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rough estimates of the relative effects of each type 
of program upon cotton acreage and production, domestic 
consumption, exports, cost to the Government, and in¬ 
come to cotton growers. 

The report is not intended as an argument for or 
against any of the alternative programs that were ana¬ 
lyzed. Rather, it is a factual statistical analysis to 
provide the Congress certain basic estimates that it 
requested. The Department hopes, of covirse, that these 
estimates will be helpful as part of the material to be 
considered in developing a program that will further the 
long term interests of cotton growers and the general 
public. 
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Section I 
SUMMARY 

On May l8^ 195^^ the report of the Committee on Appropriations of the 
Senate for the Agricultural and Farm Credit Appropriation Bill, 1957^ included 
a resolution requesting ”a full detailed report and analysis of the various 
systems for supporting the price of cotton." This resolution, quoted in full 
on page 13, specified certain points that the Committee wanted included in the 
report. This report is in response to this resolution. 

Main Problems Confronting Cotton 

The record high cotton stocks of the United States are perhaps the most 
dramatic evidence of the problems facing United States cotton producers. These 
stocks, about l4.5 million bales on August 1, 195^^ l/ accumulated be¬ 
cause production has outstripped disappearance. During the 1953-55 seasons 
United States production averaged more than 13 percent above that of the 
1920's, even though the acreage of cotton in cultivation was only half as 
large. The consumption of cotton per capita in the United States was about 
the same as it was in the 1920’s>even though the consimiption of all fibers ^ 
increased about 25 percent. Exports during the 1953-55 period were only about 
44 percent of those during the 1920’s, even though foreign consumption of 
cotton increased more than 60 percent. 

The world demand for textiles is steadily growing. But the increased 
demand is being met mainly by foreign cotton and by manmade fibers, rather 
than by United States cotton. A relatively high price for United States 
cotton has tended to encourage the increase in the acreage of foreign cotton 
and the expansion of manmade fiber consumption at home and abroad. 

United States cotton yields have been increasing rapidly in recent 
years and appear likely to continue to increase in the future. Expanded 
domestic markets and a greater share of export markets are urgently needed or 
United States cotton producers will be faced with even further reductions in 
acreage. The estimate of the 195^ harvested acreage is the lowest since 1882. 

One way to expand markets for cotton is to sell American cotton f-or 
prices which would discourage further expansion in the production of foreign 
cotton and of manmade fibers at home and abroad. This is not to say that 
lower prices, within reasonable limits, would cause the production of compet¬ 
ing fibers to decline very much if at all from recent levels. Lower cotton 
prices, however, would doubtless tend to slow up the rate of expansion in the 
output of competing fibers. The total consumption of fibers both in this 
country and abroad is expected to continue to increase. If the rate of expan¬ 
sion in the output of competing fibers is slower than the rate of expansion in 
the consumption for all fibers, the demand for U. S. cotton will increase. 

1/ The carryover on August 1, 1957 is estimated at about 12.3 million bales. 
2/ Cotton, wool, manmade fibers, flax, and silk. 



- 6 - 

The support price system for cotton could be modified in severeil ways 
so as to make cotton more competitive either in export markets or in both 
domestic and export markets and thus stimulate larger markets for United 

States cotton. 

Various Two-Price Systems of Price 
Support and Marketing Which Could 
be Made Applicable to Cotton 

This section of the report describes several possible ways of selling 
cotton in export markets at prices lower than those charged to domestic users. 
Some of the programs described in this section of the report are not two-price 
plans according to many definitions. Systems covered under two-price plans 
include Cash Export Subsidy, Sale of CCC Stocks for Export, Certificate and 
Processing Tax Plans, and International Cotton Agreement and hereinafter are 
so identified. 

Sale of CCC Stocks for Export.- American cotton is now exported at 
prices considerably less than those paid by domestic users. Recent sales of 
American cotton by CCC for export have been made at prices averaging slightly 
above 25 cents per pound, basis middling I5/16 inch. The comparable CCC loan 
rate is 31*59 cents. The purpose of this program is, of course, to expand 
exports and thus to move cotton surpluses into consumption. In this case the 
cotton farmer receives the same price for cotton whether it is used in the 
domestic or the foreign market. The Government absorbs the loss on the cotton 
sold for export. 

During the past several years cotton has been sold abroad mostly at the 
90 percent support level. During the past two years, some cotton was exported 
for foreign currency and under barter arrangements. In spite of these pro¬ 
grams, the volume of exports declined in 1955-56 to the second lowest level 
in any peacetime year since I87I, about 2.2 million bales. 

Recent legislation required that upland cotton from Commodity Credit 
Corporation stocks be made available for export at prices in line with prices 
of foreign cotton. Since this program started, cotton exports have increased 
substantially and for the 1956-57 marketing year are expected to increase to 
about 6.5 million beiles. However, much of this increase can be attributed 
to small cotton stocks abroad which were about 2 million bales smaller on 
August 1, 1956 than a year earlier. The decline in stocks occurred because 
importers abroad limited their imports from the U. S. in anticipation of the 
drop in U. S. export prices. The crisis in the Middle East has also been a 
factor contributing to the increased export of United States cotton. 
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Cash Export Subsidy.- A somewhat different approach would be to make 
cash payments to cotton exporters on all cotton exported. The amount of such 
a subsidy could be the same as the difference between support rates and Com¬ 
modity Credit Corporation export sales prices. The effect on exports probably 
would be about the same as under the CCC export sales program. 

Under the Sale of CCC Stocks for Export system practically all cotton 
exports would move through CCC, thus limiting the activities of cotton mer¬ 
chants. Under a Cash Export Subsidy system exports would be handled directly 
by cotton buyers and merchants. 

International Cotton Agreement.- There are several other possible means 
for making United States cotton more competitive. If an international agree¬ 
ment could be negotiated comparable to that for wheat, under which all of the 
principal producing and consuming countries would agree on maximum and minimum 
prices and quotas, the United States might obtain a larger share of the world 
cotton market. This, however, has been explored and it appears that there is 
little possibility of such an agreement being developed. A principal and 
vexing problem centers around the development of quotas that are mutually 
satisfactory to all countries. Other difficult problems are created because 
many kinds of cotton have distinctive characteristics, each kind having many 
different qualities and uses. 

Certificate Plan.- Another means for improving the competitive position 
of United States cotton in the export market would be to adopt some form of a 
certificate plan whereby all United States cotton would sell at world prices. 
The market price would be supported by a Commodity Credit Corporation loan. 
Domestic processors would be required to purchase certificates covering their 
requirements, with payments to producers approximately equal to the certifi¬ 
cate proceeds. Each cotton grower would be given a cotton acreeige allotment 
representing his share of both the export and domestic markets. He would also 
be given a domestic marketing quota in pounds or bales representing his share 
of the domestic market. If he did not exceed his cotton acreage allotment, he 
would be eligible to receive marketing certificates covering his domestic 
marketing quota. These certificates could have a redemption value equal to 
the difference between the domestic price objective and the loan rate or the 
domestic price objective and the market price, whichever \fas smaller. For 
example, the domestic price objective might be set at 90 percent of parity 
and the market price or loan rate might be at 65 percent of parity. In this 
case the value of the certificate would be 90 “ ^5 = 25 percent of parity. 
The cotton grower would sell his certificates either along with his cotton or 
separately. Domestic spinners would be required to buy certificates for each 
bale of cotton used to produce textiles for the domestic market. 
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This system vo\ild assure the producers a higher return on that cotton 
produced for domestic consumption. Such a plan would be mainly self financ¬ 
ing in the sense that the cost would be borne by domestic consumers of cotton, 
rather than by the Government. Since the grower would get a much lower price 
on his production above the domestic quota, he would have less incentive to 
expand production under a certificate program than under a program that sup¬ 
ports the entire crop at the domestic price objective level. Such a plan 
would not help to recapture domestic markets that have been taken over by sub¬ 
stitute materials nor would it help to prevent further loss of the domestic 
market. However, a lower domestic price objective under this or other systems, 
of say 80 percent of parity, might help to hold some domestic markets that are 
currently threatened by substitute materials. The Certificate Plan wotild en¬ 
able U. S. cotton to compete more effectively with foreign produced cotton and 
manmade fibers in world markets. 

The effects of a Certificate Plan could be obtained by a Processing Tax 
Plan. The mechanics of administering a Processing Tax Plan would be much 
simpler than the mechanics of administering a Certificate Plan. 

With any of the systems discussed above it appears that some production 
controls would be necessary in i960. Under any of these systems less strin¬ 
gent controls would be needed than those required under high support prices onj 
the whole crop. 

Fixed 90 Percent of Parity 
Supports and a Flexible 
Support Price System 

It would be possible to support cotton prices at 90 percent of parity 
or even 100 percent of parity if we are prepared to accept the consequences. 
Experience has shown, however, that the commercial market for American cotton 
at 90 percent of parity is limited. A continuous program of supporting prices 
at these levels would require much more drastic controls over acreage, pro¬ 
duction, and marketings than we have ever had in the past. 

These difficulties would be only partly overcome by a flexible price 
support between 75 and 90 percent of parity. When cotton supplies were 
above normal., support levels would be reduced. Such a system could encourage 
higher rates of domestic consumption and exports and discourage over¬ 
production, especially if the support level were held near 75 percent of 
parity over a .^period of years. Unless the support system were far more 
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flexible than that authorized by present legislation, even within the 75 "to 
90 percent range, there would still be a need for rather drastic production 
controls. Under a more flexible support system within the 75 "to percent 
range, production controls would be less drastic than under a fixed support 
at 90 percent of parity. 

Instead of the present 75 to 90 percent flexible support system, a 
program might be authorized for cotton similar to those now in operation for 
the mandatory non-basic commodities. Support might be authorized at such a 
level between 60 and 90 percent of parity as would bring about a balance of 
production and market purchases without production controls. One obvious 
problem would concern the estimation of the price that would bring about such 
a balance. Perhaps production and disappearance would about balance in i960 
without production controls if cotton prices averaged about 60 percent of 
parity over the next few years. In the more distant future, balance might be 
achieved at about 70 percent of parity, primarily because lower prices over a 
period of years would stimulate the growth of markets. 

A Price Support System Based Upon Prices 
of Itons Used in Cotton Production and 
A Price Support System Adjusted for 
Changes in Cotton Production Efficiency 

An index representing the composite average price of items used in 
producing cotton was developed for each year, 19^5 through 1955 and for 
1939* Average quantities of individual production items used during the 
19^7“^9 period were used as weights and appropriate prices were applied to 
the respective items. No distinction was made between cash and non-cash 
items. The price index (1945=100) was multiplied by the parity price for 
cotton in 1945 (when cotton prices were about equal to the parity price then 
current). The product, which is herein called "Cotton’s Own Parity," was 
slightly lower than "Old Parity" for cotton in all years except 1952. In 
1955 Old Parity was about 35*2 cents per pound and Cotton's Own Parity was 
34.6 cents per pound. A system called "90 Percent of Cotton's Own Parity" is 
ajialyzed in this report. 

