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Technical Bull~tin No. 685 June 1939 

lJNITED STATES DEPARTrvIENT OF AGRICl..'LTURE 

WASHINGTON, D. C. 

COTTON PRICES IN SPOT AND FUTURES 
1-fARKETS 12 
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An 11IHIE'rstandill,!! of cotton l)['ice~ anel market in,!! im-nln':'" a know'I
pelge of tliP ~llpply of all(1 tht' ([PIlUliHI for eolton and infol1llation on 
the various type;,: of mttrkets. Information is presented in this bulle
tin on the nature and sources of, and the changes in, the supply of 
and the demand for cotton: on the interrplationships between the 
supply, clemand. ancl prices of co.tton: and on the nature, character
istics, and fU.1C'tions of, and pri('es in. the nrious types of cotton 
markets. Such information is intpnded to serve as a basis for 
formulnting- plalls the pro<inction. market in,!!. and distributionf()l' 

of cotton. 
SrpPLY OF COTTO)i' 

The term "supply," a" ll~('(l ill this bulletin and as gPI1('raI1y used 
in discussions of r:ot (!Jll 111111'kptillg, l'pfers to the (otal quantity of 
cotton in existpncp reganllp:-s of whether it is a\'aihlbie in the mrlrket 
at prevailing prices .. But the e('ollomic. or marht, supply of ('ot/on, 
which is halaIH,pcla,!!ainst the demand for ('otton in the determinatioll 
of prices, refers to the qllantities which sellprs are ready to sell in the 
market at II givpn tinH' nt f'pe('ifipd pri('es (f.3).3 ,nth a giwn 
physical supply in ('xistPl1ce. the market supply may be I'educed tem
porarily hy pri,'e, peggill,!! or hy other forms of or!!anizpd control. 

t Suhmitted r0r puhli('ati•.u ON"bl'r:r.. W3.~, 

, This bulletin is intended to n'jJlar~ lJcpartment Bulletin, 14-14, ('"t[()[l Prices ant! :'>farkets, b. Alonzo 


E. Cox, published in December 19~6. now out of print, 'redit is due to coworkers ror assistance in 
assem bUng statistical datu. 

l Italic numbers in parentheses reier te Literature Cited, p. 70. 
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Cotton prOllm:tion is ('oncentl'uted largc·ly in six tounU'ies-tli e lTnited St"ates, Illllia, China, Union of Soviet Socialist Republics, 
E;.:ypt, and Brazil. Other II);;s important pro<lueing areas are \(){'uted in Routh America, Sudan and east Africn, :Mexico, Ilnd elsewhere. 
In addition to the prodlll'ing areas shown here more than (iO c01IUtl'ies hlll'e an average production of less th:1II 50,OOD balp.s each. 
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3 COTTON PRICES IN SPOT AND FUTURES MARKETS 

as, for example, the Government 12-cent loan in 1934 and the 9-cent 
loan in 1937. Such temporary restrictions on the market supply 
immediately available in the market tend to increase prospective sup
plies. Prospective supplies, as well as supplies immediat~ly available 
ill tlle market, are taken into account in the determination of prices, 
prospective supplies affecting the market largely through transac
tions for deferred delivery. 

TOTAL SUPPLY 

Most of the world's supply of cotton is produced in the southern 
part of the North Temperate Zone and in the northern part of the 
Torrid Zone (fig. 1). The principal cotton-producing COlllltriCS are 
the United States, India, China, Egypt, Union of Soviet Socialist 
Republics, and Brazil. These six countries produced, on the average, 
about 92 percent of the world total during the 5-year period ended 
with the season 1937-38.4 Other less important cotton-producing 
areas are located in South America, Sudan and east Africa, Mexico, 
and elsewhere. 

The supply for a specified year includes the quantity carried over 
from the previous year and the ginnings during that year. The 
world total supply has increased markedly during recent years and 
in the 1937-38 seaSon exceeded 50,000,000 bales of approximately 478 
pounds llet weight (fig. 2). American cotton constituted, on the 
average, about 57 percent of the world total supply of all growths 
during the 10 years 1923-32 and 49 ~ercent of the supply during the 
5-year period ended with 1937. Durmg this 5-year period, Egyptian 
cotton constituted 6 percent, Indian 18 percent, and sundry growths 
(cotton other than American, Egyp6an, and Indian) 27 percent of 
the world total supply of all growths. The supplies of sundries have 
increased markedly in recent years, largely as a r(,sl~lt of expansion 
in cotton production in the Soviet Union, China, and Brazil, although 
some decreases in China occurred in 1937 and in 1938 as a result of 
military activities. 

C.lllRY-OVER 

A part of the crop is generally carried oyer frol11 one season into 
the next and constitutes a substantial proportion of the total supply 
for that season. The total quantity of cotton of all gr0'Yths cal'ried 
oyer on Augnst 1 varied from 6,614.000 bales in 19M to 23.200,000 
bales in 1038, larg('ly as a result of changes in the Clll'l'y-ovcr of 
American cotton (fig. 3). During the seasons 1920-37, the total 
carry-oyer of all growths c(;>l1stitutecl, on the a\Terage. about one-third 
of the total supply and varIed from 22 percent for 1924 to 50 percent 
for 1021. 

The carry-over of American cotton constituted 57 per~ent of the 
total carry-over for all growths during this 18-year period and yaried 
from 41 percent for 1924 to 72 percent for 1932. The proportion of 
the total supply of American cotton represented by the carry-over 
of Ame~ican cotton. was, on the average, about the same as the cor
res1?ondmg proportIons for the total of [Ill growth::;, but the changes 
in th~se proportions from year to year were usually much greater 
for American than for cotton of other growths (fig. '3). 

• The cotton yenr, or senson, begins AUI,,'1lst 1. 
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Thp trpnd ill totnl world sllJlply of cotton of nil growth" is distinetly l1J)lYnrd. 
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Total world carry-oyer of cotton of nU growlhs \'aril's eOllsidN'nhly, largely 
as l.l result of cbanges in tbe carry·oyer of American ('()ttOll. 
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Generally, somewhat less than one-half of the total carry-over of all 
growths on August 1 is reported at consuming estab1ishment~, the 
remainder being on farms.z.in public storage, in transit. and elsewhere. 
During the perIod 1920-3 i, the carry-over of Americfln cotton in the 
United States averaged about 61 percent of the carry-over of Ameri
can cotton in the "Vorld and varied from 44: percent in 1925 to about 
79 percent in 1935. The proportion of the carry-over of American 
cotton in the "Gnited States reported at mills averaged 22 percent 
during this 18-year period and yaried from 10 percent for 1935 to 52 
for 1925. 

PRODUCTION 

Cotton harvested during the season generrtlly constitutes the ma
jor portion of the total supply for that season. During the 18 years, 
1920-37, the total crop haryested during the season 'vas, on the aYer
age, about two-thirds as great ns the supply of all gro\vths. and the 
proportions by SPllsons varipd from about one-half to more than 
three-fourths. These proportions for American cotton. on the a,er
age, were about the same ns those for the total of alI" growths. but 
the changes in proportions from onp seaS061 to another 'were some
'what greater for American than for ('otton of other growths. 

ProdHction ill earh important cotton-producing area increased 
markedly ,,-itlt the rise in priees for ('otton and with the general im
proYenH'nt in business conditions j'ollowing the depression period 
of 1H29-3:? (fig. 4:). The grt'ate::;t absolute incl'pases outside the 
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The long-time trend in world rotal production of cotton is distinctly up
ward. Expansion was resumed with improvements in business conditiOlls 
following the low-price level during the parly 193U's. 
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United States occurred in sundry growths, principally in the Soviet 
Union of Socialist Republics, Oluna, and Brazil. Substantial in
creases also occurred in India and in Egypt. 

Acreage and production in the United States were reduced in the 
early 1930's; largely as ,t result of low :prices and of the adjustment 
proo-ram 01 the Government. Beginmng with 1935, acreage and 
production in the United States increased. The 1937 crop was the 
largest on record, largely as a result of favorable growing conditions 
throughout the Ootton Belt. 

The principal factor determining the acreage planted to cotton is the 
relative income from growing cotton as compared with that from avail
able alternative enterprises. The large acreage planted to this crop 
in the Cotton Belt, for example, is largely accounted for by the fact 
that, with the existing demand for cotton, the soil and climatic con
ditions are such that the ;,ncome from growing it is generally substan
tially greater than that from other crops or livestock in this area or 
from other alternative enterprises readily available to cotton growers. 
Ohan~es in acreage from year to year, in the absence of means for 
orgamzed or public control, are influenced lar~ely by prices of, and 
incomes from, cotton ani:l cottonseed the prevIOUS seasons (16, f2f2). 
Other factors that apparently influence changes in the acreage from 
year to year include chan~es in cost of production, and in relative in
comes from other enterprlses available to cotton growers. 

Total world cotton acreage decreased 'with the decline in prices for 
cotton following 1929, and 'with the agricultural adjustment program 
in the United States in 1933 anci in 1934 (fig. 5). Since 1934, world 
cotton acreage has expanded and ill 1937 exceeded that of any previous 
year on record. In this country the acreage increased somewhat from 
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'World total cOttOIl acroage resumed expansion following the decreases early 
in the 1930's. Decreases in the united States, as a result of low prices and the 
GoY(~nlmellt's adjustment program, were largely offset by increases in foreign 
countries. 
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a low point of 26,866,000 acres reached in 1934, but the 26,904,000 acres 
in cultivation on July 1, 1938, was 22 percent less than on July 1,1937, 
and 28 percent below the 1927-36 average. Cotton acreage outside of 
this country resumed expansion in 1933, and the crop of 58,189,000 
acres in 1937 was 27 percent larger than the 1927-36 average. 

Yield per acre, as well as number of acres planted. is an important 
factor in the determination of total quantity prodrlced. Yields are 
influenced largely by soil and weather conditions, includihg the 
amount and distribution of rainfall and the kind and quantity of 
fertilizer used. In addition, the varieties grown, cultural practices, 
and damages from diseases and insect pests affect yields. 

Cotton is produced over large areas, involving a wide range of grow
ing conditions. Conseqnently, yields vary ,yidely from one locality 
to another in the same year. In the United States in 1936, for ex
ample, yields pel' acre varied from an average of 60 ponnds in Okla
homa, where the drought was very severe, to 309 pounds in Mississippi, 
where growing conditions were generally fayorable, and to 5·72 pounds 
in California where the crop was produced under irrigation. 

"'jde yariations in yields also occur in the same area from one year 
to another. In the rnited States, for example, following the heavy 
boll weeyil infestations early in the 1920's, average yields ,yere reduced 
to about 13:2 pounds per acre in 1921, wherl!as in 1937, \yith growing 
conditions generally favontblr. yields averaged 267 pOlmds per acre. 
Yields in the United States during the 5-year period 1932-36, aver
aged 187 pounds compared with an average of 144 pounds for all other 
countries combined. 

Estimates of the acreage and production in the various cOlmtries 
are made during the harvesting season by Goyernmental or by private 
aQ"encies. In the rnited States these estimates are made by the 
Ci·op Reporting Board of the Bureau of Agricultural Economics. 
The reports issued show an estimate of the cotton acreage in cultiva
tion on July 1; estimated acreage remaining for harvest on September 
1: estimateE of probable yields per acre ancl production based on 
conditions as of the first of each month from AU2'ust to S ovember: 
and estimates?f probable final ginnings, harvested acreage. and yields 
per acre as of December 1 (19). Reports on the number of bales 
ginned to specifird elates ~rom August 1 to .Tanuary 16 are made 
currentlv bv the Bureau of the Census. The December estimates of 
the Crop Reporting Board are reyi:-:ecl in ~Iay to conform \"I'ith the 
final ginnings as reported by the Bureau of the Cen:::us. Reports 
on the grade. staple length. and tenderability of the coWan canieel 
over in the rnitecl States 011 AUgllst 1 and of the "Gnited States crop 
are issued each yeaL'. beginning with thE' 19~R-29 se:<son. A report 
on the cn.rrv-over is released during the fall. Monthlv and semi
monthly reports showing the grade, -staple len~th, and fenderability 
of the crop ginned to specified dates are relea.sed currently and R llnal 
report is issuecllLfter the ginning season is oYer. Estimates of cotton 
acreage and production in the other more important cotton-producing 
countries are also made a:vailable from time to time during the 
harvesting season by public or by private agencies. 

QUALITY AS A FACTOR IN SUPPLY 

The quality of c0tton, as well as the total physical supply, is an 
important element in the supply situation. The term "quality," as 
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here applied, refers to all the physical properties of cotton that affect 
its usefulness. These properties are described for commercial pur
poses in terms of grade, staple length, and character (,11). 

GRADE 

Grade of cotton. as the term is most widely understood, is de
termined by three factors-color~ foreign matter, and ginning 
preparation. These elements ha,e been standardized in the official 
standards for grades of ..;\..merican upland cotton. Grade is largely 
influenced by weather conditions prior to harvesting, time of and 
care in harvestinQ. condition of the cotton at the time of ginning, the 
kind and conditIon of the ginning equipment used. and ~the method 
of its operation. ~ '< 

The usefulness of cotton in thE' manufacture of yarns and fabrics 
and the quality of the filth-bed products tend to nu'y directly with the 
grade of COttOIl. Spinning tests Hho\y. for example. that the quantity 
of waste removed from the lint by pickers and cards VUl-leS on the 
a,erage from about 6 percent for f'trict Good ~Iidclling- to 1;") percent 
for Good Ordinary (,11). In addition. manufacturing costs tend to 
be reduced and the quality of the finishE'd products tends to be im
praYed by the use of the higher instead of the 10\"E'r grades. 

Grade standarrls are not thE' same for cotton of the nlrious "world 
growths~ and informati?Il \y~th rpsp.ect to the supply by grades for 
cotton other than ~\n1t'ncan 15 \'ery lllcomplete. Data on the eupplv 
of American cotton in the rnited States by grade!:' according to tlle 
official standards tHE' a;nlilablE' for each yE'llr since 10~8 (,!O).- These 
data show that large proportious of rhE' supply are of the "'White 
grade;: :\fiddling. Stl'il't ~Ii(l<l1 ill!!', and Strict Low ~Iiddling (fig. (). 
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FIGURE 6.-CARRY-OVER, PRODU(:TION. AND TOTAL SUPPLY OF AMERICAN COT
TON IN THE UNITED STATES. BY GRADE. 5-YEAR AVERAGE, 1933-37 

The lmlk of thp ;mppl:r of An1f'ri!':l1l ('olton is of til£' Whit!' gl'l1(1!'S Middling, 
Stri<'t ~Iid(lling. ~tl'i!'l Low ~[j(ldJiog. 'l'lw proportional distribution of grades 
for the curry-o\"cr i::; very ~iruilar to that (or thc crop. 
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LENGTH OF STAPLE 

Staple length of cotton means the normal length by measurement 
of a typical portion of its fibers, and is determined commercially by 
a process known as "pulling" the staple, Length of staple is largely 
influenced by the variety and by the conditions under which it is 
grown and ginned. , 

Length of staple is important in connection with the strength and 
fineness of the yarlls that can be produced and with the costs of 
manufacturing yarns. The longer-staple cottons are generally con
sidered to be essential for spinning fine yarns and yarns having high 
strength requirements, but they may be used also in manufacturing 
the medium and coarser yarns; whereas, short staples are generally 
used mainly in the production of coarse yarns, Ordinarily, yarns o'f 
a given specificatjon can be manufactured from cotton representing 
a considerable range in length of staple, but the use G~' the longer 
staples tends to reduce the costs of manufacturing and to increase 
the cost of raw cotton, 

Data on the staple length of the American crop and on the carry
over of American cotton in the United States on Angust. 1 are avail
able for each year since 1928, but only fragml'llhLry information for 
cotton other than American is available. These combined data in
dicate that of the average production of abont 2G,2:36,OOO bales of ap
proximately 4"78 pounds llet pi'olluced in the WOI'1([ dnring the 5 years 
1927-31, approximately 7,532-,000 ball'S, 01' 29 percent, 1Yl'I'(, of staples 
shorter than seven-eighths of an inch; 1G,027,OOO bnles, 01' 61 pel'cent, 
were of staples % to 1 ~h inches; anc12,G77,OOO bales, or 10 percent, were 
of staples 1 y.~ illclws and longl'r, '10st of the cotton shorter than 
seven-eighths of an inch was produced in India, the United States, 
and China, The leading producers of stapll's % to 1%2 inches were 
the Ullited States, Union of Soviet Socialist Rrpllhli('s, India, Brazil, 
alld Chinn, Most of the long-staple ('o/tons (1% inelws and longer) 
were produced in Egypt, the United States, Bl'm:il, Pel'll, and Anglo
Egyptian Sudan, 

The bulk oi! the suppl:' oJ AnlPl'i('an ('othJn is of staples % to 1 
inch, inclusiye (.fig, 7). 

Character of cotton includes al1 ekl11el1ts of quality not included 
in grade and staple ll'ngth, such as lin('nt'S5 offibel'~ strellgth, uni
formity of length, and other fiLe)' ])rO])l'rt1l's, Although it is gener
a11y recogniz('(l that the charaeter of cotton may atl'E'et materially its 
spinning utility, much remains /0 he I(,fU'I1Nl about the quality 
elements 1!1'01lJ){'d II11<1e1' th(' te)'m "character," 

Information that has become available recently indi.cates that. fine
ness of the fibl'l's is one at' the more important fadors of quality. 
Long-staple cottons, snch as sea island and Egyptian, usually have 
veI'y finl' fibers, and to thi.s e1mracte)'istic I11:LY be attributed, in a large
me:~lsure, ('ertain sU{J<'l'iOl' spinning qunlitips. Spinning tl'sts of fibers 
of fine, silky, sea-island cotton cut down to sf-apIc Ipn.~ths equivalent 
to those of Amcrican upland cotton show that the cut-crown sea-island 

12U!NSO~-:W---~2 
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fibers produced a much stronger yarn than is ordinarily obtained 
from upland cotton. 

Although the influence of the character on spinning utility is 
generaJly recognized, 110 official standards for character have been 
formulated, and no data are available to show the quality of the 
supply of the crop according to different character categories. 
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FIGURE 7,,-CARRY-OVER, PRODUCTION, AND 10TAL SUPPLY OF AMERICAN COT
TON IN THE UNITED STATES, BY STAPLE LENGTHS, 5-YEAR AVERAGE, 1933-37. 

'£he bulk of the supply of American cottonls of staples % to 1 i.nch. The 
proportional distribution by staple length for the carry-over is very similar to 
that for the crop. 

MOVEMENT OF COTTON 

The movement of cotton affects the availability and location of 
the supply. Cotton moyes into marketing channels at an uneYen 
rate during the season. Harvesting in most countries is largely con
fined to only a few months, and a large part of the cotton is sold 
by growers soon after it is harvested. In the Northern Hemisphere 
where most of the crop is grown, the hal'Ycsting season for most of 
the cotton-proc1ucin~ countries is chiefly from August to January, 
with a large part of the crop harvested during September, Octobel'~ 
and November, Harvesting in the southern portion of the United 
States, in the southern part of the Belgian Congo, in Mexico, and 
in n. few other cOllntries is ,generally well under way before August. 
I.n the 1l0rthe~'1l part of the Belgian Congo, in southern Brazil, por
tIons of IndUe anel Pern, Anglo-Egyptian Sudan, Uganda, and 
Argentina the harvesting season comes mainly durinv. the first half 
of the calendar year. 

Dudug the first 4 months of the season, on the averagE', about 90 
percent of the American cotton crop is ginned and about two-thirds 
of it is sold by growers; but forwarchl1gs of American cotton to 
world mills during this period amount, on the average, to slightly' 
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more than one-third of the total for the season (fig. 8). Ginnings 
of Egyptian and Indian cotton are distributed over a larger pro
portion of the season (fig. 9). On the average, about 55 percent of 
the Egyptian crop is ~inned during the first 4 months of the season, 
but the busiest part of the ginning season in India is from January 
to April. Most American cotton is ginned before it is sold by 
growers, whereas a large part of the E~yptian and Indian crops is 
sold by growers before it is ginned. L'0113equently, the similarity 
in the proportional distribution during the season between American, 
Egyption, and Indian cotton is generally greater for sales by growers 
than for ginnings. -

PERCENT YI I I ..J........!........t?:;;-

BO ~4,····,······'··1/!/ 

60 
1/' /

.' ./,Ii. '~i 
40 t / k - Ginnings" x· . ..... Farm marketings "1 e_e Forwardings to miIJs 

: e I 

20 


~·ro 
AUG. SEPT. OCT. NOV. DEC. JAN. FEB. MAR. APR. MAY JUNE JULY 

FIGURE B.-SEASONAL DISTRIBUTION OF GINNINGS. FARM MARKETINGS. AND 
FORWARDINGS TO WORLD MILLS FOR AMERICAN UPLAND COTTON. 5-YEAR 
AVERAGE. 1932-36. 

During the first 4 months of rhe season, generally about 90 percent of the 
American cotton crop is ginned and more than two-thirds of it is sold by 
growers, but forwarding& of American cotton to world mills are fairly uniformly 
distributed thronghont the year. 

Port receipts and exports are generally more uniformly distributed 
throughout the se,lson than are ginnings, but the hen:viesUt part of the 
movement for American and Egyptian cotton is usually from Sep
tember to December, whereas that for Indian cotton is from January 
to )1ay tfig. 9). 

GEOGlktPHIC"L ~[QVEME;-;;T 

'World exports during- the 5 yeD.rs, 1931-35 averaged about 12,500,
000 bales annually, or about 50 percent of the total commercial crop. 
The United States, India, and Egypt are the principal cotton-export
ing cOlmtries (fig. 10). During recent years they have supplied ap
proximately 90 percent of the cotton entering international trade. 
Brazil has shown a substantial increase in its exports of cotton, but 
they are still substantially smaller than those from the United States, 
India, or Egypt. China and the Soviet Union are large producers, 
but most of their crop is used to meet domestic requirements, and 
until recent years both of these countries imported substantial 
quantities. 
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FIGURE 9.-PERCENTAGE DISTRIBUTION OF GINNINGS, PORT RECEIPTS, AND Ex
PORTS FOR AMERICAN, EGYPTIAN, AND INDIAN COTTONS, BY MONTHS, 5-YEAR 
AVERAGE, 1931-35. 

The bulk of thc ginuings, port rC(,!'ipts, nnd cxports of Amcrican nnd Egyp
tian cottons OCClIl' during til(' pcriod September through Decemher. Ginnings, 
port receipts, and exports of Indian cottpu are heaviest during the period Jan
uary to May. 
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Americ·an t'cltton entl'ring int('l'Ilational tmllt' 1l1(1\'('S prineipally from Gulf ports to Europe and to the Orient. Cotton exportecl 
from India goes principally to ,Japan lIml China, hut Eu\'nJlPan t'ountries take considerahle quantities. The hulk of Egyptinn cotton 
goes to the rnited Kingdol1l, nlthough (lth!"\' IDuro[lean ('Olmtrit';;, eRpp('iall~' Pran('e, import i=;Oll)e froll) Egypt. Prior to 1930-31 the 
United States ranked seconli as an impurtPl' of Egypt-ian colton. China produces u large quantity but very little is exported. South ...... 
American countries export considerable ('olton, prin('ipally to Em·llllt'. ~ 
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Exports of American cotton move principally to Europe and to the 
Orient. Cotton exported from India goes principally to Japan and 
China, but European countries take considerable quantities of 
Indian cotton. The bulk of the Egyptian cotton goes to the United 
Kingdom, although other European countries, especially France, im
port some Egyptian cotton. Before the levying of a duty of "{ cents 
H. pound on all cotton Pis inches and longer imported into this COlill

try begimling in 1930, the United States was the second largest outlet 
for Egyptian (::(. :ton. COttOll exported from Brazil goes principally 
to European countries. 

