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Foreword

T HIS is the sixth of a series of papers on the contemporary
South. It deals with the impact of the war on the South, a
general subject on which we hope to publish additional Papers.
The purpose of this and similar studies is to present to a think-
ing public a factual interpretation of developments of a vital in-

terest.

The Institute sponsors no program of action of its own. It
endorses no opinion expressed herein. Its function is educa-
tional in the broadest sense—to lay before thoughtful persons
matters worthy of their consideration.
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Cotton in Peace and War

Jou~n F. MorLoNEY

National Cottionseed Products Association
1

THE COTTON STATES

To a large segment of the American public, the terms “cotton”
and “the South” are synonymous. Perhaps no better evidence
of this automatic association of the region and the crop can be
found than the everyday use of the term “Cotton South.” Like
all generalizations, this conception of the Southern States as
one great cotton patch covers up many significant features of
the region; for the South is many things besides cotton. The coal
and steel industries of Alabama and Tennessee, the oil and cat-
tle of Oklahoma and Texas, citrus fruit production in Florida,
Louisiana and Texas, the production of lumber, corn and tobac-
co, and the developing chemical industries—these and many
other factors go to make up the region broadly referred to as the
South. While the South is not all cotton and all cotton is not
produced within the South, the production, marketing and
processing of the crop provide the greatest single source of in-
come to the people of North Carolina, South Carolina, Georgia,
Alabama, Tennessee, Mississippi, Arkansas, Louisiana, Okla-
homa and Texas. :

Throughout the present discussion, these ten states will be re-
ferred to as the “Cotton States” and the “Cotton Belt.” This is
by no means a homogeneous area. There are marked differences
—economic, political, and social—between the Piedmont region
of the Carolinas, the Mississippi Delta, and the Black Lands
and Plains country of Texas. There are substantial differences
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also in the degree of influence which cotton exerts upon the eco-
nomic life of various parts of the region. In general, the crop
has been of somewhat greater relative importance in the eight
States east of Texas and Oklahoma. Because of this difference,
it will be convenient to refer to this group of states as the “East-
ern Cotton States.”

One distinguishing feature common to all the Cotton States
is the predominance of agriculture. With only 22.5 per cent of
the total population of the United States, the area contains 42.6
per cent of the nation’s farm population (see Table I). The
ratio of farm population to total population is higher than that
of any other area of comparable size within the United States.
In 1940, 44.0 per cent of the total population of the Cotton States
resided on farms. For all states outside the area, the compa-
rable ratio was only 17.2 per cent. While the proportion of farm
to total population in each of the Cotton States has declined since
1930, this is chiefly the result of increases in the non-farm popu-
lation. Six of the states in the area show an increase in the
number of persons living on farms during the decade ending
in 1940. Only in Texas and Oklahoma was there a significant
decline.

In 1940, slightly over 13 million persons resided on the farms
of the Cotton Belt. (Table I) A majority of these farm resi-
dents have a direct interest in cotton. The Census of 1940 shows
that the Cotton States contain 2,386,692 farms, 65.3 per cent of
which produce cotton. (Table IT) Cotton-producing farms
range from 31.3 per cent of all farms in Tennessee to 89.2 per
cent of the total in Mississippi (see Table I1). Average popu-
lation per farm in the area in 1940 was 5.5 persons." On this
basis, it may be estimated that there were in that year approxi-
mately 8.5 million persons living on cotton-producing farms
within the ten Cotton States.

1Computed from Tables I and II.
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In the agricultural economy which prevails throughout the
Cotton States, cotton has consistently been the most important
single source of farm income. Prior to 1930, it produced more
than half the total cash farm income® of the Cotton States (Ta-
ble I11). Following 1930, depressed prices and restricted pro-
duction reduced the farm income from cotton, both absolutely
and in proportion to the total. Cotton continues, none the less,
to be the area’s most important source of agricultural income.

A number of efforts have been made to estimate the number
of persons to whom cotton furnishes employment?> None of
these estimates is satisfactory. For present purposes, it may be
conservatively assumed that cotton provided employment at some
time during the year for half the 8.5 million persons who lived
on cotton-producing farms in the Cotton States in 1940. A. B.
Cox has estimated that perhaps another 5 million persons derive
employment from the marketing and processing of cotton and
cottonseed after the crop leaves the farm.* Recognizing the in-
adequacy of such estimates, it can nevertheless be said that, on
the basis of employment provided, income produced, and the
number of persons directly and indirectly affected, cotton is the
most important single factor in the economy of the Cotton States.

*Data on farm income are from various mimeographed releases of U. S. Bureau of
Agricultural Economics. The Bureau includes in the term “cash farm income” amounts
received by farmers in the form of government payments. It is the writer’s view that
such payments, while they constitute a part of farmers’ incomes, are not properly a part
of farm income which term implies income from farm production. Accordingly,
throughout this discussion the term “cash farm income” refers to cash obtained from
the marketing of farm products.

See Richards, H. I. Cotton and the AAA, p. 295. Washington, Brookings Insti-
tution. 1936; also, Cox, A. B. “Economic Significance of Cotton in the Economy
of the United States and the World.” Proceedings—Third Cotton Research Congress,
1942. College Station, Tex. The Cotton Research Committee of Texas, 1943,

*Cox, A. B., op. cit.
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THE “COTTON PROBLEM”

The “cotton problem” has received probably more than its
share of attention in legislative halls, administrative circles, and
in technical and popular literature during the past decade. A
substantial proportion of such discussions place at cotton’s door-
step practically all of the economic and social ills of the areas
in which the crop is grown. Cotton has been blamed for illiter-
acy, for racial suppression, and for the soil destruction and low
level of incomes which have characterized the Cotton States. The
Agricultural Adjustment Administration has described cotton
as “. . . this ruthless ruler (who) has built a sprawling and
densely populated kingdom where poverty and low income pre-
vail.”* There is much room for doubt as to whether cotton is
such a ruthless force in Southern life or whether it is a con-
venient whipping boy which, like the “foreign devils,” can be
used as an alibi to explain our own inability to solve more basic
problems which confront us. To define the “cotton problem,”
it is necessary to analyze briefly some of the distinguishing fea-
tures of Southern agriculture.