Changes in the efficiency of producing cotton were appraised for each 
year from 1945 through 1955* Quantities of labor, land, power, machinery, 
fertilizer and- other materials and services, except management and general 
overhead items, used in producing the United States cotton crop for each 
year were estimated. Weighted aggregates of these input quantities were 
developed for each year by applying appropriate 1947-49 average prices to 
the quantity of each individual input or production item and combining the 
products. From these data an index was constructed using 1945 as the base 
year. 
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By dividing the quantity index of inputs used by an index of cotton 
production, both based on an index of input quantities per bale of 
cotton (herein called the "Efficiency Modifier") was developed# This index 
indicates that total quantity of inputs per bale of cotton was reduced 
sharply from 19U5 to 1955* The quantity of inputs per bale was about 30 per¬ 
cent less in 195^ than in 19U5# Some downward trend may continue for several 
more years* The application of the Efficiency Modifier (19U^*100) to the Old 
Parity price or to Cotton’s Own Parity would have resulted in a substantially 
lower parity price in most of the years considered* For 1955> for example, 
the Old Parity price multiplied by the Efficiency Modifier results in a price 
of 2U*2 cents per pound and Cotton's Own Parity multiplied by the Efficiency 
Modifier gives a price of 23*9 cents per pound* 

In the above illustrations the year 19U5 was used as a base for both 
Cotton's Own Parity and the Efficiency Modifier* Any other year for which 
data are available, however, could be selected as the base for calculating 
parity prices* If the year 1939 had been selected as a base. Cotton's Own 
Parity in 1955 would have been hi*2 cents per pound and if adjusted to reflect 
the Efficiency Modifier it would have been 30*2 cents per pound* If the 
price were based on Old Parity and adjusted for increased efficiency since 
1939, a parity price of 22*5 cents would have resulted in 1955tt This illus¬ 
trates the pronounced effect that the choice of a different base period for 
these indexes can have en cjucb calculations* 

The foregoing discussion assumes that cotton prices would be adjusted 
in such a way that all the gains from increased efficiency in cotton 
production would be' reflected in lower prices* This raises important ques¬ 
tions of policy, especially the question of idiether farmers should not retain 
at least part of the benefits from improved methods* Perhaps some means 
could be established wherein part of the gains would be retained by cotton 
farmers and part reflected in lower prices in order to improve cotton's 
competitive position for markets* In analyzing the effects of a support 
system based on Cotton's Own Parity and the Efficiency Modifier, one half of 
the results of increased efficiency is assumed to be reflected in price* This 
system is called "Cotton's Own Parity with 50-Percent Efficiency Modifier" 
and uses 19U5 as a base* 

The data at hand permit a limited appraisal for the period 19U5~55 
plus soma indications for the prewar year, 1939* But it is questionable if 
available data are adequate to use as a basis for developing a price support 
program* Moreover, to obtain and to keep current the kind of data needed 
would be difficult* 

Modernized and Old Parity and the Basa 
Quality for Price Support Purposes 

Old Parity maintains a fixed relationship between the prices for 
cotton and other farm products* Modernized Parity reflects the changing 
relationship between the prices received by farmers for cotton and for 
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other farm productso The changing relationship between these prices is 
intended to allow for relative changes in the demand for various farm 
products and the cost of producing them* The difference between the 
Modernized and the Old Parity price for cotton is slight - 35*81 and 36.21 
cents per pound, respectively, in mid-November 1956o 

Under present legislation, middling 7/8 inch staple is the base 
quality for price support purposes* If the base quality were shifted from 
middling 7/8 inch to the average quality of the crop, the average level of 
support would be lowered* The average value of a crop of normal qualities 
(5-yfiar average), if based on the 1956 support differentials for quality, 
is about 1*6 cents per pound above the value for middling 7/8 inch cotton* 

Economic Effects 

Each system of price SL^port in the foregoing discussion was analyzed 
for its economic effects under assumed general economic conditions* For 
illustration purposes these effects were estimated for I960* The pertinent 
points compared are: 

(1) Size of disappearance* 

(2) Size of the acreage reduction below uncontrolled acreage required 
by each system to balance production and disappearance. 

(3) Cost of each system to the Government* 

(U) The farm value of the crop (lint only)* 

(5) Farm value of crop less cost to Government. 

(6) Net farm incoirie* 

The ranking of the various systems with respect to each of these points is 
shown in the tables in Section VI. 

The largest disappearance is estimated for the Cash Export Subsidy, 
Sale of CCC Stocl<s for Export, and the Certificate systems in I960, lli.T 
million bales; the smallest for the 90 Percent of Parity system, ll.U million 
bales* The Certificate Plan requires the smallest acreage reduction and the 
90 Percent of Parity system the largest* 

Total costs to the Government (administrative and non-administrative) 
for the two-price systems range from about 0*3 billion dollars for the Cash 
Export Subsidy and the Sale of CCC Stocks for Export systems with 65 and 90 
percent of parity price objectives to less than 0.05 billion for the 
Certificate Plan* For all other systems, if fully effective controls over 
production could be assumed in I960, cost to the Government would be 
relatively nominal* This would involve much more drastic controls than have 
been in effect in the past* If such drastic controls were not feasible, the 
cost to the Government would be much higher than that estinated in this 
report* 

Disregarding cost to the Govemment, the highest estimated farm value 
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for the cotton crop in I960, 2«3 billion dollars, would be obtained imder the 
Cash Export Subsidy and Sale of CCC Stocks for Export systems with price 
objectives of 65 and 90 percent of parity. The estimated value under the 90 
Percent of Parity system is the smallest, about 1.8 billion dollars. 

Once again ignoring cost to the Government,'the largest net farm 
income, about 1.8 billion dollars, is estimated in I960 for the Cash Export 
Subsidy and Sale of CCC Stocks for Export systems with 65 and 90 percent of 
parity price objectives. The Cotton*s Own Parity with 50-Percent Efficiency 
Modifier system shows the lowest estimated net farm income, about l.Ii 
billion dollars. If Government cost is deducted, differences betvreen the 
various systems are narrowed. 

Beyond I960 it becomes more and more difficult to evaluate the precise 
economic effects of the several programs. The programs and policies 
followed between now and I960 will doutless affect the cotton industry for 
many years beyond that date. A cotton price low enough to make cotton 
competitive both in the domestic and foreign markets in I960 would set in 
motion forces that would, in the long run, increase the consumption of United 
States cotton. For this reason, in the more distant future, the relative 
position of the two 90 percent systems would probably tend to worsen. They 
would tend to discourage domeotic and foreign use of American cotton relative 
to the other systemsj hence comparatively less land would be devoted to the 
production of cotton. 
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Section II 

THE RESOLUTION 

On May l8, 195^, the Conimittee on Appropriations of the Senate reported 
the Agricultural and Farm Credit Appropriation Bill, 1957 (Report No. 2023) • 
This report contained the following resolution: 

"Report on Systems of Price Support for Cotton 

"Pursuant to a resolution adopted by the Committee on Appropriations: 

"The committee requests the Secretary of Agriculture to submit 
by September 1, 1956, a full detailed report and analysis of the various 
systems for supporting the price of cotton. In making his report the Secret¬ 
ary shall indicate the advantages and disadvantages, probable costs (including 
administrative) of each system of price support studied, together with the 
effect each system would be likely to have upon the domestic consumption and 
export of cotton and upon the net incomes of cotton producers. In making this 
study and reporting thereon the Secretary shall include but not be limited to 
the following systems of supporting the price of cotton: 

"(1) The various two-price systems of price support and marketing 
which could be made applicable to cotton; 

"(2) A price support system based upon a fixed 90 per centum of 
parity; 

"(3) A flexible price support system of between 75 90 per 
centum of parity; 

"(4) A price support system based upon the prices paid by cotton 
producers for labor, materials, equipment, power, and other items 
used in the production of cotton; 

"(5) A price support system based upon a method which permits the 
adjustment of the level of price support, determined as provided 
in clause (4), to any change in the relative efficiency of pro¬ 
ducing cotton; and 

"(6) The advantages euid disadvemtages of determining parity price 
in accordance with the method provided under the provisions of 
section 301 (a) (l) (A) of the Agricultural Adjustment Act of 
1938 (the so-called modernized parity formula), compared with the 
method used prior to the enactment of the Agricultural Act of 1948 
(the so-called old parity formula)." 

Subsequently, the date for the report by the Secretary of Agriculture 
was changed to January 1, 1957* This report is in response to the Resolution. 
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SECTION III 

Main Problems Confronting Cotton 

The record high cotton stocks of the United States are, perhaps, the 
most dramatic evidence of the problems facing the United States cotton pro¬ 
ducers. On August 1, 1956, these stocks were about l4.5 million bales. 2/ 

They have increased each year since 1951 when they stood at about 2.3 million 
bales. (See figure 1.) The August 1, I956 stocks were more than adequate to 
meet annual requirements for domestic consumption and exports at average rates 
of the recent past without a single bale of new-crop cotton. 

The sharp increase in the carryover has occurred because production 
outstripped disappearance. Despite acreage controls in 195^ 1955> produc¬ 
tion averaged about l4.1 million bales per year while disappearance averaged 
about 11.9 million bales. (See figure 2.) 

Production during the 1953"55 period has been large because of very 
high yields, as shown in figures 3 and 4. During this period cotton produc¬ 
tion averaged approximately I3 percent more than during the 1920*s, but cotton 
acreage harvested was only about half as large. Although yields per acre have 
been trending upwsird since the mid-1920*s, the increases in the last 4 years 
have been especially sharp. The average yield per harvested acre in 195^ was 
about 2.4 times that of 1925* It appears likely that yields will continue 
their upward movement for some time in the future. 

While yields and production were increasing, disappearance was declin¬ 
ing. In the 1953-55 period disappearance was about 11 percent smaller than 
during the 1920*s. Exports were about 44 percent of those during the 1920*s, 
but domestic mill consumption increased by approximately 4o percent. 

Domestic mill consumption increased in about the same proportion as did 
population. Although per capita consumption of cotton was about the same in 
the 1953-55 period as it was in the 1920's, the per capita consumption of all 
textile fibers (cotton, wool, manmade fibers, flax, and silk) was about one 
fourth larger in 1953-55 than in the 1920*s. Ibis increase was caused by 
larger consumption of manmade or synthetic fibers, as shown in figure 5» 
Their consumption increased by almost 9 pounds per person between the 1920*s 
and 1953-55* The inroads made by manmade fibers into natural fiber markets 
is probably larger than indicated by the poundage figures because some types 
of manmade fibers substitute for more than a pound of other fibers. In other 
words, the cotton equivalent of the manmade fibers is greater than indicated 
by the actual poundage of manmade fibers and on this basis the comparative 
standing of cotton is even less favorable. 

2/ The carryover on August 1, 1957 is estimated at about 12.3 million bales. 