Data on the movement from various parts of the Cotton Belt are 
rather limited, and the distribution no doubt varies somewhat from 
year to year; but in g~meral it may be said that a very large part of 
the cotton produced 111 Texas, Oklahoma, and States farther west 
is exported. A substantial proportion of the cotton grown in the 
Mississippi Valley States goes to domestic mills, but a large part of 
it moves through ports on the Gulf to export market. Most of the 
cotton produced in the Southeastern States is used by domestic mills 
but some is exported.s 

DEMAND FOR COTrON 

An understanding of cotton prices requires a consideration of the 
demand for, as well as the supply of, cotton. The demand may be 
thought of as a schedule of the quantities that purchasers would buy 
at a given time at each of all possible prices (13). Other things being 
equal, more cotton will be purchased and used when prices are low than 
,,,hen they are high, but cha,nges in the rate of cotton consumption 
are generally influenced far more by general business conditions than 
by prices of the commodity. An indication of the nature of the 
demand schedule may be obtained by noting the prevailinl? prices 
and the quantities of cotton sold during each of a number of succes
sive periods. If no changes in demand or in purchasing power of 
money have occurred, the shape of the demand curve can be ascer
tained by placing the observations for the successive periods on a 
chart and fitting a line to them. Any changes in the demand or in 
the purchasing power of money ,yill have to be measured and elim
inated before data on prices and on the quantity sold during successive 
periods can he fitted to a curve to show the nature of the demand 
schedule for cotton (5). 

As the demand for cotton depends upon the changing wants of 
conSumers and upon their willingness and ability to satisfy them, 
it is continually changing. In the absence of any changes in the 
general pUl'chasing pO'wer of the monetary unit, an increase hI the 
demand is indicated by the purchase of an increased quantity at no 
change in price.or by the purchase of the same quuntity at advanced 
prices. On the other hand, a decrease in the quantity taken at no 
change in price or the tah.-ing of the same quantity at a reduced price 
indicates a decrease in demand. An increase in the quantity sold at 
reduced prices or a decrease in the quantity sold at higher prices, how
ever, does not necessarily indicate a change in the demand, because 

• Detailed data on the movement of cotton produced ill the United States in 1932 are 
contained in the following report: WRIGHT, J. W.• and McLURE, J. H. THEl DISTRIBUTION 
all' AMERICAS RAW COTrOl', SElASON 1982-33. U. S, Bur. Agr. Econ. 121 pp. lUus. January 
1987. [Mimeographed.] 

http:price.or
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the changes in quantity sold may be wholly accounted for by the 
inj1uence of the changes in price. 

Factors affecting the demand include increases in population with 
corresponding increases in needs for cotton for clothing and for 
household furnishings, industrial developments along with new and 
extended uses for cotton, changes in business conditions and in con
sumer purchasing power, and changes in styles and in competition 
of other textile fibers. The influences of increases in population 
and of industrial developments along with new and extended uses are 
reflected in changes over a period of years and are largely responsible 
for the general upward trend in cotton consumption. 

Changes in styles and in competition of other textile fibers may 
influence the demand materially, but available data are not adequate 
for indicating the extent to which changes in cotton consumr.tion are 
affected by style changes and by competition of other texhle fibers. 
Estimates of consumption of textile fibers in the United States dur
ing 44 years, 1892 to 1935, show that, on a poundage basis, cotton con
stituted more than half of the total and that the increase in cotton 
was relatively 12Teater than that for all other fibers combined. The 
proportions of~ the total represented by rayon and by silk show 
substantial increases. It should be realized that a pound of one raw 
fiber may make a considerably larger or smaller yardage of fabrics 
for a given purpose than a pound 6f another, and that a comparison 
on. ~ poundage basis may not reflect even fairly accurately the relative 
utIhty of the various fabrics. 

USES OF COTTON 

Information on the uses of cotton in the United States indicates 
that of tl.le anrage annual consumption of about 6250,000 running 
bales c1nrmg the 15 years 19:22-36. slightly more than two-fifths was 
used for clothing, almost two-fifths for industrial purposes, and 
about one-fifth for household purposes. Although information 011 

the uses in other countries :is very incomplete, the proportion of mill 
consumption that finds its way into industrial uses is probably much 
greater in the United States than in most other countries. 

Changes in the quantity used for industrial purposes generally is 
influenced more by the state of the industry than by' the prices of 
raw cotton. The automobile and tire industries, for example. use 
large quantities, but the cost of the raw cotton constitutes sllch a 
small part of the value of the finished product that the influence of 
changes in prices of raw cotton on the quantities used is relatively 
unimportant. The influence of changes in prices on the quantity 
used in the manufacture of most kinds of clothing and household 
furnishings gener"ally is relatively small in compal'lson with the in
fluence of changes in business conditions and :in labor and other costs 
of manufacturillQ". On the other hand. the value of some kinds of 
cotton goods usecl for bags, for clothing, and for household furnish
ings. especially the cheaper kinds of ducks. denims. and sheeting-s, is 
detei'mined to a considerable extent by the value of the raw cotton. 

Present and anticipated demands of ultimate consumers are im
perfectly reflected in purchases of c<?tton goods by retailers and 
wholesalers, and of raw cotton by spmners and cotton merchants. 
Accumulation of stocks by the various intermediaries between the 
ultimate consumers and the growers, in anticipation of an advance 
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in prices, anel reductions in stocks with declining prices, may result 
at any given time in the rate of purchases by the Y[Lriou9 interme
diaries being considerably different from that of ultimate c'lllsmuei·s. 
Furthermore, the proportion of the value of the products accounted 
for by the original value of the raw cotton becomes progressiwly less 
as the product passes through the hands of the yarious iuterme(t iaries, 
so that the qnantity nsed by ultimate consumers may be inHuenced 
more by changes in cost of labor and in other costs than by changes 
in prices of raw cotton. 

MILL CONSUMPTION 

Mill consumption at various prices and indieutors of industrilLl 
and business actiyity generally are used in measuring or in indicating 
the demand for cotton. But changes in mill consumption may not 
be accurately synchronized with ehnages in the maL'ket demand for 
raw cotton on the one hand, or with changes in the clC'mand of ulti
mate consumers of cotton goods on the other. Clw.nges 1n forwarcl
ings to mills and in exports lu'e used sometime" as indicators of 
changes in mill del1Jand for tottOll, but slI('h ehangps in mO\'ement 
may haye yery littlE'. if any, relationship to put'C:hasl's of raw cotton 
or to consumption by mills. 

The long-time trend in eotton consllmption is npward. Total 
world mill consnmptlon of all cotton has increased markedly in re
cent yeat'S ,,-ith il1lpl'o"ementR in industrial netiyity and with in
creased eonsnmer purchasing PO\\"('1' following flip <1(']>1'('85('(1 lewIs 
1'(':1('11('<1 during t11e ('ady l!);~(rs (fig. 11). I'll(' p('ak I'paellt'd in the 
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FIGURE 11. WORL;) M ILL CONSUMPTION OF SPECIFIED GROWTHS, I NDEX OF 
WORLD INDUSTRIAL PRODUCTION. AND AVERAGE PFliCES OF MIDDLING :,·INCH 
SPOT COTTON IN THE 10 DESIGNATED MARKETS, BY SEASONS. 1922-37. 

'1'1Ie upwnrrl tn'lId ill tohll world lIIi1l (,OIiSIlIllPlioll of ('olton of all growlhl) 
W:Ui rC'slIlIJ(,(\ ill thC' ('arIy l!):~O'i'. The ill('I'l':li'l'li dlll'ill~ 1'('('('111- .\"parli 11:('-(' 

/)('('11 (,()lItillf'd Inrg-('I~' to fOI'Pigll grOWnl. ('hallg('!; ill w()rld lIlill ('Olllil111\)ltion 

is lllorp ('Io"ply rpln 1(Oil to l"liulIg('S ill worlU iudex of iudustrial productioll 
thun to changes in prices of cOltoll. 
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spason 1J}36-37 was substantially ~lighel' t?an the previous peak 
reached in the sea~on 1928-29. The mcrease 111 total ·world consump
tion of all cotton in recent years was reflected largely in marked in
creases in consumption of Indian and of sundry cottons. Consump
tion of American cotton has shown some increases from the 
depression ]e,"els reaehed during the season 1930-:n. but the quantity 
consumed during the season Hl:W)-37 ,,'as not so great as in 1933-34 
01' in 1932-3;3 and was substantially smaller than the peak reached 
in 1926-27. 

Changes in total world mill consumption of all cotton during 
re.::ent j~ears haw been associated fairly closely with changes in the 
rate of general industrial production. The~e changes in mill con
sumption appHrpntly haw been infhwl1cec1 mOl"(' by general business 
conditions, ,IS indicated by tlll' ratC' of industrial production, than 
by tIl<' prices of ra \Y cotton t fig. 11). 

ChallW's ill busin{'ss ('ondit iOlls and in consumei' pUl'chasing power 
are lal'gely ],e'spollsihle for short-timp fltlC'tnatiol1s in cotton con
sumption. FoJ' pxamplp. the cleCl'eHsC' in domestie mill consumption 
from 7.001.000 rtlll1linl! bah,s (lllt"ing tll(' SC'USOIl 1!)28-~2H to +.86(j'.OOO 
balps in I!l:H-;~2. and tl\('n tIl(' illl'l"C'ase toi.!J;iO.OOO baIt'S in 19;~6-;37, 
as wpll as thC' lIlal'kC'd nth'alH'!' in l11onthh' raip" from :.!7!l.OOO bales 
in ,JlII~' 1H;~:! to (iD7.000 hah'" in .hllll' l!J:l:t art' lal"gC'ly :teeountpcl 
for by challl.!"l's in busilless eondit ion;' at:; rdl('('t(>(1 ill gellt'ral industrial 
prOcll1etion.' , 

ConSlllllptioll of AIlll'I'il'an cotton ill tIl(' rnitpd States has shown 
rOllsi<i(>I'ablr ill1pl"m'(,Ill('nt in l'el'PIlt yrtll's. and thf' quantity con
sn111pd 11,\' dOIllPst ie l11i lls dmi Ilg tlw SI;'HSOIl Hl;Hi-:H\\'as substan
tiully greatl'l" than for any prC'\'ious yC'ar. hut some decreHses oc
('111'1'1'<1 in In;~i-a,,, (fig. l~). ThC' inflllPllcP of tllP markPd increases 
ill consumption in thp rnited Stal('s on total consulllption of Amer
ican tottOIl. 11o\\,(','t'1'. was offset lal"gl'ly by (]p(TPaSeS in consumption 
of Americall cotton in Elll'OpP and ill the Orient. The decrease in 
Em'o]>p and in the Orient c1l\1'illg rpepnt years was associated with 
marked incl"pases in consumptioll' of cottOJl of sundry gro\yths. par
ticularly Russian nncl Brazilian. Romp incrpasC's in consumption of 
Indian and Egyptian cottons also oetllrred (fig. 12). 

Early in the history of the cotton industry in thC' 1'l1ite<1 States. 
XC'w England was tIle ('('ntpr of mill eon~llinption ill this countr): 
with only a small proportion of thC' total consul1l('d in ('otton-grow
ing Sta1.('s. As Jatl' as 1800 Ill{' pmpor! iOIl of thC' Pn1tC'(i States total 
eonslIlll('d in Xl'\\" England was no jlel"('C'nt. ill l'ot {"on-growing Stat('s 
:21 pprcpnt. and in othpl' Stut('s l!l IWI"(,C'IIt. Mill consulllPtion in 
('otton-grow ing- States ha;. (,Ollt in lied to illcrC'asp. but ('owilIlllption in 
XC'\\" ElIgland <1C'(,]"C':1se(l follo\\'illg thp ,Yodel ,Val'. DlIl'inl! the 
5-),('(u' period l!ma....;n. tIl(> propOI't ion of t11(' PnitNl Htates total 
('onSlIl11C'd in ('O( tOIl-growi Ill! Hta Ie's \\'as'-.:2 !lpn'Pllt, 11l X ('\\' England 
15 p('rc('nt. and .in oOWI' StatC's:3 )lpl"('C'nt (fig. 1:3). 

Thp fn('{or*, ll('('Ollnt illg fol' till' shifts in mill ('ollsumption from 
the KOI'(hC'1'I1 to til(' ~()ut hl'rn StalC's include' 10\\,('1' "'ngl'S, lower 
powel' costs. and lo\\,('L' tax('s in tll(> SOl1tll('l'rt Rtatps. (If; well as 
]o\\'er transportation ('osts dill' to thp proximity of tll(' Southern 
States to thC' SlI ppJies of I'a \\' materials. Labor a \"ailable in Southern 

129:!4S0-3D--3 
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FIGURE 12.-MILL CONSUMPTION OF AMERICAN. INDIAN. EGYPTIAN. AND SUNDRY 
COTTONS IN SPECIFIED LOCALITIES. BY SEASONS. 192237. 

Consumption of Arn('rj('UII ('01 tOll if' InrgC'Jy confined 10 th(' Pni1ed 8ta tC's, the 
Continent of Eul'op(', .1 apa 11, :I nd Gn'a t. Brit.ain. Mill consumption in 1 he United 
States inerC'ased som('wlm J following tIll' low 1(,\"(:,ls rC'ucb('d in the l'llrly 1930's, 
bnt consumption of AnlC'riC'un eotton in for('ign count.ries bas d€'cr(,:lsed ('onsid
erably. Consumption of forf'i~1I ~rowths. parf'irularly sundry gro\\·ths in /;;urope 
and in th(' Orif'nt:, has incl"P:lsed nHlrkl'(lly during reecnt years. 

I 
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States was not at first so skilled as that in New England, and the 
first mills there established were designed ma~nly for the production 
of the coarser yarns. In recent years the shIfts from the Northern 
to the Southern States have included mills for producing fine and 
medium yarns as well as coarse yarns. but the proportion of total 
production that is of the finer yarns is still somewhat greater for 
New England mills than for those in the Cotton Belt. 

Per capita consumption of cotton in the "United States increased 
from an average of less than 3 pounds per year dlll'ing the 20 years 
ended with 1810 to about 20 pounds at the end of the nineteenth 
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FIGURE 13-CONSUMPTION OF COTTON IN THE UNITED STATES. BY SECTIONS, 
1870-1937. 

~Iiil consumption in cotton-g-rowing Htat(>" hns ('ontin[I(>t1 ro itwrpa"l', but mill 

consumption ontsid(> the ('otton Belt rlf'crf'nsf'd following- thp "-orld War. Dur

ing tbe [j yC'nrs ]93:3--37, 82 percent of the totnl domestic mill consllmption was

in cotton-growing States. 

century. During the :W years Ull,s-:3,. the PP1' capita cotton r011

:5umptiol1 !Lwraged ~6.5 pounds and val'ipd from :31,1 pounds in 1927 
to :20.6 in 1932. Per capita consumption in UJ:3T [L\'emgpd !;!9.5 
pounds. The pet' capita consumption of ('otton is :mb;-;talltially 
greater than that of uny other textile fibel', but during l'eepnt \'eal'S 
the per capita cOlIsnmption of raYOH has ilH'l'ease(i Illtll'kPdly' (fig. 
14). Data on pel' (~llpitn ('onsumption of eotton in foreigll cOllnfrIes 
are not complete, but such infol'l11atiol1 as is anliln.hl(' indieatps that 
in most European countries it is less tlULll half that ill the Fnited 
States; in Japan it is apparently about one-thir'd, and ill China and 
,Japall about one-sixth that in the United States. 

GROWTHS AND QUALITIES OF COTTON CONSUMED IN THE UNITED STATES 

Most of the ("Oti'an consumed ill the United Starp..; is of AmeL'ican 
growth. Some long-staple Egyptian and Pel'llrian <:ottons and some 
very short-staple cottons, principally Indiall aml Chinese. are 
imported for specialized uses, but the quantity imported is relatively 

http:anliln.hl
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FIGURE 14.--PER CAPITA MILL CONSUMPTION OF TEXTILE MATERIALS IN THE 
UNITED STATES. 1918-38. 

The p~r t"ullila ("OIlSUlIlptioll or ("otloll is suh~lnnlint1y gn'all'1" limn thnt for 
wool, Rilk, or ruyoll. Consulllption of ("otton amI wool inerl'lIspd following the 
depressed Ipypls rl':ll'IH'c1 in till' l':1l"ly 1!J3[l"s. Pl'[ eapita eomHlIlllltioll of myoll 
has shown Itlurlwd inerl'uses during rel'ent yeurs. 

small. During the IS )'l'a1'8 1920-37, domestic-mill consumption of 
all growths l\xe1'agecl 6.1 70,400 ~ales, of wh ich 5.897,800 ball's. or 
more than H5 pcrcl'nt. was AmenCfln and 24,:1:.200 ball's, ur nearly 4 
percent, waf' fOI"E'ign grown (fig. 15). 
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FIGURE 15.--CONSUMPTION OF COTTON OF VARIOUS f<INDS IN THE UNITED 
STATES. BY YEARS. 192037. 

American uplnnll ("ollstitul('s 11](' hulk of hltul mill ('OIlSUllIjlUOII in till' United 
States. Helatiyely slIlall quantities of IOllg-Htllple Egyvtinll and of short-staple 
Indian aud Chilll'He ('ullom: al'l' llSl't1 ill AUH'ri(,:111 lIIi11s. Anll'rieaII-E!!;Y]Jt-ian 
IlIld fleu-iSluud ('ottons ('onHtitute only a Slllall proportion of the eot tOll consumed 
by domestic mill!:;. 
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Egyptian and Peruvian cottons with staples Ills inches and longer 
constituted the bulk of the cotton imported into the United States. 
These imports compete directly ,,,ith long--staple American upland. 
sea-island, and American-Egyptian produced in this country. From 
1920 to 1930 the annual consumption of Egyptian and Peruvian cot
tons in this country awrag-eel 246.400 bales. or about 4 percent of 
total domestic-mill consumption; but since the placing of the duty of 
7 cents a pound on all totton with a staple 11~ inches and longer 
imported into the Uni teel States, beginning in 1(l30. annual consump
tion of these cottons has a veragec1 only 88.000 bales or about 1.5 
percent of total domestic consnnlption.· . 

~rost of the foreign cotton other than Egyptian anel Peruvian con
sumed in the United States that is separately reported is of Indian 
or Chinese growths. During the 10 years 1928-37. consmnption of 
Indian averaged 30.200 bales, and consumption of Chinese averaged 
30.600 bales. A larg-e proportion of these cottons has harsh fibers 
stapling shorter than se,-en-eighths of an inch and ttl:e nsed largely 
in the produc'tion of part-wool blankt'ts and other part-,\'oolen good~. 
Otlwl' u~es include ('otton felts. cotton bagging. cotton twine, and 
yarn for use in the knit-goods industry. 

Ameri(,tln-Eg:yptian (Pima) aml ~l'a-islnnd .COttOIle.;. proc1uct'd in 
l'l'latively ~mall quantities in the rnitt'd ~tat('s. haye E'xtra-long staple 
aud compete dieE'ctly with the lOl1gpl'-stapled E,!!yptian and Penn'ian 
l'nttons. During- the 10 years 1925--:fi. consumption of American. 
Egyptian. and sea-island cot tOllS togethel' awraged 15.iOO bales an
nuallv. Prior to the heavy boll wf'evil illfestatioll of the Cotton Belt. 
"ea-island cotton was produced in cOllBidf'rnblE' qUtmtitiei3. and 94.000 
hales WPl'P COlJSlllllecl during tht> season 1!JlG-17. but (illring the 5-war 
lwriod U);'33-37 ('ollslImptioll averag-ed less than 500 halr:- nl1lluully. 
Production of A.lllPrielln-Egyptian cotton i nt'l'PHspcl considerably dur
ing the period of high pricp:'l parly in rh(> 1920'". and 65.()O() bales ,verI' 
('ol1Bul1lNI during- tl11:' "p!lSon 1922-23. but ([ming the 5-year period 
In:~3-37 ('on:,mnptioll a \'eraged It's:' than li.()OO lmlps . 

•\.1l1Pl'iean II pland lIot ollly ('onst ituted the bulk of the cotton ('on
SUlIlP<! ill tIll' Cuitp(l Stlltt'~ but lllltil rp!;l:'nt ypars llHJl'P th'lll hal f of 
tlw AllJPl'ietln ('l'OP I\'a~ (lxp0l'ted. Data as (t'lmi'is for l'OIllIHU'ill¥ tlIP 
g-rath' and st:lplp It'llgth of tllP ('otton COJlSI1ll1f'd with t Imt pxportpd 
are cOllfh)('d to tIll' ~easolls 19a()...:H and ID;31-3:2. DUL'lJlg- tht'sp (wo 
!"pasoJls tIll' ..:\tlll'rietln upland eotton COll:3Ul1H?d by (lo(ilP:;ri(' mill:; 
lH-C'raged S01l1('\\-hat IOllger ill staplp tban that product'(l (fip:. 16). 
Data em tlw :'tnplt' lpllgtlt or the cotton eOl1Bumpcl by dOlllP:'tic miJlo
:1l1(1 of the Al1l£'l'iclln ct'op. along with similar datn. 011 thp carry-oyer 
of American eottol\ in the Cnited Stllt('S at tIll' end of tIl(' StlHSOn, ill
(Iicate t hat for tlipse two ~Pllsons tIll' cottOll I'OnSllllled in the rnited 
States avpraged :.onlPwhnt long-et' in stapl!' than tliat pxported. ~Iost 
of that eonsunlPd bv c1ollH'stic mills grallt'd 'Yhitl' Strict Mi(Iclling. 
~Iiddlillg, and Steiet Low Middlillg~ During the seaSoni' 1980--31 
alld 1931-:32 tllP n.Yerage ,![radp of tlIP cotte,;; consumed in tIll' rnited 
State:: apparently was :"lightly lower than that exported dig. 16). 

SCPPLY-DE~IA~D-PRrCE RELATro~SHIPS 

FOl'tPS of demand for tlnd supply of eottoll al'e brought together in 
!t nH~l'ket ill the determination vf prices. Fl'Olll a purely econol1lie 
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viewpoint a cotton market may be defined as the sphere within ,yhich 
the price-detel'lnining forces operate. Such a market is not confined to 
any particular market place in which cotton is purchased a,nd sold, 
but includes the whole of any region in which buyers and sellers are 
in such free intercourse with one another that the prices of cotton 
of the same quality tend to equaHty easily and quirkly (14). 
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FIGURE: 16.-DISTRI BUTION BY GRADE: AND STAPLE: LE:NGTH OF AME:RICAN UPLAND 
COTTON CONSUME:D BY DOME:STIC MILLS AND THAT PRODUCE:D, AVE:RAGE: FOR 
THE: SE:ASONS 1930-31 AND 1931-32. 

A large proportion of American upland cotton consllmed ill the {"uited States 
is of White grades ~Iiddling, Strict Middling, Bnd Strict Low ~[jddlillg; and of 
staples % to 1 inch, Cotton con!'umpd by domestic mills an'raged f'omewhat 
longer ill staple than that produced in the United Stntes. 

