e-auctions, and sold around 4.3 million 480 lb. bales (5.5
million 170 kg bales/935,000 MT). Trade sources indicate that almost 80 percent of the sales have been to the mills, and an additional 1.56 – 1.95
million 480-lb. bales (2-2.5 million 170-kg bales/425,000 MT) is expected to be sold by the end of September.

Ÿ
Ÿ

On the demand side, MY 2020/21 cotton consumption is estimated at 23 million 480-lb bales (29.45 million 170-kilogram bales/5 MMT).
The outlook for the domestic retail sector remains weak as mills continue to face operational issues with respect to migrant labor and rising
Covid-19 cases at factory premises, leading to high compliance costs and operational disruptions.

Ÿ

On the export front, USDA estimates MY 2020/21 exports at 4 million 480-lb bales (4.48 million 170-kilogram bales/760,000 MT). which is
almost 900,000 480-lb bales lower than the official USDA estimate. Factors such as exportable supplies, and increased competition will continue
to keep prices suppressed.

Domestic market inventories
Arrivals As of August 25, 2020, MY 2019/20 cotton arrivals as reported by the Cotton Corporation of India have reach 26.5 million 480-lb. bales (34
million 170-kilgram bales/ 5.8 MMT). Based on the production estimate of the Cotton Advisory Board (CAB), 94 percent of the crop has arrived in the

State wise Wholesale Prices Monthly Analysis for Cotton August, 2020

market. Local industry estimates cotton arrivals to be higher by 5-6 percent. (Source: USDA)
Spot market update–Arrivals
State

Prices
August, 2020

Prices
July, 2020

Prices
August, 2019

Prices in Rs/Quintal

% Change
(Over Previous Month)

% Change
(Over Previous Year)
-27.38

Gujarat

4267

4124

5876

3.46

Karnataka

4811

4608

5457

4.40

-11.85

Maharashtra

5247

5249

5850

-0.04

-10.31

Pondicherry

4306

4002

4400

7.61

-2.14

Tamil Nadu

4727

4586

5612

3.09

-15.77

Average

4672

4514

5439
Source: AGMARK

International market fundamentals
•

According to USDA, FY 2021 cotton exports are forecast at $5.0 billion, down $400 million from 2020 due to lower volumes from a smaller crop
and increased foreign competition. Unit values are also down due to sharply reduced demand from the economic slowdown caused by COVID-19
and record stocks outside of China.

•

COVID-19 remains a central source of uncertainty for the global economy and the global cotton market. The resurgence of the outbreak in the U.S.,
along with the rise in daily case rates in several other countries, emphasizes how the world has yet to bring the pandemic under full control.
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Foresight
In days to come, Cotton futures (October) is expected to witness correction towards 17300-17100, facing resistance near 17900. Presently, there
is a selling pressure over the counter as Cotton Corporation of India has resumed its auctions with new set of rules. According to the new notification,
there is a quantitative ceiling on single buyer, i.e there will be a maximum quantitative ceiling of 2 lakh bales per day and total sale of 10 lakh bales in a
cotton season to any single buyer for sale of cotton bales. This is to keep a check on hoarding practices. Secondly, a discount of Rs. 300/- per candy in
sale rate will be given to MSME spinning mills.
In the international market, ICE cotton futures (Dec) is facing resistance near 66.45. However, the trend is still bullish. But, market participants
need to be cautious at this level as there are various news flow in the international market, especially in context of growing U.S-China tension.
The nervousness of trade between the U.S. and China, the world’s two largest economies and the world’s largest exporter and importer of cotton, is
continuing to escalate. China was responsible for nearly 70% of U.S. export sales of cotton since April. Whether or not those sales turn into shipments,
whether or not the Phase One agreement is fulfilled, and what the potential consequences of an unfulfilled deal could be are other variables that can be
expected to shape the supply and demand outlook and price direction.
In latest news, US apparel groups are expecting a Trump administration decision as early as this week blocking imports of Chinese-made textile and
apparel products on the grounds that they are the products of forced labour in the Xinjiang region of China. Such an order, which would come from US
Customs and Border Protection (CBP), has the potential to affect tens of billions of dollars of US textile and clothing imports that contain cotton, yarn
or fabric produced in the Xinjiang Uygur Autonomous Region (XUAR).
The crop year just began, however, and there is plenty of time for rapidly evolving COVID and macroeconomic conditions to alter the outlook. Even in
an optimistic scenario, where the virus is put under control and economies rebound, demand growth at the spinning level may lag downstream
demand growth due to accumulated inventory.
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