I 
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Increases in manmade fiber consumption have been associated with de¬ 
clines in cotton consumption in the past. If there had not been an increase 
in consumer income from the 1920*s to the 1950*s, consumption of cotton per 
person in the United States probably would have declined because of the rapid 
growth in manmade fiber consumption. Since 19^^ prices for rayon sind acetate 
generally have been slightly below prices for cotton, and prices for these 
fibers have moved parallel to each other. Prices for cotton during this 
period have been high enough to encourage expansion in the output of rayon and 
acetate. Even though prices for fibers have only a relatively minor effect on 
the aggregate consumption of all fibers, such prices have a significant bear¬ 
ing on the eillocation of markets among fibers. 

Despite the substantial decline in U. S. cotton exports from the 1920*s 
to 1953-55^ foreign consumption of cotton increased by approximately 63 per¬ 
cent. The gap was filled by foreign cotton, production of which was about 2^ 
times as large in 1953-55 as in the 1920*s. Foreign consumption of cotton 
would have increased even more except for the increase in foreign manmade 
fiber production and consumption. In I920 manmade fiber production abroad 
was equivalent to about 51^000 bales of cotton. This production increased 
steadily, except dinring World War II, and in 1955 was equivalent to approxi¬ 
mately 9«3 million bales. 

There is a close correlation between prices for U. S. cotton and prices 
for foreign grown cotton. Even though foreign acreage of cotton has shown 
some tendency to increase, regardless of price, since the 1920*s, higher 
prices tended to accelerate the rate of expansion. Foreign cotton acreage 
expanded about 3I percent from 1939 through 1955 and cotton prices in constant 
dollars rose about 70 percent from 193^ through 195^* 

One important factor affecting the competitive position of U. S. cotton 
in world markets is the wide range of actions taken by governments of other 
major cotton exporting countries to expedite the exportation of their cotton. 
Export duties have been lowered when necessary to improve the competitive 
position of the growths in question. Some foreign governments also support 
the price of cotton. These governments sometime sell cotton for export below 
the prices at which cotton is supported. Some governments attempt to improve 
their cotton exports by barter transactions. Export bonus techniques have 
been used by governments of some cotton exporting countries to provide an 
incentive for exports. Finally, some countries at times provide for internal 
subsidization of cotton growers through free distribution of seed, fertilizer, 
and insecticides. 

If these long tern trends continue, U. S. cotton producers will find 
themselves confronted with shrinking msurkets that will absorb the output of 
fewer and fewer acres. Cotton farmers will then have to face the prospect of 
(1) steadily declining farm income from cotton or (2) farm income from cotton 
increasingly subsidized by Government cotton programs. 
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Section IV 

Methods of Calculating Parity or Support Prices for Cotton 

In this section the methods of calculating the parity or support prices 
for cotton requested by the Committee are described. The methods considered 
are: 

1. Modernized parity and old parity. 

2. Parity price based on the prices paid for items used in 
producing cotton, referred to as "Cotton’s Own Parity." 

3. Cotton’s Own Parity modified by changes in the quantity of 
inputs of various kinds used to produce a pound or a bale of 
cotton, referred to as "Cotton’s Own Parity with Efficiency 
Modifier." 

4. Basic quality for price support purposes. 

The Department will make in January 1957 sl fuller and more detailed report 
recommending improvement in the calculation of parity. 

Modernized Parity and Old Parity 

The adjusted base price for Modernized Parity is calculated by dividing 
the average price received by farmers for cotton over the preceding 10 calen¬ 
dar years by the index of average prices received by farmers for all farm 
products (1910-14=100) for the same period. The adjusted base price for 195^ 
is 12.39 cents per pound. The adjusted base price is then multiplied by the 
Parity Index (the index of prices paid), including interest, taxes and wages, 
for the particular month for which the calculation is being made to obtain the 
parity price for that month. 

To calculate the Old Parity price for cotton the base price of 12.4 
cents per pound (the average price received by farmers for cotton from August 
1909 to July 1914) is multiplied by the unrevised Index of Prices Paid, in¬ 
cluding taxes and interest but excluding wages, for the particular month for 
which the pari*ty price is being calculated. 

Old Parity maintains a fixed relationship between prices for cotton and 
other farm products. Modernized Parity reflects the changing relationships 
among prices received by farmers for cotton and other farm commodities. The 
changing pattern of relationships among these prices is intended to allow for 
relative changes in demand for various farm products and the cost of producing 
them. At the present (November 195^) there is little difference between 
Modernized and Old Parity, 35*81 and 38.21 cents per poimd, respectively. 
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The future relationship between Modernized and Old Parity prices for 
cotton will depend on changes in prices received for cotton in relation to 
changes in prices received for other farm products. Future price support 
policies are among the factors that will influence prices received for cotton 
and other important commodities. 

Some of the support systems for cotton discussed herein would cause 
prices received by farmers to fall substantially below those that would be 
received under the present support system. Although the parity prices are 
assumed to remain constant for illustration purposes, such systems might cause 
future modernized parity prices for cotton to decline. 

Cotton's Own Parity 

A price support system based on the prices of items used in cotton pro¬ 
duction would involve (l) calculation of an index representing the composite 
average of the prices for these items and (2) the application of the index to 
some base period cotton price. The result is referred to here as "Cotton’s 
Own Parity." 

An index representing the composite average price of items used in pro¬ 
ducing the U. S. cotton crop was developed for each year 19^5 through 1955 
for 1939* Items included were labor, land, planting seed, insecticides, fer¬ 
tilizer, irrigation water, power and machinery and ginning. Items not 
included were management and general overhead. 

The index was computed in the following manner. A weighted aggregate 
of actual prices of the production items was obtained for each year, using as 
weights the average quantity of each item used in 19^7-*^9• In the development 
of the weights, the total quantity of each item actually employed in produc¬ 
tion was used whether or not it was usually purchased. The 19^7--^9 period was 
chosen largely because better data were available for those years than for any 
others. However, this period is considered representative of the postwar 
period before reinstitution of acreage allotments and marketing quotas. 

The price index for production items was calculated by dividing the 
weighted aggregates for each year by that for a base year and multiplying the 
result by 100. To derive a parity price based only on items used in cotton 
production, the price index for each year was multiplied by the parity price 
for the same base year, as then calculated. 

In addition to being an index for cotton rather than an average index 
for all farms, this concept differs from the present parity formula in two 
important respects. Items used in family living are given weights and are 
included in present parity calciolations but not in Cotton’s Own Parity calcu¬ 
lations. The present parity formula includes and gives weight only to items 
which are purchased, and weights are assigned on the basis of relative import¬ 
ance in total purchased items. In Cotton’s Own Parity full weight is given to 
each item even though only a part of the item is usually purchased. 
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Table 1 gives results of the calculation of Cotton's Own Parity in 
index form for selected years and for two base years. Two important compari¬ 
sons can be made from these data. For the period 19^5-55^ with 19^5 taken as 
a base, the index of Cotton's Own Parity changed in about the ^^e proportion 
as did the Old Parity index. If such comparisons are made from the prewar 
base of 1939^ however, it will be noted that the index of Cotton's Own Parity 
increased about three-fold while the Old Parity index rose only to about 2^ 
times its 1939 level. This difference is due largely to the fact that labor 
and land account for a substantial part of the total weight in Cotton's Own 
Parity. Farm wage rates and farm land values have increased at a substan¬ 
tially greater rate since 1939 than have prices of items such as fertilizer 
and farm machinery. 

Table 1.- Indexes of parity prices of cotton 

Year 

19^5=100 ; 1939=100 

Old 
parity 

1 Cotton's own 
parity 

; Old 
parity 

1 Cotton's own 
parity 

1939 70 51 100 100 

1945 100 100 143 196 

1950 149 132 2l4 258 

1955 159 157 228 307 

Efficiency Modifier 

The development of a price support system which permits the adjustment 
of price supports in line with changes in efficiency involves the calculation 
of an index of efficiency for a period of years. This index is referred to in 
this report as the "Efficiency Modifier." 

In order to calculate the Efficiency Modifier, it was necessary to 
obtain estimates of the quantities of the major items used in producing the 
U. S. cotton crop (inputs) during each year of the 19^5-55 period and for 
1939. The items included are the same as those listed on page 22. The esti¬ 
mates of inputs relate to those actually used in cotton production each year 
and do not make allowance for resources that might have been unemployed in a 
given year because of fluctuations in the size of the cotton crop. 
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Production input data were obtained from several sources. The acreage 
of cotton planted and harvested, the total quantities of labor, fertilizer and 
planting seed used in producing cotton and the cost of ginning were available 
largely from published information. Estimates of power, machinery, irrigation 
and other items were developed from various local area studies and from mis¬ 
cellaneous sources. 

An index of the quantity of physical inputs required to produce a bale 
of cotton for the years 19^5 to 1955 s^nd for 1939 computed as follows. A 
weighted measure of the total quantity of inputs used in production was ob¬ 
tained for each year by applying appropriate average 19^7-^9 prices as weights 
to the quantity of each input item used in each year and summing their prod¬ 
ucts. These weighted aggregates were converted to index numbers by dividing 
the total for each year by the total for a base year and multiplying by 100. 
An index of the number of bales of cotton produced was also calculated. The 
index of quantity of inputs was divided by the index of bales produced to 
derive an index of quantity of inputs per bale of cotton, called the Effi¬ 
ciency Modifier. 

The results of these calculations using the year 19^5 s-s a base are 
given in figure 6. In general, there has been a sharp decrease in inputs per 
bale and they were 30 percent less in 1955 than in 19^5* The inclusion or 
exclusion of land as an input had relatively little effect on the index during 
the 19^5-55 period. 

A trend line fitted to the data shown in figure 6 indicates that the 
quantity of inputs per bale of cotton has decreased at an average rate of 
about 3 percent per year from 19^5 to 1955• Figure 7 shows the parity price 
for cotton that would result from use of Cotton's Own Parity and the 
Efficiency Modifier during the 19^5-55 period. As indicated above, the use 
of Cotton's Own Parity (19^5=100) would have resulted in substantially the 
same parity prices for cotton in most years as those resulting from the use 
of Old Parity. (See table 1.) In this instance the Old Parity price for 19^5 
and Cotton's Own Parity for 19^5 were assumed to be the same. The application 
of the Efficiency Modifier (19^5=100) to the Old Parity price of cotton and to 
Cotton's Own Parity would have reduced the parity price of each substantially 
during most of the years considered. For example, if in 1955 the Efficiency 
Modifier were multiplied by the Old Parity price and by Cotton's Own Parity, 
respectively, resulting prices would be about 24.2 and 23.9 cents a pound. 
Without use of the Efficiency Modifier, Cotton's Own Parity would have been 
about 34.6 cents in 1955* Old Parity in 1955 was 35*1 cents per pound. 