The. more nearly pel'feet the market is the stronger is the tendency 
for the prices paid for cotton of thp same quality a1 tIl(' saul(' time in 
all parts of the market to be the sanw, after propel' allowal}('p~ arc 
made for differences in t{'rms and conditions of sale and in deli\'ery 
t'osts as a result of differences in location, Thr ('XU'Ht of tlw lIses of 
cotton, its suitability for sampling and grading, it:-.; portability, and 
the means provided for making exchange arC' ~ sllch thut prices are 
determined by the demand for and the supply of cotton ill a lllarket 
that includes most of thp ciyilized world. . 

A market may also be defined as a center about "'hich OIP fort'es 
leading to exchange of title operate, and toward which and 1'1'0111 which 
the cotton tends to move (22), Such market centers represent Sl)('cific 
places within the lnl'ger sphere wherein the composite of tll(> 1'ol'ces 
of demn.nd and supply in the various marke,t places HI'!' brought to
gether in determining the general level of prices. Prices of colton 
of tlIe sallle quality in the different market places tend to be eqnal, 
after proper adjustments are made for differences in terms and COI1

ditions of sail., for differences in transportation costs to cen(pl'S of 
C'O!lsIll1lptioJl, and for differences in exclmnge value of thp C'UlTl'Ilt'y. 
But eyell with modern improvements in means of tUll11llunication 
and tl'fll1sportation, changes in the tlemnnd-ftlld-supply situation for 
cotton in one market place rrHly !lot be fully ('('fleeted immediately 
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in changes i: prices in others with the result that price changes in 
the various market places do not show that degree of uniformity gen·· 
erally implied by theories of competitive prices (13, 14). 

A. lack of adequate information on the demand-and-supply situa
tion on the part of buyers Illld sellers, lack of free and unrestricted 
competition between buyers and between sellers, differences in judg
mellt on quality and in classification, and inertia in the movement of 
cotton, are among the factors that account for the irregular variations 
in price changes frOlll one market place to another. But changes 
in prices in the yarious market places brought about by purely local 
situations are general1y small in comparison with those produced by 
changes in the~ general supply-and-demand situation. 

The generalleyel of prices is determined by the supply-and-demand 
situatioil for cotton, along with the purchasing power of the mone
tary unit in tel'll1S of which the prices are expres&ed. The purchas
ing power of tlw 1ll0lletary unit, such as the dollar, depends upon 
the demand for and supply of money and is subject to wide variations. 
Changes in the value of money are reflected in changes in the general 
price -leyel. The higher the price level, the lower 1S tIl(' pure11Hsing 
power of the monetary unit, and vice versa. Changes in the pur
chasing pOlwr of the dollar, as reflected in the general level of prices. 
largely accounted for the downward trend in cotton prices in tIll' 
rnited States following the high points reached in 1864 and in 19H) 
(fig. 17). A considerable proportion of the advance in cotton prices 
following the low point reached in 1932 may be accounted for by 
decreases in the purchasing power of the dollar. 
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FIGURE 17_-COTTON PRICES AND INDE:< NUMBER OF WHOLESALE PRICES OF ALL 
COMMODITIES IN THE UNITED STATES. 1790-1937. 

The changes in cotton prices oyer long periods gencTally al'P uSflociatetl with 
similar ('hang('s in the all-commodity price I('YeL ':rl!:-; u!1YllncCS in cOttOIl pricC's 
froll) the low point rcncJ)pd in the early Ifl30'.s werc accounted for largriy by 
the impJ'I)Yrlllcnt in gCll('ral husinC'ss conditions, tIl(' advuncc III thp all-colII
modity pl'iC'(' Indt'x which was accollnted for in part by the deprf'ciation in I'lle 
gold yulue of the dollar, and the cotton-adjustment program_ 

http:01790.91
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Aside fro111 the influences of changes in the purchasing power of 
the dollar, changes in the supply-and-demand situation 1'01' cotton 
result in substantial changes in prices. The measure of supply most 
generally used in cotton-price analyses is the quantity carried over on 
August 1 plus that ginned during the season, making up the total 
physical quantity of cotton in existence at any time during the sea
son. An increase in the sllpply is generally associated\yith-a decline 
in prices and vice versa. An examination of the dflta presented in 
figure 18 indicates that changes in the seasonal awmge price since 
1920 are largely accounted for by changes in tlw world supply of cot
ton, particularly of Amrrican. 
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FIGURE 18,-WORLD SUPPLY OP AMERICAN AND FOREIGN-GROWN COTTONS AND 
AVERAGE PRICE OP MIDDLING 1;8-1NCH SPOT COTTON IN THE 10 DESIGNATED 
MARKETS. 1920-38. 

TIl(' trend in lolal world Htll1ply of cotton is fairly conHh;t(>nt1~- 1l11warcl. Thl' 
dcerpas('s in ~lI\1plil';; of Allll'rican colt<ln in recl'nt Yl'tlrs 11a,-(> !)pen less than 
the illCl"pa>i('" ill stl]lpliPS of ("01 ton of other growths. 

ChangE'S in the supply silltati()ll during the season. brought about 
by changes ill est il11atps of (he size of the ('rop in the United States 
Ilnd in othel' coulltries and in pl'ospee[s for the sllc('('('ding crop, 
result ill cOllsidel'ahl(> pric(' moYenH'nts during the season. In 1D2G, 
for l'xanlph'. (ll(' (l1Th-ial ('s(imate for the lTnitpd Stales ('rop was ill
creased f1'J1lI lpss thall Hj million bales in .\ngusl (0 more than 18 
million baIl'S ill Ih'centlwl" and ]ll'icl's of ~liddlillg %-inch ('olton in 
the 10 dpsignat(,d spot llHu'kets (N ol'fol k, Augusta, SaYallllah, .'lulIt
gomer.)', Xew Ol'lp:1ns, IV[Plllphis, Little Hock, Dallas, Houston, alld 
Galvpstoll) ded j 11('(1 from all :n'el'age of 17.(ii> cpnts in Allgllst (0 1un 
('ents ill Dl'(,C'llllwl'. In 1 !):2:~ tlw oflkial pst illlate was (le(,I'pl1s('(/ fl'OIlI 
abol1t 111;2 million bales ('ady hl th(" senson to abont 10 million bales 
ill I)ec'emhl'l". alld pl'icl's in the 10 nmi'kets :t(lYalll'ed from an :l\-el'age 
of 24.2~ ('('lIts in Angust to a'1.39 cents in Decl'l11bet'. A sllbstantial 
proportion of the drastic deelinl' in cotton prices early in the season 
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1937-38 was accounted for by increases in the estimated size of the 
1937 United States crop. 

Availability of the supply, as well as total quantity in existence, 
may affect prices oyer relatively short periods. 'With n, giyen total 
physical supply in existence, the quantlty immediately available in 
the market at specified prices may be reduced by price pegging or 
by other forms of organized control, with the result that prices may 
be strengthened temporarily. But ally cotton withheld from the 
market in this way is added to the potential supply and tends to 
depress prices of cotton sold for deferred c1eJiyery. Toward the end 
of the season the prospective size of the succeedin¥ crop also ~nay 
inflnenc.e pri('es. particularly for cottOJ~ sold for delwery dnring the 
succeedmg season. In the absenee of control mea;:; lll'('S , prices of 
cotton and incomes from cotton growing. in C'ompari:,on "'ith alter
natiye enterprises, haw an illll)Qrrant influence on aCl'l'nge planted to 
COttOIl the succeeding year. 

The ll1E'asnreS of demand for cotton most generally llsE'd in cotton
price analyses are mill consumption and thE''lndex (;f industrial pro
duction. Changes in the rate of mill consumption are generally 
fairly cloSE'ly a""ol'iated with ;:;i111ilal' ('hallg{'~ in tlll' rail' of illllnstl'ial 
pt'oclllction (fip:. 19). As }Jl'l'ylollsiy inclieatl'd. the dt'l1l:lnd fo]' ('otton 
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FlGURE 19.-COTTON CONSUMP nON AND GENERAL INDUSTRIAL PRODUCTION IN 
THE UNITED STATES, 1919-38. 

('hanges in the rute of mill consumption of cotton are generally fairly closely 
Ilssor;iated with similar chnnges in the rate of general industrial pl"oduC'tion. 

is deri\'E'd prilll'ipally frolll its llsefulnes::; for dothing. for housphnld 
furnishings, and ill industt,y. The dplllall(l lor ('otton ,!roods. t1:o re
flected in retail and in wholl':,ale markE'ts, usually \'aries directly 
with general industrial acti vi ty and with conSl.ll1ll'r pnrchnsillg power, 

PI'eSN1t and lll1ticipatE'd future demnll(l for ('otton goods sene as a 
Rllide to mill t'ol1snmption. but a:' i ndicnted earlier h1 this bulleti n, 
changes ill t!tp eate of lllill eonSlllllptioIl may not bE' aeeul'tltely SYll

12fJ24- - -- :l'l~.~--1 
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chronized with changes in the demand for cotton goods or with 
changes in the demand for raw cotton. 'Vhen stocks of cotton goods 
are relatively small and an advance in prices is anticipated, con
verters, wholesalers, and retailers, usually increase their volume of 
purchases. With the stimulus of an increased volume of unfilled 
orders, mill activity usually is increased., with a corresponding in
crease in mill demand for raw cotton. Under such situations, mill 
consumption may proceed at such a rate that cloth production will 
exceed sales to ultimate consumers, with the result that stocks are 
accumulated in the hands of converters, wholesalers, and retailers. 
When these stocks have been built up, purchases and unfilled orders 
usually decrease, and unsold stocks at mills accumulate. The rate of 
mill activity may be decreased as these stocks pile up, so t11at cloth 
output is less than sales to ultimate consumers, with a corresponding 
decrease in the demand by mills for raw cotton. 

Changes in the demand for cotton, as well as changes in supply, 
account for substantial changes in the level of prices. The decrease 
in the average price of Middling %-inch cotton in the 10 designated 
markets from 19:72 cents during the season 1927-28 to 9.61 cents in 
1930-31, for example, was largely accounted for by a decrease in the 
demand for American cotton. This decrease was part of a general 
recession in demand, which was reflected in a marked decline in the 
rate of industrial production and in consumer purchasing power. The 
world supply of American cotton decreased somewhat following the 
season 1927-28, but the supply of cotton of other rrrowths increased 
somewhat during this period. World consnmption of Amel'ienn cotton 
decreased from 15,600,000 bales in 1927-28 to 11,100,000 bales in 
1930-31, whereas world consumption of other growths increased about 
1.800,000 bales during- this period. 

, Although changes 111 the general demandlal'gely accounted for the 
decrease in consumption of American cotton: increased competition of 
cotton of other growths no doubt also contributed to this decrease. 
On the other hand, an increase in the demand for American cotton 
resulted hl an advance in the ayerage price of Middling y'~-inch cot
ton in the 10 markets from 11.55 cents during the 193f)-36 season to 
12.10 cents in 1936-31, despite the influence of the substantlal in
crease in the world supply of cotton other than American. 

The market demand for raw cotton is apparently more elastic than 
the demand of spinners. During periods of relatively large supplies 
and low prices when relatively smaller supplies and higher prices are 
anticipated, increased quantities are withheld from the market by 
rrrowers, and speculative holdings of cotton merchants allel of others 
~re increased. On the other hand, during periods of relatively small 
supplies and high prices when larger supplies and lower prICes are 
antlCipated, the quantities withheld from the market by growers is 
relatlvely small, and speculative holdings of merchants are gellerally 
reduced. These changes in demand for speculative holdings tend to 
strengthen prices when supplies are relatively large anel to limit ad
vances in prices when the supplies are relatively small. Consequently, 
the quantlties carried over at the end of the year vary inversely with 
the price level that prevailed during the year (fig. 20). 
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FIGURE 20.-RELATION OF CARRy-OVER OF ALL COTTON IN THE WORLD AT END 
OF THE SEASON, TO AVERAGE PRICE OF MIDDLING Va-INCH SPOT COTTON IN 
THE 10 DESIGNATED MARKETS DURING THE SEASONS 1920-38. 

The qunntity of cotton carried over at the end of the year usually is closely 
related to the aver:lge level of prices for cotton during the year. 
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Analyses of the supply-demand-price relationships for cotton are 
handicapped by a lack of adequate measures or indicators of the 
market supplies of and the demand for cotton. Although fairly com
plete data are generally available on the total physical quantity in 
existence during the year the available market supplies at any gwen 
time may be rather difficult to ascertain. The quantity carried over 
from the previous season plu!'; total ginnings during the season is a 
commonly used measure, or indicator, of the supply. But market 
supplies may be restricted somewhat by Government loans or by other 
inducements for holding cotton off the market, with the result that 
there may be a scarcity of market supplies when the total physical 
quantity in existence is relatively large. 

A number of measures or indicators of the demand for cotton have 
been used in ~ott~n-price analyses (6, 16, 17, 22), but none of them, 
nor any combmahon of all, serves as It very ltccurate measure of the 
changes in demand. The quantity consumed has been used as a 
measure of demand; but, other things remaining equal, the qmmtity 
consumed varies inversely with prices, so that changes in the quantity 
consumed may be largely accounted for by the influence of cha.nges in 
prices. Furthermore, the influence of changes in the demand on the 
quantity consumed may be offset in whole or in part by changes in 
prices. :Measures or indiclttors of business activity, such as indexes 
of industriltl production, are used as measures of the demand in 
cotton-price analyses, but chltnges in these indexes may not be accu
rately synchronized with similar changes in the demand for raw cot
ton by mills or in ultimltte consumer demand for cotton goods. 

An examination of the data presented in figure 21 shows that, de
spite the imperfections of t:B.e measures or indicators of supply and 
demand, variations in the ltverage annual prices of Mi.dcmng o/s-inch 
spot cotton in the 10 designated markets are accounted for largely 
by changes in the purchasing pm,er of the dollar, as indicated by the 
index of '\vholesale prices of all commodities; by changes i.n the sup
ply as indicated by the world total supply of all c'otton; and by 
changes in the demand for cotton, as indicated by changes in the 
world index or industrial production. The relatively low estimates 
for the seasons 1933-34 and 1934-35 are accounted for to a consider
able extent by the devaluation of the dollar in 1933 and by the 
Government 12-cent loan 1'0 growers in 1934. 

COTTON MARKETS 

Cotton is bought and sold in thousands of market places in the 
United States and in ai-her ('olmtries. These market places may be 
classified from the standpoint of predominant economic services per
formed as (1) farmers' local markets, (2) central markets, (3) spin
ners' markets, and (4) futures markets. They will be discussed in 
the order listed. 

FARMERS' LOCAL MARKETS 

CHARACTERISTICS AND LOCATION 

Farmers' local cotton markets represent the first step in the move
ment of cotton from growers to ultimate consumers. They consti
tute that part of the cotton-marketing system at which growers and 
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FIGURE 21.-RELATION OF COTTON PRICES TO WORLD SUPPLY OF ALL COTTON 
AND TO WORLD INDEX OF INDUSTRIAL PRODUCTION 1921-37. 

Variations ill the :lYNage alillnal prk'(' of Middling %-inch ('oHon in the 10 
designated mark('ts arc In rgely :t('connt('d for hy c'hanges in til(> pnrchasing 
power of tile dollar, ('hang('s in tolnl world fil1pply of cotton. and cbanges in 
the demand for cotton as indicated uJ' changes in the world index of industrial 
production. 

I. 
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buyers come in direct contact for the purpose of selling and buying 
cotton. These market places are to be fonnd in almost every village, 
town, and city in the cotton-producinc:r area of the United States. 
The volume sold in these local markets during the season varies from 
a few hundred bales at crossroads stores and at country gins tv many 
thousand bales in the larger towns and cities. 

PElISO:'>:'>EL AXD FAC'lLITIES 

The tradin~ personnel of the local markets consists of cotton grow
ers and Ioc:al buyers. Most fanners know very little about the classi
fication of cotton. Theil' bargaining power is determined largely by 
their genC'ral business judgment and their indebtedness to bu)-ers. 
The number of local buyC'rs varies from only 1 in some markets to 
20 or mOre in othC'rs. Among them are to be found supply mer
chants, fertilizer dealers. gin operators, and others who take cotton 
on account of debts of farmers or for increasing their volume of 
business; local cotton merchants who operate independently and are 
interested primarily in buying Hl1d selling cotton; and representatives 
of large cotton firms or millS \yho buy for their firms on joint ac
count~ salary~ or commission. 

Facilities available and methods of handling cotton in farmers' 
local markets yal'j' considerably. Some is sold at gins on gin weights 
and without. the bales being sampled. )Iost of the mal'kets~ however, 
have a publIc square, !t !?OttOIl yard. a railroad platform~ Or a ware
house where the cotton IS receh-ed, sampled, and weighed. and a re
ceipt issued in the gl'owel'~s name. In some mar'kets sales are made 
on the basis of an inspection of the cotton while it is in the yard 
or on a railroad platform. whereas in others the farmers bargain with 
buyers on the basis of samples and receipts obtained at the yard or 
warehouse. In a few of the larger markets cotton is delivered to it 

warC'house ",,11(;'re it is weighed. sampled. and classed, and a certificate 
is issued to the grower sho1\-ing the means of identification, the 
weight, and the classification upon the basis of which cotton is sold on 
description. 

FCXC"J'IO:,(S Al\'O TR.\lJE Pll.\CTICES 

These mark('ts snpply a meeting place for growers and buy
ers and giye rnrl11('rs an opportunity to bargain individually in the 
sale of tl1('1 J' cotton. Tlwy Turll ish a l'C'ndy and convenient market 
wher(' 12To"'(,l"s may sell at almost any time. They setTe as a point 
for assembling in :il1ch quantities as to fnci litate handling, and tl1('Y 
serve as It medium through 'which the demand is transmitted to 
gl'owers. 

Cotton is usually sold by gl'o\yers soon after it is ginned. In some 
areas, pnrticularly in the northern part of the Cotton Belt, a consid
erable proportion of t]1C' crop is sold as seed cotton before it is ginned 
(.9). As pre\'ionsly indicated, abont 93 percent of the United States 
crop, on the average, is f.,rinned during the first 4 months of the sea
son, and {)9 percent of it is sold by growers during this period. Data 
on 38,375 bales of cotton sold in selected local markets in the Cotton • 
Belt during the season 1936-31, S]lOW that 55 1?erceI1 t of it was sold 
on the same day it was ginned, 73 percent with111 2 days, and 86 per
cent within 10 days after it was ginned. These proportions vary 
somewhat from one season to another. 
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The merchandising operations in farmers' local markets are usually 
very simple. Growers generally sell cotton in small lots for cn.sh n.nd 
make immedin.te delivery. Soon after it is purchn.sec1 loen.l buyers 
in turn usually resell to shippers for immediate delinl'Y. Farmers 
and small buYers do not hedge their cotton as a geneml rule, but 
most of them" sell promptly a'nd by so eloin,rr pa;;:-' un to the larger 
dealers the rhks fr0111 price ch~l1l,rre:,. I II sOl1le parts of the COttOll 
Belt farmers sell sOlllE' of their CottOll for forward uelinry at ~l price 
to be fixed at a later date. 

Information on price,.; is made anlilalJle currently in some local 
markets by means of the radio and through the commercia I news de
partment of telegraph companies. Informatioll on pl'iee:" and on 
market conditions is also made available through the press. Govern
ment. r:eports. and. other agencie!'. This information is used in de
term1llll1g the maXImum pl'lces local buyers can afforu to plLy growers 
for cotton. :Manv local buyers recl'ive limits from ml'rclHlntS in cen
tral markets as a 'basis for buyin!l. In makin!l the5e limits. the mer
chants take inro (!ollsidemtinD 'thl' quality ;Jf thl' cotton recently 
received from the local market COIl('E'rne(l. along with other matters. 

PRICES Ttl GROWER.'; 

The lewl of prices in farmel'~' IOl'ul markE't:'. :t~ well as thE' l'hnn!les 
in th!:'"E' pril't's. are largely dE't!:'rmiut:'d l),)' the general supply-and
ut'l1mnd ;::itmuion fo[, (,(JttOll. n~ iIHlic'alp(l in [I(\!lPS :,n to :!b. Sllh
c;tantinl chan,rres in the general level of prices to !!:l'Ower;: tire broug-ht 
about by chanl,!es in the gener;tl drlllalld-all<l·~uppl~· sittmtioll. For 
example. farm prices in tlw rnitpd ~ran'" ,11'l'I'P;t:'ed frolll :tIl aYl'rage 
of 2{).~ l'enr~ n pOllnd for rlw :'ea:'Oll 1~2, 2" ro ,i., ,'el1£:, fIJI' thr 
1931--32 sea:'ol1. and then adyalll'ed ro 12.:~ ('eIl[:' for tlw 1~j;3f) :~, S!:'ll
son. Thi:, deerea!"r ill prit'P": \\'a:' :lel'OnIHI,t! for I:tl'!!ely In' all iu('rensl' 
in the tow,] ~y()rhl supply of ('orton aloll!!: with ~t dpl:rpa~p in t liP tle
mn,nd for l'O!i.l!1. although tlw gPlwral ptllTlhl:"ill!! l)Owpr of the dollar 
inerel1.:;etl.. On the ()thrr hand. fhi;,; advnnt'P ill farm pri{'e;: waS 
aCI'olllltr<i fIJI' lar!!:eh by a :'lll1:..ralltial in,'!'ea:-p ill tbe rlpl11:tIHI fnr ,·ot· 
ton. along ",-ith ,:om~ (1t~errase In rll!-' !!elleral pnrc'kt:-,ing [l()\YPl' (If the 
clolhtr. uud <Jcl'ulTrd de::ipite it. :,uh:-tanriu.l iuerea:-e ill the world .~upply 
of cotton. 

Pri.·p", to !!tf>"'P!,'- \'tlr" eOll:-j,lpl'allly frolll 'HlP lO"al llHlrkrt to 
another. largely it!::> a result of ditfe1'rlll'p:", ill quality and. of differrlll'fiS 
in cost of moying the eotton [() .:l'mer,,,; of /·unsunlptiol!. _\xel'u!lp 
pricrs to gr()wer~ in f~rl11ers' 10(':11 market::; .tend to mr;' dir,~ctl.v with 
the avera,rre qualIty of thr ,'orton 50ltl awl !Ilvpr"'ely WIth rmu:-iporta
don l'osts to centers of "Ofl:'lIl11prion. 

During the se~()n 193f}:iT. for exaruplr. pl'i('(':' to growrr;-; ill fiw .::e
IE'cted local markets in Oklahoma. reprrsentillg a surplus-produdng 
area far rel1loved frol11 ('rutp!,... of '!()IlSnmpri!Jll. a \'l>ra,!!ptl about :!.!j(i 

cents a. pound lower than tIlt' aWI'l1.ge in 11 seieeteu 10(':11 market:s in 
~orth Carolina. a eon!"umiIl!! "Pllt('1' for CotrOIl. {)n tllp ha;;i'" of 
central-market premiums an,( di5('OIll1tS for !!rade and :"taple length. 
about lAO cent:: of this dijfprenc(' 111 :1.wra!!p pril'l' llI:ly be attributed 
to diffprpD<'p:-; in grade and ;-;taplE' len!lth of tht> ('orton sold. leaving 
about 1.20 eents to hI' ~H'('ountpd for by <Hffpl'rl1!:l's in transportation 
costs and other facto~. In the~Iis:::issipPl Delta. and in other locali

http:aWI'l1.ge
http:immedin.te
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FIGURr,:22. ,-RELATION OF AVERAGE PRICE TO AVERAGE QUALITY OF COTTON IN 
SELl"<::TED LOCAL MARKETS IN THE UNlTED STATES. SEASONS 1933 36. 

