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Policy Implications of Textile Trade
Management and the U.S.
Cotton Industry

Shangnan Shui, Michael K. Wohlgenant, and John C. Beghin

This study investigates the effects on the U.S. cotton industry of textile trade liberalization

using a multi-market equilibrium displacement model. The simulation results suggest that

textile trade liberalization would induce small changes in the total demand for U.S. cotton but

would affect considerable y U.S. cotton demand structure, making U. S, cotton growers more

dependent on world markets. Thewelfareanalysesrevealthattextiletradeliberalization
would result in a small welfare loss for U, S. cotton producers. As expected, textile trade

liberalization also would lead to considerable substitution of imports for domestic production

and substantial declines in prices of all textile products.

Textile trade liberalization is one of the major is-
sues in the Uruguay Round of the GATT negotia-
tions that have been in progress since 1986. Pro-
posed changes include phasing out the Multi-Fiber
Arrangement (MFA) which has regulated and
managed trade in textiles and apparel since the
early 1970s. The MFA is a legal agreement nego-
tiated and signed by participating countries to man-
age textile trade flows. Currently, the United
States has bilateral restraint agreements with 43
countries and regions, covering 80 percent of tex-
tiles and apparel imports from developing coun-
tries (USITC). In the EC, the MFA regulations
cover about 77 percent of total EC textiles and
apparel imports from 27 countries (Anson and
Simpson).

Hufbauer et al., Cline, Pelzman, Trela and
Whalley, U.S. International Trade Commission
(1987, 1989), and Anson and Simpson have shown
that substantial welfare gains for both exporting
and importing countries would be obtained
by phasing out the MFA. Most of these studies,
however, center their analyses on textile and
apparel and pay little attention to the welfare ef-
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fects on textile input industries of liberalizing tex-
tile trade. The derived demand for various inputs
for the textile production is determined by the out-
put level; hence changes in textile output should
have important effects on the demand for these
inputs,

The objective of this study is to empirically in-
vestigate the effects on the U, S. cotton industry of
phasing out the MFA. The United States is one of
the leading cotton producers and exporters, and
since cotton is a basic input for textile production,
textile trade liberalization would have fundamental
effects on the U.S. cotton industry. Given the fact
that cotton is the largest field and export crop in
U.S. agriculture, any effect on the cotton industry
has important implications for the whole agricul-
tural sector. On the other hand, U.S. cotton pro-
duction has long been supported by farm programs
so shifts in U.S. cotton demand must have impor-
tant effects on government expenditures. Limited
attention has been given to these issues with the
exception of Shui, Beghin, and Wohlgenant
(1992), and Coleman and Thigpen.

The point of departure of this paper is the mod-
elling aspect of the analysis and the incorporation
of the U.S. farm program in the analysis. Cotton
and textile trade and production involve many
countries, and their analysis requires a large set of
parameter estimates and number of equations/
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relations describing the numerous flows. The
present analysis uses a multifactor, multisector de-
rived demand model to capture the basic linkages
between the U.S. cotton industry and textile and
apparel markets in the United States and foreign
countries.

The studv centers on the effects on the U.S..
cotton industry of phasing out the MFA. For com-
pleteness, effects on the U.S. textile industry are
also presented, Results from this study have im-
portant policy implications for current textile trade
negotiations ‘and; possibly, for future U.S. farm
programs.

Demand for U.S. Cotton and the MFA

The significant effects on the demand for U.S.
cotton of phasing out the MFA are mainly attrib-
utable to the demand structure for U.S. cotton and
to world textile trade patterns. Demand for U.S.
cotton is composed mainly of two components:
domestic mill use and exports. Domestic mill de-
mand, which meets about 29 percent of U. S. total
mill demand for all fibers, accounts for about half
the total demand for cotton in recent years. Export
demand accounts for another 50 percent of total
demand for cotton, of which a large proportion
(about 60 percent), is imported by the major textile
exporters whose textile exports are restricted
by the MFA. Other major U.S. cotton importers
such as the EC, Japan and Canada account for
about 40 percent of the U.S. cotton export market
(USDA).

The United States, the EC and Canada are the
major importers of textiles in the world. Their im-
ports account for more than half of world tex-
tile trade in recent years. Annual average cotton
textile imports from 1984-87 accounted for 45.7
percent of total U.S. textile imports, and cotton
apparel accounted for 52.4 percent of total cotton
textile imports during the same period (USDA).
Imports of cotton textiles and apparel in the EC
accounted for 46.6 percent of total textile imports
from non-OECD countries from 1982–86, of
which about 50.6 percent were apparel imports
(TEB).