Limitations of available data largely circumscribe the accuracy with 
which estimates can be made of either the Efficiency Modifier or Cotton's Own 
Parity. This is especially true of estimates for years earlier than 1945* 

Even with basic data regarded as adequate, the analysis indicates that 
the choice of the base period can result in a considerable difference in the 
parity price for any given year. For exaii5)le, if the year 1939 were used as a 
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base. Cotton's Own Parity price in 1955 would be about 47.2 cents per pound 
and if an adjustment were made for increased efficiency the adjusted 1955 
parity price would be about 30.2 cents per pound. Old Parity in 1955 simi¬ 
larly adjusted would be about 22,5 cents per pound. 

If the Efficiency Modifier is to be used as a device in calculating 
the parity price for cotton, some technique such as a moving average or other 
method for measuring trend would be needed to take into account wide year-to- 
year variations resulting from differences in weather and other growing condi¬ 
tions . Data to compute the Efficiency Modifier for the current crop would not 
be available for use in the support price calculation for that crop. The use 
of the preceding year's data might cause a support price to be calculated 
which would reflect more or less change in efficiency than actually occurred. 

Use of the Efficiency Modifier would raise questions as to how gains in 
efficiency should be shared between cotton producers and consumers. Changes 
in the efficiency of cotton production vary among areas and farms. Applica¬ 
tion of an Efficiency Modifier that would be based on changes in average 
efficiency would have differential effects on net incomes of cotton producers. 
Many producers who can attain less than average gains in production efficiency 
would be adversely affected. It should be noted, however, that any reduction 
in the national support price which is based on averages or in free market 
prices would also raise severe problems for inefficient producers. This 
may mean that other programs would be needed to assist inefficient producers 
to make adjustments. 

Base Quality for Price Support Purposes 

Under present legislation middling 7/8 inch is designated as the 
standard grade of cotton for price support purposes. This means that the 
announced support rate becomes the average rate for middling j/Q inch with 
premiums and discounts for other qualities. Because the average quality of 
the crop is higher than middling 7/8 inch, the average rate received by farm¬ 
ers for their cotton based on support prices will be above the rate for 
middling 7/8 inch and above the announced support level. If the quality 
differentials for the 195^ CCC loan program and the average quality distribu¬ 
tion of the 1950-5^ crops are used, the loan rate for the entire crop would 
average about 1.6 cents per pound higher than the loan rate for middling 7/8 
inch. For farm products other than cotton the parity price and support rate 
relate to the average of all grades and classes rather than to a specific 
quality. 

If the legislation were changed to provide that the level at which 
cotton is supported should apply to the average quality of the crop rather 
than middling 7/8 inch cotton, the loan rate would be lowered. The effect on 
disappearance and production would be the same as lowering the percentage of 
parity at which cotton is supported by a corresponding amoimt while leaving 
the base quality at middling 7/8 inch. 
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Section V 

Alternative Systems of Price Support 

This section describes several alternative systems of price support and 
summarizes their economic effects as estimated for I96O. These effects are 
tabulated and compared in Section VI entitled "Estimated Economic Effects of 
Alternative Cotton Price Support Systems." Also compared in that section are 
longer-term effects where it is believed that the relative position of the 
several systems with respect to these effects might be somewhat different from 
i960 estimates. The bases for ascertaining these effects are discussed in 
detail in the Appendix. 

The systems of supporting cotton prices which are discussed in this 
report are: 

1. Cash Export Subsidy. 

2. Sale of CCC Stocks for Export. 

3. Certificate Plan and Processing Tax Plan. 

International Cotton Agreement. 

5* Ninety Percent of Parity (Modernized Parity). 

6. Flexible Support Price System (Modernized Parity). 

?• Seventy-five Percent of Parity (Modernized Parity). 

8. Ninety Percent of Cotton’s Own Parity. 

9* Cotton’s Own Parity with ^CHPercent Efficiency Modifier. 

The economic effects of each system for i960 are summarized under six 
categories as shown below: 

1. Size of disappearance. 

2. The size of the acreage reduction below uncontrolled acreage 
required by each system to balance production and disappearance. 

3. Cost to the Government of eacn system. 

4. The farm value of the crop (lint only). 

5. Value of the crop less the cost to the Government. 

6. Net farm income. 
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In order to ascertain the economic effects of the various alternative 
programs, analysis of each system was made, assuming each system to be put 
into effect in 1957 Q-nd kept in effect throughout the projection period* 

Various Two-Price Systems of Price Support and 
Marketing Which Could be Made Applicable to Cotton 

Although the committee directed the Department to study "two-price” 
systems, it did not define the term. Actually, there are many different defi¬ 
nitions of two-price systems. This section of the report considers several 
alternative methods of supporting cotton prices or supplementing the returns 
of cotton growers. Some of the programs described in this section are not 
two-price plans according to many definitions. The plans described would 
provide lower prices for cotton in export markets than the prices charged 
domestic users. The first four systems listed above are discussed under two- 
price systems. 

With the exception of an International Cotton Agreement all the systems 
discussed herein might be considered by foreign countries as unilateral dump¬ 
ing systems. Cotton importing countries might not object because they would 
be able to buy cotton at lower prices; but cotton exporting countries might 
take retaliatory action, particularly if the system should result in the U. S. 
obtaining what these countries considered to be a larger than fair share of 
the world market. Some of these exporting countries are important in the 
international security system of the United States, for example, Turkey and 
Pakistan. Even cotton importing countries might take exception to such 
systems if they thought that the adopted system indicated a shift in general 
United States international, trade policy for other agricultural commodities 
and, perhaps, for industrial products. The initiation of such a system could 
precipitate a movement toward tighter restrictions on international trade by 
foreign countries. 

Except for the International Cotton Agreement all of the four systems 
might be considered unilateral dumping by other countries; but the systems 
that most clearly fall Into such a classification are the Cash Export Subsidy 
and the CCC Sale of Stocks for Export. The Certificate and Processing Tax 
Plans could be considered a domestic subsidy to cotton producers. 

’ 9 

Cash Export Subsidy.- Under a Cash Export Subsidy system the domestic 
price for cotton would be supported by a Commodity Credit Corporation loan. 
Exporters of cotton could receive a subsidy in cents for each pound of cotton 
exported which would be eq^ual to the difference between the support or market 
price and an export price objective. 

If 90 percent of parity were used as the domestic price and the differ¬ 
ence between 90 percent and 65 percent of parity times the parity price were 
used to calculate the export subsidy, the fami price would be about 32 cents 
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per pound for Middling 7/8-inch cotton and the export subsidy rate would be 
8.9 cents per pound or about $44.50 per bale. If the domestic price were 
80 percent of parity, the farm price woiild be about 28.4 cents per pound and 
the export subsidy would be about 5*3 cents per pound or about $26.50 per 
bale. In this report, 90 and 65 percent of parity and 80 and 65 percent of 
parity are used for purposes of illustration. 

Though the Cash Export Subsidy system is fairly straightforward in its 
operation, it has some con^licating factors. Since the end of World War II 
the United States has exported more than 500,000 bales of cotton a year in the 
form of manufactured textiles. With American cotton made available at a lower 
price to foreign mills than to domestic mills, domestically produced cotton 
textiles would be at a competitive price disadvantage, as compared with cotton 
textiles produced abroad. As is currently being done, this problem could be. 
solved by paying an "equalization fee" on the cotton content of manufactured 
textile items exported from the U. S. The payment for textiles would have to 
be made to the textile exporter as the textile manufacturer often does not 
know if his product will be exported or consumed domestically when he sells 
it. 

The U. S. also imported cotton textile items in the post-World War II 
years, but in considerably smaller quantity than cotton textile exports. The 
sale of American cotton at lower prices to foreign mills than to domestic 
mills might place foreign mills in a somewhat more favorable position in com¬ 
peting with their domestic counterpart in the U. S. If their exports were to 
increase sharply, it might be desirable either to limit the amount of cotton 
textiles imported into the U. S.. or to impose an import equalization fee upon 
them. 

The limitation of imports would be difficult to administer. Import 
quotas on cotton textiles would require quantitative limits on many diversi¬ 
fied products from several countries. It is doubtful if adequate data are now 
available for imposing and administering such quotas on many of these products. 

The comparisons of the economic effects of the various support systems, 
shown in Section VI, assume that the cotton textile export and import pro¬ 
blems under the Cash Export Subsidy system would be satisfactorily solved. 

The estimated economic effects of the Cash Export Subsidy system under 
the assumptions and approach explained in Section VI and in the Appendix are: 

1. Disappearance in i960 probably would be about l4.2 million bales 
with a domestic price objective of 90 percent of parity and about l4.7 million 
with a domestic price objective of 80 percent of parity. 

2. To balance production and disappearance under the domestic price 
objective of 90 percent of parity, an acreage reduction below uncontrolled 
acreage of about 8.5 million acres would be required in i960. Under the 
80 percent domestic price objective the required acreage reduction is esti¬ 
mated at about 6.8 million acres. 
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The cost to the Government in I960 with a domestic price 
objective of 90 percent of parity would be about 0*3 billion dollars and 
about 0*2 billion with a domestic price objective of 80 percent of parity* 

Uo The value of the crop would be about 2*3 billion dollars in I960 
with a domestic price objective of 90 percent of parity and about 2*1 
billion with a domestic price objective of 80 percent of parity* 

5* The value of the crop less the cost to the Government in I960 
with a domestic price objective of 90 percent of parity would be approxi¬ 
mately 2 billion dollars and about 1*9 billion with a domestic price 
objective of 80 percent of parity* 

6* Net farm income in I960 under a 90 percent domestic price 
objective would be about 1*8 billion dollars and about 1*6 billion under an 
80 percent domestic price objective* 

Sale of CCC Stocks For Export*- Under this system the Commodity Credit 
Corporation would sell stocks of cotton which it owned for export at a lower 
price than the domestic market price or the loan rate available to farmers* 
The price for export cotton would reflect the CCC sales price for export 
and the price for cotton consumed domestically would reflect the loan rate or 
market price to farmers* This system has been in effect for cotton exports 
during the 1956-^7 marketing year; it was also used to a limited extent in 
1955-^6* For the 1956-^7 season, the differential between the market price 
(or CCC loan rate) and the CCC sales price for export cotton has been about 
6*5 cents per pound* 

During the past several years cotton has been sold abroad mostly at 
the 90 percent support level. For the last two years cotton has been sold 
abroad for foreign currencies under the Agricultural Trade Development and 
Assistance Act of 195U and for foreign products under barter contracts* In 
spite of these programs, the 'volume of exports declined to 3«U million bales 
in 195U-55 and still further to 2*2 million bales in 1955-56* Exports in 
1955- 56 were the second smallest of any peacetime year since 1871* 