Priel's to ~ruw(,l"s ill lo('al IllH I'kds \\'hl'1'1' thl' ('ot tOil ny('ra~('(i hi~h(,1" ill 1-:1':1111' 
nmi IOIlg-1'1" ill staph' WI'I"P :<PIl!'l"ll11y ('OI"lPspolHlilll!;ly hig-llPr thun ill \o("il lIlar· 
kpts wil('!"€' tlH' ('OltOIl al'('l"ngpd lowpr ill gTt1(\(' :1I1d shol"tl'r ill stllplf'--ndjuRt
ll1€'uts h:lI"ing I.iPPIl lIl:nl(' fOI' (lilt('1"('I1~'('s ill ll"nll~Jlortatioll eosts (0 ('('lIl('!"::; of 

consnmption. The coefficient of correlation was O_SG±O_Ol. 
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ties in which improved lung staple varieties are produced, avera~e 
prices to growers generally are substantially higher than those In 

most other parts of t.he Cotton Belt. 
After adjustments are made for differences in cost.s of moving the 

cotton to centers of consumption, d:ifferences :in average p~:ices t.o 
growers from one local market to another generally reflect faIrly ac
curately t.he differences in average qualit.y as indicated by the grade 
and staple length of the cotton sold in these markets (fig. 22). In 
other words, the production of the higher grades and longer staples 
generally are regarded on a community basIs, but such differences in 
average prices may offer little inducement to the individual grow
ers to improve the quality of their crops. Unless substantial premi
ums and discounts for grade and staple length are. made on lin in(li
vidual-bale basis, farmers may find it advantageous to sell poor
quality cotton in the market on the reputation of the community and 
by so doing rednc~ the aver!lge price level at the expense of those 
who produce the. hIgher qualIty cotton. 

PrIces to growers for individual bales sold in farmers' local mar
kets generally average somewhat higher for the h:igher grades and 
longer staples than for the lower grades and "hortel' staples !"old in 
the same local markets on the same days (fig. ;2;3). In many local 

CENTS ,.------------,.-----------, .-----------, 
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POUND t------------iI---------ll--------I'l-l 
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I Without a c1assifi~ation s:rvice to growers} Local.mar:ket premiums, 
Il8 With a classijical/on service to growers and discounts ( -) 

e3 Gentral'market premiUms. and discounts (-) 

FIGURE 23.-AVERAGE GRADE AND STAPLE PREMIUMS AND DISCOUNTS IN 

SELECTED LOCAL MARKETS AND IN CENTRAL. MARKETS. SEASON 1936-37. 


Grade and staple premiums and discounts to growers in i:ieleeted locnl markets 
without a public classification sen'ice avernged l'ubstantially less than those 
quoted in central mark('tl'. In selected loeal markets in which the cOttOIl was 
sold Oil del:'criptioll on the elm;l'ifica tion of II public classer, a III rge proportion 
of ('entral mnrket premiums and discounts for gnlde and staple length was 
reflected ill pri,'£'>; to growers. 

12!l24!;¢.- a9--5 
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markets. however, premiums and discounts to growers represent only 
a small proportion of those quoted in central mllrkets, Average 
grade and staple premiums and discounts to growers vary directly 
with the reliability and general aeceptability of the classification on 
the basis of which the cotton is sold. 

During the season 1936-37, for example, prices to growers in 
local markets without an established classification service to growers 
reflected only 12 percent of central-market premiums for grades above 
Middling and 31 percent of the premiums for staples longer than 
seven-eighths of an inch; and discounts for the lower grades aver
aged 31 percent. and those for the shorter staples averaged 17 per
cent, of those qlioted in central markets. On the other hand, cotton 
sold on description in selected local markets on the basis of an estab
lished classification service reflected 76 per~ent of the premiums for 
grades above Middling and 67 percent for staples longer than scven
eighths of an inch; and discounts for grades below Middling averaged 
96 percent~ and those for staples shorter than seven-eighths of an 
inch averaged 134 percent, of those qnoted in central markets (fig. 23). 

Available data are not adequate for ascertaining 'what proportion 
of the cotton was classed by local buyers before it was sold by growers. 
In some local markets cotton is bought on a "point" or "hog-round" 
basis and no attempt is made to vary prices with the quality of 
individual bales. Local buyers in many instances make no attempt 
to class according to the official cotton standards for grade and 
staple length before purchasing, and in some instances the bales 
are not even sampled before sale by the growers, In most of the 

~ - local markets, however, cotton is sold on the basis of samples and 
some account of quality is taken. But changes in price level llm'ing 
the day, lack of dependable information on the correct classification 
according to the oflicial sta,ndards and of the commercial value of the· 
cotton, differences in bargaining power of farmers and of local buyers, 
and other factors more than offset the influence of difi'el'encE's in 
quality in many instances. so that it has not been unusual for S0111!' 
growers to receive substantially hi.gher prices for some grac1('s and 
staple lengths than otllE'1' gl'OWPI'S rpcpive fOl' cotton of hilrher gracles 
and longer staples sold in the same local market on the sallle day (10), 

Increased proportions of cE'lltral-market premiums allCI difiCOllllts 
for grade and staple IE'ngth reflected in prices to growers on an in
dividual-bale basis would E'ncourage improvement in tllE' quality of 
cotton producl'd. The analysis of data on cotton-variety tests con
ducted by experiment stations throughout the Cotton Belt. a long 
with other information, indicaips that tilE' i nconw of gl'o'Y('l'S i11 JUany 
localities could bp materially il1er('as(~d llnd thpj)· competitivl' posi
tions ,;trengt1ienNl by imJ)l'Oying thl' illlal ity of cotton produced, 
especially if conditions illl{)('al mlll'kPts \\"('1'(' imp1'O\'(,([ so that fanners 
would be paid for their eolton strietJy on a quality basis (10), 

CENTRAL MARKETS 

CHARAr'n;IIISTIl"S AND LOCATION 

Central cotton mark('ts are those in the larger cities and towns 
where the concentration from fa.l'lnel's' local markets ends and dis
tribution to consuming cent.ers begins. These markets are located 
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at ports and at interior points favorably situated for assembling and 
distributing the cotton. Those nt ports in the United States include 
such markets as Honston, Galveston, New Orleans, :Mobile, Savannah, 
and others, and those in the interior include such markets as Dallas, 
Memphis, Little Rock, Montgomery, Atlanta, and others. A large 
part of the cotton produced in the United States is usually concen
tI'ated in and distributed from central Ilutrkets. which arp sometimes 
referred to as great. r(>servoirs of spot. cotton; but. considE.'rable cotton 
moves from local markets and from 8ma11E.'r interior concentration 
points directly to domestic m1]]s and to export. 

ThE.' quantity that moves to a cE.'ntral market may differ grently 
from thnt purchas<.'d and sold by merchants hl that market. Cotton 
merchants in the Danas and M<.'mphis markets, for example, buy 
large quantities at int<.'rior points and ship it to ports and to 
domestic mills over routps thnJ, do not come nenr these markets. On 
the otlwr hand, cotton rhaJ movps to a central market may not be 
confined to purchases and sales by merchants within that market but 
may inclnd<.' large quantiti<.'s purchased and sold by merchants in 
other markets. 

I'EIISONNE:). \ND FACILITIt:S 

The personnel of ('<.'ntral cotton markets includes genE.'raJ cotton 
merchants, spot brok<.'rs, factors, growE.'rs' cooperntive associations, 
and mill buyers. Cotton merchants include domestic shippers who 
buy chiefly in the farmers' local markets and sell to domestic spin
ners, and exporters who also buy chiefly in the interior and sell prin
cipally to foreign importers and spinners. Spot bt"OkE.'rs sell cotton 
on commission, chiefly for d<.'nl<.'l's in interior markets but to some 
extent for local holders in cpntral markets. TI1l'se sales are made 
on the basis of samples displayed on tables in the salesroom. Some 
broken: buy on commission fOl' foreign importers and spil1llPrs on 
terms ",hieh usually specify that insurance and fr<.'ight to fOI'eign 
destinations al"<.' included in the invoice pricl'. The factor rec<.'ives 
cotton on consignment from the owner, to whom he may Or may not 
have mad<.' advances of funds; he sells it in accordance 'with instruc
{jOBS from tl1<.' owner. and dedul'ts from the procp<.'cls of the sale any 
funds a~h'aneed plus all. agreed compen?ation for. his servic~s. 
Growers coop<.'ratlVe asso('wtlOllS m<.'rehandlse cotton for growers 111 

a way similar to that followed by the mel'ehants who buy in the 
intprior. 

Facilities in c<.'ntra1 markpts generally include a, cotton exchange 
that is the c<.'ntpr of activity in the market, offices and sample rooms, 
compress<.'s, warehouses, fr<.'ight terminals, and facilities for receiv
ing and shipping cotton, nnd at ports there are steamship docks. 
The exchanges mnke and enforce rules to insure fair practices in 
tmding. They also compile statistics on receipts, shipments, stocks, 
prices, etc., for the use of 111<.'11' memlwrs. In addition, large banks 
usually supply funds for financing the buying and the holcling of 
cotton. 

Fl,JNCTIONS ANO TIlAlJE I'HACTICES 

The principal function of th<.' mpl"chants in (,I.'ntl'al I11nrkets is to 
supply a ready market for the large volume of' cotton sold in local 
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markets during the harvesting season and to supply the. demand of 
spinners throughout the year. The specific services performed are de
slgIled (1) to supply a ready outlet for cotton sold in small and mixed 
lots in farmers' local markets, (2) to assemble and classify for sale in 
even running lots as desired by mills, (3) to carry the cotton from 
the time it is sold by growers and by local buyers until it is needed by 
mills, and (4) to deliver cotton to mills at the tilne, in the quantity, 
and of the quality demanded. The rendering of these services 
requires a rather far-flung buying-anel-seIling organization on the 
part of cotton merchants along with provisions for transporting, 
storing, financing, and insuring the ('otton, and for offsetting risks 
from price changes. 

~fel'chants may buy through their representatives in farmers' local 
markets or from brokers, factor's, Or other merchtLllts in central markets. 
Prices are arrived at on the basis of the general level of cotton prices, 
location of the cotton purchased, terms and conditions of pm'chase, 
and the quality of the fiber. The cotton is usually concentrated, 
classified so that it can be delivered to mills in even-running lots, and 
stored until needed to apply on sales. Merchants or their repre
sentatives contact mill buyers lwd take orclPrs, for deUvery at speci
fied times, for cotton of specified amollntS and qualities. Traffic 
agents of merchants determine the means and the routes most eco
nomical for shipping to points of delivery. 

Although differences in bargaining power of individuals may in
fluence considerably the prices at which specific transactions are 
made, the margins between prices in farmers' local mfu'kets and prices 
paid for cotton of the srllne quality delivered to mills represent, on 
the average, the cost of merchandising, including overhead, other 
costs, and profits. Merchants are primal"ily concerned with the width 
of these margins and with their merchandising costs, particularly 
under situations in which the cotton is purchased and sold simul
taneously at fixed prices. Under such conditions met'chants are con
cerned only incidentally with changes in the general level of cotton 
prices. But unless the pnrchase price and the sale price of spot 
cotton are fixed at the sall1(' time, changes in price level over rela
tively short periods may result in speculative lossps and gains that 
are many t.imes greatl'r than the costs of merchandising the colton. 

Cotton merehnnts lIsually specialize in merchandising raw cotton, 
and generally I'hey are not in a position to assume the "isks of large, 
losses from changes in the general level of cotton Iwices. Changes 
in pI·ices of spot cotton ar(' generally associated with more or less 
similar' changes in p"ices of cotton futures conlmcts. Consequently, 
merchants may seCUl"(' protection from losses as a result of chan~es in 
spot-cotton prices by ofl'setting s:t1('s or ])urehases of cotton-futures 
contracts. )Vhen tIl(' mo\'ell1l'ntfol of prices of spot cotton and of 
futures contracts are parallel, the merchant who hedged the purchase. 
of spot cotton by the sale of futurc..'i contracts loses on his spots as 
prices decline, but such losses fLre counterbalaneecl by gains from 
changes in p"ic('s of f\ltm('s eontracts. On the other hand, as prices 
advlLllce, hifol gttins 011 spotfol, are offset. by losses on flltll1'('S cOlltr·acts. 
The hedg(" under such eonditions, offsets both losses and gains result
ing from changes in the general level of spot-cotton prices. 
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Although the large swings in prices of spot cotton generally are 
associated with more or less similar changes in prices of cotton 
futures contracts, they do not always move up and down to the 
same extent. Consequently, the use of futures contracts as hedges 
does not give complete protection a~ainst losses from changes in 
prices of spot cOttOIl. Such hedp:es lImit the merchant's gains and 
losses from changes in the general level of spot cotton prices to 
changes in the spread between prices of spot cotton and prices of 
futures contracts, generally referred to as changes in "basis." Gains 
and losses from changes in basis are generally substantially less than 
those from changes in prices of spot cotton (11). 

Cotton merchants make an indirect use of the futures market in 
buying and selling "on call." A merchant in selling on eall to a 
mill buyer, for example, agrees to deliver a specified quantity of 
cotton of a specified description, and the buyer agrees to receive it. 
within a designated period. the price to be- derived by adding to or 
subtracting from the price of a specified futures contract a specified 
number of points agreed upon by the seller and buyer. In such 
instances only the basis is fixed at the time of the transaction. the 
fixing of the" price actually received or paid being left for deter
mination at a later date at tIlE' request of the "seller (seller's option) 
or at the request of the buyer (buyer's option). 

Merchants under such situations haw IlO t"isks from price changes. 
other than from changes in basis. until the price is fixed or until 
spot cotton is purchased to apply on the account. But as soon as 
the price is fixed or cotton is purehased nt fixed prices to apply on 
the account. risk" from change" in tllE' general level of cotton prices 
emerge and they may be hed_!red a~ previously indicated. 

PRrer::.« r" ~TIL\L .\{ARKETS 

Pri('es of ('ottOt1 in central marker,; ,!rPIWt'n lly are nsed in price 
analyses. and the relationship between the general level of cotton 
prices in these markets and the supply-and-demand situation for 
cotton was indicn.ted earlier (p. 21). Quotations of spot-cotton 
prices on the basis of grade and .;taple length in important southern 
markets are readily available. ami these q-uotations have been used 
for lllany years 3.$ guid!:'posts of value by merchants and others in 
making transactions, by bankt'rs and others in extending credit. and 
by insurancp adjllstprs in the settlement of losses. The passage of 
the Fnited States Cotton Futures Act in 1914 nnd its reenactment in 
1916 gave added importance to official quotations of spot-cotton 
prices in central markets by reqllirin~ in effect that quotations of 
('ommercial differences be lIsed inStead offixeel differences as pre
vi~usly employed by the Xew York Cotton Exchange in caleulating 
pn('es for ('ott on of tenderable grades abo\-e 'tnd below Middling 
delivered in settlement of futnres contract obligation. ' 

The United States Cotton Futures Act speCifies that commercial 
differences for grade used in the ::oettlement of futures contract obli
gations be determinpd from sales of spot ('otton in not less than five 
bona fide markets designated as such by the Secretary of Agriculture. 
Fourteen markets (Norfolk, Augusta, Savannah, Montgomery, New 
Orleans, Memphis, Little Rock. Dtlllas, Houston. Gah·eston. Charles
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ton, Atlanta, Mobile. and Fort Worth) are designated as bona fide 
spot markets, of which 10 (Norfolk, Augusta, Savannah, Mont
gomery, New· Orleans, :Memphis, Little Rock. Dallas, Houston, and 
Galveston) are used in computing grade and staple differences used 
in determining prices of cotton other than Middling 7fg-inch tendered 
in settlement of futures contract obli~atjons. 

Regulatio.lls. which the Secretary of Agriculture is directed by the 
United States Cotton Futures Act to issue, require that the differ
ences between prices or values of Middling cotton and those of cotton 
of other grades in each hona fide spot market shall be based solely 
upon the grades of the official cotton standards of the United States 
and shall be the actual commercial differences established by the 
sale of spot cotton in such bona fide spot markets. To carry out 
these regulations there is maintained in each o·f these markets a 
competent quotations committee, the organization and pelsonnel of 
which are subject to the approval of the Chief of the Bureau of 
Agricultural Economics. 

It is the duty of this committee bnpartially and carefully to ascer
tain and publish on each business cla.y the price or value of Middling 
~kinch cotton and the difi'en'IH:es betwel'l1 its price or value and that 
of cotton of other grades a1J(I staple lengths represented by the official 
('otton stambrds of the United States. The committee, or a person 
Ruthorized to act for it. is requi1'E'd to obtain complete and satisfac
tory information, 110t later than the close of business on each business 
day as to all sales of spot cotton since the close of the next preceding 
business clay including the grades, the prices or basis prices, and the 
terms and conditions of sale. in sufficient detail to enable the com
mittee to perform its duty accurately. The committee is authorized 
to disregard any transaction that it finds not bona fide, or made to 
influence its action improperly. or ",hi('11 for other ~ood reasons does 
not represent. the ('omnl{'1'cial yalue of spot cotton III that market. 

In each of the 10 market.s daily quotations are made at tIl{' elose of 
the futures market showing the price of Middling %-im'h cotton and 
the premiums and diseonnts for 31 other grades. Quotations are 
made for 5 other staples in 6 markets and fOl' 6 other staples in 4 
markets, making a total of 192 quotatiol1s in each of 6 markets and 
224 in each of 4, 

It was antieipated Wh(,11 the United States Cotton Futures Act 
and the ret,rulations of the Scnetary of A~riculture thereuncler were 
formulatec, that there 'would be some days 111 some bona fide spot mar
kets on which no sales of some grades of eottoll would be made. and 
that. the commercial dHfel'ences to be applied to such grades \~ou]d 
have to be derived from t.he salt's of other grades or from other mar
ket information. Regn lations. of tIw. Hecretary of Agriculture give in 
rather general terms tlu' umlls of and the process for 1l1'1'ivll1g at 
quotations of spot-cotton pricrs in the d('signated l1Hll'kl'ts W]WIl the 
volume of salrs of ~l specified grade or sta.ple length is not adequate 
as a basis for the quotation. But. in actually arriving at quotations 
in these markets, it is necl'ssal'Y. within the framework of the regu
lations, to deyelop a mOrt' pal't.ieuhu,jzed teelmique or procedure. 
Such a proeedul'e is e~peeially needed in deal,ing: with such problems 
as, for exanlple) malnng: !I(l]l1stnwnts for ddf(,l'rllres in trrms and 
conditions of sales or difi'erences in qua1ity within a grade) or in 
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~ determining, as occasions sometimes l'equire, whethel' or not a tmns
action is representative. 

Information obtained in the New Ol'leans market for the seasons 
1929-34, for examplej indicate tImt data available to the quotations 
committee on sales ot cotton in t.hat market, data on limits used by 
merchants in New Orleans for purchases in the interior, and data 
on bids and offers for cotton on ex warehouse terms, when used to 
supplement each other in calculating prices to be quoted for the New 
Orleans market, supplied a fairly relit1ble statistical base for quoting 
the price of Middhng %-inch cotton for It part of the time and for 
quoting the prices or the premiums and discounts for cotton of other 
grades and staple lengths for a smaller proportion of the time. Bu~ 
these dat.a did not supply an adequate statistical base for quoting 
the price of Middling%-inch cotton all the time, or for quoting 
)l'ices or premiums and discounts for all othel' grades and sbtple

}engths any of the time. Consequently, it, is necessary to make use 
of such information as futures peires, previous quotations, prices in 
other markets, and the judgments of traders in the market in tU'I'iving 
at quotations for all qualities of cotton some of the time, and for 
arriving at quotations for some qualities of cotton most of the time. 

Apparently, a more or less similnr situation exists in each of the 
other nine designated markets. Consequently, the limitations of the 
data on the basis of which these quota.tions nre made should be kept in 
mind when usina these quotations as a basis for comparison. . 

Prices of l\1idciling %-inch cotton differ somewhat from one central 
market to anot.her, but these differences are hu'gely accounted for 
by differences in transportation costs to centers of consumption, dif
ferences ill terms and conditions of sale, and differences in the eh:1r
aeter of the cotton sold. Priees in markets located in surplus-pro
ducing areas that are long distances fl'om consuming centers gener
ally are lower than prices of eotton of the same quality sold on the 
same terms and conditions in mal'kE'ts I1Pll1' centel's of consnmption. 
During the season H)3G -37, fOI' eXfullpk })1'i(,(,8 quoted for Middling 
%-inch ('orton in Augusta. a murket in the consuming arpa of the 
Southeastern States, aVE'mged 0.54 cent pel' pound higher than prices 
at. Houston, an important port Intu'ket, and O.SI cent higher than 
prices at Dallas, a market. ill a surplus-producing area far removed 
from consuming centers. 

The usefullless of cotton in the manufacture of yarn and fabrics 
and the quality of the finished product vary directly with the quality. 
Differences in quality are indi('ated by growth or variety :1nd by 
grade, staple length. and character of the cotton of the same variety 
or growth, Most of the cotton produced in Egypt and Peru has fine 
fiber stapling 11,4; inches or longer, whereas most of the eotton pro
duced in Ind.ia and China. has (,Ofll'!';e fibers stapling shorter than 
seven-eighths of an inch. As prl'viously inclicated, cotton produced 
in the United States shows a wiele range ill length of staple, but the 
bulk of the crop is of staphs % to 1 inch. The staple length of cotton 
produced in Brazil is a hm't tl1P same to somewhat longer t]mn the 
bulk of the American upland ('otton produeec1 in the United States. 

Differences in spinning IItility of the cotton of thc>se growths, as a 
result of difFerences in quality, are l'l'f\p('ted ill prices. An examina
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tion of figure 24 shvws that Liverpool prices of Egyptian and Peru
vian cotton are generally substantially higher, and that prices of 
Indian are considerably lower, than t.hose for American and Brazilian 
cottons. Changes in the relative supply-~md-demand situation for 
cotton of different growths result in substantial changes in relative 
prices, but over a period of time long enough for adJustment to be 
made in consumption and in productIOn on the basis of these price 
changes, the differences in price tend to reflect the differences in 
quality. 

PERCENT .-..--,-----,-,..--,-,---,--,--,.--,---,---,--,--,-,---,-.., 

YEAR BEGINNING AUGUST 

FIGURE 24.-PRICES OF EGYPTIAN. INDIAN. PERUVIAN: AND BRAZILIAN COTTONS'. 
EXPRESSED AS PERCENTAGES OF PRICES OF AMERICAN I. LIVERPOOL 1921-38. '" 

Liverpool prices of Egyptian and Peruvian generally are higher, Indian lower, 
and those of Brazilian generally are about the same as those of American in 
that market. The differences in prices vary considerably with changes in the 
relative supply-and-demand situation for ('otton of the various growths. 

1 American :lIIddling, exct'pt Indian, which is an average of,Middling and Low Middling: 

Cotton prices also vary considerably with the quality of cotton of 
the same growth. Data presented in figures 25 and 26 show sub
stantial premiums and discounts for grade and staple length of 
American upland cotton sold in central markets in the United States. 
These premiums and discounts show wide variations when expressed 
in' cents 'Per pound and when expressed as percentages of the price of 
M!ddling %-inch cotton. These variations are accounted for by 
:;h'anges m the supply-and-demand situation for cotton of the various 
grades a~d staple lengths and by changes in the general level of 
cotton pl'lces. 

