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Natural fiber runs with synthetics

By DAN CRUMMETT

LOBALLY high oil prices have
Ggiven cotton a shot at the inside

track in its race with synthetic
fibers, and the natural fiber has taken
advantage of the situation.

Earlier this year, cotton prices fell
to 77% of the price of polyester, down
from 140% two years ago. The change
was enough to shift the blend of
product moving through mills across

southern Asia and China. Changing mill
consumption has been a pillar in sup-
porting prices during the period, says
Skye Dixon, agribusiness economist
with National Australia Bank.

“Over the medium term, this trend
is likely to continue, with oil prices
expected to remain relatively high,
continuing to maintain the price-com-
petitiveness of cotton,” Dixon adds.

Fourth-quarter crude-oil prices per
barrel have fallen from the low to mid

$70s in June and July to the low $60s in
October.

Australia Bank’s forecast for oil
prices into 2007 sees $67 per barrel
as an average — sufficient to maintain
cotton’s favorable track position with
synthetics.

Energy costs hit production

High energy expenditures are a two-
edged sword for cotton, holding demand
up on one side while also increasing
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costs in the production arena, 80% of
which is mechanized.

Overall, additions to the cost of
inputs is pegged at 5% in the short term
with fuel, fertilizer and freight expenses
all taking jumps.

Cotton is one of the most energy-
price-sensitive crops grownin the United
States, says USDA’s Economic Research
Service. Overall, energy costs for cotton
run about $64 per acre, or about 20% of
the total input for the crop.

Much of the energy cost for cotton
production is attributed to fuel for irri-
gation — particularly in the High Plains
of Texas. That cost obviously comes
right off the bottom line, according to
ERS economists.

Fertilizer costs jump, too, when oil
prices climb, with ni-
trogenfertilizer’s price
about 70% to 90%
dependent  upon *Q
natural-gas prices. \Q
ERS reports that S
for 2006, fertilizer
costs amount to
15% of cotton’s total
energy input expenses.

Dixon says new technology traits
in cotton, along with rapid adoption
of variable-rate technology for fertil-
izer application, will help moderate the
exposure to energy cost hikes in the
future, with plants requiring less herbi-
cide, insecticide and water. However, in
the short term, a rise in the price of oil
will continue to have negative effects on
the bottom line of producers.
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Positives

W The global economic outlook is
expected to remain strong.

W Oil prices should stay high.

W Cotton is predicted to be favored
by mills.

B China is expected to remain a
strong importer, despite being the
largest producer.

B Weather-related production prob-
lems exist in U.S. High Plains fields.

W Global cotton carryover is high
from the 2005-06 season.

B Asia and South American produc-
tion is increasing.

B Market speculation is overshad-
owing fundamental market signals.