The Agricultural Act of 1956 required that upland cotton from 
Commodity Credit Corporation stocks be made available for export at prices 
in line with prices of foreign cotton. Under the current export program, 
exports have increased substantially, and are expected to be about 6*5 
million bales in the 1956-57 marketing year* As of December lii, 1956, the 
Commodity Credit Corporation had sold about 6*2 million bales for export in 
1956- 57# Undoubtedly the low price at which export cotton is being sold by 
CCC has been effective in stimulating e3qports, but much of the increase is 
due to the replenishment of cotton stocks abroad, an increase in foreign 
cotton consumption of up to a million bales above 1955-56, and the lack of 
a substantial increase in foreign cotton production* The cotton carryover 
in the foreign free world was about 2 million bales smaller on August 1, 
1956 than a year earlier* The decline in foreign stocks occurred because 
importers abroad restricted their imports from the United States in 
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anticipation of the drop in United States escort prices® The recent high 
levels of economic activity abroad have caused foreign free world cotton 
consuu^jtion to increase®. Although yields per acre of cotton increased over 
1955-56 in 1956-57^ cotton acreage in the foreign free world declined for the 
first time since the end of World War II. Foreign free world cotton produc¬ 
tion is estimated to be only about 100,000 bales larger in 1956-57 than in 
1955-56® 

Since exporters could buy cotton from CCC cheaper than on the open 
market, all cotton exports probably would move through CCC thus limiting the 
handling of cotton by cotton merchants* This is in contrast to the Cash 
Export Subsidy system under which all cotton, for export or otherwise, could 
move through commercial channels® 

As CCC does not take ownership of current crop loan stocks until after 
the end of the current marketing year, all sales for export would come from 
previous crops. The quantity of the current crop that would move exclusively 
through non-Govemment marketing channels would be about equal to domestic 
mill consuirption® Since the current crop probably would be larger than 
domestic mill consurq^tion, the prices received by farmers probably would be 
close to the CCC loan rates. When CCC sold cotton for exp^ort it would absorb 
any losses® 

For the purpose of determining the economic effects of the Sale of CCC 
Stocks for Export system in I960, two alternative assumptions are made with 
respect to the export sales price and the domestic price* The first assumes 
an export price objective of 65 percent of parity and a domestic price 
objective of 90 percent of parity; the second assumes price objectives of 65 
and 80 percent of parity, respectively® It is further assumed that the 
cotton was acquired by CCC at the domestic price objectives which were the 
loan rates in an earlier year and acquisition costs were added® Thus every 
bale exported would cost the Government about 5l or 33 dollars per bale 
depending upon the domestic price objective. This assumes also that cotton 
is sold for export by CCC on the date it is acquired. Actually CCC may hold 
the cotton for some tiiae after acqaisitlon® Therefore, the per bal.e cost 
shown above is actually a minimum cost* 

The same problems connected with the export and import of cotton 
textiles exist under both the Cash Export Subsidy system and the Sale of CCC 
Stocks for Export system. (See page 3G0 Also, the comparison of the 
economic effects of the various support systems shown in Section VI assumes 
that the cotton textile export and import problem under the Sale of CCC 
Stocks for Export system would be resolved® 

The estimated economic effects of the Sale of CCC Stocks for Export 
system under the assumptions and approach explained in Section VI and the 
Appendix are the same as those for the Cash Export Subsidy system with 
respect to disappearance, the acreage reduction required to balance produc¬ 
tion and disappearance, farm value of crop, net farm income, and cost to 
Government. 
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Certificate Plan and Processing Tax Plan»~ The Certificate Plan and the 
Processing Tax Plan are considered together because their essential 
difference lies only in the manner in which funds to be paid to producers on 
their domestic marketing quota would be collected*. 

Under the Certificate Plan each cotton grower would be given a total 
crop acreage allotment representing his share of both the exf.ort and domestic 
markets. He also would be given a domestic marketing quota in pounds or 
bales representing his share of the domestic market* If he did not exceed 
his cotton acreage allotment he could place his cotton in a Commodity Credit 
Corporation loan and he would be eligible to receive marketing certificates 
covering his domestic marketing quota* These certificates could have a 
redemption value equal to the smaller of (l) the difference between the 
domestic price objective and the loan rate or (2) the difference between the 
domestic price objective and the market price* For example, the domestic 
price objective might be set at 90 percent of parity and the export price 
objective at 65 percent of parity* If the market price were the same as the 
export price objective, the value of the certificate would be 90-65* 25 
percent of parity* If the domestic price objective were 80percent of parity^ 
the value of the certificates would be 15 percent of parity* These are the 
situations assumed for purposes of illustration in this report* 

The cotton grower would sell his certificate either along with his 
cotton or separately* Domestic spinners would be required to buy certifi¬ 
cates for each bale of cotton used to produce textiles for the domestic 
market* Exporters of textiles made from American cotton would receive a 
rebate for the cost of the certificates covering the quantity of cotton used 
in manufacturing the exi.)orted textiles* Importers of textiles would buy 
certificates for the quantity of cotton used in manufacturing the imported 
textiles* 

In order to prevent speculation in certificates it probably would be 
necessary to establish some centralized method for buying and selling the 
certificates* This could be done through banks and the Federal Reserve 
System# Certificates would be bought and sold at fixed prices* Another 
method would be to have all sales and purchases of certificates move through, 
or be registered with, the Commodity Credit Corporation* In any event, the 
sale and purchase of certificates would require some paper work and adminis¬ 
trative detail* 

Under a Processing Tax Plan there would be no certificates* Domestic 
mills would pay a processing tax on each pound of cotton processed* The 
processing tax would be equal to the value of the certificates as described 
previously* The Government would use the processing tax collections to 
reimburse farmers for the difference between the domestic price objective and 
the loan rate or market price* Tbqporters of cotton textiles would receive 
a rebate for the processing tax for the amount of cotton used to manufacture 
the exported textiles* Importers of cotton textiles would pay a processing 
tax on the amount of cotton used to manufacture the imported textiles* 

From an administrative viewpoint, the Processing Tax Plan would be 
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simpler to operate than the Certificate Plan© It would involve less paper 
work* 

Under the Certificate and the Processing Tax Plans the cost of 
certificates or the tax would be borne immediately by the cotton spinner* 
Eventually a large part of the cost probably would be passed on to the 
domestic consumer of textiles in the form of higher prices* Thus, the cost 
of the certificates or tax would be borne by the user of cotton textiles 
rather than by the ta^q^ayers* Under the other two-price systems discussed 
herein all taxpayers would bear the cost* 

The estimated economic effects of the Certificate and Processing Tax 
Plans under the assiimptions and approach explained in Section VI and the 
Appendix are: 

1* Disappearance in I960 with a domestic price objective of 90 percent 
of parity would be about lU.2 million bales and with a domestic price 
objective of 80 percent of parity it would be about 1U*7 million bales* 

2* To balance production and disappearance in I960 acreage reductions 
below uncontrolled acreage of about 7©1 million acres would be required with 
a domestic price objective of 90 percent of parity and about 6*1 million 
acres with a domestic price objective of 80 percent of parity* 

3* The cost to the Government in I960 would be less than 0*05 billion 
dollars * 

U© The value of the crop in I960 with a domestic price objective of 90 
percent of parity would be about 2 billion dollars and with an 80 percent of 
parity domestic price objective it would be about 1*9 billion dollars* 

5* The value of the crop less the cost to the Government in I960 would 
be about 2 billion dollars with a domestic price objective at 90 percent of 
parity and about 1*9 biJLlion dollars with a domestic price objective at 80 
percent of parity* 

6* Net farm income in I960 would be about 1*6 billion dollars with a 
domestic price objective at 90 percent of parity and about 1*5 billion 
dollars with a domestic price objective at 80 percent of parity. 

International Cotton Agreement.- Basic types of international commodity 
agreements are: 

1. Multilateral contract 

2. International trade quotas 

3. Buffer stocks. 
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Several combinations can be derived frcan these basic types. One of the 
basic types, a multilateral contract, is discussed here; it is similar to the 
International Wheat Agreement. 

The objectives of this type of agreement are to give importing count- 
tries supply assurance and exporting countries market assurance at prices that 
are considered mr to producers and consumers. Within the framework of 
guaranteed quantities and prices, the agreement provides assured supplies for 
iii5)orting countries at a specified maximum price and an assured market to ex¬ 
porting countries at a specified minimum price. This type of agreement does 
not prescribe the means or methods to be used by participating countries to 
inside fulfillment of their contractual obligations, but it is designed to 
avoid interference with private trade and with the internal policies and pro¬ 
grams of the countries involved. 

The agreement does not of itself control production or limit trade, and 
it does not impede the free movement of prices within the guaranteed price 
range. In other words it does not interfere with the operation of market 
forces except when prices reach predetemined limits and then only as far as 
guaranteed purchases and sales are concerned. 

The total of the guaranteed purchases of the importing countries and 
the total of the guaranteed sales of the exporting countries are equal. Any 
disparity between these totals that might develop is reestablished by an 
agreed adjustment procedure. All transactions among participating countries 
within the specified range between the maximum and minimum prices are counted 
as fulfillment of guaranteed purchases and sales. Exporting countries are not 
obligated to sell at less than the agreed maximum price, and importing coun¬ 
tries are not required to buy at prices above the minimum. 

Provided they fulfill their obligations \mder the agreement, partici¬ 
pating exporting countries remain free to sell over and above the quantity 
guaranteed in the agreement to any participating or nonparticipating country 
at any price; and participating importing countries remain free to buy over 
and above the guaranteed quantity from any source at any price. Thus, two 
prices (the agreement price and a higher or lower market price) can exist at 
the same time. 

This type of agreement results in multiple pricing only when the mar¬ 
ket price rises above or falls below the agreement price range. Conceivably, 
a maximum price could be established so high and a minimum price so low that 
market prices would always fluctuate within the range. 

At the other extreme, a contract type of agreement, if combined with a 
domestic support program, might resiilt in a "three-price'* system. For ex- 
anple, the free world price might be above the maximum agreement price with 
the domestic price at an even higher level. 

