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Structure of World Cotton Trade

THE STRUCTURE OF WORLD COTTON TRADE

The structure of world cotton trade is changing and 2009
was marked by a financial stress experienced by a number
of cotton merchants as a result of extreme volatility in the
cotton futures market in March 2008, the credit crisis causing
banks to tighten lending to traders and the economic recession
that curbed demand for cotton. As a result, many merchants
incurred substantial losses, and several major cotton firms were
forced into bankruptcy, merger or to go out of business. These
events led to an increase in market concentration, but it has
also opened doors for newcomers, mostly multi-commodity
traders, to enter into the cotton business. Other consequences
of the rise in speculative activities at the Intercontinental
Exchange (ICE) in New York during the past two years and
of tighter credit include damaged hedging capacities and price
discovery functions at the futures exchange.

It was announced this year that Allenberg Cotton Company,
the world’s largest cotton merchant, is acquiring Dunavant
Enterprises, also one of the largest merchants. Allenberg is
owned by Louis Dreyfus Commodities, a major international
merchant in many commodities. Allenberg cotton was founded
in 1921 and was acquired by Louis Dreyfus in 1983. Allenberg
has offices across the cotton belt in the U.S and offices in 9
other countries. China, Asia and the Western Hemisphere
are major areas where Allenberg’s operations have been
expanding. Dunavant was founded in 1929 and is one of the
largest privately owned cotton-merchandising companies in
the world. Dunavant is involved in ginning and warehousing.
Dunavant has large operations in Central Asia, South America,
Africa and Australia. The firm has offices in the major cotton
producing areas of the U.S. and in 13 other countries.

At the start of 2009, Albrecht, Mueller-Pearse & Co, based
in Germany, filed for insolvency. Albrecht, Muller-Pearse and
Co. was one of the largest European merchants. The firm was
founded in 1902 and had two affiliates and an office in Hong
Kong. The company traded Central Asian, West African,
South American, African, U.S. and other growths worldwide.

Earlier in 2008/09, Paul Reinhart based in Dallas, Texas
filed for bankruptcy protection. Paul Reinhart America is a
subsidiary of Paul Reinhart AG of Switzerland, which continues
operations and remains among the largest traders in Europe
and in the world. However, after closing U.S. operations,
Paul Reinhart in Switzerland handles approximately half of
volumes traded prior to 2008. Paul Reinhart was founded
in 1788 and started U.S. operations in 1992, becoming the
world’s largest cotton merchant not headquartered in the USA
during the past decade.

Weil Brothers Cotton, another company among the group of
the world largest merchants, announced in November 2008
that it is exiting the cotton business in 2010, as a result of the
March 2008 market events and because risks associated with
cotton trade have become greater. Weil Brothers Cotton was
founded in 1878, is based in Montgomery, Alabama and is
affiliated with Weil Brothers & Stern in Liverpool.

Based on estimated volumes traded by the largest and large
companies during 2009, it is evident that volumes traded by
these groups of companies were declining during the past two
years as a result of the crises in the cotton industry, and declining
production and consumption. The 2009 study indicates that
the cotton shipping industry still remains highly competitive,
but that it has become more concentrated over the past several
years, as the number of major companies engaged in cotton
trade declined.

The Secretariat has studied the structure of world trade in cotton
since 1994 and compiles a list of cotton-trading companies active
as of the end of each year. Most of the firms are members of
the 18 associations comprising the Committee for International
Cooperation between Cotton Associations (CICCA). The
latest list was compiled from nine annual surveys mailed to all
members of CICCA, from industry publications and personal
knowledge. The total number of responding companies from
the nine surveys is 107. The list of cotton trading companies
consists of 452 firms engaged, at least in part, in international
trade in cotton. Companies are divided into four categories
by relative size. Organizations are also grouped by type of
ownership: government, cooperative or private. The latest
list of cotton trading organizations consists of 24 government
organizations, 9 cooperatives and 419 private firms.

Largest

The most recent estimates of the volume traded by the
largest companies in 2009 indicate that there are currently
13 companies with annual volume of more than 200,000
tons. The group of largest companies includes 4 government
organizations. The largest group trades in 2009 6.2 million
tons, or 26% of world production. 9 privately owned largest
cotton trading organizations handled 5.2 million tons in 2009,
or 22% of world production. In 2008, there were 15 companies
in the largest category, handling 7 million tons, or 27% of
world production, including 11 private companies handling
5.9 million tons, or 25% of world production. In 2009, five
of the world’s largest cotton trading companies were based in
the USA, three in Uzbekistan, and one each in Japan, China,
Singapore, Switzerland and the UK. Uzprommashimpeks, one
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of the three government agencies from Uzbekistan was added
to the list of firms reported by the ICA (International Cotton
Association) to have failed to fulfill awards resulting from
arbitrations conducted by CICCA member associations in
December 2008.