SPINNERS' MARKETS 

CHARAOTERlSTICS AND LOCATION 

Spinners' markets are market places at which cotton is purchased 
and sold on the basis of the specific requh'ements of mms. These 
markets generally are located near mill centers, for the convenience 
of spinners. Mill markets near mill centers in the Southeastern 
States include such markets, for example, as Greensboro, Charlotte, 
and Gastonia, N. C.; Spartanburg, Greenville: and Anderson, S. C.; 



41 COTTON PRICES I~ SPOT AND FUTURES :\JAHKE'.rS 

POINTS 

-500 

·1,000 
CENTS PER 


POUND 


20 

10 

o 
1923·24 1925·26 1927·28 1929·30 1931·32 1935·36 1937·38 

YEAR BEGINNING AUGUST 

FIGURE 25.-MoNTHLY AVERAGE PREM IUMS AND DISCOUNTS FOR GRADES ABOVE 
AND BELOW MIDDLING AND AVERAGE PRICES OF MIDDLING i,s-INCH SPOT COT
TON FOR THE 10 DESIGNATED MARKETS, 1923 ..37. 

Premiums and discOlllltS for grades aboye and below :\liddlillg vary con~id
erably with changes in the level of cottOll prices and "itil changes in tile supply
and-demnnd sitnution for the ynrious grades. 
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FIGURE 26.-MoNTHLY AVERAGE PREMIUMS AND DISCOUNTS FOR STAPLES 
LONGER AND SHORTER THAN SEVEN-EIGHTHS OF AN INCH AND AVERAGE 
PRICESOFMIDDLfNG ;:lI-INCH SPOT COTTON FORTHE 10 DESIGNATED MARKETS 
1923·37. 

Premiullls and discounts for staples longer and shotter than sewn-eigilths of 
an inch vary considerably wHh ['bauges in the level of cOttOIl prices ancl witb 
changes in the snpply-and-demand situation for cotton of the various staple 
lengths. 

http:JAHKE'.rS
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Augusta and Atlanta, Ga.; and Huntsville, Ala. The principal mill 
markets in New England include, Boston, New Bedford, and Fall 
River, Mass., and Providence, R. I. Domestic mill markets in other 
areas include Philadelphia, New York, and others. 

Spinners' markets for American cotton in foreign countries include, 
among others, those at Liverpool and Ma11chester, England; Rouen, 
Lille, Mulhouse, and Epinal, France; Chenmitz, Rheine, and Munich, 
Germany; Oporto, PortuO'al; Ghent, Belgium; Rotterdam, N ether
lands; Barcelona, Spain; ~Iilan, Italy; Shanghai, China; and Osaka, 
Japan. Some of these markets-Liverpool, Barcelona, and Osaka, 
for example-are import markets as well as mill markets. In addi
tion, Havre, France, and Bremen, Germany, are important importing 
and distributing cen tel'S for American cotton. 

PERSONNEL AND FACILITIES 

Spinners' markets, with the exceptions of those that may also be 
classed as central markets-like A.tlanta, Augusta, New York, and 
Liverpool-usually have no cotton exchanges. Consequently, the 
offices of cotton firms in these markets generally are .>10t concentrated 
in one building but are distributed over the city or town. Mill buy
ers usually have their offices at their mills, but in case the mill is 
located in the outskirts of the city, the mill buyer may have his office 
in a readily accessible part of the city. 

The personnel of domestic spinners' markets generally consists of 
mill buyers 01' their representatives as buyers, and shippers, mer
chants, brokers, growers' cooperative associations, and other dealers 
as sellers. Some cottOIl is bought by mills in cotton-growing States 
direct from growers or indit'ectly through ginners and other local 
buyers. During the season 1930-31, for example, mills in cotton
growing States obtainE'd abollt 25 percent of their raw-cotton re
quirements from growers direct or indirectly through ginners and 
other local buyers, about 43 percent from shippers and their brokers, 
12 percent -from cotton merchants, and 20 percent from growers' 
cooperative associations. During that season domestic mills outside 
cotton-growin~ States obtained about 55 percent of their raw cotton 
requirenwl1ts from shippers and their brokers, 30 percent from cotton 
merchants, and 15 percent fl'Om growers' cooperative associations 
and their brokers. The proportion of total purchases made through 
brokers was generally greater for mills outside the cotton-producing 
States than for those located in cotton-producing States.6 

FUNC'1'l'oNS AND TRADE PRACTICES 

The principal fnnction of spinners' markets is to make readily 
available to mills the quantities and qualities of cotton needed for 
spinning purposes. This cotton is usually offered for sale to spinners 
in lots of 100 bales 01' more, even running in quality. The quality 
may be indicated by clescdption ill terms of Government standards, 
by privrtte type, ot' by samples submitted or displayed. During the 
season 1930-31, about 68 percent of all domestic-mill purchases of raw 

• WnWHT, .1. W. Ul)}: OF THE OF~'ICIAl, COTTON S'[''\:-;DAROS OF ,rHE UNITED STATES (1:-; BALES 
TO DOMES1'IC ~IILLSI. O. S. Bur. Agl'. IDeoll. 22 pp. Decembel' 1934. [JlIimcog"l'npbed.] 
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cotton was described for grade in terms of the official standards, 23 
percent was based on private type, and 9 percent was bas'ec1 on sam
ples. A smaller proportion of domestic-mill purchases was based 
on the official standards for length of staple than for grade. Dur
ing the 1930-31 season, about 48 percent of these purchases was based 
on the official staple standards~ 43 percent on private type, and about 
9 percent on actual samples. 

Specifications with respect to the character of cotton purchased by 
don:estic mills are usually made by means of priYa~e type, by desig
natmg normal character as represl'nted by the officutl ·standards for 
length of staple, by various descriptive terms, or by designating the 
varIety and locality of grmvth.7 

Transactions in spinners' markets may be at fixed prices or "on 
call." Spinners generally prefer to purchase on call their raw-cotton 
requirements for mlmufacturing cloth and yarns not already sold at 
fixed prices. Under such situations the basis price is usnaIly fixed 
at a specified number of points "on" or "off" the price of a designated 
futures contract. The buyer usually has the option of deciding when 
the price shall be fixed, and the prices of raw cotton are usually fixed 
at the Hme the prices of the manufactured products are fixed. By 
means of this practice, mills obtain protectIon against losses from 
changes in price, and the responsibility for hedgmg is usually left 
to those who sell the raw cotton. On t'he other hanct raw-cotton re
quirements of mills for the manufacture of ('loth and yarns already 
sold at fixed prices are usually purchased at fixed prices. 

During the season 1930-31. about 42 l1·ercent of domestic-mill pur
chases of raw cotton was made at fixed prices, and about 58 percent 
was made on call.s The proportion of the purchases that was at 
fixed prices '"as generally somewhat greater for mills in cotton
growing States than for mills in other States. In more recent years, 
domestic mills apparently have been buying increased proportions of 
their cotton on call. particularly since unsold mill stocks of cloth 
and yarn began to accumulate in 1D36. 

PRICES IN ~rrLL 1>fARKE:rS 

The general level of cotton prices in mill markets and changes in 
these prices are largely accounted for by changes in the general 
supply-and-demand situation for cotton, as previoLisly indicated. But 
prices in mill markets are usually higher than prevailing prices for 
cotton of the same grade ancl stn pIe 1l'llgth sold in central markets and 
in farmers' local markets. During the season 1D36-37, quoted pricl's 
for Middling %-inch cotton at Carolina mill point" a vl'rage 0.85 Cl'l1l 
a pound higher than at New Orleans, 1.28 Cl'nts higher than at Dallas, 
and 0.94 cent higher than the Rverage> for the 10 designated markets. 
During the same season, qllote>d prices for Middling Y'l-inch cotton at 
Carolina mill points averaged 0.35 cC'nt lower than at Ne\y England 
mill points, and 0.98 cent lower than at Liverpool. 

These differences in price are largely accounted for by differences 
in place of delivery and by differences in terms and conditions of sale. 
Cotton is usually offered for sale in spinners' markets in lots of 100 

1 WRIGHT, J. W. See footnote 6. 

8 WRIGHT, J. W. See footnote 6. 
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bales or more. even running in grade and staple length, whereas in 

central markets and in farmers' local markets much of the cotton is 

sold in small lots not eyen running in grade and staple length. 


FCTURES ~L-\RKETS 

CHAR.ACTERlSTICS .\:;0 LOCATION 

A COttOIl futures market is n place where contracts are made to 
receive and to (leli"er stated quantities during a specified future pe
riod at a fixed price for the basis grade and-staple length, in accord
ance wi th highly standardized rules and regulations. These contract:,; 
are rigidly standardized with respect to the size of the contract ullit: 
grades and staple lengths deliverable: classification. weighing, ware
housing, and inspection of the ('otton; margin requirement:'; time, 
place. and ll1111lll('r of making deliyery: and other important COI1

;;iderations, This standardizlltion. in accordance with law and with 
the rules of the cotton exchanges,' facilitates trading by minimizing 
misunderstanding;; with regard to terms and conditions of sale. 

Futures transactions are contract:: to buy and to sell cotton and are 
lised primarily for speculatin' and hedging purposes. Transactions 
in spot markets. on the other hanel. are contract::, of sale and of pur
chase llsed primarily for mercllllnd ising purposes. The unit of 
futures contracts in the Cnited States is llsnall .. 50,Om pounds. gro:-;s 
weight, of cottOIl in 100 square bllles. although' some contracts ill the 
Xl"': Orleans aud all eoutracts in the Chictlgo futures markets are 
for 25.000 pounds, gro:,s ,wight. of cotton in 50 bales. 

Deli-'eries of cotton in :::ettlement of the contract obligation Blust be 
made from approncl storage places at a designated 'delinry point 
during a specified month. The price paid for the basis grade and 
staple length is fixed in the contralt, and proyisions are ma'de ror ael
di60ns to and deductions from the contract price for cotton of deli\' 
erable grade" and staple lengths other than ~fiddling ',-.;-inch tendered 
in settlement of the eontraet obligation. The particlllal' de::igllated 
point at ,yhich c1elh'ery is made, the dRY of the month on which the 
('otton is tel1(lE't'eel, and the llumber Hn(1 combination of tpllclernbl(' 
grades and :,;taple lengths to he delin'red arE' at the option of the 
s-eller, hut due llotice of intention to d!:'lin'r generall\' Illust be gi,'ell 
;) business (lays prior to the elate of drlin'lT: • '< 

E~ehanges"for buyil1,g and s!:'lling futll["(:s ('ol1tral'ts for AIll€'l'ieall 
cotton are locat('(l at Xew York. X€'\Y Orlell 11:". and Chicago: Li \'PI"_ 

pool. England: Ha \Te. Fl"all('(': Bl'l'llIPl1, (jPt"I1lany: a lid (),..aka, ,Ta pall. 
Futures Inarkuls for ('oltOIJ othel' than ..:\111(,l'i(,:l11 art' lonltpd at Li\'pl"
pooL ~U('xaJl(lria, HI)(l BOlllhay. Dplin'ry 011 Xl'\\" York futlll'PS con
tracts may 1)(> Illatie, at XI'\\' York. Xorfolk. Chat'lps(oll. Sanlllllah, 
)Iobile, N"ew Orlpalls. Houston. and Galn'stoll; Oil Xl'\\' OrlPHlIs 
flltltres contract::. at Xl'\\' Orll'ans. Houston, alHI (Jah'C'stoll; and oil 
Chicago fllture,:< {'on tracts. at HOllston alld Gal vl'ston. 

Cotton futu)"es pxcliang('s in the rntted States are cOt"pot'ations 
operated on a nonprofif' hasis under rather strid nd('s and n'gulatl0ns 
in accordance with the prO\'isions of the United States CottOll Fu
tures Act and the Commodity Exchange Act (6). Theit· purpose. 
organizational ;:et-up, al1cil11E'thod of operation ar(' prescribed in the 

• 
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charter. bylaws. and rules of the exchanges. The principal purposes 
of these corporations are to provide. regi.llate, and maintain suitable 
equipment. for an exchange for trading in cotton; to adjust contro
versies between its members; to esblblish just and equitable princi
ples for trading in cotton; to 111aintain uniformity in rules~ re~ula
tions, and usages; to adopt standards of classification in accorclance 
wHh the United States Cotton Futures Act; to acquire, preserve, 
and disseminate useful information connE'cted with cotton interests 
througllOut the markets; to reduce the local risks attendant upon the 
business of buying and seIling cotton; and generally to promote and 
facilitate trading in cotton. The businE'ss of the exchanges is car
ried on under the general direction of a board of directors. Adher
ence to strict rules of trading procedurE' and standards of conduct, 
as prescribed by the bylaws and rules. is enforcecl lIn'gely through 
"al'iolls standing committE'es appointNl by tIlE' hoard of dirE'ctors. 
ThE' n1l:'mb('1'ship. duties. and respol1!"ibilitiE'F of tllE'se commodities are 
specified in the byla,Ys (J5) , 

TIJ(> trading Pl'l'sol1llel of cottOIl futures exchanges is confined to 
member!", but' a large proportion of thE' contracts eXE'cuted are for 
nonmembers. Although membC'rship in C'xchanges is somewhat lim
ited. it is not confinecf to persolls who actiwly l);llticipate in trading 
on the floor of the E'xchanges. The number of memberships in the 
Xew York Cotton Exchange, for example, is limited to 450, and 
a few members holl: more t11an one membership. Among thE'S€' mem
ben:: are included representatins of most of tl)(> important domestic 
and export shipping firms that handle A111et'ic1ln eotton. In 1935 
about 55 pC'rcent or the u1E'l11bers had their places of businE'ss in 
Xew York City: 20 percent. in cot tOil-growing ~ta tes: R percent. in 
other parts of the cnitC'c1 StatE's; and 17 percC'nt. in foreign 
countries (0), 

SomE' ml'mhers lU'C' indepepdent operators, anel their transactions 
are largrly confined to buying and selling on their own account. 
Others lU'P primarily hrokE'rs ,,·110 l'xecute orden; for lIonmembers 
and for other mE'l11bl'J's on a. eOll1lllissiol1 basis. For domestic ac
counts. tl1(' minimnm ('otnmission charged nonmembp]"s for bnying 
and selling each contraet unit of 50.non pounds. gross weight. of 
cotton in IOO bales is $:30 on the Xew York and $:25 on the N('\\" 
OrIt'alls ('xehanges.o Tilt' minimum eommission charged l1onmem
h('l's for buyillg and sE'lling til£' contmet unit. of 25.()OO pOllnds at 
Cllir'ago is $l:2JiO. Commissions ehal"gE'd members of the ('xchanges 
al'e ollly ollP-half of (hosl' ehal'gl'd nonnl('mbers, Th('r(' al'e 110 com
missioll C'hal'.!!t's for members 011 tl'ttllsHctinl1s for theil' o\\"n a('l"O II nt, 
but small elearinl-! charges are madp all thesp accounts. Commissions 
for foreign accounts are slighny more than those for domestic 
aceounts, 
Trader~ 011 cotton exchanges may be classified on the basis of their 

methods () f operation as speclllators and hedgC'l'£.. Speculators are 

• Tbese minimum ('barges are appll<'able when thp prices at which sucb transactions are 
madp do not pxcped 25 cenls per pound. Wben tbe prices exceed 25 c('nts per pound, 
~5 is added for each 5 cents, or portion of :I cents, of stich pXCPSS in price. 



46 TECHNIC'AL BULLETIN 685, U. S. DEPT. OF AGRICl'LTURE 

those who buy and sell principally for the purpose of profiting from 
changes in price. They include floor traders. regular speculators, 
and arbitragers. Floor traders buy and sell on the basis of short
time moyements in prices, and generally they close ~ut their ac~ounts 
by the end of the day. Regular speculators are mterested m the 
mowment of prices OWl' seyeral days. weeks. or months, and they 
buy or sel] on the basis of their judgment of the general demand-and
supply situation. Arbitragers sell in the markets where prices are 
considered to be relatiwly high and buy simultaneously in the 
markets where prices are considered to be relatively low: tlwy seek 
to profit from changes in the differences between prices in variolls 
markets and between prices of various contracts in the same market. 
Hedgers include principally cotton merchants and cotton manufac
turers ,....ho buy and sell futures contracts as a means of transferring 
to speculators or to others willing to assume them, the risks from 
subsequent changes in :;pot-cotton price::;. 

The cotton exchange with a trading floor especially designed to 
facilitate trading is the center of actiyity in the futures market. The 
trading floor has a trading ring designed for the convenience of 
traders) and an eleYated blackboard adjacent to the ring is provided, 
upon which are recorded the prices at whic1~ transactions in the ring 
are made. At convenient places in the tradmg room are posted cur
rent market reports. statistics on the supply-and-demand situation, 
and other information bearing on the market situation for the use 
of traders in clecidin!! whether to buy or to sell. Around the ex
change is an elaborate' network of brokerage offices, clearing facilities, 
and extensiye means of communication for the convenience of traders. 

Facilities for makin!! deliYerv on futnres contracts are available in 
markets designated as deli, el~y points by the various exchanges. 
These facilities include approyed places of storage; warehousemen. 
ill!:pectors, weighers, and samplers licensed or approved by the board 
of directors of the exchanlZe: llnd a board of cotton examiners of the 
United States Departnwllt of Agricultlll'e to classify the cotton and 
to issue a certificate sho\Yin~ the grade and staple length of the 
cotton on the basis of the officwl standards. 

FCl:I"C'TIO::-;S A~D TRADl:!iG PIl...-I.CTlCES 

Futures markets haw beeome an integral part of the cotton
marketing system of the pre8.'llt day, but they are not genemlly used 
directly in mercilandisin!! cotton. Futures contracts are used in
(Erectly in marlwting pl:incirally as hedges against losses ft'om 
changes in pricp of spot cotton. and as a basis for arri"ing at spot 
prices, and informat iOI) a"n i I able i nclica tps that merchants genern 11 y 
make lise of futures ('ontra('ts and futmes prices for these purposes. 
Growers and manufacturers also lise the futures market to some 
extent in obtaining hedges or indirectly in buying and selling on call. 

Futures exchanges supply a continuous and ready market, so that 
cotton can be purchased or sold at almost any time at prices not 
greatly out of line with prevailing quotations. Market news as
sembled through the facilities of the exchanges for the use of traders 
and price quotations of tllE' exchanges are made available to the public 
for its use in determining whether to buy or sell. As futures markets 
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are sensitive they reflect immediately any changes in the supply and 
demand situation, with the result that prices are almost continuously 
changing. But the breadth of the market and the volume of trading 
are usually such that a substantial volume of contracts may be pur
chased or sold without materiany affecting the price level. This 
liquidity of the market is advantageous, particularly to hedgers, in 
that they can pbce their hedges snl1ultaneously with the purchase 
and sale of spot cotton without materially affecting the price leyel. 

Tmding in futures markets generally tends to bring about fiJI 

adjustment in the present and anticipated future demand-and-supply 
situation so that the seasonal changes in prices of cotton. as well as 
changes from one season to another. tend to be reduced. But despite 
any leveling influences that futures tradin/z may hllye, cotton prices 
fluctuate irreg-ularly llnd at times widely from one part of the season 
to another nnd from year to year. 

Since 1900 the range in prices of Middling %-i11ch spot cotton in 
New York clurin/Z the year has amounted to more than 25 percent 
of the highest price during the year about 85 percent of the time, 
Imd has amounted to 50 percent 01' more almost 10 percent of the time. 
Dnring- the same period, prices ha,'e more thtll1 doubled or have 
declined more than 50 percent frol1l one yell!' to another for about 
one-fourth of the time. 

FutUres markets. by facilitating tmdillg, no donht incl'E'Rse the fre
quency of challges in cotton pril'es and may at fillies alH!mep' ihe 
amollnts of tllPsr ehanges over relatiwly short !wriod:;. Tn ac1uitiol1. 
by means of al'bitragr tl'llnst1ctiolls facilitated by futurcs trading. 
prices ill the Yllrious market pIne('s tend to be kept in line with tlwir 
normal relationship. 

Transactions on futures exchanges prO\'jdp a com'enipn{ llIeans for 
buying and selling principally for flIP purpost' of profiti ng :from 
changes ill pl·iccs. In such buying aJld selling of eotton fntuI:ps con
trac·ts, spP('lllators assume the 11UZal'cls of C'lwllgps in prices with tlJe 
hope of making pmfits. Their Slle('ess dppends largely upon their 
ability to forecast changes in prlees for ('oUon. al\(l this ill tUJ'll Jle('es
sitates to :L considerable pxtcnt the COITcct p\'alllutiOll of tlw delllalld 
and supply sitllat~on .f!?!' it. T"ading by !,ppculato!'s tel~ds to ill('I'CaSe 
the breadth and hqlmhty of thp markrt alld l1lay eontnbute substan
tially to tlw usrfnlness of ~uture? <.:ontnl<':~s for hedging 'purposes. 
On the othel' hallc1. the J1Iampulation of Pl'lCE'S by speculntJye trans
actions mav at til11es clecreas(' the usefulness of fntures as hedges and 
result in other disadvantages to growers, merchants, alld manu
facturers. 

Trading on future,; rxchanges. ~)ther than b)' Illembers of the ex
change who bu~' and sell for .then· 0\\,11 ac('ollnt. is usually accom
plished by placlllg an or·del' wl~b a broker who as a member of the 
exchange. executes it n.t the tracJlI1g ring 011 the floor of the exchange, 
The order usually specifies that it if> to be executed "at-thp-mtlrkef' 
(which means at the llIost advantageous price the broker is able to 
obtainimmediat(>ly) at 11 sJ)(>cifiecl price. at prices as of II specjfied 
time, at the discretioll of tlw brokrr. or upon the basis of other <'011

?itions generally observed in executing orders. The~e transactions 
mclude Iledge purchases and sales. short selling and slwculntiyp pur
chases, and varlOUS combinations of buying und selling such as swit<.:h
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ing and straddling. The combined volume of sales on the New York 
and New Orleans futures exchanges during the 10 years 1926-35, was, 
on the average, more than 6 times as great- as the United States crop 
and varied from more than 13 times the crop during the season 1927-28 
to less than 4 times the crop in 193ii-36 (1). 

Futures transactions lllay include contracts for deliyery during any 
month specifiPd, but trading is usually confined to transactions calling 
for delivery during the six active-trading months of October, De
cember, January. ~Iarch, May, and July, Traders al'e usually re
quired to make a deposit of cash or collateral. generally referred to as 
original margins, as It guaranty of financial responsibility. Original 
margins generally vary frol1l $1 to $5 a. bale, depl>nding 011 the natnre 
of the transaction and on trade practices, l>ut aclditionrtlllHlrgins may 
be called for ill the event of advel'sl' pl'ice IlIO\Tements, 

Futures contmcts are settled l>y means O[ offsetting transactions 
or by the c1e]j"ery and receipt of COtiOll. During the lO-yetll' period 
1927-36, mol'P than 99 percent of the Ne\\' York and New Orleans 
futures contracts were settled by offsetting transactions, and less than 
1 percent was settled by the deli Irery und receipt of COttOll, The pro
portion of the contracts sold that was settlpd by tlelinrj' did not 
exceed 3 PPI'CPllt for any acti\Te month dueing this lO-YPHI' pcriod (1), 

SettlcnH'nt of contraets purchased 01.' soldl>y offsetting transactions 
is aceolllplished by selling' or buying thp sallie llul1Jlll'l' of eontracts 
maturing during the same month as for thp outstanding ol>ligation. 
These sales or pUl'ehHSeS for nonlllPmbprs of the exchallg(~ aee Jllade 
by brokers, whereas thosp [or ll1PIlll>prs Illay bp uillde (1 il'pet for thpir 
OWl) ueCOUllt. Such offsl'tt'ing tmwmctions arl' baJlul('pd t-lll'ough thp 
faeilitips of clearing houses that al'P ]!,'ovidl'd 1'01' handling suell ae
(,Ollnls ('Xlwdit. iOllsl.\'. pconoillieally, and sa[ply. After tlll'se accounts 
an' balam'c(l. tL statplllPnt is I'PIHlpI'pd to tIl(' ('IIS!OIlH'r showing the 
II UIII!JPI' of contracts bought and sold. t Itp date t he tralls~let ions \\Tpre 
nHldp, tltp prie(', tlw 1l1llOlllll of (,Ollllllissions and tax{'s, and the Jlet 
gaill OJ' loss Oil t hl' a('colln!. 