There are many problems to be faced in connection with the administra¬ 
tion of the International Cotton Agreement. These include (l) the varying 
quantities of the wide range of qualities of cotton used in the world, (2) 
the implications of the agreement to exporting countries when prices rise to 
the maximum and to iii5)orting countries when prices fall to the minimum 
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permitted by the agreement, (3) the implications of international trade in 
cotton textiles, and (ii) foreign exchange problems« 

The possibility of developing an international agreement has been 
explored and it appears slender indeed. The principal and vexing problems 
center around the development of quotas which are mutually satisfactory to 
all countries, both importing and exporting* Since the possibility of con¬ 
cluding an agreement is remote, additional space is not devoted to discussing 
the numerous technical and administrative conplications which would arise in i 

connection with the negotiation and administration of such an agreement, nor 
is an analysis made of the economic effects* However, if the United States 
unilaterally adopts a two-price system of another type, other countries might 
find an International Cotton Agreement more attractive in the future than 
they have in the past* 

Systems of Cotton Price Support ; 
Other Than Two-Price Systems 1 

Ninety Percent of Parity*- Under the 90 Percent of Parity system there i 
would be a CCC loan available at 90 percent of the parity price for cotton* j 
A national marketing quota and a national acreage allotment would be ! 
established to bring production and disappearance into balance* Each farmer > 
would receive an acreage allotment which would be his share of the national 
allotment* As long as the farmer did not exceed his acreage allotment, he [ 
would be eligible to place his cotton in the CCC loan* If he exceeded his I* 
acreage allotment, he would be subject to a penalty of ^0 percent of the ! 
parity price on all cotton produced from the excess acreage* if 

In this report it is assumed that cotton would sell in the market for 
90 percent of parity* This is predicated on the relatively heavy stock ? 
position which it is assumed would characterize this system in I960 and the |' 
resulting likelihood that the market price would not be significantly i 
different from the loan rate* (See pages 4l and 42.) j 

The estimated economic effects of the 90 Percent of Parity system under i 
the assumptions and approach explained in Section VI and the Appendix are: | 

1* Disappearance in I960 wo\ild be about ll.U million bales* 

2* To balance production and disappearance acreage reductions below 
uncontrolled acreage of about 11*7 million acres in I960 would be required* 

,3» The cost the Government in I960 would be less than 0*0^ billion 
dollars* 

U* The value of the crop in I960 would be about 1*8 billion dollars* 

5* The value of the crop less the cost to the Government in I960 would 
be about 1*8 billion dollars* 

I 

6* Net farm income in I960 would be about 1*6 billion dollars* 

I 
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Flexible Support Price System. - Under the Agricultural Act of 19^9 Q- flexible 
support price system for cotton was authorized. When the total supply of cot¬ 
ton exceeds 108 percent of the normal supply, the percentage of parity used to 
determine the minimum support price declines from 90 percent, and reaches a 
minimum level of 75 percent when the supply exceeds I30 percent of normal. 
The various percentages of parity at which cotton is supported when the aotual 
supply exceeds I08 percent of normal is shown in the following table; 

When actual supply is 
the following percent 
of normal supply; 

The level of support shall 
be not less than the 

following percentage of 
the parity price; 

Not more than IO8 . 90 
More than I08 but not more than 110 . 89 
More than 110 but not more than 112 . 88 
More than 112 but not more than ll4 . 87 
More than ll4 but not more than 116.   86 
More than 116 but not more than II8 . 85 
More than II8 but not more than 120 . 84 
More than 120 but not more thanll22 . 83 
More than 122 but not more than 124 . 82 
More than 124 but not more than 125 . 8l 
More than 125 but not more than 126 . 80 
More than 126 but not more than 127 . 79 
More than 127 but not more than 128 . 78 
More than 128 but not more than 129 . 77 
More than 129 uot more than I30 . 76 
More than 130 ... 75 

Although this system is called a flexible support price system, it act¬ 
ually has little flexibility. The formula for cotton and peanuts differs from 
that for other basic commodities whose minimum support levels decline below 
90 percent of parity -vdien the supply percentage exceeds 102 percent rather 
than 108 percent of normal. Marketing quotas and acreage allotments to 
restrict production of cotton are required when the actual supply exceeds 100 
percent of normal but the support price does not start to flex until the act¬ 
ual supply exceeds I08 percent of normal. Thus when supply is only moderately 
excessive, as defined by the normal concept, principal reliance is placed on 
production controls to reduce the supply. Lower support prices to help bring 
production and disappearance into balance are not initiated until the actual 
supply becomes markedly larger than normal. In recent years, the rapid in¬ 
crease in yields has made marketing quotas and acreage allotments largely 
ineffective in reducing the actual supply. Other modifications of the support 
system have been enacted into law which tend to keep the support price close 
to 90 percent of parity. 
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In the Agricultural Act of 195^ a commodity set-aside for cotton was 
authorized in which the Secretary of Agriculture was required to place 3 to 
4 million hales of cotton. Cotton included in the set-aside is also included 
in calculating actual supply to compute marketing quotas and acreage allot¬ 
ments^ hut the set-aside is not included in the actual supply for purposes of 
computing the level of price support for cotton. This use of the set-aside 
has the effect of keeping the support price high relative to the marketing 
quota and acreetge allotment level. However, the actual supply for the 1955“58 
marketing year was so large that even with the set-aside exclusion a minimum 
support level for the 195^ crop of 75 percent of parity was indicated. The 
actual support level was set at 82.5 percent of parity. 

Additional provisions in the Agricultural Act of 195^ were designed to 
reduce the supply or production of cotton and thus keep the support price at a 
high level. The minimum acreage allotment for 1957 and 1958 was pegged at the 
1958 level of 17.4 million acres. However, the Soil Bank Act, included in the 
Agricultural Act of 1958, provides for payments to cotton producers of up to 
300 million dollars per year for reducing actual acreage helow their acreage 
allotments for the 1958, 1957^ 1958 and 1959 crops. If effective, this Act 
will reduce production and supplies, thus raising the support level. 

If the flexible system were operated so that it held the support price 
level at or close to percent of parity, its effects would not differ sig¬ 
nificantly from those of the fixed 90 Percent of Parity system shown on 
page 36. 

If a flexible system were operated so that the support level declined 
to the minimum allowed—in this case 75 percent of parity—its effects would 
be quite different from the fixed ^0 Percent of Parity system and would approx¬ 
imate those for a 75 Percent of Parity system, described below. 

Instead of the present 75 lo 90 percent flexible support system, the 
Congress might authorize a program for cotton similar to programs now in 
operation for the mandatory non-basic commodities. Support might be author¬ 
ized at such a level between 80 and 90 percent of parity as would bring about 
a balance of production and market purchases for domestic consumption,export, 
and inventory without production controls. Such a program would not affect 
the aversLge level of cotton prices significantly over a period of years. It 
would be mainly a program to stabilize cotton prices. The Commodity Credit 
Corporation would still stand, ready to make loans whenever there was excess 
production. Howe\er, presumably the inventory of the Commodity Credit Cor¬ 
poration would usually be low and often might be non-existent. 

It would obviously be difficult to estimate accurately what price would 
bring a balance between production and disappearance without production con¬ 
trols. This is simply because the cotton industry has now operated for almost 
25 years under price supports and intermittent acreage controls. Perhaps 
production and disappearance would be approximately in balance in I98O with¬ 
out production controls if cotton prices averaged about 80 percent of parity 
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over the next few years. In the more distant future, the balance might be at 
about 70 percent of parity, primarily because lower prices over a period of 
years would contribute to the growth of markets. 

Seventy“five Percent of Parity.- The Seventy-five Percent of Parity 
system would operate in much the same way as the Ninety Percent of Parity 
system except that the support price would be set so that the average price 
received by farmiers would be about 75 percent of parity. Domestic mills and 
importing countries alike would pay a price equivalent to about 75 percent of 
parity. 

The estimated economic effects of the 75 Percent of Parity system under 
the assumptions and approach explained in Section VI and the Appendix are: 

1. Disappearance in i960 would be about ik.k million bales. 

2. To balance production and disappearance acreage reductions below 
uncontrolled acreage in i960 of about 6.6 million acres would be required. 

3. The cost to the Government in i960 would be less than O.O5 billion 
dollars. 

4. The value of the crop in i960 would be about I.9 billion dollars. 

5. The value of the crop less the cost to the Government in i960 would 
be about I.9 billion dollars. 

6. Net farm income in i960 would be about I.5 billion dollars. 

Cotton*s Own Parity.- Under a support system based on Cotton's Own 
Parity, calculated as described on page 22 , cotton would be supported at 
90 percent of Cotton's Own Parity price. Otherwise the system would operate 
exactly the same as the 90 Percent of Parity system. 

The estimated economic effects of this system under the assumptions and 
approach explained in Section VI and the Appendix are: 

1. Disappearance in I96O would be about 11.9 million bales. 

2. To balance production and disappearance acreage reductions below 
uncontrolled acreage of about 10.8 million acres in i960 would be required. 

3. The cost to the Government in i960 would be less than O.O5 billion 
dollars. 

4. The farm value of the crop in i960 would be about I.9 billion 
dollars. 
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5. The value of the crop less the cost to the Government in i960 
would he approximately I.9 billion dollars. 

6. Net feirm income in i960 would be about 1.6 billion dollars. 

Cotton's Own Parity with Efficiency Modifier.- As indicated in the 
discussion of the calculation of the Efficiency Modifier, the efficiency 
of producing cotton is aLffected markedly by conditions over which man has 
little or no control, such as weather and insects. In addition, there 
is the question of how gains in efficiency should be distributed, such 
as between the farmer and the consumer. 

The support system used in this report passes on half of the gain 
in efficiency in the form of lower support prices and keeps half in the 
support price. It is assumed that rate of increase in efficiency which 
prevailed from 19^5 to 1955 will prevail through i960, close to 3 percent 
a year from the 19^5 base. 

Cotton's Own Parity was then multiplied by an efficiency index 
which used half of the rates of gain in efficiency described above. The 
result of this calculation was assumed to be the price which fetrmers 
would receive for cotton. 

The estimated economic effects of Cotton's Own Parity with a 
50-Percent Efficiency Modifier system under the assumptions and approach 
explained in Section VI and the Appendix are; 

1. Disappearance in i960 would be about l4.5 million bales. 

2. To balance production and disappearance acreage reductions 
below uncontrolled acreage of about 6.4 million acres in i960 would be 
required. 

3. The cost to the Government in i960 would be less than O.O5 bil¬ 
lion dollars. 

4. The farm value of the crop in i960 would be about I.9 billion 
dollars. 

5. The value of the crop less the cost to the Government in i960 
would be approximately I.9 billion dollars. 

6. Net farm income in i960 would be about 1.4 billion dollars. 
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section VI 

Estimated Economic Effects of Alternative Cotton Price Support Systems 

In this section the estimated effects of the alternative cotton price 
support systems in i960 on specified economic factors relating to the cotton 
industry are compared. In addition, some indication of the relationship among 
the systems in the more distant future is given if it is believed that their 
relative position might be somevhat different from that estimated for i960. 

Assumptions and Economic Relationships 

In estimating the effects of each system, certain basic economic demand 
and production relationships are used. These relationships are based in part 
on results of research. For some relationships significant results from re¬ 
search are not available. In such cases the judgment of various specialists 
in the Department of Agriculture was used. Furthermore, assumptions had to be 
made with respect to probable levels of several over-all economic factors in 
i960 that, although essentially independent of the cotton industry, are im¬ 
portant determinants of its economic future. These assumptions are: 

U. S. Personal disposable income 
per person 

U. S. Population 

U. S. Consumers price index 
(1947-49 = 100) 

U. S. Wholesale price index 
(1947-49 = 100) 

Foreign population 

International conditions-constant 

1700 Dollars 

180 Million people 

114.5 

110.7 

2600 Million people 

In addition to the foregoing, several assumptions were made with re¬ 
spect to factors more closely related to the cotton industry. It is assumed 
that each system is introduced in 1957 and maintained throughout the projec¬ 
tion period. An effective Soil Bank program through 1959 from the standpoint 
of decreasing cotton production is assumed. With such a development, the 
carryover of cotton probably would be reduced by August 1, i960 from the 
12.3 million bales estimated for August 1, 1957* Th® extent of the reduction 
would depend upon the support system assumed to be in effect. For example, 
under the 90 Percent of Parity system the 196O carryover probably would be 
around 10 million bales, whereas under the Certificate Plan it would 
probably be about 5 million bales. These differences would result largely 
because of probable differences in the size of disappearance under each 
system. 
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Partly as a result of the lower stocks, market prices for cotton under 
most systems probably would be above loan rates by varying amounts. The 
extent of the difference would depend on the relation of supply to disappear¬ 
ance estimated for these systems. For example, with a cairryover of 5 million 
bales and a disappearance of about 14.7 million as indicated under the Cer¬ 
tificate Plan, the supply would be smaller in relation to demand than under 
the 90 Percent of Parity system with a carryover of 10 million bales and dis¬ 
appearance of approximately 11.4 million. It woiild be expected that the 
difference between the market price and the loan rate would be laxger imder 
the former system than under the latter. 

