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The Chinese Supply Chain for Cotton

As the Chinese economy has become more market-
oriented in recent years and since China joined the
World Trade Organization in 2001, Chinese mill
demand for cotton has grown rapidly. This growth
is reflected throughout the supply chain, with in-
creases in installed textile machinery, accelerated
yarn, fabric, and apparel production, and growing
consumer demand. Given all of these drivers for
cotton growth, the Chinese supply chain may have
the potential for still more expansion
in cotton consumption.

of global cotton use jump from 22% to 41%. These
phenomenal and unprecedented growth rates un-
derstandably have been questioned by many as
overstated or unsustainable. However, analysis by
Cotton Incorporated shows that the current level
of mill demand is justified and that demand is likely
to expand further in coming years, owing to up-
stream and downstream supply-chain pressures.
(continued on page 2)
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Environmentally Friendly Apparel: The Consumer’s Perspective

As “environmentally friendly” claims and products
have increased in the marketplace, consumers have
become more aware of eco-friendly apparel. How-
ever, the increase in awareness does not translate
into increased importance or changed purchase
intent among consumers. Both Cotton Incorporated’s
research and industry studies indicate that when
deciding to buy apparel, consumers continue to
consider other factors, such as price, more important
than environmental impact.

Cotton Incorporated’s Lifestyle Monitor™ in 2006 surveyed
4,000 U.S. consumers aged 16 to 70; the survey was conducted
via telephone by Bellomy Research. In addition, 2,800 U.S.
consumers aged 18 to 54 were surveyed on specific issues
in March and December 2006; the survey was conducted via
the Internet by Bellomy Research.

Awareness Increases as Action Declines

Consumers’ awareness of environmentally friendly
products has increased in the past few years, as
more products are labeled with “green” terminology.
In a December 2006 survey, one third of consumers
said they were more aware of organic apparel and
home textiles “today” than “a year ago.” However,
the choice to actively seek out environmentally
friendly clothing remains restricted to a small niche
group of consumers. When asked how much effort
they put into finding environmentally friendly
clothing, only 5% of consumers said they put a lot
of effort into looking, statistically the same share as
in a March 2006 survey. In addition, half as many
consumers (15%, down 16 percentage points in nine
months) said they would be bothered if they pur-

(continued on page 3)
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Mill Capacity

Mill demand for cotton depends on having
the equipment in place to process the raw

fiber. Measuring and tracking growth in 16

investment in equipment and in the in-

stalled capacity of textile machinery — & 12 -
particularly spinning positions—can yield £
insight into how much fiber Chinese mills €
are capable of processing into yarns and ~ §
whether that capacity is growing. At the 4

start of the supply chain, China’s fixed-
asset investment in new textile and apparel
equipment and plants surpassed 183 billion
yuan (or $22.9 billion) in 2006, reflecting
28% growth from 2005. These growth rates
exceed the average annual expansion of
mill demand for cotton, suggesting that
textile investment will continue to support expand-
ing mill demand.

The Pull of Downstream Demand

Further along the supply chain, various demand
drivers can pull cotton through the pipeline. Pro-
duction of yarn, cotton fabric, and apparel are
indicators of demand for cotton. At the end of the
supply chain, final demand for
Chinese textiles and apparel is
measured by domestic retail de-
mand and exports. Since 1997,

Average Annual Growth Rates in China’s
Cotton Supply Chain, 1997 through 2006
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growth in the upstream segments and in exports,
but slower than downstream growth in domestic
retail sales, as the percentage of China’s apparel
output moving into the Chinese retail market, rather
than to export, has started to grow.

Further upstream, growth in garment manufactur-
ing is driving fabric production. Over the last de-
cade, cotton fabric production
climbed an average of 10.8% an-
nually, faster than growth in up-
stream cotton mill demand, but

; produced 17.8 billion slower than growth in downstream
China’s constant annual growth rate 1it components. In turn, cotton mill use
for apparel exports has been 14.3%, apparel iiems — climbed an averace of 6%. At first
faster than the growth in any other roughly three items bl a8 U

R ush, the relatively slower growth
segment of the supply chain, indi- for every person on in cotton demand over the last de-
cating latent demand to accelerate . ,

the planet. cade could suggest a loss in cotton’s

growth in the upstream segments.
Although China has reported do-
mestic retail apparel sales for only
two years, volume climbed 21.8% from 2005 to 2006,
faster than either exports or upstream supply-chain
segments.

Apparel output, the next upstream component in
the supply chain, similarly saw fast growth over
the last decade. Production of garments climbed an
annual average of 13.3%, driven by the robust export
and retail demand. In 2006, China produced
17.8 billion apparel items — roughly three items
for every person on the planet. For the first quarter
of 2007, apparel output climbed 20.5% over the
same period last year. This rate was faster than

share of apparel exports and sales

in China. However, when China’s
cotton use and net trade in cotton yarn and thread
are combined, the average annual growth over the
last decade reaches 16.6%, higher than the down-
stream growth rate for apparel exports, implying
that cotton has increased share in apparel output
and exports over the decade.