The first study conducted in 1994 indicated that the 19 largest
cotton organizations handled 6.8 million tons, or 36% of world
production. 14 of the largest organizations were private or
cooperative cotton companies, accounting for an estimated 5.5
million tons, or 29% of world cotton production. The conclusions
of the study were that the world cotton industry was not highly
concentrated by the standards of industrial markets and that the
international cotton shipping industry was highly competitive.
Since 1994, some departures and additions to the group of the
largest cotton trading organizations have taken place, and it is
obvious that some concentration has occurred.

As a sign of market concentration, a smaller number of the
largest firms handle approximately the same volume in total as
in 1994. However, reduced imports by China, declining mill
use and production during the past two years led to reduced
volumes handled by the largest companies, compared with
records set in 2006/07.

Large

A significant reduction in the number of merchants during 2009
took place in the group of large companies (annual volume:
50,000 tons to 200,000 tons). It is estimated that the number
of large companies declined from 44 merchants active in 2008
to 37 merchants trading cotton in 2009. The volume handled
by the current group of large companies declined sharply from
4.4 million tons in 2008 to an estimated at 3.2 million tons in
2009, accounting for 13% of world production (17% in 2008).
Compared with 2007, the volume traded by large companies
in 2009 declined by 1.5 million tons. The composition of
organizations defined as large companies has changed the most
since 1994. The number of large government organizations
declined from 15 to 3 as a result of privatization, mostly
in Africa. The 1994 study indicated that there were 51 large
cotton-trading companies handling 4.1 million tons, including
35 non-government owned large organizations accounting for
2.5 million tons, or 13% of world production. As of 2009, 34
private large companies are accounting for 3 million tons, or 12%
of world production. The 43 largest and large non-government
cotton trading companies account for 43% of world production
in 2009, compared with 42% handled by 49 firms in the same
categories in 1994.

Thirteen of the 37 large cotton traders are based in the USA.
Four large firms are based in India; four in Switzerland and two
in the UK.

Among the most noticeable changes in the group is the recent
entrance of a large commodity trader, Noble Resources Group,
into cotton. Noble Cotton is headquartered in Singapore with
regional offices in India, USA, Brazil, China, Uzbekistan,
Australia, Turkey and Cote d’Ivoire. Noble Cotton is expanding
operations in China, India, Brazil, Uzbekistan, USA and West
Africa.

Another entry into the group is the recent formation of the
Dubai Cotton Centre (DCC) in Dubai, UAE for the purpose
of establishing a trading infrastructure for facilitating exports
of Uzbek cotton. The DCC is owned by the government
organization, Dubai Multi Commodities Centre (DMCC),
and is working to provide services to the cotton supply chain,
including storage, handling, shipping and merchandizing.

Multigrain S.A. based in Sao Paulo, Brazil, a multicommodity
trader, entered into cotton trade about three years ago and has
grown in cotton volumes traded to the size of a large trader. The
firm has an affiliate in the USA. The company was founded in
1999 and now has the largest volumes of operations in grains
and soybeans.

With increased production, mill use and exports in India a
number of Indian merchants became more active internationally,
entering other markets, such as China, opening offices in other
countries and trading a variety of growths directly to mills.

Medium

There are currently 51 firms in the medium category (annual
volume: 20,000 tons to 50,000 tons), five more than in 2008,
with an estimated volume of 1.3 million tons. The volume traded
by medium sized companies has not changed significantly
during the past year. The number of medium sized companies
increased as several of the larger companies had to reduce
traded volumes as a result of the mentioned crises and smaller
supply and demand. In 1994, there were 50 medium companies
with approximately the same combined volume. Among the 51
medium sized companies, 8§ are based in the USA, 4 in Turkey
and 3 in Switzerland.

Specialized

The most recent survey includes 351 firms in the category
of specialized companies accounting for 1.7 million tons of
combined volume in 2009, little changed over the past 9 years.
A very large number of specialized cotton trading companies
are based in the USA, Turkey, Poland, India, Switzerland,
Germany, Egypt, Brazil and Italy. Several European companies
went out of business during this decade.

The full list of cotton trading companies, banking, ocean freight
and insurance organizations with contact information follows.
To receive the tables in Excel file, please send your request to:
publications@icac.org
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