ANZ O,

Australian Cotton:
Looking beyond
market cycles

Q3 2026



Foreword

Over the past decade, the Australian cotton industry has
experienced both reward and challenge, with a period of
high pricing otherwise offset by periods of persistent lows.
Global cotton production has generally outpaced demand,
causing downward pressure on prices for extended
periods.

For the season ahead of us, however, the dynamics

are changing: the cotton harvest will shrink globally,
particularly in developed countries, as production
continues to shift towards South America and Asia. With
lower production in mind, there are some encouraging
signs for prices, supported by higher oil prices and
concerns about global supply.

We know, however, that agricultural businesses are
complex, and that successive years of lower prices have
only been part of the story for Australian cotton producers.
Despite low prices and, in some cases, low production,
irrigated cotton producers have shown remarkable
financial resilience. Financial performance data indicates
that the median cotton grower has maintained a strong
earnings base and has been effective at managing costs
and protecting margins. The main trade-off is higher debt
levels compared with the average Australian broadacre
farmer, reflecting the capital-intensive nature of irrigated
farming, and the sheer volume of investment on the line in
any given year by our Australian producers.

Overall, and most pleasingly, Australian cotton producers
remain well positioned for the future. Their financial
standing, combined with the potential for renewed
demand driven by changing consumer preferences,
supports a positive outlook for both the Australian cotton
industry and the global cotton market, of which we look
forward to continuing to support.

Mark Bennett
Head of Agribusiness, Business and Private Bank




Global cotton market update

The global cotton price has sat at stubbornly

low levels since around the middle of 2022,

on the back of ample global production and
subdued demand. Recent gains in cotton prices
have been underpinned by two key factors:
increased oil prices, which have improved cotton’s
competitiveness relative to synthetic fibres, and
emerging concerns over global cotton supply.

The most recent United States Department

of Agriculture Cotton Outlook sends a strong
message that cotton prices should be on the

way up, as ending stocks are projected to fall to
their lowest level in eight years. While prices have
softened slightly from the spike seen in May, they
remain at stronger levels than we have seen in the
past few years. A decline in global stocks stems from
both lower supply and stronger demand, with higher
forecasted mill use further tightening supplies.

Many major cotton-producing nations are
expected to see a fall in production for 2026/27,
with China and Brazil forecast to produce 4 and

6.5 per cent less cotton respectively. The world’s
other major producer, India, is expected to deliver
only a marginal increase in total production at this
year’s harvest. Global production declines are a
factor of both area planted and yield, with the area
of cotton harvested in 2026/27 expected to fall to
around 26.2 million hectares (below the five-year
average), and yields tipped to fall by almost five
per cent from last year’s record. The decline in
China and Brazil’s production — and in particular,
yield — is the primary factor behind lower

global yields.

Cotton mill use is also expected to hit a six-year
high as a return of global economic growth is
anticipated to drive demand for cotton apparel.

A possible contradiction to this, however, would
be a fall in global oil prices, as this is expected

to increase the attractiveness of synthetics. The
continued drive of India to build their textile and
manufacturing sectors is also expected to see the
continued growth in demand for cotton, back to
record levels seen in 2020/21.
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Cotton production and financial performance

While global cotton prices are showing some
signs of improving, price is never the whole story,
nor is it the only indicator of how producers

are performing. ANZ analysis of the financial
performance of irrigated cotton producers
demonstrates the bottom line impact caused by
the decline in prices since 2022, as well as the
role of the rapid growth in cotton production in
Australia in the early 2020s.

The volatility in prices and production has led to
the emergence of a number of key themes:

¢ Industry investment in increased production area
through the early 2020s saw median farm debt
increase rapidly in irrigated cotton businesses;

* The combined impact of a drop in production
and price in 2023/24 saw sales and EBITDA
decline considerably;

* This decline also saw an increase in operating
expenses relative to revenue, as previously highly
cost-effective businesses were challenged by
the operating environment;

* Despite this, the median EBITDA margin fell to
only just under 25 per cent — demonstrating
solid returns were still achieved despite the
combination of low-price and low production;

Unlike many other commodities, the quantum of
capital infrastructure and inputs into an irrigated
cotton crop are relatively set — meaning that
declines in sales are more directly correlated with
increases in business debt than they may be in a
general broadacre farming situation;

* 2025 saw a solid recovery and increase in sales
and EBITDA, despite continuing lower prices and
increased debt;

While returns have been volatile in recent years,
cotton growing continues to have very strong
margins and demonstrated sound financial
benchmarks, despite concerns over global pricing.