The most obvious of these features is the low level of farm
income. Reference was previously made to the total cash farm
income of the Cotton States. In the aggregate, this is a signifi-
cant sum but when reduced to an individual basis it is pitifully
small. Per capita cash farm income in the ten Cotton States for
the period 1924-28 was $190 a year. During the depression
years 1931-35, it averaged only $95 a year. In 1940, it was
$130.2 Per capita farm income in the Cotton States is lower than

1U. S. Agricultural Adjustment Administration. Cotton, Land and People. SRM
428. 1940, p. 1.

2Per capita income for 1924-28 and 1931-35 from Cotton, Land and People, p. 2.
1940 data computed from 16tk Census of the United States, 1940. A griculture. Ch.
I, Vol. III, and U. S. Bureau of Agricultural Economics. Releases on farm income.
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in any other large area of the United States. This may be at-
tributed to several factors.

Farms in the Cotton States are considerably smaller than
those in the rest of the Nation. Average acreage per farm in
the area in 1940 was 131.4, compared with an average of 201.0
acres per farm in all states outside the Cotton Belt (Table I'V).
The Cotton States’ average is, in itself, significantly weighted
by the substantial number of large farms and ranches in Okla-
homa and Texas which are not common to the Belt as a whole.
The average farm in the Eastern Cotton States contains only
78.3 acres.

Moreover the South has relatively little first-rate land.
Whereas over one half of the soils of the Middle States are
rated as of first or second grade, only 13 per cent of those of the
eleven Southeastern states fall in these two top grades® It is
not surprising, therefore, that the smaller farm in the Cotton
States also represents a smaller capital investment. The total

value per farm of land, buildings, implements, machinery and
livestock is less than half that of all states outside the area. This
small capital investment per farm is not attributable solely to
the smaller size of farms within the area. Investment per acre
is also small, averaging only two-thirds that of states outside
the Cotton Belt (Table IV).

In contrast to the small acreage and capital investment per
farm, the Cotton States have a larger population per farm than
do all other states. As a consequence, total acreage and crop
acreage available per person living on farms are substantially
smaller within the area than they are in the rest of the nation.
Likewise, capital (including land) available per farm person in
the Cotton States is only about one-third as large as in all states
outside the area. Even with the most intensive cultivaticn, land

*Van Sickle, J. V. Planning for the South, p. 46. Nashville, Vanderbilt University
Press. 1943.
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and capital available per farm person in the Cotton States is
insufficient to provide a level of income and a standard of living
comparable to that of farm populations in other sections of the
country.*

The lack of land and capital relative to farm population has
very definitely determined the course of agriculture in the Cot-
ton States. To a large degree, it underlies the emphasis upon
cash crops, the credit system, and the high rate of tenancy® in
the area. The South came out of the Civil War with the major
portion of its capital destroyed. It had, on the one hand, the
land, and, on the other, a large body of labor, uneducated and
unskilled. Neither land owners nor laborers had sufficient capi-
tal to operate the land. Two solutions were developed, first, the
share-tenancy system bringing together land and labor and,
second, the credit system for obtaining capital. Each of these
systems requires cash crops.

In the area under consideration, cotton was and continues to
be the most acceptable cash crop. It is non-perishable and pos-
sesses high value relative to bulk. It is best adapted to soil and
climate over the area as a whole and it returns a greater income
per acre and per hour than any other major crop except tobacco.
Acreage required to produce $100 worth of farm products in the
Eastern Cotton States, on the basis of yields and prices over a
ten-year period (1923-32), has been reported as follows: cotton
2.8, peanuts 2.9, poultry 3.8, dairy cattle 5.9, wheat 6.6, corn 6.8,
hogs 7.3, and beef cattle 23.2.° Only tobacco which required
0.8 acres per $100 worth of products compares favorably with
cotton, and tobacco largely replaces cotton as the principal cash
crop in those areas of the Cotton States to which it is adapted.

*Agricultural Adjustment Administration, op. cit., p. 3.

SAs used in this discussion, the term “tenancy” includes share-tenancy which pre-
vails in large areas of the Cotton States.

SAgricultural Adjustment Administration, op. cit., p. 5.
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Cotton is also well suited to the type of share tenancy which
is widespread in the southern states. The proceeds of cotton
production are easily divided, necessitating a minimum of rec-
ord-keeping; culture of the crop requires little specialized skill,
and the risk of crop damage due to negligence on the part of the
tenant is relatively small. The tenancy system, in turn, assures
that a supply of labor adequate to meet the heavy seasonal re-
quirements of cotton chopping and picking will be available
when needed. These circumstances plus the lack of adequate
operating capital help account for the relatively high proportion
of tenancy in the Cotton States—53.5 per cent compared with
29.4 per cent in all other states. Tenancy, however, is not pe-
culiar to cotton; witness the fact that the proportion of tenant-
operated farms is even higher in such agrarian states as Iowa,
Nebraska, and South Dakota than in several of the Cotton
States. - While it is recognized that there are certain desirable
sociological and political features inherent in the “family-sized”
farm, it must also be admitted that specialization in ownership,
management, and labor will in many instances produce a greater
degree of well-being than can be achieved by self-employment.
This principle would apply quite widely in the South regardless
of the particular crop produced. While cotton, for the reasons
cited above, readily lends itself to farming on the share basis,
the high tenancy ratio in the area appears to be due not to cotton
production per se but to the non-existence of millions of individ-
uals possessing the combination of capital and managerial abil-
ity that is essential for success in agriculture today.

