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Well, So Much for the 18-Million Bale Scenario—
And Those Higher Prices

Prior to this week’s USDA crop production estimates, the 2017
US cotton crop was projected at 19 million bales. There seemed
to be general consensus, given the crop conditions in parts of
Texas, that the crop would not get bigger with this week’s report.
There was some belief that the crop is actually less than 19
million (more in the 18 million neighborhood) but that this may
not be reflected yet in this week’s August numbers.

The revised crop estimate for August is now 20.55 million bales—
1.55 million bales more than the July estimate. Not only did the
crop not hold at around 19 million bales but now, if we're indeed
going to eventually retreat to the 18 million bale mark, we’ve got
another million and a half bales to cull through.

But, you know what, maybe not all is lost. Apparently, quite a
few farmers are looking at a potentially good crop and with any
luck or good decisions on marketing and risk management, stand
to possibly do relatively well.

The market certainly didn’t like this week’s numbers. Dec
futures had improved and trending up since mid-July—breaking
back above 70 cents on August 2. This week, prices danced
around the 71-cent mark until yesterday’s report—dropping
about 2 cents on the report and limit down 3 cents for the day.

= Exports for the just completed 2016 crop year were adjusted
up 420K bales—reducing carry-in stocks to the 2017 crop year.

= Projected exports for the 2017 crop year were increased 700K
bales—likely reflecting higher available export supply.

2016 and 2017 US Cotton Acres, Yield, and Production-- State and Region

Acres Planted* Acres Harvested® Yield Production’
2016 2017] 2016 2017 2016 2017 2016 2017]
Alabama 345 450 343 443 988 932 706 860
Florida 103 20 102 88 922 873 196 160
Georgia 1,180 1,350 1,165 1,340 898 1,039 2,180 2,901
North Carolina 280 360 255 350 646 967 343 705
South Carolina 190 240 183 235 656 940 250 460
Virginia 73 75 72 74 667 1,005 100 155
TOTAL SOUTHEAST 2,171 2,565 2,120 2,530 855 994 3,775 5,241
Arkansas 380 440 375 435 1,075 1,103 840 1,000
Louisiana 140 200 137 195 939 985 268 400
Mississippi 435 550 430 545 1,207 1,074 1,081 1,219
Missouri 280 300 266 292 1,021 1,151 566 700
Tennessee 255 320 250 315 1,104 1,036 575 680
TOTAL MIDSOUTH 1,490 1,810 1,458 1,782 1,096 1,077 3,330 3,999
Kansas 32 56 31 55 1,099 960 71 110
Oklahoma 305 470 290 450 1,021 768 617 720
Texas 5,667 6,617 5,215 5,715 749 742 8,138 8,834
TOTAL SOUTHWEST 6,004 7,143 5,536 6,220 765 746 8,825 9,664
Arizona 135 180 129 178 1,468 1,514 395 560
California 218 296 216 293 1,660 1,632 747 996
New Mexico 55 61 49 51 1,007 841 102 89
TOTAL WEST 408 537 394 521 1,516 1,515 1,244 1,645
TOTAL US| 10,073 12,055 9,508 11,053 867 892 17,174 | 20,550

SOURCE: USDA-NASS
1/ Thousand Acres
2/ Thousand 480-1b bales

The crop is now estimated at 20.55 million bales on an average
yield of 892 Ibs per acre. If realized, this would equal the record
US average vyield achieved in 2012. Eight states are currently
projected to have an average yield above last year. Twelve
states are expected to have a yield above their 5-year average
(Cotton’s Week, National Cotton Council, August 11, 2017).

The August numbers are the first based on farmer survey for
2017. Data collection (farmer responses) occurred from July 29
to August 3. Also (for cotton only), actual plant counts and
measurements were taken July 25 to August 1.
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Compared to the July projections, while the revised crop
estimate was a shock, US 2017 crop year Ending Stocks are only
% million bales higher than the July projection. This is because
also in this month’s report:

US Weekly Crop Condition
1=Very Poor, 2=Poor, 3=Fair, 4=Good, 5=Excellent
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Crop conditions in Texas have declined over the growing season.
Texas yield is projected at 742 Ibs per acre compared to 749 last
year—so essentially the same. As of August 6 (after the yield
survey data collection and plant measurements), the Texas crop
condition was 3.30 compared to 3.19 last year at the same time.
The entire US crop is rated at 3.53 compared to 3.37 last year.
The Georgia crop (the second largest state is expected to yield
1,039 Ibs per acre compared to 898 last year and 5-year average
of 936. If realized this would be 52 Ibs below the record in 2012.

There is opinion that the USDA August estimate of 20.55 million
bales will be reduced in future reports. I’'m not going to second-
guess USDA. The number is what it is and regardless of what one
thinks about the number, the market will deal with it until
something else comes along.

Elsewhere in yesterday’s report, on the foreign and World scene:

= The China crop projection was increased % million bales and

mill use increased by % million bales. Stocks were unchanged.

World use/demand for the 2017 crop year was increased a net

370K bales—due largely to the increase in China.

China imports remain and 5 million bales. Imports were

revised up for Mexico, Turkey, Indonesia, Bangladesh, and

Vietnam—all major markets for US exports.

= The projected India and Australia crops were unchanged from
the July estimates.
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After the report-induced decline, prices (Dec futures) now hover
at the 68 cent level—washing out most of the gain since mid-
July. Prices could improve if crop conditions and yield outlook
worsens—but like | said earlier, the market now has a 1% million
bale cushion it didn’t have before.

Some observers are convinced the US crop will only get smaller.
All we really know is that the market has to digest and make
what it will of the 20.55 number for now. If the September
numbers continue to validate a 20+ million bale crop, then prices
could decline further. If the crop does get smaller, the 68 to 70
cent level or better should hold.
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