While returns have been volatile in recent

years, cotton growing continues to have

very strong margins and demonstrated

sound financial benchmarks, despite
concerns over global pricing.




Median financial performance - Irrigated cotton producers
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Financial performance of irrigated cotton production
v ABARES broadacre production

Median irrigated cotton production
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The trend toward sustainable, natural fibres

Anyone on social media, or who frequents the
gyms of our major cities, may have picked up on
the growing trend towards natural fibres — but
the question remains as to the longevity of this
movement and the overall impact on demand.
The reasons behind the trend towards natural
fibres range from environmental and sustainability
preferences, to a very real preference for non-
plastic based goods, particularly in clothing and
food preparation products, to a trend away from
‘fast-fashion’.

As yet, while the trend appears to be prevalent in
certain parts of the economy, on a global stage,
it is yet to bother the scorers. It is no secret that
the rise of fast-fashion has almost exclusively
benefitted man-made and synthetic fibres, with
total man-made fibre trade going from under

50 per cent of total trade in the early 2000s to
around 58 per cent last year.

Looking to the future, OECD forecasts for the
long-term trend toward natural fibres would point
to modest annual growth in cotton consumption
of around 1.6 per cent per annum in value over the
next 10 years. In comparison, growth in the use

of synthetic fibres is forecast to outstrip growth
in natural fibres, despite a growing aversion to
plastics in developed countries. The continuing
growth in income in developing countries is
the underlying driver behind fast-fashion and
synthetic-based textiles.

Mill use is expected to remain focused in Asia,
and while China’s share of total use is expected to
continue to decline, flowing from increasing labour
costs and the removal of price support, mill use in
India, Pakistan, Vietnam and Bangladesh is expected
to increase. As China continues to be the world’s
largest producer of polyester, the increasing growth
in the textile industry in India and other Asian nations
will support further growth in cotton use, as their
textile industries are primarily cotton-based.

A trend toward natural fibres points
to modest annual growth in cotton
consumption over the next 10 years




Global trade of selected fibres (by total value)
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What this means for Australian cotton

While recent market conditions have been environmentally friendly, non-plastic based
challenging, the broader outlook for the global products. While moves in countries such as France
cotton industry remains strong, and increasingly to educate consumers and direct consumption
supported by favourable structural trends. The away from disposable, plastic-based materials
focus of the industry has shifted from competing have created an interesting precedent for other
with synthetics — which have, by virtue of their countries, the Australian cotton industry will

low cost, in some ways ‘created’ their own continue to focus on high quality, sustainable and
industry in disposable, or fast fashion. Instead, the profitable production that should see it continue as
path forward for global cotton appears to be in one of our highest performing agricultural sectors.

tapping into the growing market for sustainable,

The Australian cotton industry will continue to focus on high quality,
sustainable and profitable production, that should see it continue as
one of our highest performing agricultural sectors.
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Important information

The distribution of this document or streaming of this
video broadcast (as applicable, “publication”) may be
restricted by law in certain jurisdictions. Persons who
receive this publication must inform themselves about
and observe all relevant restrictions.

1. Disclaimer for all jurisdictions, where content is
authored by ANZ Research:

Except if otherwise specified in section 2 below, this
publication is issued and distributed in your country/
region by Australia and New Zealand Banking Group
Limited (ABN 11 005 357 522) (“ANZ”), on the basis

that it is only for the information of the specified
recipient or permitted user of the relevant website
(collectively, “recipient™). This publication may not be
reproduced, distributed or published by any recipient
for any purpose. It is general information and has been
prepared without taking into account the objectives,
financial situation or needs of any person. Nothing in
this publication is intended to be an offer to sell, or a
solicitation of an offer to buy, any product, instrument
or investment, to effect any transaction or to conclude
any legal act of any kind. If despite the foregoing, any
services or products referred to in this publication are
deemed to be offered in the jurisdiction in which this
publication is received or accessed, no such service or
product is intended for nor available to persons resident
in that jurisdiction if it would be contradictory to local
law or regulation. Such local laws, regulations and

other limitations always apply with the non-exclusive
jurisdiction of local courts. Before making an investment
decision, recipients should seek independent financial,
legal, tax and other relevant advice having regard to their
particular circumstances.