Textile and apparel export supply come mainly
from non-OECD countries. Leading suppliers are
Hong Kong, Korea, China, Taiwan and India,
which account for about 50 percent of the U.S.
cotton textile import markets, 66 percent of the EC
textile import markets, and 67 percent of the Ca-
nadian textile import markets (Anson and Simp-
son). Some textile and apparel export suppliers

such as Korea, Taiwan and Hong Kong import
U.S. cotton, but others such as India and Pakistan
use little U. S, cotton, Trade in textiles and apparel
also occurs between the United States and other
OECD countries and among other OECD coun-
tries; however, this trade is free of the MFA re-
strictions.

Under such a demand structure and textile trade
patterns, it appears that phasing out the MFA in all
OECD countries will have significant effects on
the demand for U.S. cotton. If textile trade is lib-
eralized, the supply of textile exports would in-
crease to the amount it would have been without
intervention; that, in turn, will bring down the con-
sumer’s import price. This lower import price in-
duces consumers to substitute imports for compet-
ing domestic goods, which causes demand for do-
mestically produced textiles to fall. Since demand
for cotton is a derived demand, increases in foreign
textile exports may induce increases in demand for
U, S. cotton exports, but decreases in demand
for domestic outputs lead to a decrease in demand
for cotton. On the other hand, textile trade liber-
alization also induces changes in demand for
other foreign cotton imports. Because there is sub-
stitution between U.S. cotton and other foreign
cotton, an increase in demand for U.S. cotton is
likely. The final effect on the demand for U.S.
cotton of liberalizing textile trade can be deter-
mined only by quantifying these direct and indirect
effects.

The effects on U.S. cotton producers’ welfare of
phasing out the MFA depend largely on govern-
ment farm policy. If the current program provi-
sions remain unchanged, there would be a rela-
tively small effect on cotton producers’ welfare
because about 85 percent of cotton producers are
protected by farm programs. Given the high cost of
programs and huge federal deficit, it seems un-
likely the government would bear the increased
program costs. Any downward changes in the tar-
get price will result in changes in cotton producers’
welfare. To capture the different effects on cotton
producers of phasing out the MFA, this study ex-
amines two polar cases. The first one assumes that
all cotton producers participate in the programs
and that there is no acreage adjustment if the cur-
rent target price remains unchanged. Thus, phas-
ing out the MFA has little effect on the supply of
U.S. cotton and therefore producers’ welfare. All
costs would fall on the government program. The
second case considers free market adjustment
in which the U.S. cotton supply is market deter-
mined without government intervention. These
two cases provide upper estimates to changes in
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government expenditures and producers’ welfare,
respectively.

The Model

Based on the previous discussion, the structure of
the model is illustrated in figure 1, The two major
components of demand for U. S. cotton are domes-
tic mill demand, which is derived from domestic
textile production, and export demand, which is
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derived from other OECD countries’ textile pro-
duction and exports of developing textile export-
ers, The model classifies textile industries based
on a further disaggregated classification (four digit
SIC) rather than the traditional two-industry group
(textiles and apparel industries, SIC 22 and 23).
Here, the textile industry is defined as one that
uses fibers along with other inputs to produce two
types of final outputs: (1) household and industrial
use items and (2) semi-manufacturing textiles,
called “fabrics”, which are inputs to the apparel
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Figure 1. The Demand for U.S. Cotton
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industry. The apparel industry includes all firms
using domestic and imported fabrics along with
other inputs to produce final apparel products.
Thus, all fiber inputs enter into textile production.
Changes in apparel production cause changes in
demand for fabrics, which in turn induce changes
in demand for fibers. The major advantage of this
alternative classification is that it gives a clear
input-output relationship between fiber inputs
and textile outputs without double-counting prob-
lems.

Based on the coverage of the MFA and the de-
mand for U, S. cotton, the model includes two ma-
jor groups of developed countries: the United
States and other OECD countries including the
EC, Canada and Japan. There are three major
groups of developing countries: twenty-seven non-
OECD countries, other U.S. cotton importing
countries as a whole, and foreign cotton-supplying
countries as a whole. The United States imports
textiles and apparel but exports cotton. The other
OECD countries import both textile products and
cotton. The twenty-seven developing countries are
textiles and apparel suppliers and cotton importers.
These countries are further classified into two sub-
groups according to whether they import U.S. cot-
ton. Other cotton-importing countries import both
U.S. and other foreign cotton only fordomestic
use.Allcountries involved in this study are listed
in Appendix 1.

