ƣ Cotton prices defied expectations by strengthening steadily between November and
March despite a global oversupply. Also, prices breached the 90 US cents mark in March
according to the ICE Cotton #2 Index.
ƣ Prices are still significantly lower than the 214 US cents reached in March 2011.
ƣ Bulk purchases by the Chinese Government to restock its strategic reserve have stoked the
recent bout of price rally, which was expected to stop once desired buffer stock is reached.
ƣ More recently, prices have softened due to weakened demand, to be around 85 US cents.
ƣ The latest global production estimate by the International Cotton Advisory Committee
(ICAC) in May suggested a 5% decline in 2012-13 to be around 26.3 million tonnes. A
further fall of 6% is expected in 2013-14, bringing production to 24.6 million tonnes.
ƣ Cotton prices are lower while prices of competing crops are higher than the previous year,
resulting in substantial switching in plantings.
ƣ Based on the latest ABARES forecasts, Australian cotton lint production is expected to fall
by 21% in 2012-13 to 945,000 tonnes, with irrigated cotton faring better than other
species, and dryland cotton performing poorly.
ƣ In 2012-13, Australian irrigated plantings will dominate about 95% of the planting area at
442 000 hectares (down 7% from last season), leaving dryland cotton with just 23 000
hectares (down 85%).
ƣ According to the ICAC, lower cotton prices and more positive global economic conditions
in 2012-13 have led to an estimated 7% increase in world mill consumption of cotton to
23.7 million tonnes, the first growth in three years. Another 2% growth to 24.3 million
tonnes is forecast for 2013-14.
ƣ Mill use in China is expected to fall in 2012-13 and 2013-14 to the lowest in a decade, partly
attributable to the uncertainty surrounding China’s national cotton policy. Decreased mill
use in China will be partially offset by increases in India, Bangladesh, Turkey and Pakistan.
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ƣ World cotton exports are expected to fall by 4% in 2012-13 and 6% in 2013-14, driven by
both lower import demand and export supplies.
ƣ More than 50% of the forecast decline in world exports is expected to take place in India,
Brazil and Pakistan. This is partly offset by an expected rise in exports from Australia and
Uzbekistan.
ƣ If forecast exports volume of 1.1 million tonnes is realised, Australia will be the second
largest raw cotton exporter in 2012-13, trailing only the United States.

While care has been taken in preparing this material, National Australia Bank Limited (ABN 12 004 044 937, AFSL 230686) does not warrant or represent that the information, recommendations, opinions or conclusions contained in this document ("Information") are accurate, reliable, complete
or current. The Information does not purport to contain all matters relevant to any particular investment or financial instrument and all statements as to future matters are not guaranteed to be accurate, and any statements as to past performance do not represent future performance. In all
cases, anyone proposing to rely on or use the Information should independently verify and check the accuracy, completeness, reliability and suitability of the Information and should obtain independent and specific advice from appropriate professionals or experts. To the extent permissible by
law, the National shall not be liable for any errors, omissions, defects or misrepresentations in the Information or for any loss or damage suffered by persons who use or rely on such Information (including by reasons of negligence, negligent misstatement or otherwise). If any law prohibits the
exclusion of such liability, the National limits its liability to the re-supply of the Information, provided that such limitation is permitted by law and is fair and reasonable. ©2013 National Australia Bank Limited ABN 12 004 044 937 AFSL and Australian Credit Licence 230686 A102074-0513

