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The Chair introduced the issues related to contract sanctity and contract defaults in the world cotton market. He 

said that the topic is being recognized as one of the most important aspect of cotton commerce today and had 

been proposed to the ICAC by its Private Sector Advisory Panel. The concept of contract sanctity centers on the 

general idea that parties must honor their obligations once they have duly entered into a contract. However, the 

high volatility of cotton prices in recent years, both in the spot and futures markets, have put contract sanctity at 

risk. Contract defaults that result have plagued the cotton business in the recent past. The current list of 

companies that have failed to settle disputes between buyers and sellers is getting larger and larger. Many have 

been reluctant to bring the issue of the relationship between the buyers and the sellers to Plenary Meetings, but if 

this relationship breaks down completely and anarchy prevails it will open the door for synthetic fibers to dominate 

the textile business. There is an undoubted need for discipline in this sector, otherwise competition becomes 

unfair and the honest would be undercut by the dishonest. 

However cotton growers and spinners are not the villains of contract sanctity. The lack of contract sanctity extends 

further up through the value chain, as weavers, garment manufactures and retailers also feel free to renege on 

their commitments. The need for contract sanctity is apparent but ways in which to address it would be discussed 

at this session by industry representatives and the delegates of the member countries. 

The Chair introduced members of the panel who represent producers, trade, industry and arbitration bodies. 

Members of the panel: 

Mr. Kai Hughes, Managing Director (ICA) 

Mr. Christian Schindler, Director General, (ITMF) 

Mr. Ahmed Rahman, Director of Textile Division, Beximco (Bangladesh) 

Mr. Fatih Dogan, Vice President, Mediterranean Textile & Raw Exporters Union (Turkey) 

Mr. Andrew Macdonald, Advisor, AMCOM (Brazil) 

Mr. Luiz Renato Zapparoli, President, AGOPA (Brazil) 

The panel and the delegates had an extensive discussion of the issue of contract sanctity and contract defaults 

and arrived at the following conclusions. 

The lack of contract sanctity in cotton business could favor synthetic fibers that compete with cotton for market 

share. 

Mr. Kai Hughes defended the important role of International Cotton Association (ICA) contract based on the 

association’s rules and bylaws. Although there are some companies that rely on the bond of trust, it cannot be a 

solution to a problem of contract sanctity. Fortunately there are trading rules in this market accepted by the 
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majority of the cotton community that enable international cotton trade. 

Mr. Rahman pointed out the need for discipline in the cotton business to ensure fair competition and eliminate 

dishonest practices. A signed contract should be executed as agreed, and should it fail the disadvantaged party 

should be adequately compensated through the arbitration process. When disputes cannot be settled amicably, it 

is necessary to resort to arbitration. The decision or award of the arbitration is final and legally binding on both 

parties. It is important for the award to be recognized and enforced by courts compelling the unsuccessful party to 

comply with the terms of the award, The court should accept the decision of the arbitral authority and it should be 

final for both parties. Government support is required in order to fast track arbitration awards through the legal 

system. There is no need for more sanctions. The list of unpaid awards helps to deter companies from dealing 

with these companies. More work should be done to prevent companies from getting on the default list. It is 

always better to prevent than to cure. It is reasonable to assume that no one enters into a contract expecting to 

default. It is important to understand different reasons that could cause producers, spinners, weavers, or retailers 

to default on their contract. It is very important to look at the contract sanctity issue throughout the entire textile 

supply chain and not only where the ICA contract ends. 

Mr. Macdonald pointed out that one of the main reasons for the lack of contract sanctity is price volatility in the 

cotton market. The higher the volatility, the less secure the trading environment is and there is a need to cope with 

volatility. 

Mr. Rahman and Mr. Schindler suggested that the major factor leading to defaults is cancelation of orders by 

spinners, weavers and retailers, and there is no discipline further up the value chain. 

To cope with price volatility and contract defaults the panel proposed that hedging practices with options and 

futures would be a reliable approach. Merchants should protect their customers at first stages of the supply chain 

by giving them an opportunity to enter into contracts with minimum guarantee price for producers, and with 

maximum guarantee price for spinners. Cotton should be always hedged up until delivery for consumption. 

Governments could support this practice by requiring this type of contract, especially in international trade. This 

practice could be extended up through the value chain to spinners, weavers and retailers, and governments could 

enforce the use of insurance against defaults as a compulsory measure for conducting business. Hedging could 

make financing by banks easier and more secure if a clear hedging strategy is used. Governments needed to play 

a more active role in the process in order to protect their textile industries and economies. Almost all governments 

represented in the textile business were signatories to the New York Convention of 1958 and should therefore 

ensure that arbitration awards were duly recognized by their legal systems. Without protection throughout the 

entire textile value chain the problem of contract sanctity will not go away and will help polyester to gain market 

share. The establishment of a world yarn contract on the same principles as the international cotton contract could 

become an additional tool to help resolve arbitrational issues among spinners and weavers. 

A partnership between governments and the cotton industry is required in order to reduce the number of defaults. 

The trade is not requesting intervention, but rather for recognition of the problem and new laws and government 

support for the principles of fair and secure trade in order to create an environment that enables international 

trade to take place in an equitable and evenhanded manner. 
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The Chair adjourned the meeting at 5:00 pm 