The seller ilia,)' settlc his contract by (h'li\'cring colton against it, 
and the bllYPI' may fOl\'p dplin)ry hy holding his contr'act unt il aftl'r' 
the lasl llO! iee day of the month, Delireries are !lot made during the 
last. T l>lIsillPSS days of the month, but generally delin'ry lllay l>e 
rnac1p OIl llny other I'Pgulal' business clay in the spet'ili~d Ill()uth, 
Notice of intention to deli\'er, however, must be givPlI to the bUyPr 
f) busillPSS diLYS pI'ior to I h(' date of deli \'el',)', 'flU:' t l'ansfenible 
noticl' spe('il-ips tlIP datI' of deliwr,Y, the qllantity of ('olton to be 
delivered, the ])1'i('(' P('I' pOllnd for basis Middling 1,..;-inch cotton, 
the poiJl1 lit ",hiell dpliyl'l'j' will b{' lllade>, and tlIP g'mde and f'taple 
Ipng'th of the t'ot(on as t'1a~sed by the lTnitl'd State:-> Dl'pal'tllll'lIt of 
Agric-lIltural. A bllj'PJ' who ,'eeeiws a (J'anHfel'abl(~ noticc> of delivPl'Y 
may pass til(' 110[ic(' 011 (0 another' lllem\)pr by Illaking all ()jJ'set :->ttle 
within :W llIilllltl':->, othpl'wif'e 11<' stops lhl' llotil'P and !Ilust lakp dp
livery. TIl(' OJl(> who slops the 110ti('p ll1akpH a \\Title]] dPllllUHL in 
acC'onlance with the J'llIPH of tlw ('xehangp, for' thl' deIi\Tl'r,Y 01' tot ton 
covered by tllP nol if'{', 

Delivery of spot l'oUOI1 011 1'1I11ll'PS contracts is pffpe/pd by the trans
fer of wCLl'ehollsl' re('(>ij>t:-> (lilt! olhel' npcessary dot'lIlllpnls 1'01' ('OtlOIl 
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stored in approyed warehouses in markets designated as delivery 
points. The warehousemen, pressmen. il~spector", weighers. and sam
plers who handle the cotton must be lIcensed or approved by the 
board of directors of the exchange; and the sampling. weighillg, and 
condition of the cotton submitted for deliyery is subject to the ap
proval of the inspection bureau of the exchange. l'pon receipt of 
the warehouse receipts and certificate of grade and staple length, 
the buyer must at once give to the deljyerer a certified check for the 
yalue of the cotton c;alcl:llated at the pdce specified on the transfer
able notice. with additions or deductions for grades and staple lengths 
for cotton other <han Middling %-inch tendered in settlement of the 
contract ob]jgation. 

~1idc11ing i,~-inch cotton may be c1eli"erec1 at the contract price. 
Grades aboye ~Iicldling ,md staples longer than seyen-eighths of an 
inch may be deliwrecl at a premium ()wr the contracf I)l·ice. and 
('ertnin grades below Middling may be drliwl'ed at n diFCotlllt from 
the contraet price. No grades befmv ,Vhite Low Middling and no 
staples shorter than seven-eighths of an inch .may be dellvered on 
futures eontracts made in accordance with seetion 5 of the Cnited 
;-O;tates Cotton Flltures Act. The amounts of the premiums and dis
{'Ollllts for gr:ulrs allowed on futures eontracts arr the ayerages 
quoted fOl' ,11£' 10 (lpf'i,gIU1ted :-:pot markc>t~ 6 dttys prior to the fleliyery 
datt'o Pl'emilll1l:-: allowed on New York futures ('ontra('t8 for staples 
longt'l' than :'l'Y('n-ei.ghth~ of an inch amollnt to (\0 pPl't'pnt of the 
tlyerage of the quotatiolls in the III quoting markl'ts for 151\1 and 1 
in('h. PremiUllls allowed for stuple~ IUll,!!er than 1 inch are thr same 
as for 1 i11('h, 

PRIn~" IlF fTTt"ltES co'Onl.\(Tfl 

TIlP leyel of and ChtlllgPS in futlll'e,.; pri('Ps are determine(1 largely 
by rhp agg-regate of jH'ei:'ellt and antil'ipatt,cl sUPplY-lllHl-(leIllUll(l ~it
uation for cotton. a~ already indicated for priees of spot cotton. As 
pricp:; of spot (·olton and of future::: ('ontnH'ts are largely dett'l'minpcl 
by the :"'ame group of fat'tOl's. and as fntures contrl~ct~ ran be rOll
wrted into :-.pot cottOll on the darp of their matnrity if E'ithpl' the 
seller or thl:' bn)"H 80 desires. tlw luqrer amI the prineipal changE'S 
in price of ,..pot cotton are ,gpnemlly associated ,...ith 1ll0l'r Or less 
similar changes in pl'j('rs of fntnrps contracts for thr npar
acti\'e m()nth~. Pricps of llE'ar-lllonth Npw York futures l'ontract~ 
are gpl1E'rully abont the "amp :1:-:. but yal'\" irregularly aboY(· and lw
low.' pri('p~ (;f ~fi<ldling 7 ;.:-inch ~P()t rotton in Xpw C)r1E'ans: ",1W1'£',1" 
price~ of Iwar-month Lh'erpool flltnl'P,s ('ontmets for Xmpri('an cot· 
ton gelwrnlly arE' :,ol11('\\"hat lower than spot p1'i('Ps of ~\.ml.'l'i('atl 
"-'fiddling in that market (J 1). 

Flltnrr", markPts lU'P :-0 I'l(nippl'tl with fneilitips for a:'sembling- in
formatioll that ehang-p" in tIl(' S\lpply-aIHI-dpmaIHl sitllntion for eot
toIl an' I'plulily 1'1;'f\p(\tC'cl in flltllres priers. InformatioJl on tlH'Sf' 
prires i:, widply (lis:,pminatpd fo!' tIl(> nsp of huy!'!':" and ;,plll'I'S in 
arriving at prier~ of spot ('olton. C()n~('qtit'lltly. [Idees of :-:pot cotton 
{pml to follow the lead of prke:; of future::; l'ollll'tl('t,.., bllt this relatioll
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ship should not be interpreted to mean that prices of spot cotton are 
determined' by prices of futures contracts, except possibly for short
time fluctuations, Price.<; of spot cotton and pl'ices of futures con
tracts generally move together, not because one is determined by the 
other, but because they are both determined largely by the aggregate 
of present and anticipated future conditions of demand and supply, 
The fact that prices of spot cotton and of futures contracts vary 
irregularly and sometimes widely from their normally expected re
lationship indicates some independence in their ,movements, 

Prices of futures contracts tor the more Jil:itant months at times 
vary considerably from those for the near-active months and from 
prices of MidclliIlg 'kinch spot cotton at delivery points (11), With 
an abundant supply of spot cotton immediately avaibble in the mar
ket, prices of futures contracts are normally expected to exceed prices 
of Middling: %-inch spot· cotton at delh'ery points by amonnts ap
proximately equal to tl1(' cost of earrying spot cotton to the date of 
matllrity 01' the futurl's ('ontracts, Before the time provision for 
southprtl deli,'ery on New York futures contraets in thpir present 
form became effectiw ill 1930, howHer,'O prices of New York futures 
eontl'llcts for deliYel'Y in different months varied irregularly and at 
times widely f1'0111 eaeh ot'her and from prices of Middling %-inch 
spot cotton at soutl1('rn ports, 

During the SeaSOl1fi 1921--29, for example, prices of New York fu
tures contracts for delin>ry during- the season gE'nerally a.ye.mged 
somewhat higllE'l' than prices of Middling %-inch spot cotton in 
New Orlpanf. bllt pri('es of contmcts for delivery during the suc
ceeding season a wrng-ed suhstantially lower than prices of Micldli ng 
7~-inch spot cotton in Xew Orll'ans (table 1), From the inaugura
tion of thl" pl'cn'jsiol1s fOl' deliwl'Y OJI New York futurE'S contracts i.n 
their present forlll, parly in tIl{' season 1030-31 throughout most of 
the 1033-:34 season. prices of X ew York futures contrncts generally 
exceeded prices 01' Jlidtlling 'R-ineh spot cotton in New Orleans by 
amounts approximately equal to the costs of earrying spot cotton to 
thl" date of ma.turity of the futures contracts (table 1), 

TIl(' small ('rop in 10:H, along '''ith the Go,Ternment 12-cent loan to 
growers, rcstrictl"d the supplies of spot cotton immediately available 
in tIl(' market so that hy September 1934. prices of New York futures 
contracts for all tll'liyE'l'Y mont11S had declined to a level substantially 
l)l'low prices of }ficldling ~~q-jnch spot cotton in Npw Orleans, Prices 
of Xew York fllt 111'eS ('ontraets continued low in relation to prices 
of )fiddlillg- ':,;-il1(']) spot- cotton in Xew Orleans thronghont the sea
son Hl36 :37: b1lt with til(' large 10:)7 crop and It sllbstantlai decrE'asp in 
demand, [>ri('('s of spot ('olton r1l'elined in rE'latiolr'to pr.iees of futures 
eont l'Hct1' so t hat by S('ptcmbpl' 10:17, prices of X E"" York futures 
('ont l'a<'l1' for H 11 dplh'l'ry month1' wert' nbo\'c prie'es of Middling %
inch spot· ('otton in Xl'W Orleans, 

." 'l'h~ bylaw" of Iltp Nt·w York ('oltOI1 mxchnnge wprr aml'ndrd in NCJ\'Ptllb"r 102R to 
prnvid!' fo,' thp (11'1I\'PI'Y of ('urton Oil :->(>W York futurrs contracts lit Rppclfled Hotlthrrn 
points, 'I'h(· Pl'iI'P for cottOl! d"Jjvrred at Routlll'rn points was to IJI' Involc,," at 0.3" cpnt 
u pound hplow th" rOIlI,'ne! pr,,"p. 'r,'ading hrglln on tltp '1"", c'ollirnct In ,JIIIlUllrI l!J!![), 
nnd th" flr~t ""'h'PQ' IllOll!!' uncl<'l' thl~ rOl1trllct WitS OctOber IO!!!). '1'1", byla,,:s w(~re 
fUl'th"r IUI1('nd"f1 by f'IIJ1lilllltinl{ Ihl' 0.35·cPl1t .1Ifl'prrntinl in F.·brunI'Y l030, lind the tlrst 
dp]h'pry month lIt""'t' IhlR routl'fl('1 WitS O('('olwr WHO. 

• 
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TABLE 1.-Average prices per pound for Middlillg Ys-inch spot cotttJn in New 
Orleans and a'Vel'age sprcad beitceen the,~e priCE;! and prices of Nett- York 
tlttl/res contracts, by III onths, for specified periods 

SEASOXS 1921-22 TO 1929-30 

I IAvera~e spread between spot prices in Xew Orleans and prices 
Spot price of Xew York futures contracts for delh-ery during l .... 

Month' ln~eWI 
Orleans : i . f I ' 

----------1---' October IDecember IJanuary! -March ~ray I~I 
Cwts Cwt. Cent. Cenl. Cenl. ; Cenl. C<nl.

AugUSL. __ ........._... ___ • __ O.2i 1_______ _
20.36 0.05 0.12 0.01 I 0.18 I 
September.. _............... . 2O.SB .30 .38 .24 t 38 ·~~ j 0.22I 

October.. ___ .. __ .... ___ .... .. 2O.M _23 .09 I :31 ! • _. 1 .03 
Xovember •• ___ ._ . ___ ....... . 20.9. .28 .25• 25 1December..•. _... __ •__ •.• _. __ 20.92 '~i:oi- .__ .. ___ :~ :M; .30, .31 .13 
January........ ___ ......... .. 21. OS _21 .~4 -.02j

February_.. _........______ .. 20.&; i -:..::~ !--'--::".96'::::::. :' .27
.19 : -.01 
~atch _________ ..______ ..... _ .26 -.1)5 

-1.05 -1.16' -1.2, .. .~O -.09 
20.55 i -.961 -1. 09 '. -1. 1, ' .. 

~fa~I:~:.: _: :::::::::::::::::: 20.21.00SIJ I -1.07 -1.16' -1.29. -.17-1.21June_____ "'" _. __ •________ _ 21.25 ' -1.051 -1.l5: -L2'~! -1.20 -.22
July.. __ ... ___ __ .... __ .. 21.08 ~ -.6·\ : -. ,3 -. ~.1 -.73, -.67 

! 

SEABOXS 1930-31 TO 1933-34 

,."-ugust......... . .. I 8.M I 
I iJ I- 0 :17 , n. -IR 0 f,;? 0.•4 I ...... 

September .•. -I ".-14 I .12 .29 ·W ; .56 ,! .!~ ~ o.¥
October.... . 'i. 06 .. .1-1 .23 39 • ,1,') • ,0i 
Xoyember ___ . B.2O .I)S ; .17 i .J.! ,i .iH 1 .65 
December.. . ·-1 7.SS 

i"--

· ~~ , u~ 25 .42 f .57,
jJanuary.... . S.36 . fin .. .Ia :1I I .47·rFebruary__ • .. .. . 1)0 .71) 04 :1<1 T .31J 

~farch.......... . "95 47 .n , .';'iJ ... Jl·'S; .26 
'1i3 .. 

!ApriL.__ .. ____ . __ . . ';;,IjQ '. . Sd 65 - ~ - ~ -10. .1,· ·11 
~hy. ___ ........ ___ .. __ .32 .48 , ~f) .0 .06

June ..... _......... __ .. _____ . s'S 27 -II .'il I .ilfi ....... ". -.01 

July•• __ .. __ ................. . 9.56 .~4 .43 .i6 .71) '*_~~ .. ~.~ 


" fj(j 

,
· " 

-------------.-.~-~--. 

....ugust 12.2.1 I -1).24 -1)_22 -0.21 -11 17 -0 11I 

- 1,:::epteml>~r II. 9'J - '2'J 21 - 21 - - II -0 n 
October !HI - :H - .1.; 2...... -~I - !.r" Xl)vemb{!r . 12 27 - I~ - 12 1 - H - !tl -.:",:! 
DeN'mh~r II 12 - ,,1 - .11 - ,~I" - til _. C! 
Jqnu.lry 12 h - ~~.~ - l~ - ~H - ti:~ 
Fehrtrlry 12 31 - ....:- - ",j, - :!5 - 1l :";f 
~hrr·h. 12 It - '1. - ~j - 'Hf .-. '1:3 - ,Ill 

Apnl U ~.' - ')1 .. -,I .. 31 -.!2 
;OIl~I:lY I:! ,I., - -, 7~~ - ..'" - ;.; 'iI 

Jun~ 12 I" - " - J .~) .-'9 - 'nR/~ q .. 

J1l1~' I:! 4" .. l'J - :'. - ." - !j,j - .';;j 

, ~f>r.ll.~ . -. me'lI1:; (hat pn",'!; or Xew York futures ,'Ootrarts ~re t,~Iuw pra'es or .\[I.j,lhne ~s·jnch Slx,t 
COW)n in Xew fJrle:llls . 

The anl.ilahility of information OIl the supply-and-demand situa
til)n alan[! with facilities for tl'tldin[! in futlll'es Illarkets results ill 
('ollsiclrrable ehtln~es in futures prices over reltltiwly short periods. 
These changes reflect the sensitiYPlwsS of the market in bl'ill~ing about 
adjustments in reSp()~lSe to nll'iOllS informatioll made a \'ailable on 
ehanges in tllP f'upply-and-demand situationo HptJOrts of ~everp 
weather or otheroconditions thllt lUll)' affect tlll' size or quality of the 
prospecth'e cl'ol' in the rnired ~tates or i.n otlwl' impol't(l11t eotron
producillg countries, d!;,(,l'pases or increases in estimatl'd acrea~e or 
in pr')dl1ction of ('otton. or of -:ignifi('ant ('han~('" in thl' dE'mand for 
cotton. are generally reflected immedhltl'iy in prices of futures con-

I tracts. 
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Frequently these prices oscillate considerably in approaching an 
equilibrium on the basis of the changed situation. The amount of 
these changes in prices is determined by the interpretation by the 
trade of the significance of these reports, anel they generally yary 
directly "ith the lewl of cotton prices and with the yo]ume of futures 
trading (8). 

Changes in prices in one futures market tend to UP associated "with 
similar ehan!!es ill" other futures markets. This tendency is indicated 
by data on pl:ice changes ill the New York and LiYerpoof futures mar
kets for Americall ('otton. A e0111parison of the Chil11ges in prices 
of LiYerpooI futures. fr0111 the close of that market on 1 day to the 
close on the following day, with the corresponding ehanges in prices 
of New York futures eOlltmcts showpd it correlation coefficient of 
u.ti7 ±0.01 during the season 19~8-29 and O.()9 =O.(}2 during t11r seasoll 
1934-35.11 Changes in prices of X ew York futures contl'llcts from 
11 a. m. to the dosr at 3 p. m. generally are fol1owed by similar 
changes in prices of Li,-erpool futures from the close of that market 
a.t 11 a. )!1 •. to the. opening at ;) a. m: the following day, the correla
tIOn coefficIent bemg 0.9+ ::':::0.01 durmg the season 1928-29 and D.()9 
=0.02 during the season 193':1:-35. Similar comparison of changes in 
prices of Xpw York futurE'S, from the closp at :3 p. m. to the opening 
at 10 a. m. on the following tIny, with changes in prices of Liwrpool 
future!', from the opening at ;) n. m. to 10 it. 111., shows that prices of 
Xew York futures follow fairly closely the changes in priees of Lin'l'
pool fu t 11 res. There aPPpluetl to bp no ,-e1'Y consistent diffprencp ill 
the )'elationship betweell change!' in prices of New York and of Liwr
pool futul'PS frol11 Ollp part of thp SPitsall to allothpr. 

Considprnblp irregularity in the rplationship tlPt\\'PplI elta11gp;; ill 
difJ'erent futures markets \y:u~ 110(N1. ('hang('s in priees ill 011(' futllrps 
market ont of line with l'lll'leSpolHling changps in othr]' -futures mar
kets create a situation faY()]'able for arbitntgp or stTlHld.}pd trnns
lll'tions. Thps(' trallslletions are ac('olllplished by Rt'lling in thp market 
whpl'P tlIp pril'Ps arl' ('ollsidprpd l'pllltiyply high llnd by pUl'eha;;ing 
simultalll'ollsl)' ill tIl(' markrts "'lw1'£' the pri('ps arp l'ollSidrrr(1 l'pla
tiwlv lo\\'. \\T]IPIl tllP norl1lul relationships arp 1'1'stOl'pd, tlIP HI'hi
t)'agl~r. by bllyillg in tbp ('ont met>; soltl and by spllillg thosp hOllgilL 
profits from tlU' ehllngPR in l'l'iat ionships. Straddles bl't \\,(,('11 diffpl'Pllt 
('ontrad" ill thp RalllP mal'ket may also be made. rlll1p!, f)'pel,\" ('olllpeti
t iye ('ondit ions llrbitraging or straddling. ",11('n j ntplligently rm
ployed, may Ill' adntntagl'olls to t1)(' eottl)11 imll1str)T as a whole, b('
eanse it incl'PtlsPS tIll' liquidity of tllP markPt llnd tpIHls to kl1PP prices 
of contracts for ditfprenl Illttttll,jtjps alld pri('p;; in .jjfJ'erPllt Illlll'kpts in 
adj t1stnwnt. 

PIWTECTIVE FEATnmS OF TRADl~G IX FL"'lTRES 

SPOT·pl:TeRES PRICE RELATIONSHIPS 

The usefulness of futures tmding hl eo1toll lllUI'kplill!! larcrph' 
depends Oil tllp rt'lat iOllslti p bpt ween pl'ieps of spot ('oltOI1 11"\1(1 1»;(,(:5 
of futures contra<;ts (11). The protpetioll affo)'ded by flltlll'es as 
hedges against josst's fl'Ol1l ehllllgl's ill pl'iees of spot cotton .largely 

11 XI) n!ljosllU(>Ilt.'< ",prl:' IlIIUJ,· for tlw 11111u('lIl',' of (·l!nuJ.(l.'s III 1ll\ .. dlU~jn~ I}()Wl'r of llIunl'Y 
on chung,·s In futlll',·s Jlrke~, 
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depends on the extent to which chan&es in prices of spot cotton are 
associated with similar changes in prIces of futures contracts. The 
large swings in prices of spot cotton' are generally associated with 
more or less similar changes in prices of cotton futures contracts 
for the near-active month. But these prices do not always change 
by the same amounts or in the Same direction, so the spread be
tween prices of spot cotton of a specified graele and staple length 
and prices of a specified futures contract varies considerably from 
time to time as well as from one market to another. 

The spread between prices of spot eotton and prices of futures 
contracts and changes in these spreads are largely accounted for 
by differences in place of delivery and in terms and conditions of 
sale, differences in date of deli very and differences between the im
mediate and prospectin demand-anel-supply situation for cotton, 
and differences in the quality and classification of c:otton. 

DIFFJ.:RBNCES IN PI..ACE OF DBLlYimy AND IN TER~[S AND CONDITIONS OF SALB 

Prices of cotton of the same quality in various market places 
differ considerably and these diff('r('nces are reflected in the spread 
bet,,-een pr.ices of spot cotton and prices of futures contracts (fig. 
27). For example, on July 3. 1936, prices of Middling %-inch spot 
cotton at Dallas n \-el'llged 0.50 cellt tl. pound lower, and at :Memphis 
O.O-! cent lower. than prices of New York futures contracts for .July 
deliyery; wher(,tls prices of Middling ~kinch spot eotton at Carolina 
mill points ayeraged 1.0 cent higher, at New England mill points 
1.5-1 cents higher, tmd at Lh'erpool :2.G-l: cents higher, than prices of 
Xew York futl1rps eon tracts for July deliyery. 

Prices of i'utures contracts in different market" 1'01' (\rliwry during 
the sal1l(> month may differ widely and lUlly result ill substantial tlif
fprpn('p~ in spread 1)(,( \YePll prices of spot cotton in H speeifi('<1 market 
and pl'i("es of d i fI'pl't'l1t futures contrnets for deliwry in the Same Illonth 
(fig. 2H). For l'xHl1lpIe, Jl"iees of Liverpool futllrps eontl'llets for 
Am!:'riean cotton for spl'cifiprl months nrc generally sOllle\\'hat highpr 
than pric('s of New York fut ures eontrads aft('" adj lIstlllents are nm<1(> 
for c1iff('l"PItl'PS ill tal'(' flll<l for diffpr(,llc(>s ill foreign-pxchangp vallie of 
(he CUlTl'lH'y. During t1H' season 19;1-!-35. pritps of near-lllo~nth Liypr
pool flltm'ps ('olltmets -/'01' Ameriean eolton tl\'Prilgpd 0.80 cent a 
poulld hig-hpl' than pl'i("Ps of l'olTpsponding Npw York futures ("on
tral'ts after adj usf men!s w('r(' l1latlp for d iffl'rpllces in tal"r and for 
(litl'erCJlt:t's ill fOI'l'igll-l'xeIUlllg(> value of the currl'ney. TIH~s(> dif
fPl'elll'Ps in priet' 1(,\,(,1 in the diff(,l'pnt futures markets are largply 
aecollllted -rOI' hy difl'el'en('eR in place of dp1iwry. 