One of the major costs of cotton production is that of short-
term credit. This is particularly true on farms which are oper-
ated on a share basis. The tenant may arrive at a farm about
the first of the year with little or no funds and he must be sup-
ported until the crop is sold the following autumn. He receives
such support in the form of monthly advances from the owner
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who, in turn, quite generally operates on borrowed capital. Cash
tenants and owner-operators also utilize short-term credit. In
all cases, security for such credit is a lien against the crop that
is to be produced.

Cotton production is carried on at all times under consider-
able risk. In addition to those of weather and insects which are
normal to most agricultural lines, cotton producers are exposed
to price fluctuations of exceptional violence. Consequently, cred-
itors have charged very high interest rates ranging quite gener-
ally from 10 to 40 per cent.” There has been much debate as to
whether such rates are in excess of the risk involved. The weight
of argument seems to indicate that they are, although losses have
run very high. While the lack of operating capital on the part
of the individual farmer in the Cotton States requires that short-
term credit be available, the cost of such credit has been an im-
portant obstacle to his realization of a reasonable income and to
his accumulation of capital. It is also one of the pressures ex-

erted upon southern agriculture to produce the maximum of cash
crops.

This pressure for cash has resulted in widespread poor farm
management in the Cotton States. The growth of cotton on the
same land year after year, the exposure of bare fields to the erod-
ing forces of winter rains, and the burning over of cotton fields
to destroy insects have brought about extensive soil depletion and
erosion. The lack of balance between livestock and crop produc-
tion on a large proportion of Cotton States’ farms has also re-
sulted in soil depletion and in the inefficient year-round use of
available labor. None of these practices, however, is peculiar
to or is caused by the production of cotton. Such crops as pea-
nuts and soybeans, when harvested for nuts or beans, are far

"Works Progress Administration. ZLandlord and Tenant on the Cotton Plantation.
Research Monograph V. Chap. V. Washington, WPA. 1936.
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more destructive to the soil than is cotton.® Corn, where the
stalks are harvested, also removes from the soil a greater quan-
tity of fertility elements than does cotton.

Cotton is a food and feed crop as well as a fiber crop. With
each 500 pounds of cotton lint, there are produced approx-
imately 140 pounds of edible oil, 640 pounds of livestock feed
in the form of meal and hulls, and 80 pounds of linters. Lint,
linters and oil are composed primarily of carbon, hydrogen and
oxygen which the cotton plant obtains from the atmosphere. The
great bulk of the fertility elements—nitrogen, phosphoric acid,
and potash—which the plant draws from the soil are contained
in the stalk and leaves and in the meal and hulls of the cotton-
seed. If cotton stalks are turned under and meal and hulls are
fed to livestock with animal wastes being returned to the land,
cotton production takes very little of the fertility elements from
the soil. Where sound farm management, including crop rota-
tion, the use of winter cover crops, the application of appropriate
fertilizers and insecticides, and the production of livestock, is
practiced, cotton will not deplete the land. Under such condi-
tions, it is ideally adapted to the agricultural resources of the
Cotton States.

The “cotton problem,” then, is actually a complex of all the
many and involved forces in southern agriculture, centering
upon the basic difficulty of insufficient land and capital to assure
the farm population of the region a reasonable level of income.
Such forces include a high proportion of tenancy, the cost of
credit, educational deficiencies, poor farm management and
other factors. In other words, the South’s problem is not pe-
culiarly a “cotton problem” at all. Cotton production could be
completely eliminated in the South—an idea which seems to be

8Information furnished the writer by L. A. Niven, Editor, T/e Progressive Farmer,
Memphis, Tenn. See also Lowery, J. C., Peanut Production in Alabama (mimeo-
graphed). Auburn, Ala. Agricultural Extension Service, 1941.
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attractive in some quarters’—but the problem would remain in
greatly aggravated form.

The problems associated with cotton are not confined to the
field of production. Marketing conditions have played an equal-
ly important part. Down through 1930, more than 50 per cent
of American cotton production was shipped to foreign markets
subject to the uncertainties of war, political controls, and pro-
grams of economic nationalism. Cotton exports have also been
adversely affected by the traditional American policy of pro-
tectionism. So long as the United States was a large borrower
on capital account or a heavy debtor on interest account—a situ-
ation that prevailed down to 1914, the effects of our tariff policy
upon cotton were not so apparent. During that period, cotton
exports were the major factor in maintaining our international
balance of payments.’* The first World War changed the coun-
try from a debtor to a creditor nation and greatly expanded our
capacity to export manufactured goods. As a consequence, the
nation’s dependence upon cotton as a source of foreign balances
was substantially reduced.’

Despite the change in the Nation’s international economic
position, tariff rates were sharply increased in the Fordney-Mc-
Cumber Act of 1922, making it more difficult for foreign na-
tions to purchase American cotton. During the 1920s, however,
exports were maintained at slightly below the prewar level
largely because of American loans abroad.”® By 1929, foreign

*Morris, George. “New Dealers Push Program for South.” In Tke Cottor Digest.
Vol. XV, No. 42, p. 4, July 17, 1943.

®Based upon U. S. Bureau of the Census. Cotton Production and Distribution.
Bulletin 168, pp. 57-58. :

“Molneaux, Peter. “The Importance of Cotton in the American Economy.” Pro-
ceedings—First Cotton Research Congress, 1940, pp. 47-54. College Station, Texas
Cotton Research Committee of Texas, 1941.

It is recognized that this was a trend which had set in before World War I.
Exports of manufactured articles exceeded exports of raw materials for the first time
in 1913. .

3Cox, A. B. “Bases for the Export of United States Cotton Now and After the




COTTON IN PEACE AND WAR 13

lending had largely ceased and exports began to decline. The
Smoot-Hawley Tariff Act of 1930 still further adversely af-
fected the export situation.