The views and recommendations expressed in

this publication are the authors. They are based on
information known by the author and on sources

that the author believes to be reliable but may involve
material elements of subjective judgement and analysis.
Unless specifically stated otherwise: they are current on
the date of this publication and are subject to change
without notice; and, all price information is indicative
only. Any of the views and recommendations which
comprise estimates, forecasts or other projections, are
subject to significant uncertainties and contingencies
that cannot reasonably be anticipated. On this basis,
such views and recommendations may not always be
achieved or proven to be correct. Indications of past
performance in this publication will not necessarily be
repeated in the future. No representation is being made
that any investment will or is likely to achieve profits

or losses similar to those achieved in the past, or that
significant losses will be avoided.

Additionally, this publication may contain ‘forward-
looking statements’. Actual events or results or actual
performance may differ materially from those reflected
or contemplated in such forward-looking statements.
All investments entail a risk and may result in both
profits and losses. Foreign currency rates of exchange
may adversely affect the value, price or income of any
products or services described in this publication. The
products and services described in this publication are
not suitable for all investors, and transacting in these
products or services may be considered risky. ANZ
and its related bodies corporate and affiliates, and the

il

officers, employees, contractors and agents of each of
them (including the author) (“Affiliates™), do not make
any representation as to the accuracy, completeness or
currency of the views or recommmendations expressed
in this publication. Neither ANZ nor its Affiliates

accept any responsibility to inform you of any matter
that subsequently comes to their notice, which may
affect the accuracy, completeness or currency of the
information in this publication.

Except as required by law, and only to the extent

so required: neither ANZ nor its Affiliates warrant or
guarantee the performance of any of the products or
services described in this publication or any return on

any associated investment; and, ANZ and its Affiliates
expressly disclaim any responsibility and shall not be liable
for any loss, damage, claim, liability, proceedings, cost

or expense (“Liability”) arising directly or indirectly and
whether in tort (including negligence), contract, equity or
otherwise out of or in connection with this publication.

If this publication has been distributed by electronic
transmissions such as e-mail, then such transmission
cannot be guaranteed to be secure or error-free as
information could be intercepted, corrupted, lost,
destroyed, arrive late or incomplete, or contain viruses.
ANZ and its Affiliates do not accept any liability as a
result of electronic transmission of this publication.

ANZ and its Affiliates may have an interest in the subject
matter of this publication as follows:

* They may receive fees from customers for dealing in
the products or services described in this publication,
and their staff and introducers of business may share
in such fees or receive a bonus that may be influenced
by total sales.

* They or their customers may have or have had
interests or long or short positions in the products or
services described in this publication, and may at any
time make purchases and/or sales in them as principal
or agent.

* They may act or have acted as market-maker in
products described in this publication.

ANZ and its Affiliates may rely on information barriers
and other arrangements to control the flow of
information contained in one or more business areas
within ANZ or within its Affiliates into other business
areas of ANZ or of its Affiliates.

Please contact your ANZ point of contact with any
questions about this publication including for further
information on these disclosures of interest.

2. Country/region specific information:

Australia. This publication is distributed in Australia

by ANZ. ANZ holds an Australian Financial Services
Licence no. 234527. A copy of ANZ’s Financial Services
Guide is available at http://www.anz.com/documents/
AU/aboutANZ/FinancialServicesGuide.pdf and is
available upon request from your ANZ point of contact.
If trading strategies or recommendations are included
in this publication, they are solely for the information of
‘wholesale clients’ (as defined in section 761G of the
Corporations Act 2001 Cth). Persons who receive this
publication must inform themselves about and observe
all relevant restrictions.
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