The supply of U .S. cotton is determined by the
‘‘SUpplyinducing” price (Bailey and Womack). If
the market price is below the target price, the sup-
ply inducing price is the target price; but if the
target price is lower than the market price, the
supply inducing price is the market price.

A country’s production, consumption and trade
behavior can be modelled based on neoclassical
theories of the firm and consumer. Convention-
ally, homothetic preferences, identical firms and
competitive markets are assumed for consistency
in aggregation of demand and supply of diverse
consumers and firms. A country’s demand and
supply functions for domestic goods and traded
goods are assumed to be derived from the utility
and profit maximization problems of individuals.
Since the model involves multi-output production,
and because most of the supply-side parameters are
unknown, an additional assumption non-jointness
technology is made for all textile production. Ac-
cording to Hall, the necessary and sufficient con-
dition for non-jointness in inputs is that the total
cost of producing all outputs is the sum of the costs
of producing each output separately. With the as-
sumption of constant returns to scale the output

Table 1. Definitions of Variables in
the Model

Variable Definition

TD,
AD,
TMDi
AMD,
PTi
PA,
pp
PA:

TSi
FSi
Pc
Pca
Po
PF,
PF:
TMS
FMS
AMS
TMS,
AMS,
PTs
PAS
PFS
FD,
FMD,
CDi
OD,
CD,
OD,
CD,
ODh
pT;
PA;
PF;
Cs
0s,
T

demand for domestic textiles in country i
demand for domestic apparel in country i
demand for textile imports in country i
demand for apparel imports in country i
price of domestic textiles in country i
price of domestic apparel in country i
demand price of textiles import in country i
demand price of apparel import in country i
domestic supply of textiles in country i
domestic supply of fabrics in country i
demand price of US. cotton
support price of U.S. cotton
foreign cotton price
price of fabrics in country i
demand price of imported fabrics in country i
total textile export supply
total fabric export supply
total apparel export supply
textile export supply from country j
apparel export supply from country j
world textile export supply price
world apparel export supply price
world fabric export supply price
demand for domestic fabrics in country i
demand for imported fabrics in country i
derived demand for US. cotton in country i
demand for foreign cotton in country i
import demand for U.S.cotton in country j
import demand for foreign cotton in country j
import demand for U.S.cotton in country h
import demand for foreign cotton in country h
export supply price of textiles from country j
export supply price of apparel from country j
export supply price of fabrics from country j
U.S. cotton supply
cotton export supply from country k
the total ad-valorem equivalent of the quota

and tariff

Parameters:

m output demand elasticities

‘q” demand elasticities for imported textile and
apparel

8 production cost shares

w the output elasticities in demands
T fabric demand elasticities and cotton demand

elasticities
e supply elasticities
a textile export market shares
s textile import market shares
7r U.S.cotton import market shares

+ other foreign cotton import market shares

supply and input demand behavior for a multi-
output firm can be characterized by

P = AC(W), and

x = X(w,Y),
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where AC is the average cost function and P, W,
X, and Y are the output price vector, input price
vector, input vector and output vector, respec-
tively. The assumption of non-jointness with con-
stant returns to scale has important implications for
the elasticities of inputs with respect to outputs,
which requires that the elasticities of the ith input
with respect to all outputs sum up to 1 (Bigman),
It also implies that (minimum) average cost equals
output price and that changes in output prices are
fully explained by input price changes. (see equa-
tions (5) to (8) and (11)–(12)).

To center on effects on the U.S. cotton industry
of phasing out the MFA, some additional assump-
tions are made in this study.

1. Domestic and foreign textiles and cotton are
not perfectly substitutable.

2. To reflect the existence of product differences
from different sources of exports, an Armington
structure is assumed for the demand for the devel-
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oping textile exports. Thus, the world market tex-
tile price is a composite price.

3, Prices of manmade fibers, labor, capital, en-
ergy, and other materials are assumed to be exog-
enous to the textile and cotton industries,

4. All exports of textiles are in unrestricted cat-
egories and textile trade among OECD countries
and among non-OECD countries are unaffected by
removing the MFA.