Conclusion and Forecast

Over the last decade, mill demand for cotton clearly
has been unable to keep up with faster growth in
other segments of the Chinese supply chain. As a
result, China’s imports of cotton yarn and thread
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have climbed nine of the last ten years, reaching
882,000 tons in 2006, making China the world’s
largest importer of cotton yarn and thread. Early
forecasts suggest Chinese mill demand may reach
52.6 million bales in 2007/ 08. Although this is likely
to be the world’s fastest growth, it will still lag the
growth in downstream segments of China’s cotton
supply chain, suggesting that China could import
a record volume of cotton yarn again in 2007, con-
tributing to robust cotton mill usage in yarn-
exporting countries.

Environment-Friendly Apparel (continued)

chased an item they believed to be environmentally
friendly and later discovered that the claim was
incorrect.

Ironically, as environmental claims have become
more common and shoppers have become more
aware, consumer concern about environmental
issues in their purchase decisions has declined. The
majority of consumers are concerned about some
environmental issues, such as child labor (67%) and
water quality (64%); however, from March to De-
cember 2006, consumer concern about issues such
as food additives and fabric treated with dyes de-
clined. Significantly more consumers said they were
concerned about rising prices at retail than the
environmental friendliness of their food or clothing.

Relative Importance Remains Low

Consistently, the majority of consumers are most
concerned about price when shopping for clothing,

Environmental Issues of Concern to Consumers
Surveyed in March 2006 and December 2006

Cotton’s share of Chinese apparel exports to several
key markets has climbed in recent years. In partic-
ular, cotton’s share of Chinese exports to the United
States climbed 11 percentage points over the last
decade and is poised to reach a new record in 2007,
reflecting consumers’ continuing affinity for cotton
apparel. As the end of the Chinese cotton supply
chain has grown faster than upstream segments
over the past decade, the effect of continued growth
in consumer preference for cotton apparel could
continue to reverberate throughout the Chinese
cotton supply chain.

National research conducted by Frank
About Women indicates that when
women are deciding to buy apparel, the
most important factors they consider are
price, quality, and style. Most women
say they don’t want to change their lives,
sacrifice quality, or pay more for green

products. —franklyspeaking, vol. 13

while only a small share consider environmental
issues to be important. According to Cotton Incor-
porated’s Lifestyle Monitor™, environmental friend-
liness has remained the least important factor in
consumers’ apparel purchase decisions for over a
decade. When purchasing apparel, 87% of consum-
ers consider price to be the most important factor,
followed by fabric content
(51%), and laundering in-
structions (50%). Fewer than

% Responding

a third (30%) consider envi-
ronmental friendliness to be

Issue 3/06  12/06 PointChange 1important, down signifi-
: . cantly from 1995 (by 6 per-
C.h|.|d Iabpr pract|ce§ 66.0 66.7 +0.7 centage points). Separate
Rising prices at retail * 64.9 * h by the NPD G
Water quality 661 641 2.0 research by the roup
Loss of rural farm land 499 496 0.3 confirms the importance of
Pesticides to grow food crops 48.8 48.1 -0.7 factors such as price {:lm(')ng
Rising sea levels due to global warming 44.9 44.2 -0.7 apparel shoppers, finding
Preservatives and additives in food 47.4 43.2 -4.2 that price is a key purchase
Genetically modified plants for use in food 42.4 39.9 -2.5 motivator (43%), following
Clothing or fabric treated with dyes, chemicals & bleaches ~ 25.4 19.4 -6.0 style (62%) and comfort

Source: Cotton Incorporated’s 2006 Attitudinal Research. *Not asked in March 2006.
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Consumer Confusion

Perhaps the decline in importance of environmental
friendliness to consumers is due to their confusion
over the profusion of “eco-friendly” claims being
made at retail. For example, only one third of con-
sumers correctly understand the terms “renewable”
and “sustainable.” However, consumers do relate
to “natural” products, including natural fibers.
According to the Lifestyle Monitor, whether or not
consumers consider environmental friendliness as
a purchase driver, cotton is their preferred fiber.
Additional research shows that consumers consider

Percent of Consumers Who Consider Price or
Environmental Friendliness Important When
Purchasing Apparel
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Cotton Incorporated

“All other components of the value equation
being equal, price is often the deciding factor,
particularly in consumer electronics,
household appliances, sporting goods,
outdoor grills, and of course trendy apparel.”
—Marshal Cohen, Why Consumers Do What They Do (2006)

cotton to be the safest fiber for the environment,
with 66% calling it “extremely safe.” Consumers
even say they are willing to pay more for natural
fibers such as cotton, and this willingness to pay
more is significantly higher among consumers who
consider the environment when shopping for cloth-
ing (72%) than among shoppers overall (62%).

Conclusion

Although consumers are more aware of environ-
mentally friendly apparel, those who consider it
important to look for and buy such products remain
a niche market. Factors such as price continue to
be the driving force in most consumers’ apparel
purchases. However, whether or not they care about
environmental friendliness, consumers continue to
prefer natural fibers such as cotton.
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