Ditf('l'PIH'PS in t(,I'IllS and conditions of sah' Illay also affect the 
sprerld bpl\\'PPlI ]>ri('p of futUrt'R 1'0lltraets and priee of spot cottOIl. 
Tlw Np,," York future's eontmet 1lI0st gPller-ally used is pssPlltinlly a 
basis Middling 7-s-inch tontl'tlcl. Cotton of otl1l'l" gl'udes pqual to 
or better than Low Middlinl! and of other stapll' leniths longpr than 
seyenth-pighths of an illch, provided til(' ('ottOIl is oj good eharactl'r, 
may bp eldin'red ill spttlpnwnt of the l'ontnH't obligation at specified 
prpmiul11s and dis('oulits from the price specified for Middling %-inch 
('otton. Thosp who takp cott01l on futures t'ontrads must accept 
whatever combinat.ions of thpsp qu:tiities art' on'pl'cd, regar(U('ss of 
the number or the relaLive desirability of {hp qualities included. 
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Many contracts in spot markets, on the other hand, are for specified 
qualities of cotton and in some instances are for large lots of cotton 
that are even running in grade and staple lenath. Large lots of 
even-running cotton usually sell at somewhat higller prices than cot
ton of comparable qualities sold in the same markets in small or in 
mixed lots. These differences in terms and conditions of sale are 
reflected in the spread between prices of spot cotton sold under the 
various terms and conditions and prices of specified contracts. 

DIFFERENCES IN DATE OF DELIVERY AND DlFFERENCES IlETWEEl" THE IMMEDIATE AND 

PROSPECTIVE DEMAND-AND-SUPPLY SITUATION 

Differences between prices of MidcUing%-inch spot. rotton at de
livery points and prices of futures contracts depend to a considerable 
extent on the date of maturity of the future contracts, along with dif
ferences between the immediate and prospective demand-and-supply 
situations. ",Vhen the available market supplies are large in relation 
to the demand, with no significant changes in relative supply-and
demand situation in prospect, prices of spot cotton for immediate 
delivery tend to advance in relation to prices of futures contracts by 
amounts approximately equal to the costs (such as storage, insurance, 
and interest) of carrying spot cotton (11). Changes in the relative 
demand-and-supply situation since 1920. however, have been such 
that during mllch of the time the changes in the spread between 
prices of Middling %-inch spot cotton at delivery points and prices 
of New York futures contracts ,,-ere not even approximately equal to 
the costs of carrying spot cotton (11). 

Changes in the spread behveen prices of Middling %-inch spot 
cotton in New Orleans and prices of New York futures contracts COll

formed more closely to the cost of carrying spot cotton from the 
time pl'o\risions for southern delivery on New York futures contracts 
in their present form became effective in October 1930 throughout 
mosi of the season 1933-34 than for any other extended period during 
the last 16 years. During this period, the total physical supply of 
American cotton in the United States was relatively large. The 
average for the four seasons amounted to 21,255,000 running bales 
compared with an average for the 5-yelll' period ended with the 
season 1929-30 of 18,234.000 bales. ",'Todd consumption of Amer
ican cotton during the four seasons ended with 1933-34 averaged 
12,937,000 running bales compared with an average of 14,716,000 
btdes for the 5-year period ended with 1929-30. 

Supplies of spot cotton immediately available in a market that 
arc abnormally large in l'e1a.tion to demallfl, when rela t i vely smalJet· 
supplies are a:nticipated, may depress prlees of spot cotton in rela
tion to prices of futures contTllcts, parti('ularly for the l1!ore distant 
months (11). These conditions prevailed in 1930-:11, for example 
when the world supply of American cotton was almost 1,000,000 
bales hU'ger than in the previous season; whereas world consumption 
of American cotton \yaS almost 2,000,000 bales slllaller than ill the 
previous season and smaller than £01' any other season since 102:1-2'1. 
The 1930 crop, although somewlmt smaller than the preceding crop, 
was harvested, ginned, and available in the market relatively early 
and was reported to be higher in grade than either of the two pre- • 
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ceding crops. In addition, substantial quantities received by the 
Stabilization Corporn.tion on May and July futures contracts in 1930 
were sold on the spot during the season 1930-31 and the first part 
of 1931-32 and replaced by the purchase of futures contracts, particu
larly for the more distant months. 

The extent to which prices of futures contracts may go above prices 
of spot cotton at delivery points under such conditions would appear 
to be limited fairly definitely to an amount equivalent to the costs 
in connection with carrying spot cotton to date of maturity of the 
futures contracts, plus the costs of delivery on futures contracts. 
When prices of futures contracts become higher than prices of 
Middling %-inch spot cotton at delivery points by an amount ap
preciably greater than the costs of carrying spot cotton t? th~ da.te 
of maturity of the futures contracts plus the costs of dehvermg It, 
an inducement is created in the form of assured profits for traders 
to sell futures contracts for the purpose of making deliveries. 

A relative shortage of spot cotton immediately available in the 
market, along with the anticipation of relati,'ely larger supplies, 
tends to raise prices of spot cotton in relation to prices of future 
contracts (11). The effect of such situations may be particularly 
noticeable during seasons of small crops and relatively small available 
supplies. especially if merchants have sold large quantities of thi:-; 
cotton forward. Under such situations the diffie-ulty of obtaining 
cotton with which to fulfill their commitments stimulates keen COI11

petition on the part of merchants for the ftvailable supplies of spot 
cotton; a shodage of the most desit·etl qualities :-;timulatps early 
purchasing of spot cotton on the part of mills; and the advance in 
prices with short suppl ies tends to ['eturd marketi ng by prod l1t'er~. 
All of this may tend to aclnlllce prices of spot cotton more rapidly 
than prices of futures contracts, particularly for the more di:;tant 
months. 

This situation prevailed to a considerable extent during the season 
]934-35, for example, when the total supply of American cotton wa:-: 
about 4,244,000 bales smaller' than in the pre\'ious season, owing 
largely to the fact that the 1934 crop "\yas about 3.411,000 bales, or 
about 26 percent smaller than the 1933 crop. The basis fol' Midcllillg 
'i-~q-inch spot cotton in Xew Orleans advanced from 4 points below 
New York October futures contracts on August 3, 1934, to 43 points 
above October futures on October 19. and from 31 points below March 
futures on Augnst 3 to 25 points above March futures on October 19. 
More or less similar changes were shown in the relationship between 
prices of spot cotton and prices of futures contracts for cleliyen' 
during other months. . 

Price pegging or other forms of organized control may result in a 
relative shortage of supplies of spot cotton immediately ayaibble in 
the market, so that prices of spot cotton may be high in relation to 
prices of futures contracts. particularly for' the more distant months. 
even when the total physical quantity of cotton in existence is rph
tively large. In 1934-35. for eXlunple. tlw worlel supply of Allleriean 
cotton was somewhat larger than in 193()~31, ",lwlI the hasis was 
unusually low; but the basis in 1934-35 was unusually high as a 
result of a relative shortage in snpplies of spot cottOIl immediatE'ly 
available in the market-a situation brought about in part by priC'P 
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pegging in the form of It 12-cent loan made Ryailable to growers 
through the Commodity Credit Corporation. 

The price-pegging features of the 12-cent loan operated in con
nection with the short crop in 1934 to maintain prices of spot cotton; 
and the anticipation of a somewhat lar~er crop in 1935) along with 
the probability that R 12-cent loan wou]el not be available to growers 
on the 1935 crop, tended to depress prices of futures contracts, par
ticularly for the new-crop months, with the result that the basis in 
1934-35 remained hiO'h to the end of the season. 

The Government loan to growers on cotton produced in 1935 was 
fixed late in August at 10 cents a pound, and an arrangement was 
made to make an- adjustment payment to growers equal to the differ
ences between 12 cents and the average price of MiddlinO' %-inch 
cotton in the 10 desi!!nated markets on the day the farmer sord his cot
ton. UncleI' these p;'o\'isions farmers marketed their lOa5 crop freely, 
but the increase in eonsumpti011 of American cotton from the season 
1934-35 to 1935 36 was substantially greater than the increase in 
the 1935 l'rop o\-el' that of 193-:1:. Although sub:-:tantial quantities of 
producers' pool and 12-Cl'nt-lofln cotton were r('leased (luring the 
season 1935--a6. th(' relative shortag(' of available supplies of spot 
cotton at pl'C'YHiling pricC's ('ontinlled, and prices of spot ('olton COIl

tinued high in l'el:ltlO11 to prices of futllr{'s contracts, particularly 
for the lIlOI'(' clist:\Ilt months. throughout the season 1935-36. Prices 
of futnres ('ontract-s ror the near-active months advanced in relation 
to prices or spot cotton and in reladon to priccs of futures contracts 
for more distant months as the datA: of their maturity approached. 

The extent to w11i('h prices of futures ('ontracts ma~· go below prices 
of spot cotton eanllot he so definitely indicated as that ror the reycrse 
relationship. Prices of futures contrarts may gO below prices of 
spot eottoll plm; ('al'l'ying ('harg-es at points of cklivcry by lUI amount 
~rC'aler than tll(' rost of recewing the cotton on futures COl1truets 
bC'fore plIrchasers ('an obtain cotton at low'('l' ('osts by purchasing 
futures contracts and requiring dC'li\'ery than by purchasing spot 
cotton. AeutC' shortages or :-pot cotton immediately availabll! in the 
market at ('l\l'J'(lllt ])['i(,(ls along with pl'ospects of relatively largC' 
snpplies may rai~C' prices of spot cotton in relation to pl:ices 'o:f 
futures contraeb. 1)<lJ.·ticularly for thl! most distant months, by 
amounts Fuh"tantially greater than the costs or receiving cotton on 
futures contracts. 

A rel:ttin' ~hortage of a\·ailable supplies of spot cot tOil at prevail
ing prices, !llollg with rather large long interest in near-month fu
tures. is hvorabJe to a squeeze of the near-month futures contractf'. 
"Squeeze" is it terlll used to describe a situation in the market in which 
more cotton is espected to be called for, in settlement of maturing 
futures contracts. than is readily ayailable fol' that purpose at the 
point or points of <lC'lh-ery, wHh the result that priees of contracts in 
the month or months maturing or about to maturC' are raised abo\'c 
prices o:f ('ontraets ror more distant mon.ths. Th('y may llJS() advance 
in relation to prices of spot cotton not readily it\'ailable for delivery 
on futures rontnlcts. 

As a result of the sqltC'eze of New York futures contrnets 
maturing in May and JUly 1930, for example, prices of these contracts 
were elevated from considerably below prices of October and Decem
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ber contracts in February to more than no points above prices of 
October rrnd December contracts in May. During the same year, prices 
of May and July contracts advanced from about 42 anel 46 points. re
spectiYely, above the aye rage of prices of :Middling %-inch spot cotton 
in the 10 designateclmarkets on March 21 to about 114 and 122 points, 
respectively, riboYe the 10-market average on l\I~y 16. after \vhich the 
tension of the squeeze was relaxed am1 the price of July contracts 
declined to about 63 points above the lO-market lwerage on July 18. 

The relative shortage of ay~i~able s.upplies of sP.ot cotton d~lrh:g 
the season 1935-36, the probabIlIty of lllcreased a'nnlaulp supplIes 111 

1936-37. and t.he rather large long interpsts in thp 1936 .JanuarY and 
March futures no doubt strengthened prices of these contracts r(>lative 
to priees of future contracts for more distant months and to prices of 
spot cotton. On January 10. 1936. for example, prices of Xew York 
January futures contracts \Ver(> 0.70 cent a pound abo"e March con
tracts; 1.26 cents aboye July contracts: 1.66 cents above October con
tracts:. and 0.27 cent aboye 'prices of Middling %-inch spot. cotton in 
K ew Orleans. 

DIFFEI!&"CES IN QUALITY _",-ND CL\SSIFIC'.ATrON OF COTTON 

Prices of spot cotton vary appreciably with the grade and staple
length designations and these yariations in prices are reHected in the 
spread bet"-een prices of spot cotton and prices of futures contracts 
(fig. 29). Spot prices for the higher grades anel long staples at ele
Ih-ery points may be substantially higher than prices of futures con
tracts, whereas at the same time and in the same market prices of the 
lower grades and shorter staplps may be materially 10wer than prices 
of futures contracts. These differences, on the basis of grade and 
staple length, vary with ehanges in the l'elatiYe supply-and-demand 
situation for cotton of various qualities. 

Prices of ::,pot cotton ar(l based largely on the sale of specifi(ld quali
ties to purchasers in need of th(lse specifiC' qualities. whereas cotton 
of various grades and staple lengths ma~- be delivered in settlement 
of futures contract ohligations at the :::ell(>rs option at quoted prem
iums and discounts. The purchm;er of futun's contracts cannot tell 
in adYHuC'e of the notice of deliyery how mally or \\-hat qualities of 
cotton will be lleliY(>l'ecl to him. but he may reasonably l'XIX'ct that 
the ('otton tendered ,yill be of the grades l'elati ,'ely least desirabJe at 
the contl'act price and of the poorest qurtlity in each of slIeh grades 
as the :-;(>l1e1' ha;; available to offer. The seller of futures will find 
it aclyantageoll:; to coufine his delivery to the grade or grades for 
which the prices allowed on futures contracts in relation to prices 
of spot cotton arc relatively highest, and prices of futures contract.s 
may be depressed by an amount approximately equal to the relative 
advantage to the seller of delivering the most likely delixer:tble grade 
or grades, but it is difficult to determine to "'I\"hat extent the relative 
values for contract purposes exceed those in the spot market for any 
specified grades of cotton. 

The seller not only will find it relatively most adyantageous to 
deliver the grade for which the price allowed on futures contracts 
in relation to prices in spot markets is relatively highest, but also 
he may find it advantageous to deliver the lowest quality included 
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in that particular grade, As ('otton of a specifi('d /!rade may repre
sent all degrf'es of v:u'iations in quality from th(' upper to the lower 
limit of the grade, and as 110 qualifications are made' in th(' futures 
contracts with re/!tll'cl to the quality of eotton within :t c1eliwrablf' 
grade, the buyer rightly assumes tlult the Reller will probably deliver 
on futures contrads the poorest quality aYllilable of tIl(' most ])rof-it
able grade for the s('ller to deliwl', and, in antieipatioll of :m('h 
deliveries, futures ])1'ic'es may be depress('d by an amount approxi
mately equal to the difference in value hehwen thE' awra/!e quality 
flnd the poorest quality of cotton of the most profitahle grade avail
able for the seller to deliver on futul'('s ('()1\tl'acts, On the basis of 
prices that prevail('d in ('entral markpts <lurillg th(' season 193H-37. 
the advantage to the sel1er of c1elivpring- on flltUfl'S contracts tIl(' 
poorest quality of Low Middling' ,,-i11('h cottOIl. fol' l'xamplp, instead 
of Low Middlill/! "s-in('h equal (0 tIle ll\'('l'll,!!t' fOI' the stallclards would 
have amonntpcl. on tIll' :In'l'Ug-e, to IlHlrr than $1 a bale, 

TIlPse diffprencE's ill mlues resulting froJll difrel'l'nl'e~ in quality of 
cotton of the same grade Hn<l staple desig-nation would exist e\'en 
jf classin,!! were absolutely HC('llt'ute. Any \ar'k of precision in c1uss
ing: may increllse (JI(> I'all/!e in nil liP of tlip ('otton inelude<1 unclpr 
specified /!rac1e and staple-Ir!l/!th desig-nations. The:::e ran/!es in 
"alue, aloll/! 'with tllP option 011 tl1(' purt of the 1ll('I'('hant to :ipll 
the best-quality bales of E'ach /!rarlr and staple-Ipn,!!th desi/!nation in 
spot markets and to cull out the poorest quality half'S of each tendel'
able /!raclE' and sta plE'-Jen/!th dpsi:"'11ation for deJi\'pry Oil futures ('on
truets, may clepl'f'ss prices of futur!.'s t'ontrarts, particularly those for 
thr 11pa1' months, in l'platiol1 to rn'irE's of spot cotton, 

HEDGE PROTECTION AFFORDED BY FI:Tt:HES 

Cotton futu!'r:' contracts are IIsP(l extpJlsi\,pl\' ill IIlPIThandising 
('otton as a lllPHn::: of :,;e('uring protection a,!!ai n:-:t '105:'p,,; from ('hallg-es 
in prices of spot cotton. The amoullt of :-ueb protpction depPllCl" 
on the amount of thl' \oso;ps ill\'()lwd alld OIl tIl!' proportioll of tlw 
losses that may- he off:;l't by the llSP of fntll]'ps ('(llltl'Het'" a" llPdgp:-;. 
Hedges a/!ainst losses from changes ill p]'i('p~ of spot cottOIl are 
obtained by off'setting- sales or pl1l'chasE's of ('ot ton futures ('ontrad~, 

'Vhen thp movpmen( of pricp:; of spot {'ottOIl and of futu]'es ('on
tracts are parallel, surh a he(lgp offs('ts hoth lo:,;s('s anel g-ains l'(':,ult
jng from chall,!!ps in the .U"l'lIpral 1('\'('1 of spot ('ottOIl pl'icf's. A rise 
in pri('es of spot cotton in relation to prices of flltu]'Ps (,OlltTRets bv 
an amount equal to tlw ('osts of ('anyin,!! spot c'otlon is IHlI'llInlly 
E'xpectec1 in Amt'rican markets, But ChlLll,g('S ill the rplatiye supply-
and-demand sitllation brin,!! about il'l'('gltlal' dlallgps in th(' spread 
betW('(,ll pri(,(,50f spot cotton and pricps of futures ('ontratts, 

Chall/!es 1n the spl'pad bet\yecn pric'es of spot c'ot(Ol1 and priceR of 
futures ('ontmcts, gen<'l'ally refl'l'l'ed to as ehallgps ill basi:" lllay rE'sult 
in substantial gains and lossps whieb arC' not oil'Sl't by the normal 
hedge proceclUl:e. ~.t practical consiclel'lltion then in connection with 
the usefnlnes:, of fut'ure:; ('ontract;; as hedges a/!ainst losses from 
chan/!eg in pricE'S of spot cotton is concerned with determining how 
changes in pricf's of spot cotton ('ompare with chnnges in basis, An 
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examination of the data presented in figure 30 shows that changes in 
basis are generally much smaller than changes in prices of spot 
cotton. 

During the 16-year period ended with the season 1935--36, changes 
in prices of l\1iclclling%-inch spot cotton in New Orle~ms over 8-week 
periods adjusted for carrying charges amounted to as much as 14.23 
cents a pounel and ayeraged 1.67 cents; whereas the corresponding 
changes in basis for MidClling Y.('l-inch cotton in New Orleans caf-

CENTS 
PER r t.l e9 

?0UND ]
30 ---........-..~--


E 
2.5 	 Spot price ~ 1'-Basis New Orleans futures _ 

Basis New York futures 

2.0 - - 

1.5 - - - - -- 

1.0 - - - -	 - - - - -- 

0.5 	 - - - - - - - - -~ ~. 
o 	 ~ ~ ~ [] m~ .,..., ~-tlm 

1920·21 '22·23 '24·25 '26-27 '28·29 '30·31 '32·33 '34-35 
YEAR BEGINNING JULY 

FIGURE 30.-AVERAGE CHANGE IN PRICES OF MIDDLING %-INCH SPOT COTTON IN 
NEW ORLEANS. ADJUSTED FOR CARRYING CHARGES. AND IN ADJUSTED BASIS. 
OVER 8-WEEK PERIODS. SEASONS 1920-21 TO 1935-36. 

The changes in tl(lju8t('(1 basis, c-alculated from near-month New York futures 
contracts, llverup;pd about' :lO percent of tile corr('~ponding chang",!;: ill price;; of 
Middling ;;~-inpl) :>pot cottOIl, adjusted for earryiJl~ ('liarges, during; the Hi-year 
period and varit'd from 6 perc('nt in 1032-:33 to ;iU percent ill 10;)3-:36. 

cnlat!;'u from near-Illonth XC'\\' York futures contraetf :>1 aHlnted to 
as much as i,Un cents and aYerage 0.51 cent. During this ]K'l"iod taken 
as a whole, tlw c'hanges in adjusted basis for Middling %-hlCh spot 
cotton in Xew Orleans O\'er ?:l-we!;'k periods calculated frl)lll llear-month 
Ne.w York futut·('i' contl'act1:i a\'eraged only about 30 percellt of the 
correspomlintr changes ill prices of spot cotton adjllslP([ for l':tlTyintr 
cbartres. Thes<, proportiuns varied by ~ensons from abont () pereent 
in 1932-:33 to about GO p(,I'(,pn1 in 1D3fJ--36. 

Changes in basi;.: for l\liddling ~~,>-il\ch spot eotton in Xc'\\' Orleans 
are generally ahout the S~ll1e to some"'lmt smallt'l' than the corre
sponding changes for col ton of otl1er gracll's and sia pIe lengths in 
that market (11). Cha nges in prices of spot cotton and in basis 
at New Orleans were found to be fairly typical of those at Houston. 
Savannah, Memphis, Carolina mill points. Nel\' Enu-land mill points, 
and at Liverpool (fig. 31). Changes in basis caIeiilateel from near
month New York futures contracts are generally about the same as 
those calculated from the corresponding New Orleans and Liverpool 
futures contracts (11). 
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Changes in prices of spot cotton show both advances and declines, 
and changes in basis represents both ~ains and losses on 10llg interests 
in spot cotton hedged by the sales ot futures contracts, genemlly re
fen'eel to as long-basis position. Gains on a long-basis position have 
as their counterpart. losses on short interests in spot cotton hedged 
by the purchase of futures contracts, generally referred t·o as II short
basis position; and except for adjustments made :for cflrl'ying char¥es, 
the amounts of the gains and losses would hflve been the same. Ad
justing the changes in basis for costs of cal1.'ying spot cotton over 
specified periods reduced the gains and increased the losses shown on 
long-basis positions and increased the gains fmel reduced the losses 
shown on short-basis positions by amounts equivalent to the costs of 
carrying; spot cotton. 

CENTS PER POUND 
,2 .4 ,6 .8 I,o 

NEW ORLEANS, . i 
HOU STON • --.- •.• 

SAVANNAH _.---00 
I 

MEMPHIS -- ••• --

CAROLINA MILL 

POINTS . 


NEW ENGLAND -=MILL POINTS 
I 

LIVERPOOL ---- .. 

• Spot price ~ Basis-New York futures contracts 
lSi Basis-Liverpool futures contracts 

FIGURE 31 ·AVERAGE CHANGES IN PRICES OF MIDDLING ",-INCH 510T COT
TON AND IN BASIS OVER a-WEEK PERIODS. IN SPECIFIED MARKETC" SEASONS. 
1930-35.' 