Finally, changes in U.S. cotton stocks due to
textile trade liberalization are assumed negligible
because speculative demand for stocks would
likely be unimportant (Duffy and Wohlgenant),
Following Bigman and Muth, the derived de-
mand model is expressed in log differential form
through comparative statics of all markets. Vari-
ables and parameters are defined in Table 1. The
model gives proportional changes in variables,
in log differential form (EX = dlogX), and is writ-
ten as:

1. Textile End-Uses and Apparel

Demand

(1) ETDi = TmiEPTi + ?l~liEpT~, (demand for domestic textiles)

(2) EADi = TIAAiEpAl+ ~AA~iEpA~, (demand for domestic apparel)

(3) ETMDi = ~~rriEpTi + q~iEPT~j (demand for imported textiles)

(4) EAMDi = q~lAiEpAi + ~~~iEPA~, (demand for imported apparel)

supply

(5) EPTi = 3~ciEPC + 8~oiEP0, (domestic textile SUpply)

(6) EPAi = 8A~EpFi + 8*~~iEpF~$ (domestic apparel SUpply)

(7) EPTjs = 8TcjEpc -E 8TojEpo, (world textile export supply)

(8) EPAjs = 8AcjEpc + 8AojEpo, (world apparel eXpOllN.lpply)

2. Fabrics

Demand

(9) EFDi = PFAiEASi+ ~wlEPFi + 7miEPF~, (demand for domestic fabrics)

(lo) EFMDi = A~AiEASi + ~~HEPFi + @nEPF~, (demand for imported fabrics)

supply

(11) EPFi = 8F~iEpC + 8~uEP0, (domestic fabric SUpply)

(12) EPFjs = 8~cjEPC + &.ojEpo$ (fabric export SUPPIJJ)
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3.Cotton

Demand

(13) ECDi = ~cfiETSi + PcfiEFSi + ~cciEPC

+ ~coiEPO, (demand for U.S. produced cotton)

(14) EDOi = P~TiETSi + ~~FiEFSi + ~~ciEPC
+ 7~oiEPC, (demand for foreign produced cotton)

(15) ECDj = ~c~jETMSj + ~c~jEAMSj + ~cFj13Wsj + ~ccjEpC

+ ~cojEPO, (textile exporters’ demand for U.S. produced cotton)

(16) EODj = l.&jETMsj + p$AjAJEAMsj + L8PjEFMSj + 7acjEPC
+ ~~ojEPO,

(17) ECD~ = 7cchEPC

+ ~cohEpO,

(18) EOD~ = 7~chEpC
+ @ohEpo ,

supply

(textile exporters’ demand for foreign produced cotton)

(other cotton importers’ demand for U.S. produced cotton)

(other cotton importers’ demand for foreign produced cotton)

(19) ECS = ~ccEPC, (U.S. cotton supply)

(20) EOS = ~ooEPO, (other foreign cotton supply)

4. World Textile Export Market Price Formation

(21) EPTS = Zci;EPT~ , (supply price of textile exports)

(22) EPFS = X$EPF; , (supply price of fabric exports)

(23) EPAS = Xaf’EPA:, (supply price of apparel exports)

V. Trade Restrictions and Equilibrium Conditions

(24) EPT~ = E@ + [T~/(1 + T~)]ET~,

(25) EPF~ = EPFS + [T~/(1 + T~)]ET~,

(26) EPA? = EPAS + [T;/( 1 + Tf’)]ETf’,

(27) ETSi = ETDi,

(28) EFSi = EFDi,

(29) EASi = EADi,

(30) Z~~ETMSj = Es~ETMDi,

(31) X~~EFMSj = Ss~EFMDi,

(32) X~~EAMSj = Xs~EAMDi,

(33) ECS = Z~iECDi + X~jECDj + ~~hECDh, and

(34) ECSO = X~iEODi + X@jEODj + ~~EODh.

ARER
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Subscript i refers to the United States and to
other OECD countries, j refers to the twenty-seven
textile exporters, k refers to other cotton exporters
and h refers to cotton importing countries without
textile exports. The system of equations is written
in a matrix form, A * EX = ET, where A is a
non-singular matrix of parameters, EX is the vec-
tor of endogenous variables, and ET is the vector
of exogenous shocks. The system of equations is
solved for relative changes in the endogenous vari-
ables induced by policy shocks. Given all param-
eter and share values, the solution shows how the
equilibrium quantity and price are affected by
phasing out the MFA.