In the domestic market, cotton has come to depend increas-
ingly upon so-called “industrial uses” including tires, bags and
bagging, cordage and twine, hose, belting, filters and similar
products.”  Such products are, for the most part, producers’
goods and as such are subject to greater fluctuations in output
than are consumers’ goods. Further, the majority of all prod-
ucts (including consumers’ goods) made from cotton are semi-
durable in character and therefore subject to deferred demand.

The extent to which cotton depends upon export markets, sub-
ject to a wide range of international disturbances, and the nature
of the domestic market have made for wide price fluctuations
which, in turn, have been reflected in producers’ incomes. One
indication of the instability of cotton prices is the fact that, over
the 27-year period 1911-37, the average annual price variation of
cotton lint was 27.7 and that of cottonseed 30.9, compared with
13.2 for all farm commodities.”® Demand factors are not alone
responsible for such variations but do play a major role.

Throughout the 1920s, cotton prices, which averaged above 16
cents per pound, were generally considered favorable. Yields,
however, were below prewar levels and many farmers were still
struggling under the inflated land values of World War I. The
tariff, which adversely affected exports, also raised the cost of
many commodities which the farmer purchased. Consequently,
his real income was unsatisfactory.

War.”  Proceedings—Second Cotton Research Congress, 1941, pp. 113-32. College
Station, Tex. Cotton Research Committee of Texas, 1943.

“Horne, M. K., Jr. “The Final Consumption of Cotton.” Southers Ecomomic
Journal. Vol. IX, No. 4, p. 303. April 1943.
**Price variation computed by the author using the method of deviations from the

mean of link relatives as suggested in Mills, F. C. Te Behavior of Prices, pp. 49-50.
New York. National Bureau of Economic Research. 1927.
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Both foreign and domestic demand began to decline in 1929.
During the 1930 and 1931 crop years, conditions grew progres-
sively worse. Average price for the 1931 crop was only 5.6 cents’
a pound, the lowest on record except in 1894. By the end of that
season, stocks on hand had risen to 9.7 million bales. ’

Cash farm income from cotton and cottonseed in the Cotton
States declined from $1,425 million in 1929 (calendar year) to
€436 million in 1932. Total cash farm income fell from $2,643
million to $985 million over the same period. Farm real estate
values dropped sharply;'® foreclosures were widespread. Thou-
sands of banks and other business establishments dependent
upon cotton failed." The entire economic and financial struc-
ture of the Cotton States was badly shaken and demands for re-
lief were strong.

8. S. Dept. of Agriculture. A gricultural Statistics, 1942, p. 633.

YMalott, D. W., and Martin, B. F. The Agricultural Industries, p. 145. New
York. McGraw-Hill Book Co., 1939. Also, U. S. Bureau of the Census. Cotton
Production and Distribution. Bulletins 167 and 169.
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GOVERNMENT CONTROL OF COTTON, 1929-39

The first direct action of the Federal Government with re-
spect to cotton was taken under the Agricultural Marketing Act
of 1929. In the fall of that year, the Federal Farm Board of-
fered, through cooperative organizations, to make loans on cot-
ton on the basis of 16 cents a pound.! The theory underlying
the Farm Board loans was that of “orderly marketing.”* The
view was widely held that the withholding from market of part
of the supply of a non-perishable crop would stabilize the price
of that crop. The withheld supplies could then be released in
an “orderly” manner as the market would absorb them.

When the 1929 loan announcement was made, cotton was sell-
ing at between 17 and 18 cents per pound. The price declined
steadily during the season to about 12 cents, and the cotton co-
operatives ended the year with stocks of 1.25 million bales ac-
quired on the basis of 16 cents a pound. This cotton was taken
over by the Board® in June 1930 and held off the market for the
following two seasons. The Board again made loans to cooper-
atives on the 1930 crop. Such loans were made at approximately
90 per cent of the market at the time of the loan. Prices con-
tinued to decline, however, and the cooperatives closed the 1930-
31 season holding 2.1 million bales.* Most of this cotton was
carried until 1933 when title was acquired by the government.

After its experience with the 1929 and 1930 crops, the Board

1Except where noted, information regarding the operations of the Farm Board is
based upon U. S. Federal Farm Board. Second Annual Report. Washington, 1931;
and Third Annual Report. Washington, 1932.

*Black, John D. Parity, Parity, Parity, p. 287. Cambridge, Mass. Harvard Com=
mittee on Research in the Social Sciences. 1942.

SActually this cotton was purchased by the Cotton Stabilization Corporation, an
agency established at the instance of the Board and financed with Board funds.

*Part of these holdings were in the form of future contracts purchased by the co-
operatives, with authority from the Board, when some of their holdings were sold.
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- revised its program. For the 1931-32 season, it negotiated an
agreement with Southern banks whereby the latter agreed to
finance 3.5 million bales by making or renewing loans secured
by such cotton and the Board agreed to maintain its holdings
at 1.3 million bales and to continue to finance the 2.1 million
bales held by the cotton cooperatives. Cotton prices failed to
respond to these withholding operations, however, and as of July
31, 1932, the Board was financing more than 3 million bales of
cotton, valued at 100 million dollars, on which it had loaned 225
million dollars. By 1932, political opposition to the Board’s
cperations was so strong that it was unable to put into effect any
stabilization program for the 1932 crop. Congress donated about
850,000 bales of the Board’s cotton holdings to the Red Cross,
without reimbursing the Board’s funds and the agency became
practically dormant until it was abolished by the Agricultural
Adjustment Act in May 1933.

During the three-year period of stabilization operations by
the Farm Board, cash farm income from cotton in the ten Cotton
States declined 66.5 per cent (Table I11). The period was one
of contracting markets and declining prices throughout the
world. World cotton consumption fell from 25.8 million bales
in the 1928 season to 22.4 million in 1930 and recovered only
slightly to 22.8 million in 1931.° Prices of all growths of cotton
on the Liverpool market during the same period declined 60-65
per cent.® Under the circumstances, it is not surprising that the
Board’s program was generally ineffective in supporting the
price of American cotton and the income of cotton producers.