It follows, therefore, that, if the price objectives indicated in con¬ 
nection with each system are to be achieved, for most of the systems they 
would be associated with loan rates at somewhat lower levels. In the case of 
the two 90 percent systems, however, the carryovers are so large in relation 
to disappearance that market prices and loan rates probably would be very 
nearly the same. Under the sale of CCC Stocks for Export system, cotton owned 
by CCC and, therefore, stocks acquired by CCC from crops prior to the current 
season would be used to fill export requirements. The quantity of cotton 
equal to exports from the current crop would move directly to CCC. The demand 
by mills in relation to the current crop would not be large enough to cause 
the market price to be significantly different from the support rate. 

In computing the cost to the Government under the various systems, the 
assumption was made that acreage allotments can be operated so as to balance 
production and disappearance in i960. Thus, the cost to the Government as 
estimated in this repiort does not include any costs that would arise from 
production excesses. It is a well known fact, however, that balance between 
production and disappearance even with acreage eillotments has not prevailed 
in the recent past. Production from the number of acres specified in the 
acreage allotments exceeded the national marketing quota by an average of 
about 4.1 million bales in 1954 and 1955* This has occurred because the yield 
used in computing the national acreage allotment has been an historical 5 year 
average while actual yields have shown a sharp upward trend. (See fi^re 3*) 
In order to balance production and disappearance it probably would be neces¬ 
sary to compute acreage allotments in a different manner. One method of 
adjusting the acreage allotments so that production would tend to be more in 
line with marketing quotas would be to adjust the 5 year historical average 
yields upward on the basis of recent trends. Thus a higher yield than the 
simple 5 year average would be used to compute acreage allotments. 

The acreage response to price used to estimate the acreages in i960 
shown under the various systems are explained in the Appendix, page 54. 
There is very little statistical evidence with respect to the magnitude of 
the response of acreage to price. However, it is possible that the response 
may be different at different price levels and for different periods of time. 
For all systems, the average return to farmers in i960 is estimated at 75 
percent of parity or higher. 
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Other important assumptions were also made. It was assumed that re¬ 
strictions on cotton textile in^jorts can be successfully operated under the 
Cash Export Subsidy and the Sale of CCC Stocks for Export systems. Also it 
wa^ assumed that there would be no export programs other than those specifi¬ 
cally mentioned in connection with each system. For example, there would be 
no export programs under the 90 Percent of Parity system. 

It was assumed that with effective production controls in the United 
States world supply and demand would be in balance at the U. S. export price 
assumed under each system. It was also assumed that, as has generally pre¬ 
vailed in the past, foreign prices for cotton would tend to move parallel to 
U. S. prices for cotton within reasonable limits. As the prices for foreign 
grown cotton increased the acreage planted to, and the production of, foreign 
cotton would increase and vice versa. Changes in prices for cotton also would 
cause foreign cotton consumption to vaxy. As prices for cotton increased, 
foreign cotton consuii5)tion would decline and vice versa. Such movements in 
cotton prices, production, and consumption abroad would affect ex¬ 
port markets for U. S. cotton. Estimated adjustments in foreign cotton pro¬ 
duction and consumption that would be associated with changes in U. S. prices 
are explained in the Appendix for the fixed 75 a^d 90 Percent of Parity 
systems. 

Because of the judgment factor in estimating some of the economic 
responses, because of the relatively restrictive assumptions that had to be 
made in some cases, because there is no assurance that the measured responses 
based on historical observations will hold in the future, and because general 
economic conditions in i960 probably will differ somewhat from those assumed 
for the puiTpose of this report, the estimated economic effects should not be 
considered forecasts. They are siiiQ)ly illustrations designed only to indi¬ 
cate the relative effects in i960 of the various systems of price support for 
cotton being discussed in this report. 

The effects of the various support systems are estimated for the 
following specific economic factors relating to cotton: (l) Domestic mill 
consumption; (2) exports; (3) acreage; (4) farm value; (5) net farm income; 
(6) cost to the Government. For illustrative purposes a detailed description 
of the estimating procedure is given in the Appendix for the systems under 
which cotton is supported and marketed at 75 an^i $0 percent of the parity 
price. The methods and analysis used to estimate the economic effects of 
75 and 90 percent of parity support programs were also employed for each of 
the other support systems. 

A parity price of 35 *5 cents per pound is used for each system in the 
determination of the appropriate price objectives, except for Cotton's Own 
Parity with and without a 50-Percent Efficiency Modifier. Some of the 
systems would cause prices received by farmers to be lower than under the 
present support system. In such cases the Modernized Parity price for cotton 
probably would not be as high in i960 as that used to determine the price 
objectives in this report. 
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Estimated Economic Effects 

Attention is directed in the discussion to a comparison of the several 
support price systems from the following standpoints; 

1. Size of disappearance 

2. Size of acreage reduction below uncontrolled acreage required 
by each system to balance production and disappearance 

3- Cost to the Government of each system 

4. Farm value of the crop (lint only) 

5. Farm value of the crop less cost to the Government 

6. Net farm income. 

Size of Disappearance.- The largest disappearance, l4.7 million bales, 
is estimated in I960 for the Cash Export Subsidy, Sale of CCC Stocks for 
Export, and the Certificate systems with price objectives of 65 and 80 percent 
of parity. The smallest disappearance, 11.4 mil lion bales, is estimated for 
the 90 Percent of Parity system, with the 90 Percent of Cotton's Own Parity 
system a close second at 11.9 million. (See table 2.) 

This ranking,would not be expected to change in the more distant 
future. However, the spread between the two 90 percent systems and the others 
as a group from the standpoint of size of disappearance probably would widen 
substantially. This would primarily reflect the continued loss of export mar¬ 
kets under the former systems in contrast to likely gains under the latter. 
In addition, gains in domestic consumption are likely to be larger for those 
systems which maintain lower prices for domestic use. 
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Table 2.- Estimated domestic mill consumption and exports of cotton 
under alternative systems of price support, I960 

System 
Domestic 

mill 
consumption 

Exports 
Total 

disappearance 

Million Million Million 
bales bales bales 

90 Percent of Parity 9.11 2.0 11.u 
90 Percent of Cotton* s Own Parity 9.5 2.h 11.9 
75 Percent of Parity 10.2 a.2 la.a 

Cotton's Own Parity with 
50-Percent Efficiency Modifier 10.2 a.3 111.5 

Certificate Plan 
65 and 90 percent of parity 9.U a.8 lll.2 
65 and 80 percent of parity 9.9 a.8 111. 7 

Cash Export Subsidy 
65 and 90 percent of parity 9.a a.8 II1.2 
65 and 80 percent of parity 9.9 a.8 111. 7 

Sale of CCC Stocks for Export 
65 and 90 percent of parity 9.U U.8 II1.2 
65 and 80 percent of parity 9.9 a.8 111.7 

Size of the Acreage Reduction Below Uncontrolled Acreage Required by 
Each System to Balance Production and DisannearanceNone of the systems 
described herein could operate successfully in i960 without acreage controls. 
The size of the acreage reduction that would be required differs. The 
smallest reduction in acreage would be required under the Certificate Plan. 
With price objectives of 65 and 80 percent of parity, the reduction would be 
about 6.1 million acres. The largest reduction in acreage would be required 
by 90 Percent of Parity, 11.7 million acres. The 90 Percent of Cotton's Own 
Parity system would require the second largest reduction in acreage. The 
extent of the acreage reductions required under the various support price 
systems are shown in table 3« The yields assumed for these acreage calcula¬ 
tions are discussed in the Appendix, page 55• 
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Table 3«- Estimated acreage allotments 1/ under alternative systems of 
price support and reduction in acreage 2/, I960 

System 
Acreage 

allotment 

1/ 

Acreage 
reduction 

2/ 

Million Million 
acres acres 

Certificate Plan 
6^ and 90 percent of parity 16.? 7.1 
65 and 80 percent of parity 17.1 6.1 

Cotton's Own Parity with 
50-Percent Efficiency 
modifier 16.9 6.4 

75 Percent of Parity 16.8 6.6 

Cash Export Subsidy 
65 and 90 percent of parity 16.5 8.5 
65 and 80 percent of parity 17.1 6.8 

Sale of CCC Stocks for Export 
65 and 90 percent of parity 16.5 8.5 
65 and 80 percent of parity 17.1 6.8 

90 Percent of Cotton's Own 
Parity 13.9 10.8 

90 Percent of Parity 13.3 11.7 

1/ Assumed to be equivalent to the acreage in cultivation on July 1 and to 
be sufficient to balance production and disappearance. 

Difference between the acreage that would have been planted in response 
to the price objectives and the acreage required to balance production and 
disappearance in I960. 
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In i960 the systems which would permit the largest acreage allotment 
are the Cash Export Subsidy, Sale of CCC Stocks for Export, and the 
Certificate Flan with price objectives of 65 and 80 percent of parity, each 
with about 17*1 million acres* The smallest acreage allotment would be 
permitted under 90 Percent of Parity, about 13«3 million acres. 