With the exception of mill demand for cotton,
demand-side parameter estimates are obtained
from the existing literature (e.g., Cline; Duffy,
Wohlgenant, and Richardson; Gardiner and Dixit).
Demand elasticities for cotton at the mill level are
obtained through estimating a complete input de-
mand system for the U.S. textile industry. The
input demand system is derived from the represen-
tative firm’s cost-minimization behavior and incor-
porates the effect on the derived demand for fibers
of technical changes in the textile industry as well
as substitution effects among all inputs. The
econometric model is a linear logit cost share func-
tion augmented to incorporate dynamic adjustment
processes. The model was estimated using time-
series data from 1950-1987. The results are re-
ported in Shui, Beghin, and Wohlgenant (forth-
coming, 1993). The estimated own price elasticity
of demand for natural fibers of –O.617 is rela-
tively elastic compared to most previous estimates.

Most existing estimates of price elasticity of
U.S. cotton supply are obtained under the consid-
eration of farm program effects so the long-run
supply elasticity of U.S. cotton is considerably
smaller than that of foreign cotton exports. The
estimate of U.S. cotton supply elasticity is 0.6 in
Duffy et al. (1987); the supply elasticity for other
cotton exporters is 2.36 in Monke and Taylor. It is
inappropriate to directly use such elasticities when
free market adjustment is assumed. This study as-
sumes that the U.S. long-run supply elasticity is
the same as that of foreign exporters. Since various
textile demand and supply elasticities for other
OECD countries as a whole are not available, we
assume that they are the same as those of the
United States. Sensitivity analysis was performed
for all assumed parameter values; results are not
sensitive to changes in elasticity values. See Shui
(Chapter 6) for details on sensitivity analysis.

All shares are computed using an average for
1982–87, All shares for the United States are based
on the physical volume data, but value data are

used to compute various shares related to the other
OECD countries. The major data sources used to
compile these shares are Comitextil, TEB, and
USDA. A complete list of parameters and shares
used in the model can be found in Shui (Chap-
ter 5).

The Policy Simulations

Phasing out the MFA in all OECD countries im-
plies only partial liberalization of trade because, in
addition to quota restrictions, textile trade is dis-
torted by tariffs. This study presents two policy
reform scenarios: (1) completely liberalizing tex-
tile trade and (2) phasing out the MFA only. It is
expected that textile trade liberalization can be
only achieved gradually so long-run cotton supply
elasticities are used to reflect the long-term adjust-
ment process in the cotton industry. The evaluation
of textile trade reform is complicated. The diffi-
culty stems from the coexistence of quotas and
tariffs which may result in ambiguous welfare
evaluations. Conventionally, the complicated trade
reform evaluation problem is addressed by estimat-
ing an ad valorem tariff equivalent of the quota and
using the total tariff equivalent to measure the
price effect of trade reform. The major weakness
of this approach is that it may cause biased welfare
estimation from trade liberalization because the
importance of the rate of quota rent retention and
its endogeneity are ignored (Anderson and Neary).
Since this study centers on the welfare effect for
the U.S. cotton industry rather than the textile in-
dustries, the use of the total tariff equivalent to
measure the price effects of textile trade liberaliza-
tion will not jeopardize our welfare evaluation for
the United States.

The USITC (1989) has reported the average
U.S. tariff rate and quota equivalent rate for dif-
ferent types of textile imports. Based on its esti-
mates, the tariff and quota equivalent rates are
computed for fabrics, textiles and apparel accord-
ing to their import share. The average tariffs on
textile end-products, fabrics and apparel are 15.7,
13,4 and 19.0 percent respectively, and the quota
rates on these items are 23.3, 21.1 and 28.3 per-
cent, respectively. Tariff and quota equivalent
rates for other OECD countries are based on the
estimates of GATT (1984). Since data for individ-
ual imported items are not available in GATT, we
assume similar tariff and quota rates for textile
end-products and fabrics.