C1111ng-(,ll in pri('(>R of spot cotton and in basis at tllP ~cw Orielllls marl~ct ure 
g-euC'l'IltIr fairly Q[)ical of thosc at other A.mcl'icnu m(trkrts :111(1 at LiverpooL 
Changes in thc 111l~il;, whcn t'fileulntec1 from );ew York futul'cs, Ilycrnt;cd smaller 
fit Anwl'i('!I1l lllnrkets nnd lIu'gcr at Liverpool than when ca1culnt<'d from 
Li \'('r]lool futures. 

I LlyerpOul price" wpre conv('l'ted to United StUll'S mOtlcy fit the CIIITent ,'ute of l':xdlung~. 

During- tbe lG-year period ended with the season U)35-36, prices 
of Mhldling Ti~-jll('h spot: cotton in New Orleans over 8-week periods 
adjusted tor carrying churges declined almost 60 percent o:f the time, 
and the dcelines tWl'l'flged 1.86 cents a pound. The averap:l' o:f the 
declines, by seasons, va l'iec1 from 0.56 cent in 193,1-35 to 5.60 cents 
in 1020-21 (fig. 32). New York futures contracts for the neul'
actiye month used as hedges would have offset. on the avet'llge. 1.31 
cents, or 70 percent, of these losses on long-market interests from 
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changes in the price of: spot: cotton for the Hi-year period; and the 
proportion by seasons would haw varied from 52 percent during 
the season 10:2+--:25 to almost- Hi pel'(,l'nt during the UIBJ-B2 season, 
Rome additional ~ains on long-ha::;i::; positions would 11:1\'e resultl'd 
from dee lines in pricps of -fntlll'l'S ('ontl':U'ts l'xce('din~ the declines 
in prieN; of spot eotton. and ROml:' I()~~('s would hn\Te bpen :,tll::;laillPcl as 
a result of adnul<'es ill prieps of futul'('S contracts whpl1 pl'i('es of spot 
cotton dedinl'd, bllt these gains and losses W('L'r genrrally small. 

Gains II'OIll ad\Tancrs in priers of spot- cotton al't' alRo largely 
offset by tIl(' IIRp of fllt-lIl'pS l'ontrads as hrd~es, DlIl'in~ thp Hi
ypllr period ('11(lp(l with tlw sPa!';on l!l;~ri-aG, pI,jep ('hall~es fot' )[id

-~eEIiTS 
PER POUIID 

3 r--- --  ----11,- ---- ----
Spot price - t "'-Basis New Oriedl1s futures 

BlJSisNewYorkjutures __.___________l r-- 

f----= - --a-----~.--- --- ---------- --------- 
~n ~ o 

'\ 

,3 1-.----...---- --
( 560 

,4 t-,-~,. 


1920,21 '22,23 '24-25 

YEAR BEGINNING JULY 


FIGURE 32, AV~:RAGE; GAINS AND LOSSES FROM CHANGES I N PRICES OF MIDDLING 
7,·1 NC;H SPOT COTTON IN NEW ORLEANS, ADJUSTED FOR CARRYING CHARGES, 
AND FRCM CHANGES IN ADJUSTED BASIS OVER B.WEEK PERIODS, SEASONS 
192021 TO \935-36_ 

During' IhiH lli-YP:lr lll'rio(1 g'Him' Hnll IOHHl'H 011 IOIlg'hnHiH pOHil iOIlR from 
('hn 1Ig'(';'; ill adjlfHtl'd hUHiH :!\'l'l':lg'('!l ](j :t IHI :lli (l('I'('('nl, !'!'H(J!'('I h'('I~', uf the 
(,Ol'l'pspolI(!illg' ll!lrnU('('H ali(I u('('liu(',; in Ill'i('PS of spot (·ollull. a(ljll:;t!'(( for 
('a rryillg' ('h:1 ['g'!'s, Th(' III'flPflrtioll:<, hy };('II';I)I1';, ,;llOWI'c1 01:1 I I II(' g'n ill:; I';II'i('(1 

frolll 4 Pl'I'(,1'1I1 in If);j:! a:l 10 1S11 1)('['('('111 in l\I!!Il:!1. Th,' 10H:;('); I':Iril'<1 frolll 
tll)('T('('nt in l!J:lJ ;l:! 10 ail III'n'('lIt ill l!l:lii ;lti, 

dlin~ ~;"-i I\('h sjlot ('(Jt{ Oil 111 N't'\\' ()I'lpl\ IlS ow')' H-wepk period!'> ncl
just('d -for ('lll.'l'yi Ilg ehal'f!'l's sl1ol\'pd ad nl1H'es about ·W 1)(>I'('Pllt of 
tlw I.illw. and t1WSI' adnlll('I'S :l\'I'I'a~{'(1 l.'u' ('PlltS :t pOllnd, \,:lI'.\'ill~ 
f1'OIl! (),:~~ (,pnt III Jf);)[~:~~ 10 a,i·! ('PlltS 1ll Hl:Zl ..~~ (fi~, :\:Z) , N'P\\' 

York fntul'ps ('Ollll'lIds for' Ill(> IlPill'-t1di\TP month IISP(l as hpd~l's 
would han· oll's('t, Oil Ill(' a\'PI'agp, 1.:{;1 ('pnts, 01' \)-~ ]lPJ'('l·llt. of lhe 
gains fl'om thPHP a(]\,:LIH'('S in Pl'i('PH lJt~ spot ('olton 1'01' tlw IG-ypal' 
period; lw(l tire [>l'Opol'liom: by "Ptlson;; wOllld han' \'!1l'i('d from 7!i 
pen'Pllt III u!;ll-;~~ 10 IO(J ]lPI'('pnl ill UJ:ZH-:W, !-iOlllP losHPs Oil 1011"
basil> positions wO\lld han' 1>('(>11 slI!'>tnil1l'd., hOWI.·\'PI" as :t I'psllit ;;r 
advalw('s ill pl'i('(>s of flltllr'ps ('onll':ll'ts pxtpeding till' ('ol'l'PHpoll<iing 
advlln('('s ill pl'i('('s 0 r spol ('ot Ion (I!), 

Loss('s und gain!'> fl'OItl clwllgl's III pri(,PR of Middling %-il)('11 spot 
cottOll in New Orll':tlls (J\'PI' iH\'ppk periods aud llll' proportion of 
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these losses and gains that could haye been offset by the use of 
near-month New York futures eontraets as hedges were. fairly typi
cal of those for other markets (fig. aa). Loss('s and gains from 
changes ill basis. calculated from near-month i'utul'es ('ontracts. are 
generally somewhat less than those caleulatccl from futures ('011

tracts for the more distant months. parli('ulurly those maturing 
in another Sl'uson. Fur{lwl'l11ol'e. tIll' f\yerage amollnts O/' nwse loss('s 
and gains ar(' Ilsually gr('uJCL' fl'0111 .J une to' O('tober than during any 
other part of Ow s('ason. 
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FIGURE 33. -AVERAGE GAINS AND LOSSES FROM CHANGES IN PRICES OF MID
DLING 7~-INCH SPOT COTTON AND FROM CHANGES IN BASIS IN SPECIFIED 
MARKETS, SEASONS 1930-35,1 

An~rag(' gains lInel los:-('s {/'O1ll C'lmllgp>, ill pri('p:{ or !4pot (-oIIOIl alld frolll 
('hang(-s ill hasis at :-;pw OI'/t'an!4 un' fairl.'" (,rpieal of 1110;;(' al 0111('1' AIlIPri('nll 
IlUll'k('(s and n( T.An-rponl. 

1 Lh'l'rpool pJ"iep.... wflora cOllvt'rt,pd to Cnit~d ~Int(ls 11l01H'Y 1tt tlw curt'C'l1t rllte of pX('hange. 

Loss('s lind gains frol)) elulIlgl'S ill pricl's of spot ('ot tOil ar(' Itot 
always l'edlll'pd by t1w liSt' of flltnl"l's ('(jllll'ads as h('dg('s. During 
the 16-yt'al' Iwriod l'IHh'(1 with tIl(' l:'l'llSOIl JD;~;j~:3(), ehallgps in ad
justed basis for Middling ~;';-ill('h R[l!)t COltOll ill XI'W OI"!('ans over 
H-\Yeek periodR. ('alelilatl'd fro1l1 1I(,Hl'-1ll0Ilth XC'\\" York futlll'(,S eOIl
Tacts, would ha \'l' {'x(,ppdpcl {lll' ('hallgl'Rill pl'i('('s of Midd lillg %;_ 
inch spot ('ot{on ill N"P\\' OI'Il':lns adjustNI rOl' ('al'l'ying ehlll.'g('S ;.iJout 
Hj per("('nt of tIll' {i nIP, and til(' pl'ojlorl iOlls by SPllSOllS \'fll'il'd :frolll 
2 percell! ill W;\()-al to:W pen'('nt ill l!l:ti--;~(j (1/), TIll' tillll'S wllPll 
changes in adjusted basis l'x('t'('dl'd ('ltangps in jl"i('('s of spot ('O({Oll, 
however, wCl'e largply, ('ollfim'd to 1ll'l'iuds w!It'1l ('hallgps ill prit(ls of 
spot ('O{-tOIl W('I'(, I'plat "'ply sm:)l!. 

Risks involv('dill tl'llllsfnl'illg flltUI'!'S ('onl":\('ls lls('d as h('(lgps 
from one 'futlln's 1I1Ollth {n Hnu{]ll'l' lllay be :tn important fal'lor in 
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connection with the use of futures contracts as hedges against losses 
from changes in prices of spot cotton. Such risks arise from cliffer
ences in pl;ces of futures contracts for the near month and those for 
the more distant months. A.,ailable information shows that in trans
ferring short hedges from the near to the more distant months con
siderable losses on long-basis positions would han~ been 1m-oI,ed 
during a large part of the t>'1,e prior to the season UlHO-;31. Gains 
aull ioss'!s n';"om such transfers were relatively small frol11 the be
!!inning Crf the season 1930-31 throU!!hout mo"t 'of the 1933-34 Season. 
But. with the marked aclYallce in basis in 193-!-35. t11(· lOf,:'-es from such 
transfers in\'reased sub~tantialh' and would haye been relati"eh' great 
throu!!hom thE' !;easons 193;r-3Q and 193{}-'37. • ~ 

Asicle from offf:f.'ts thrOll!rh hedges. futures traclim2" may !!ive some 
protection from chnnges iIi price~ of spot cotton by retli.H~·iilg them. 
Some "tudent:, of futmes tradin!! han> concluded that lJUving and 
selling cotton futures contracts 'by competent speculators' terid to 
result in lhS dolem but more frequent fiuctuatiom; in cotton prices 
(.I, 12. 18), whereas others contend that conclusi,e evidence ii' lacking: 
011 the que:,tion of whether prices are in any measure leveled purel~' 
as a result of futures trading en. Such information as is lwailal.M 
apparently inrlicates dwt fntures trading generally tends to le~~en 
the sea~ollal chang:e:::: in prices of cotton as well as the changes from 
ont;> ~ea:,,()n to another. but future:::: trading no clouht increa:::e::: the 
frequency of changes in cotton prices. anel may at times augment 
the::;e chan.aes (]1) . 

The net effect of futures. trading on the level of eotton prices is 
difficult to determine directly. Apparently. any infilH.'llce that futmes 
trading in cotton lllay haYe on the leyel of prices to grower::,. over a 
period of time. re:::ults largely from its influence on co:::;tS of merchan
clisin!! cotton. Futures trading generalh- makes possible a reductioll 
in rhe co::;t:' of 11ll'l'('hanclising by snpplyi11g a means of obtaining some 
protection from changes in prices of spot cotton. and for mah."ing 
savin~ in interest charges and in capital reqnirement. The bene
fits of protection from risks and the savings in capital costs are 
offset to some pxtent by direct charges for futures trading. rhe bulk 
of ' ....hich are represented by c0I111ni:::5ions. 

Any net :'flyings fiS a result of futures trading makes possible a 
reduction in margins Jlece~ary for merchandising: cotton, and ;:;ome 
students of flHllres trading believe that competltion force::: cotton 
merchant:; to pas~ on a Fubi'tantial part of these SayingF to growers 
in thE' form of hjgher price:: and to consumel's in thp form of ]ow!:'1' 
pric!:'8 (3. 6. U). A yai]able information is not ude(Jltatp for ascer
taining to what, extent any such sln-ings raise the priet.':' to growers 
or l'eduee the PI'lC(,S to COnSUlllE'rS, hut it appellrS reasonabl!:' to lwlieye 
that both producers llnd eonsumt>rs art> l>elll'fitecl by such :'ayingF. 

SFMMARY 

An ul1der~tancling of ('otton prices and marketing inyolYe~ a knowl
edge of the snpply of und demand for cotton and of the supply
demand-price rt'lationships in thE' "arious types of cotton markers. ~ 

The term ""upply," a::: geIlt>l'ally lls!:'cl in discussions of eotton mar
keting, refers to the total quantity of cotton in exisrenc.e, regardless 
of whether or not it is available In the market at prevailing prices. 
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The economic, or market, supply, on the other hand, refers to the 
quantities sellers are ready to sell in the market at a given time at 
specified prices. Changes in the total quantity in existence are prob
ably the best available measures, or indicators~ of changes in the 
market supply. But, with a given physical supply of cotton in exist
ence, the market supply may be temporarily reduced by price pegging 
or by other forms of organized control. 

The physical supply for a specified year includes the quantity 
carried o,-er from the previous year and the ginnings durina the 
year. The trend in total worlc1 supplies of all kinds of cotfon is 
distinctly upward. The proportions of the total world supply ac
counted for by the carry-oyer ayeraged about 33 percent during the 
18 years 1920-3, and yaried from 22 percent in 1924 to 50 percent in 
1921. 

Cotton acreage and production in each important cotton-producing 
area resumed expansion with the rise in prices for cotton and with 
the general improwments in business conditions following the de
pression years of 1929-3:2. The principal factor determining the 
acreage planted to cotton is the relative income from growing COttOIl 
as compared with that from available alternati'-e enterprises. The 
factors influencing yields include soil and weather conditions. nriety. 
cultural practice~, and damages from disea::::es and insect pests. 

Pro:::pective :::upp1ies are indica.ted by estimates of cotton acreage 
and of production in the various countries made available. before 
and during the ha.rvesting season. by governmental or private agen
des. In the l-nited States these estimates itTe made by the Crop 
Reporting Board of the Bureau of Agricultural Economics. 

The quality of cor ton produced and its a v!lilability in. and dis
tribution rhrouah. marln'tin!! ehannf'l~ are important f'lf'ments in the 
supply :=ituation. -

Thf' demand for cotton .:Ol1lf'S largely fr( ,,11 its nsp:, for clothing. 
in incln,::rry. and for hOll:-"hold pmposes. Fartors affecting the de
l1laml inelllcle i11(,1'(':1:'ps in population. with correspond in.!! increa:=cs 
in nt1NI,:: for (,ottoll for dothina and for household furnishin!!E: in
dustrial !lpw]opments. along wIth Ilf'W and extended uses for ~'otton : 
dmngp,:: in 1msines:; ,'ouditions :1ml in consumer purrhasina power: 
awl change:::. in stylI" and in competition of other textile fibers. 

The quamitips ellll"umed by mills at specified prices and indicators 
of general iIl(lusrrlld and business !lctintygenemlly aT? u,::pcl as 
meaSUl'eS. or indil'ators. of the demtmcl for ('orton. Bnt t'ha.llaps in 
mill l'OI1Snmption may not be accurately synchronized with Cll:lll,Q'es 
in the mnrkPt demancl for raw cotroll. on the one hand. nt· with 
chan.Q:es in the demand of ultimute eon:::;umers of cotton !!oods. on the 
m~ ~ 

1fm consumption resumed the upward trend. with improvemems in 
aeneml industrial activit\' and with increased con:::umer ptll'!'hasinrr 
power following the depr~ssed levels reached during the earl\'-lf!:~n'~ 
Changps in mill con:::;umption during recent years apparently have 
been influenced more by .aeneral business condition::::. as indicate<.l hv 
the rate of general industrial production. than by pric'e:; of raw 
cotton. 

The fOl'(~es of demand and supply are brouaht together in a market 
in the determination of prices. The general'leve1 of cotton prices is 
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determined by the supply-and-demand situation for cotton, along with 
the purchasing power of the monetary unit in terms of which prices 
are e:.\.1)ressed. The l11eaSltre of supply most generally used in cotton
price analysis is the quantity of cotton carried over on August 1, 
plus that ginned during the season, making up the total physical 
quantity in existence at ally time during the season. An increase 
in the supply generally is associated with a decline in prices and vice 
versa. A substantial proportion of the changes in seasonal avemge 
prices since 19:20 are accounted for by changes in the world supply, 
particularly American. 

Changes in demand, as well as chunges in supply, may account 
for substantipJ c11tmges in the level of cotton prices. A number of 
measures, or indicators, of the demand have been used in cotton
price antllyses but non(> of them. nor any comhination of all, serves 
as a very accurate measure of changes in demand. The measures 
most generally used arE' mill consumption and the index of general 
industrial production. Changes in rate of mill consumption generally 
are associated fairly closely with similar changes in the rate of general 
industrial production. 

Analysis of the supply-and-demand-price relationship is handi
capped by a lack of adequate measures, or indicators. of the market 
:iUpplies of and the denHll1d for cotton, but despite the iinperiecdons of 
these measures, or indicator·B, variations in the average annual price 
of Middling %-i11ch spot cotton in the 10 designated markets are 
accounted for largely by chan¥"es in the purchasing power of the 
dolhlr, as inc1icatE'd by the itHlex of wholesale prices of all com
modities; by changes in the Bupp1y. as indicated by the world total 
of all eotton; and bv changes in the demand for cotton. as indicated 
by changes in the \y'orl<1 illc1ex of industrial production. 

Cotton is sold in thOtlSHlids of market pllle'es that may be classified, 
from the standpoint of predomillant ecollomic senices performed, as 
farmers' local l1mrkctB, eentrallllarkl'ls, spirmers' markets, and futures 
markets. 

Farmers' local markpts are found ill almost E'yery vill:Lgp, town, and 
('ity in the Cotton BelL TIl(' ppr'sonllel. fa('ilitj(ls, and rnethnds of 
lULndling ('011011 vary ("ollsirlpr·ahly from 011e market to tLl1other. 
The!-lc l1Iadmts rf'IH·csPl1t the first step ill the 11l0VPIl1t'llt of cotton from 
growP]"!-l to ultinlat!:' ("onsnlllPl-';. TlH'y supply mf'pting plac(ls for 
grow!;']"s and uUYPl"S and "PlTP as II point for assembling ('otton in 
such quantities Ill' to facilitate handling. 

Ayeruge priceB to gr'pwet·s from OI1P local market to another tend 
to vary direetl.y with the tt·..erage quality of the cotton sold and in
n'rsel), with tml1f.lportalion (,ORts to centers of consumption. After 
adjustments were made -I'DI' <1il1"l.'rl.'1]('(I;; in costs of moving the cotton 
to renters of consumption. dil1'(,l'et1('Ps in average prirE's to growers 
from one local mal"lwt to n l10ther genpml1y rpfiretE'<1 -fairly accurately 
the dil1"el'enees ill a\'pl"agp quality. as luriieutpd by gl'nde and staple 
length 01' tll(> cottOI1 sold in thpse markrls. 

Priees to groWPl:S for indiyidnal hales sold in farmers' local mar
kets gPIlPrally awragc sOIl1f'whnt high"I· for tIl(' higher grades and 
Iong~~r staplp:,l than for the _]ow(lr grades an~l shorter staples, 
but III mallY loeal markpt::; grade and stapl(l premiums and discounts 
to growers rcprpsent only n. small proportion of those qnoted in 
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central markets. Average grade and staple premiums and discounts 
to growers vary directly with the reliability and general acceptability 
of, the classification upon the basis of whkh the cotton is sold. 

Celltral markets are those in the larger cities and towns where 
the concentration of cotton trom farmers' local markets ends and 
distribution to consuming centers begins. These markets are located 
at ports and at interior points fayorably situated for assembling 
and distributing the commodity. The principal functions of the 
merchants in central markets is to supply a ready market for the 
large volume sold in local markets during the harvesting season. to 
class and assemble the cotton in even-running lots, and to supply 'the 
demand of spinners throughout the year. 

Quotations of spot-cotton pdces, on the basis of grade and staple 
length in important central markets, are used as guideposts of yalues 
by merchants and others in making transactions, by bankers and 
others in extending credit, by insurance adjusters in the settlement 
of losses, and by futures traders in calculating prices for cotton 
of tenderable grades above and below Middling delivered in settle
ment of the futures contract obligation. ,-

Spinners' markets are market places at which cotton is pUl'ehased 
and sold on the basis of the specific requirements of mills. These 
markets generally are located near mill centers for the cOllyenience 
of spinners. The principal function of spinners' markets is to make 
readily available to mills the quantities and the qualities of cotton 
needed for spinning purposes. This cotton is usually offered for 
sale to spinners in lots of 100 bales or more, even running in quality. 

Cotton futures markets are places where contracts ttre made to 
receiye and to deliyer stated quantities of COttOI~ during a speeified 
future period at a fixed price for the basis grade am] s'tn.ple leni!th, 
in accordance with highly standardized rules and regulations. 'Fu
tures markets haye become an integral part of the cotton-marketing 
system of the present clay. but genemlly tl1PY are not used directly 
in merchandising. Futures contracts arp II:ipd indirectly in market
ing cotton, principally as hedges against lo,.;sp:" fl'Cllll changes hl pl'iee 
of spot cotton and as.lL basis for nl'rh-ing at pricps. Futures ex
changes supply a conhnllOUS and l'llady mttl'kpt ):iO that cotton can 
be pLlrchased or sold at almost any time at priees not i!reatlv out 
of line 'with prevailing quotations. Market news assembl'ed through 
the facilities of the exchanges for the use of traders and price quo
tations of the exchanges are made a yailable to the puulic for use as 
a guide in buying and selling. 

The usefulness of futures trading depends largply on thl' relation
ship between prices of spot cotton and prices of futul'PS ,·ontracts. 
The spread bet\veen prices of spot COttOlI ~Hlr1 prices of £1ltlU'es COll
tracts and changes in these spreads are largely accounted for by 
differences in place of delivery and in terms llnd .:onclitions of sale. 
by differences in date of delivery and differences Lehn~ell the imme
diate and prospective clemancl-and-::::l1pply situation, and by differ
ences in the quality and c1a::::sification of the cotton. 

Cotton futures contract:; are used extpnsiwlv in connection with 
merchandising as a means of seeming protec·tion against losses from 
changes in prices of spot cotton. The amount of ;;u('h protl:'dion de
pends on the amount of the losses involved and on the proportion 
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of the losses that may be offset by the use of futures contracts as 
hedges. During the 16-year period ended with the season 1935-36, 
prices 	of Middling %-inch spot cotton in New Orleans over 8-week 
periods adjusted for carrying charges declined almost 60 percent 
of the time, and the declines averaged 1.86 cents a pound. The 
proportion of these losses that could have been offset by the use of 
near-month New York futures contracts as hedges would have aver
aged 70 percent for the 16-year period, and the proportions, .by sea
sons, would have varied from 52 percent during the season 1924-25 
to almost 97 percent in the 1931-32 season. 

Aside from offsets through l~edges, futures trading may give some 
protection from changes in prlces of spot cotton by reducmg them. 

Futures trading generally makes possible a reduction in the costs 
of merchandising. Information available is not adequate for ascer
taining to what extent any such savings raise the prices to growers 
or reduce the prices to consumers, but it appears reasonable to be
lieve 	 that both producers and consumers are benefited by such 
savings. 
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