While the Farm Board had relied upon stabilization opera-
tions to support the price of cotton, the Agricultural Adjustment

*U. S. Bureau of Agricultural Economics. Statistics on Cotton and Related Data
(processed), p. 53. Washington, D. C. 1939.

°Ibid., p. 65.
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Act of 19337 provided more direct methods. The Act author-
ized the Secretary of Agriculture:

“To provide for reduction in the acreage or reduction in the production
for market, or both, of any basic agricultural commodity, through agree-
ments with producers or by other voluntary methods, and to provide for
rental or benefit payments in connection therewith . . .”8

The purpose of the Act was declared to be:

“To establish and maintain such balance between production and con-
sumption of agricultural commodities and such marketing conditions therefor,
as will re-establish prices to farmers at a level that will give agricultural
commodities a purchasing power with respect to articles farmers buy, equiva-
lent to the purchasing power of agricultural commodities in the base period
... August 1909 to July 1914 .. .”®

The Secretary was thus directed to restore cotton prices to the
1909-14 level, known as “parity,” by means of production con-
trol. In return for reducing production, growers were to be
compensated by rental or benefit payments in the form of cash,
or of cotton which had been taken over by the Secretary from
the Farm Board and other agencies which had made cotton
loans. When the Act was approved on May 12, 1933, that year’s
crop was already planted. Growers were therefore offered con-
tracts calling for the plow-up of 25 to 50 per cent of their grow-
ing cotton. Over 1,000,000 such contracts were signed and ap-
proximately 10 million acres, 25 per cent of the total planted,
were destroyed.’ Because of good growing weather and more
intensive cultivation of the limited acreage, the average yield of
lint cotton in 1933 was 213 pounds per acre, the highest since
1914. Total production declined only 46,000 bales below the
1932 level, or by about one-third of one per cent.

"U. S., 48 Stat., 31.
®Ibid., Sec. 8, I.
°Ibid., Sec. 2, I.

Number of contracts from Richards, H. I. Cottorn and the AAA, p. 119; acreage
destroyed computed from A gricultural Statistics, 1942, p. 100.
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The failure of the original Agricultural Adjustment Act to
reduce cotton production in its first season of operations led to
demands for more stringent measures. These demands were
given legal effect in the Bankhead Act, enacted in April 1934,
This Act provided for an allotment, on the basis of past produc-
tion records, of 10,000,000 bales of cotton among producers.
Individual producers were provided with tax-exemption certifi-
cates equivalent to their allotment, and all cotton marketed with-
out such a certificate was taxed at 50 per cent of the market
value, or in no event less than 5 cents per pound. The Act was
designed to force growers into the AAA acreage reduction pro-
gram and to discourage efforts to increase per acre yields
through more intensive cultivation. Apparently, it was reason-
ably successful in both objectives since production declined from
12.7 million bales in 1933 to 9.4 million in 1934 and recovered
only to 10.4 million in 1935."

While the government, in its production control program, was
pursuing a policy without precedent in this country, it was si-
multaneously following in the footsteps of the Farm Board in
attempting to support the price of cotton by means of loans. The
original Agricultural Adjustment Act contained no provision
for crop loans but the President, under an obscure provision of
the National Industrial Recovery Act,” established the Com-
modity Credit Corporation to deal in and make loans on agri-
cultural commodities. The Corporation offered to make loans
to producers on their 1933 cotton crop on the basis of 10 cents per
pound. The following year the loan rate was set at 12 cents per
pound and in 1935 it was cut back to 10 cents, but producers
were offered “adjustment” payments equal to the amount by
which the market price fell below 12 cents.

BU. S. 48 Stat., 598.

A part of this decrease in production must be credited to the weather which in 1934
particularly was highly unfavorable.

BU. S. 48 Stat.,, 195, Sec. 2 and 220.
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The cotton loans were attractive to producers since the gov-
ernment underwrote all losses and agreed to give the borrower
any gain resulting from an increase in price. When the 1933
loan was announced, the rate was above the market price and ap-
proximately 3.3 million bales were placed in the loan. While
an advancing market later in the season led to heavy redemp-
tions, the government, at the end of the 1933 crop year, either
owned or had outstanding loans on about 3 million bales of cot-
ton. During 1934-35, over 4.5 million bales went into the loan,
and since the price fell below the loan rate, redemptions were
small. At the close of the season, the government was financing
6.2 million bales of cotton, twice the peak of Farm Board hold-
ings.

The following season, 1935-36, saw a substantial improve-
ment in the cotton situation. Demand for American cotton in-
creased and the tight market situation enabled the government
to reduce its holdings. Exports recovered from the very low
level reached in 1934. The season also was marked by the Su-
preme Court decision declaring the Agricultural Adjustment
Act unconstitutional, by the repeal of the Bankhead Act, and by
the subsequent passage of the Soil Conservation and Domestic
Allotment Act.* This latter Act was designed to control pro-
duction indirectly by paying farmers to grow “soil-conserving”
or “soil-building” crops rather than “soil-depleting” crops. Cot-
ton was placed in the latter class.

The first year under the new program was attended by highly
favorable circumstances. World consumption of cotton and do-
mestic consumption of American cotton both established new
records during 1936-37. Government holdings by the end of
the season were reduced to 1.7 million bales and it appeared
likely that Federal agencies would, after eight years, be able to
get out from under the cotton market. The 1937 crop complete-

“U. S. 49 Stat., 1148.
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ly reversed this situation. Increased acreage and a record yield
of 270 pounds of lint per acre brought about the production of
18.2 million bales. Acceding to widespread demands, the Sec-
retary of Agriculture announced a loan of 9 cents per pound on
the 1937 crop. 5.6 million bales were placed in the loan and
redemptions were small. As a result, the government entered
the 1938 season financing approximately 7.0 million bales of
cotton.