Results of all simulations predict moderate
changes in net total demand for U. S. cotton caused
by textile trade liberalization. The adjustment pro-
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cess is as follows. Both completely or partially
liberalizing textile trade induces considerable de-
clines in textile import prices in the United States
and other OECD countries. As demand for textile
imports increases, the demand for domestic textile
products decreases which, in turn, induces a large
drop in derived demand for cotton. On the other
hand, the demand for U.S. cotton by developing
textile suppliers increases because their textile ex-
ports increase. The substitution effect is relatively
weak because long-term cotton supply responses
are taken into account. As a result, the total de-
mand for U.S. cotton decreases but the magnitude
is relatively small for the free market adjustment
case: 1 percent if there is complete textile trade
liberalization and 0.7 percent if there is partial lib-
eralization. When the farm program is in effect
there is no cotton supply response so changes in
the U.S. cotton demand price are relatively larger
compared to the free market adjustment case.

The model predicts a considerable change in
cotton demand structure. As textile trade restric-
tions are removed, the domestic cotton market
contracts. The U.S. textile mill demand for cotton
decreases about 25 percent when all textile trade
restrictions are removed, but about 15 percent
when only the MFA is phased out. Textile export-
ers’ demand for U.S. cotton increases about 43
percent if textile trade is completely liberalized but
about 30 percent if only the MFA is removed. The
change in demand structure makes U.S. cotton
producers more exposed to world competitive
forces and price risk because export demand rep-
resents the lion’s share of total demand. Table 2
summarizes all results of the different reform sce-
narios for the U.S. cotton market structure. Addi-
tional results for individual countries can be found
in Shui (Chapter 6).

Textile trade liberalization causes changes in the
U.S. cotton demand price and quantity which have
important economic implications for farm program
costs and U.S. cotton producers’ welfare. If the
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current farm program is assumed to be unchanged,
textile trade liberalization causes change only in
farm program costs and has little effect on cotton
producers’ welfare. If the free market adjustment
is assumed, changes in demand and price induce
only chmges in U.S. cotton producers’ welfare.
We evaluate producers’ welfare consequences with
a change in the cotton industry’s total revenue and
with a change in producers’ surplus. The percent
change in the total revenue is calculated as the sum
of the percent change in price and percent change
in quantity. Producers’ surplus is estimated by the
equation

EW = qPC/PCO + (!A) * cc- * (qPC2/PCO),

where EW is the change in producers’ surplus ex-
pressed as a proportion of the total value of cotton
production; subscript Orefers to the initial equilib-
rium cotton price and +c is the U.S. cotton supply
elasticity. Since supply is fixed under the fixed
target price, the percent change in the farm pro-
gram cost can be evaluated by the product of the
percent change in market demand price and the
ratio of the market demand price to the difference
between the target price and the market demand
price, that is,

EC = – [PCOd/(PC; – PCOd)]* EPCd,

where EC is the percent change in farm program
costs, and PCd and PCt are the target price and
market demand price of cotton, respectively.

Since it is useful to consider these changes in
terms of dollar value, changes in dollar values of
producers’ total revenue and surplus and farm pro-
gram costs are also provided. At 1986 constant
prices, the annual average total revenue of the
U.S. cotton industry during 1982–87 was
$3,489.79 million and farm program costs (defi-
ciency payments) were $672.34 million.

Table 3 shows how textile trade liberalization

Table 2. Changes in Demand for U.S. Cotton Under Different Textile Trade Policies and
Reactions (Percent change over five year period)

Exports TO

Total U.S. Mill Total Textile
Price Demand Demand Exports OECD Exporters Other

Liberalizing Textile Trade
(A) Free Cotton Market Adjustment –0.37 –0.89 -24.63 23.75 – 12.69 42,75 2.23
(B) Under the Farm Program – 1.62 0.00 – 22.73 23.01 –11.86 41.86 3.21

Partially Liberalizing Textile Trade
(A) Free Cotton Market Adjustment –0.29 –0.68 – 14.47 15.45 –6.52 29.90 2.38
(B) Under the Farm Program – 1.04 0.00 – 12.87 13.08 –5.67 26.74 1.86
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Table 3. Changes in Revenue, Producer Surplus and Program Costs

Revenue surplus Program Cost

Percent Value’ Percent Valuea Percent Value’

Liberalizing Textile Trade – 1.62 –56.60 –0.99 –34.41 5.96 40.07
Partially Liberalizing Textile Trade –0,47 – 16.47 –0.28 –9.67 3.28 22.05

‘millions of 1986 dollars.

affects U.S. cotton producers’ total revenue and
surplus. Since complete or partial textile trade lib-
eralization induces a decrease in both price and
quantity of U.S. cotton under the assumption of
the free market adjustment, the U.S. cotton indus-
try would lose some revenue with any trade liber-
alization. Total revenue would decrease 1.62%
($56.6 million) under complete textile trade liber-
alization and 0.479io($16.47 million) under partial
textile trade liberalization; correspondingly, pro-
ducers’ surplus would decrease by 0.28%
(– $9,67 million) and 3.66% (– $34.41 million)
respectively.