The record crop of 1937 also led to demands for a renewal of
direct crop control and, in February 1938, Congress passed the
Agricultural Adjustment Act of 1938.® The Act provided for
acreage allotments to individual producers, for marketing quo-
tas, and for a penalty tax on all cotton marketed in excess of
such quotas. It further provided that, whenever the price of
cotton fell below 52 per cent of parity, Commodity Credit Cor-
poration must offer loans at not less than 52 nor more than 75
per cent of parity. The Act placed an effective brake upon pro-
duction which declined to 11.6 million bales in 1938. Demand
also declined sharply and the price fell below 52 per cent of
parity. A loan was announced on the basis of 8.3 cents per
pound and 4.5 million bales were pledged as collateral. At the
end of the 1938-39 season, the government was financing ap-
proximately 11 million bales of cotton. Total stocks on hand
amounted to 13 million bales.

Despite ten years of government effort to support prices and
improve the position of the cotton producer, the outlook for cot-
ton in the summer of 1939 was probably the blackest since the
Civil War. Farm income from the 1938 crop was, with the ex-
ception of 1931 and 1932, the smallest since 1902.*° The price

7, S. 75th Cong. Public No. 430.

®This statement is based upon ““farm value” of the crop as reported in A gricultural
Statistics, 1942, p. 100. Farm income data were not accurately reported prior to 1910
and are shown for calendar years. “Farm value” data have been published since 1899
and refer to crop years.
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of cotton was only about 50 per cent of parity, the goal of gov-
ernment control. While producers were realizing greater non-
cash income as a result of reduced cotton production, income
from cotton and substituted crops was substantially less than
that from cotton alone during the 1920s. Meanwhile, support
prices during the decade preceding 1939 had stimulated foreign
cotton production and had cost American cotton a large propor-
tion of its foreign market. Exports of 3.3 million bales in the
1938-39 season were the smallest in more than fifty years.?” Sup-
port prices had likewise encouraged the production and con-
sumption of competitive products, particularly rayon and paper,
both at home and abroad. It was under such circumstances that
war was declared in Europe in September 1939.

¥Statistics on Cotton and Related Data, p. 12.
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COTTON’S MARKETS IN WARTIME

The first year of the war in Europe was marked by a series of
governmental efforts to move into consuming channels some of
the stocks of cotton accumulated during the preceding decade.
In June 1939, shortly prior to the declaration of war, there
was signed with Great Britain a barter agreement whereby the
United States exchanged 600,000 bales of cotton for approxi-
mately 80,000 tons of British rubber.! Each nation agreed to
retain the bartered commodities as reserve stocks for a period of
seven years, except in the event of war. This agreement repre-
sented a complete reversal of recent American foreign trade pol-
icy. From 1933 onward, the United States had been most em-
phatic in its denunciation of such bilateral agreements. The
fact that the government was now willing to enter such an agree-

ment was recognition of the disastrous position in which it found
itself with respect to cotton.

The cotton-rubber agreement was followed very shortly by an
agreement with France and Switzerland whereby these nations
purchased 175,000 bales of government-owned cotton at a price
below that prevailing in world markets.” As in the barter agree-
ment with Great Britain, this cotton was to be held off the mar-
ket for a period of years, except in the event of war.

Perhaps the most important action immediately preceding
the war was the announcement on July 22 of an export subsidy
of 1.5 cents per pound to be paid on all cotton exported prior to
June 30, 1940.* Exports of manufactured cotton goods were
likewise eligible for the subsidy on the basis of their raw cotton

K reider, Carl. “The Anglo-American Cotton-Rubber Barter Agreement.” Souwuth-
ern Economic Journal. Vol. 7, No. 2, pp. 216-24. Oct. 1940.

2New Vork Times. July 28, 1939, p. 28.
3Ibid., July 23, 1939, p. 1.
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content. Here again, the government adopted a policy which it
had severely criticised other nations for following. The export
subsidy was adopted over strong opposition in the cotton indus-
try, in Congress, and abroad.

Cotton exports increased substantially during the 1939-40
season and totaled 6.2 million bales. With the exception of ex-
ports to Central Europe which was cut off from direct contact
with this country, and to Japan, this increase was general. It
appears likely that some of these exports found their way, in
either raw or manufactured form, into Central Europe for there
was a very sharp increase in shipments during the season to
Italy, Spain, Belgium, Sweden, and The Netherlands. Outside
the German controlled area, for which data are not available,
European mill activity was substantially higher in 1939-40 than
during the preceding season.* Military demands, anticipation
of rising prices, and the desire of belligerent and non-belliger-
ent nations to build up reserve stocks against future uncertain-
ties account for this rise. These factors plus the American sub-
sidy explain the large increase in our exports.

At home, the Federal government also took several steps dur-
ing the 1939-40 season to move cotton into consumption. One
of these was the Cotton Stamp Plan whereby families on relief
could obtain a portion of their cotton goods purchases free of
charge® Another was the Cotton Mattress Program under
which the government provided free cotton to needy farm fami-
lies who would agree to use it to make mattresses.® Still another
involved subsidies on cotton used in the production of bale cov-
ering, writing paper, and insulation.” These various programs

‘U. S. Bureau of Agricultural Economics. 7%e Cotton Situation, No. 41, p. 9.
March 28, 1940.

5U. S. Agricultural Adjustment Administration. A gricultural Adjustment, 1939-40,
P Sihia

"U. S. Dept. of Agriculture. Report of the Administrative Official in Charge of
Surplus Removal and Marketing A greement Programs, 1940, p. 14.
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* contributed slightly but not significantly to the increase in do-
mestic consumption that took place during 1939-40. Of far
greater importance were the rise of 18 per cent in general indus-
trial production and the stepped-up purchase of cotton goods in
anticipation of a rising price level. Domesitc consumption dur-
ing the year totaled 7.8 million bales, second only to the record
set in 1936-37. Total disappearance during 1939-40 was 13.9
million bales, the largest since 1932-33, and the carryover was
reduced by 2.5 million bales. Government holdings were re-
duced approximately 2.0 million bales during the season.