The last two columns in Table 3 report increases
in farm program costs when textile trade is par-
tially or completely liberalized. Compared with the
loss in producers’ surplus in the free market ad-
justment case, increases in costs are relatively
larger because there is no supply adjustment under
the program. The largest increase in program costs
is $40.07 million,

Table 4 presents the effects on prices and quan-
tities of textile products produced in the United
States and imported into the U.S. In contrast to the
overall impact on cotton demand, these results in-
dicate a substantial displacement of domestically
produced apparel, textiles, and fabrics by imports
due to either partial or complete liberalization of
trade. Also, all prices (domestic and imports)
would be expected to fall dramatically.

Conclusions

This study indicates substantial effects on the U.S.
cotton industry of textile trade liberalization. Tex-
tile trade liberalization induces moderate changes
in total demand for U. S, cotton but brings about
considerable changes in the U.S. cotton demand
structure, making U.S. cotton growers more de-
pendent on the world market. Our simulations pre-
dict also a relatively small welfare loss for U.S.

Table 4. Changes in the U.S. Domestic Textile Supply and Textile Imports Under Different
Textile Trade Policy Reforms (percent change’)

Partially Liberalizing
Liberalizing Textile Trade Textile Trade

Market Under Farm Market Under Farm
Adjustment Programs Adjustment Programs

Domestic Apparel Supply
Quantity –31.96 –30.02 –22.38
Price – 1.41

–21.24
– 1.26 –0.55 –0.81

Domestic Textile Supply
Quantity –6.13 –6.04 – 3.23 –3.01
Price -0.10 –0.15 –0.01 –0.07

Domestic Fabric Supply
Quantity –33.37 –33,11 –24,80
Price –0.23

–23.61
-0.37 –0.10 –0.24

Apparel Imports
Quantity 57.26 55.29 33.87 32.79
Price –37.91 –31.92 -21,89 -21.79

Textile Imports
Quantity 38.11 37.11 20.55 20.16
Price –29.44 –29.14 – 15.81

Fabric Imports
–15.78

Quantity 29.85 29.25 18.01 17.64
Price –27.31 –28.11 -16.02 – 16.14

‘Based on the five-year average.
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cotton producers. Such a result is obtained under
the assumption that U.S. cotton producers do not
face increasing competition on world markets.
Given the emergence of new cotton producers on
world markets (Pakistan, China), U.S. producers
are likely to face increased competition. Although
not accounted for in this study, the cost of adjust-
ment associated with changes in U.S. cotton de-
mand structure could be substantial as U,S. pro-
ducers search for access to new export channels.
The expected adjustment costs may reinforce the
aversion of cotton producers to less distorted tex-
tile trade.

The results also indicate a substantial impact on
the U.S. textile market. Imports would displace
domestic production for apparel, textiles, and fab-
ric. Also prices would be expected to fall dramat-
ically for all products, While the magnitudes of the
change clearly explain the textile industry’s resis-
tance to liberalizing trade, it is nevertheless clear
that consumers would benefit through substantially
lower prices.
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Appendix 1. Countries Involved in
This Study

1. Developed countries (Textile importers)
(1) the United States.
(2) other OECD countries:

Canada, the EC and Japan
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2. Developing countries (Textile exporters)
(1) Countries importing U.S. cotton:

Hong Kong, Taiwan, South Korea, Chinaa,
Singapore, Thailand, Malaysia, Indonesia,
Philippines, Sir Lanka, Bangladesh, Po-
land, Romaina, Yugoslavia, and Ghana.

(2) Countries not importing U.S. cotton:

“ China exported cotton 1985-1987 but it imported U.S. cotton on
five year average for 1982-1987.
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India, Pakistan, Argentina, Brazil, Colom-
bia, Costa Rica, Dominican Republic,
Haiti, Peru, Turkey, Mexico and Egypt.

3. Other U.S. cotton importers
Chili, other Western Hemisphere countries,
other Africa countries.

4. Foreign cotton supply countries
Argentina, Australia, Brazil, Egypt, former So-
viet Union, India, Israel, Mexico, Pakistan,
Peru, and Sudan.