In the summer of 1940, the cotton export market received an-
other severe blow with the invasion of France and the Lowlands
and the entrance of Italy into the war. Automatically, most of
the remaining European markets were cut off, leaving Great
Britain, Canada, China and Japan as the only important foreign
outlets open to American cotton. The British, in a battle for
existence, were limiting their textile production to “nucleus”

plants in order to free labor and equipment for more essential
operations.® Mills in Japan and occupied China were being
similarly limited for military reasons. It is estimated that con-
sumption of cotton in countries outside the United States during
1940-41 fell 3.5 million bales below that of the preceding season.

Even in the foreign markets still open, American cotton was
losing ground to foreign growths, due to the disparity in prices.
During the 1939-40 season, American cotton had averaged 2.1
cents per pound higher than Indian cotton and 1.2 cents higher
than Brazilian.® Under the pressure of reduced world con-
sumption, the price of both Indian and Brazilian cotton de-
clined substantially during the 1940-41 season. The price of
American cotton, supported by the loan of 8.90 cents per pound

*The Cotton Situation. No. 55, p. 9. May 1941.

*Ibid., p. 13. Quotations as follows: American at New Orleans, Indian at Bombay,
Brazilian at Sao Paulo.
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fell slightly during the early part of the season but then rose
steadily to more than 14.3 cents at the close of the season. The
principal reason for this sharp advance was the enactment, in
the spring of 1941, of legislation making mandatory govern-
ment loans at 85 per cent of parity on the 1941 crop.’® As soon
as it became apparent that this legislation would pass, the price
rose in anticipation of the new loan rate. For the 1940-41 sea-
son, the price of American cotton averaged 4.4 cents higher
than that of Indian and 4.1 cents above that of Brazilian.™

As a result of this price disparity, the shift from American
to foreign cotton by importing countries, which had begun be-
fore the war, was greatly accelerated. Canada which had pre-
viously filled about 90 per cent of her mill requirements with
American cotton, was by the end of 1940-41 using Brazilian
cotton for approximately two-thirds of her needs. Britain,
even with her limited textile production, reduced her consump-
tion of American cotton from 47 per cent of her total use in
1939-40 to 38 per cent in 1940-41. Japan and China likewise
reduced their consumption of American cotton relative to that
of foreign growths.

Total exports of American cotton dropped from 6.2 million
bales in 1939-40 to 1.1 million bales during 1940-41, the small-
est since comparable data first became available in 1867. In-
cluded in these exports were 295,000 bales shipped to Britain
- under the cotton-rubber agreement, an unexpected shipment of
139,000 bales to Russia, and a small quantity shipped under
the Lend-Lease Act. By 1941, the war, coupled with the main-
tenance of an artificial price level, had practically destroyed
the foreign market for American cotton.

Domestically, a totally different situation had deveioped.

1977¢h Congress, 1st Sess. Public No. 74.
Nrhe Cotton Situation. No. 58, p. 17. Aug. 1941,
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With the fall of France in June 1940, the United States began
in earnest to rearm. Almost immediately, large government
orders were placed with the textile mills for cotton goods. Do-
mestic mill consumption, which had averaged about 625,000
bales monthly during the latter half of the 1939-40 season, rose
to 655,000 bales in August 1940, a record for that month. In
October, consumption reached 770,000 bales and climbed fairly
steadily to over 900,000 bales monthly by the end of the season.
Total domestic consumption for the 1940-41 season was 9.7
million bales, substantially above the previous record.

Even this record consumption, however, was not sufficient to
offset the loss of foreign markets. Total disappearance amount-
ed to only 10.8 million bales. With a crop of over 12.0 million
bales, the carryover increased to 12.3 million bales. While the
total carryover increased, the advance in prices during the lat-
ter part of the season led to the withdrawal of substantial quan-
tities of cotton from the loan and to the reduction of govern-

ment holdings to about 8.3 million bales.*

Early in the 1941-42 season, the Federal government again
took steps to move more American cotton into the few foreign
markets still open. The first of these was an offer by Commod-
ity Credit Corporation of its 1937 crop cotton for export at
13.25 cents per pound. When the offer was made, cotton prices
in the ten spot markets averaged about 17 cents a pound. The
offer was thus equivalent to an export subsidy of 3.75 cents per
pound. In addition there was announced an export subsidy of
2.5 cents (later raised to 3.0 cents) per pound on shipments to
Canada. Under the stimulus of these subsidy programs ex-
ports during the first quarter of the 1941-42 season increased
about 20 per cent over the very low level of the preceding sea-
son. With the entrance of the United States into the war in

2Report of the President of Commodity Credit Corporation, 1941, p. 20.
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December 1941, exports to the Far East were cut off, leaving
Canada and Great Britain as the only important markets still
open. The publication of all export data was at the same time
discontinued but, from the total supply, domestic consumption,
and carryover, it can be estimated that exports during the 1941-
42 season totaled only about 680,000 bales.

Domestic consumption during 1941-42 continued to expand.
Military demands for cotton goods mounted to phenomenal
proportions. Operations in the textile industry averaged 131
per cent of theoretical capacity, compared with 81 per cent dur-
ing the period 1935-39.® Total domestic consumption during
the year was 11.2 million bales and total disappearance reached
11.9 million. The carryover was reduced to 10.6 million bales.
Government holdings were reduced substantially by the sale of
owned stocks and by the redemption of loans. At the end of the
season, they amounted to approximately 5.0 million bales.**

Domestic consumption was maintained at a very high rate into
the 1942-43 season. During the first half of the season, the rate
was above that of 1941-42. During the latter half of the year,
however, mill operations declined below the level of the preced-
ing season. Principal reason for the decline appears to be labor
difficulties. Output has been adversely affected by high labor
turnover and by the rise in absenteeism caused in part by the in-
crease of 50 per cent in the proportion of women employed. De-
preciation of equipment resulting from the high rate of opera-
tions has also been a factor of importance with some mills re-
porting that depreciation allowances permitted by administra-
tive agencies under the income tax and contract renegotiation
laws are insufficient to cover the actual wear and tear on equip-
ment.

BT he Cotton Situation. No. 70, p. 11. August 1942. Theoretical capacity is based
upon a five-day, 80 hour week.

MReport of the President of Commodity Credit Corporation, 1942, pp. 12 and 19,
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Total domestic consumption of cotton during 1942-43 was
11.1 million bales, slightly below the preceding season. Exports,
meanwhile, recovered from the very low level of 1941-42 and are
estimated at 1.5 million bales. While no official export data are
available, it is believed that about two-thirds of the total went to
Great Britain, largely under Lend-Lease. Most of the remain-
der was shipped to Canada, with a small quantity going to
Spain. Total disappearance during the 1942-43 season was 12.6
million bales, leaving a carryover of 10.6 million, approximately
the same as at the beginning of the year.

While the war has pushed domestic cotton consumption to rec-
ord levels, it has also stimulated the production of competitive
products both in the United States and abroad. American pro-
duction of rayon filament yarn, which averaged 257.0 million
pounds annually in the period 1934-38, rose to 412.0 million
pounds a year from 1939 through 1942 and reached 479.0 mil-
lion in the latter year.’® Production of rayon staple fiber, which
first appeared in the United States about 1928, rose from 30.0
million pounds in 1938 to 153.0 million in 1942.** To a sub-
stantial extent, this increase in the production of rayon filled
the vacuum created by the cessation of silk imports and by the
requirement of all nylon production for military use. To some
degree, however, military demands for cotton fabrics enabled
rayon to move into civilian markets, chiefly the finer goods, for-
merly filled by cotton.

The most significant threat to cotton, created by the expansion
of rayon, is in the field of tire cord, cotton’s most important
" peacetime market. Prior to the entrance of the United States
into the war, “high-tenacity” rayon held approximately 4 per
cent of the tire cord market and cotton filled the remainder.
Total prewar production capacity for this type of rayon was

BRayon O/rganon. Vol. XIV. No. 2. Special Supplement, p. 16. Feb. 1943.
*Ibid.
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about 23.0 million pounds.”™ Shortly after Pearl Harbor, an
expansion of 25.0 million pounds was authorized. In September
1942, the War Production Board authorized an additional 50.0
million pounds. During 1943, a further 140.0 million pounds
has been authorized. While all the authorized increase in high-
tenacity rayon capacity is not yet in operation and all such rayon
produced is not now being used for tire cord, total capacity, com-
pleted and authorized, is equivalent to two-thirds the prewar
production of tire cord. This expansion holds serious implica-
tions for cotton in the postwar period.

The increasing competitive importance of synthetic fibers is
by no means confined to the United States. Most of Europe has
been unable to import any significant quantity of cotton since
1940. Well developed rayon industries existed within the area
prior to the war and there is no doubt that they are being util-
ized to the limit that labor and raw materials are available.
Rayon production within the Axis-controlled area in 1940 has
been reported at 1.7 billion pounds, equivalent to 3.5 million
bales of cotton, compared with 836 million pounds in 1936.'
British production of rayon, while slightly below the prewar
level has been well maintained. It is indicated that the British
are also using some rayon for tire cord and for insulation, mar-
kets formerly filled by cotton. They are also striving to main-
tain exports of rayon goods.” Switzerland, which in 1940 had
practically no production of rayon staple fiber, in 1942 reported
a production of 25 million pounds.*® All of these developments
indicate that cotton will have serious difficulty recovering for-
eign markets after the war.

Paper is another product which has made important advances

Data on expansion of rayon tire cord capacity from 78th Cong. 1st Sess. Senate.
Investigation of the National Defense Program. Report 10, Pt. 11. July 16, 1943.

BThe Cottorn Situation. No. 64, p. 6. Feb. 1942,

®Rayon Organon. Vol. XIV, No. 8, p. 112. July 1943.

#Ibid., No. 5, p. 70. April 1943.
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in the domestic market during the war, partly at the expense of
cotton. This is particularly true in the case of bags. While the
total quantity of cotton consumed in the manufacture of bags
has increased during the war, this increase has been entirely in
the field of heavy bags such as those used for marketing agricul-
tural commodities. There, cotton has replaced jute which is
normally imported and the supply of which has been far below
requirements. In the manufacture of light-weight bags such
as are normally used in the packaging of consumers’ goods, cot-
ton has been very largely replaced by paper. Even in the heavy
bag field, a market that is partly served by cotton in peacetime,
multiwall paper bags have made important advances.

The production and consumption of products competitive with
cottonseed products has increased during the war on a scale com-
parable to that of products competing with cotton lint. The com-
bined production of soybean oil, peanut oil, and lard, all of
which compete with cottonseed oil, was in 1942 more than double
that of the 1934-38 period. Production of oilseed cake and meal,
exclusive of cottonseed, was in 1942 more than three times the
1934-38 level. While most of the output of cottonseed linters
has been allocated to the production of smokeless powder, wood
pulp has moved in large quantities into linters’ peacetime chemi-
cal markets. Wartime demand has readily absorbed the in-
creased supplies of vegetable oils and protein concentrates. The
greatly increased output of these commodities, however, points
to postwar readjustments of major proportions.

Four years of war, then, have brought about the almost com-
plete destruction of foreign markets for American cotton except
for small quantities shipped under subsidy programs or as gifts
to military allies. Lack of cotton in foreign markets has re-
sulted in increased dependence upon synthetic fibers which will
likely have an important bearing upon the use of cotton af