With disappearance for many of the systems ex3)ected to be substantial¬ 
ly larger in the more distant future, it is likely that the corresponding 
acreage allotments would be much closer to uncontrolled acreage than is 
estimated for 1960© However, the two 90 percent systems would still require 
large acreage reductions and would probably compare even less favorably with 
the other systems than in 1960* 

Cost to the Government of Each System.- The cost to the Government of 
operating each system of price support in I960 includes estimates of admini¬ 
strative and non-administrative costs* 

The estimate of adrsiin is trative costs associated with the various 
systems of price support will vary somewhat because of the difference in 
services performed under the different systems. A large part of the admini¬ 
strative cost is involved in acreage controls, vrhich include acreage 
allotments, marketing quotas, and measurement of cotton acreage* CCC keeps 
its records of administrative expenses on an overall basis and not by 
commodities or programs* Therefore, it is difficult to arrive at accurate 
estimates for administrative expenses under the various systems, but 
it is believed that the relative cost of administration for i960 would be 
about as shown in table 4« The following figures can, at best, be considered 
as estimates* Also, it should be pointed out that there are many possible 
variations in the provisions for the various systems* To be able to develop 
more accurate estimates, it is necessary to know the actual provisions of the 
program for which the estimates are being developed* 

Table 4*- Estimated administrative cost of alternative 
systems of cotton price support, I960 

System 
Cost of 
acreage 
control 

: Cost of 
1 price 
2 support 

2 

2 Total 
% • 

Mil. dol. Milo dol* Mil. dol* 
Certificate Plan 13.5 V 25.0 
Sale of CCC Stocks for Export 13.5 y 7.5 21.0 
90 Percent of Parity 
90 Percent of Cotton’s Own 

13.2 5.0 18.2 

Parity 13-3 5.0 18.3 
75 Percent of Parity 13.2 4.5 17.7 
75 to 90 Percent of Parity 
Cotton's Own Parity with 50- 

13-2 4.5 17.7 

Percent Efficiency Modifier 13-6 4.0 17.6 
Cash Export Subsidy 13.5 iJ 4.0 IT.5 

Includes administrative cost of Cotton Products Export Program. 
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The estimated total cost to the Government under each system in I98O, 
assxjming effective acreage controls, is shovn in table 5- The highest cost, 
0.3 billion dollars, is estimated for the Cash Export Subsidy and Sale of CCC 
Stocks for Export systems with price objectives of 65 and 90 percent of parity. 
For the systems other than the two-price systems, costs to the Government 
would be relatively nominal. 

Farm Value of the Crop (lint only).- Disregarding the cost to the 
Government for each system, the cotton crop in I96O would have its highest 
value under the Cash Export Subsidy and Sale of CCC Stocks for Export systems 
with price objectives at 65 and 90 percent of parity, about 2.3 billion dol¬ 
lars. The lowest value would be under the 90 Percent of larity system, about 
1.8 billion dollars. Table 5 shows the estimated value for each system. In 
general, the farm value under the several two-price system would be higher 
than that under the other systems. 

In the more distant future, the two 90 percent systems would probably 
be in a more disadvantageous position. This is because of the increased dis¬ 
parity expected in disappearance between the two 90 percent systems and the 
others. 

The Farm Value of the Crop Less Cost to the Government.- The highest 
farm value less Government cost in 19^0 occurred under the Export Subsidy 
system, Sale of CCC Stocks for Export system, and the Certificate Plan with 
65 and 90 percent of parity price objectives, about 2.0 billion dollars. The 
lowest value less Government cost occurred under the 90 Percent of Parity 
system, about 1.8 billion dollars. The details for each system are shown in 
table 5‘ 

Net Farm Income.- Estimates of net income to cotton producers under 
each of the several systems include only the income from 25 million acres of 
land, whether planted to cotton or to the best alternative crop. That is ap¬ 
proximately the acreage which it is estimated would be planted to cotton under 
the 90 Percent of Parity system if there were no acreage controls. Net income 
includes income from cotton and cottonseed and the crops grown on sucres divert¬ 
ed from cotton (the difference between 25 million acres and the acres of cotton 
estimated under each system) less operating expenses incurred in the produc¬ 
tion of these crops. Cost rates are based on the 1955 price level, but some 
increase in efficiency by i960 is assumed. 

The Cash Export Subsidy and the Sale of CCC Stocks for Export systems 
with 65 and ^0 percent of parity price objectives provide the largest net 
incomes, 1.8 billion dollars. The lowest net income would result from sup¬ 
porting prices at Cotton’s Own Parity with 50“T’^rcent Efficiency Modifier, 
1.4 billion dollars. 

In the more distant future, the ranking of the various systems in this 
regard probably would remain about the same. However, the two 90 percent 
systems are likely to lose ground relative to the others because comparatively 
less land is likely to be devoted to the production of cotton. 



Table 5*- Estimated farm value of the cotton crop and value less total 
cost to Government under alternative systems of price support, i960 

System 
Farm value 
of cotton 

crop 

Cost to the 
Government 

u 

Farm value of 
cotton crop 

less cost to 
Government 

Billion 
dollars 

Billion 
do]JLars 

Billion 
dollars 

90 Percent of Parity 

90 Percent of Cotton's Own 

1.8 1.8 

Parity 
Cotton's Own Parity with 

1.9 2/ 1.9 

50“Percent Efficiency 
Modifier 1.9 £/ 1.9 

75 Percent of Parity 1.9 2/ 1.9 

Cash Export Subsidy 
65 and 90 percent of parity 2.3 i/.3 2.0 
65 and 80 percent of parity 

Sale of CCC Stocks for Export 

2.1 ^.2 1.9 

65 and 90 percent of parity 2.3 3/ y.3 2.0 
65 and 80 percent of parity 2.1 Zlij.Z 1.9 

Certificate Plan 
65 and 90 percent of parity 2.1 2/ y ya.o 
65 and 80 percent of parity 2.0 y 5/ 1/1.9 

^ Includes administrative and non-administrative costs. As it is assumed 
in this report that acreage allotments are successful in balancing production 
and disappearance, this does not include any cost to the Government which 
would arise from production excesses. 

2/ Less than O.O5 billion dollars. 
^ Includes export subsidy on cotton textile exports equivalent to 

500,000 bales of cotton. 
^ Includes CCC acquisition cost of 6.5 dollars per bale on all exports. 
^ Includes exp)ort subsidy on cotton textile exports equivalent to 

500,000 bales of cotton less sale of certificates for cotton textile imports 
equivalent to 250,000 bales of cotton. 
^ Computed before data were rounded. 
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APPENDIX 

Illustration of Procedure for Estimating Economic Effects 
of Cotton Price Support Systems, Fixed 

75 and 90 Percent of Parity 

The purpose of the Appendix is twofoldr (l) to give an indication of 
the procedure employed for estimating the effects in I960 of the various cot¬ 
ton price support systems considered in this report and (2) to describe in 
detail the economic supply and demand relationships that form an integral part 
of the estimating procedure, Hiese relationships are based both on judgment 
and on statistical measures of historical relationships. The estimating pro¬ 
cedure also requires broad assumptions relating to future conditions. The re¬ 
sults are not forecasts but merely estimates based on the components of the 
approach and are designed only to permit an indication of the comparative 
standing of specifiedcriteria for the several systems in I960, For the pur¬ 
pose of illustrating the procediire, the fixed 75 and 90 Percent of Parity 
Support systems are used. On the demand side, the factors that affect 
domestic mill consumption of cotton and dcmestic exports are discussed; on 
the supply side, the factors that determine the production of cotton in the 
United States are considered. 

Domestic Mill Consumption. - Total consumption of cotton by domestic 
mills in 19^0 was estimated by first estimating the pounds of cotton consumed 
per capita wdth farm prices at fixed 75 and 90 percent of parity and then 
multiplying the per capita consxxmption figures by the population estimate 
shown on page kl. 

Per capita consun^Jtion of cotton increases as cotton prices decline, not 
only because of the direct effect of price on cotton consumption, but also 
because a consistently lower price for cotton will cause a smaller manmade 
fiber consumption per person than would exist with a consistently hi^er price 
level. 

The demand relationships used to estimate cotton consumption are based 
upon historical relationships as determined by statistical analysis now \mder 
way. This research has not been con^leted and as it progresses some change 
from the relationships shown herein may result, The factors used to estimate 
the long-term changes in cotton consumption are shown below. The figures in 
parentheses indicate the percentage change in cotton consumption per person 
associated on the average with a 1-percent increase in each variable. 

Long-term trend in manmade fiber consumption per capita in cotton 
equivalent pounds, (-0,14) 

Current manmade fiber consmption per capita divided by long-term 
trend in consumption in cotton equivalent pounds, (-0,04) 

Long-term real disposable income per capita,(0,74) 

Current real disposable income per capita divided by long-term real 
disposable income per capita, (I.67; 
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Long-term cotton prices, deflated, (-O.il-O) 

Current cotton prices, deflated, divided by long-term cotton prices, 
deflated, (-0.33) 

The long-term variables take into account t^e experience of the recent 
past. Each observation is a weighted average of the data for the preceding 
S years with the weights declining progressively the further back in time they 
go. Other factors that may cause significant variations in mill cons\inption 
of cotton at any given time, such as changes in textile inventory investment, 
military demand, and textile export demand, are assumed to be negligible or 
offsetting. 

The estimated cons\imption per capita of c otton and manmade fibers for 
i960 is shown in table 6. The consumption of manmade fibers was estimated by 
taking into account the likely growth trends and the effects of variations in 
cotton prices on cons\imption of non-cellulosic fibers and on consumption of 
rayon and acetate. These estimates are based in part upon research results 
and in part upon the Judgment of Department of Agriculture specialists. The 
estimates may differ from actual consumpticai in I960 because, among other 
things, of the Judgment factor, changes in economic relationships, and economic 
conditions in i960 which differ from those assumed in this report. Never¬ 
theless, the estimates probably indicate the kind of relationships that can 
be expected in the future between the two types of manmade fibers, rayon and 
acetate and the non-cellulosics, and between manmade fibers and cotton, 

A pound of the various types of manmade fibers is equivalent, in end 
usage, to varying quantities of cotton. The cotton equivalent used herein 
for each pound of the various types of manmade fibers, on the average, is 
shown below. 

CJotton 
equivalent 

Manmade Fibers pounds 

Regular and intermediate tenacity rayon and acetate 1.1 
High tenacity rayon 1*3 
Non-cellulosic fibers 2,1 

Prices affect the total pounds of fibers consumed to a relatively 
slight extent. However, price changes have a considerable effect on the 
division of the total fiber market between various fibers. For example. 
table 6 shows that with prices for cotton at 75 percent of parity, cotton 
would have an estimated 69 percent and the manmade fibers approxi^tely 31 
percent of the total market in actual pounds. With a 90 percent of parity 
price for cotton, cotton*8 portion of the total market in actual potinds* is 
estimated at 65 percent and manmade fibers at about 35 percent, 

B. Cotton Exports. - Estimates of exports were made by deducting 
estimated foreign cotton production from estimated foreign cotton consumption. 
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This assimes that U. S, cotton continues to fill the residual share of the 
foreign market. The estimates of foreign consumpticai and production of cotton 
are, in large part, based upon the Judgment of Department of Agriculture 
specialists. 

It was assumed that the consumption of cotton per capita abroad would 
increase less than 0,05 of a pound per person per year from 1955 with cotton 
prices at 90 percent of pairity. In the light of recent experience this 
assumption is very conservative. Cotton consumption could increase at a more 
rapid rate. 

Manmade fiber consumption was assumed to increase about a tenth of a 
pound per person. With cotton prices at 75 percent of parity it was assximed 
that manmade fiber consumption would increase at a slightly lower rate than 
it would with cotton prices at 90 percent of parity. The decline in the rate 
of increase of manmade fiber consumption was then added to the rate of in¬ 
crease for cotton consumption. The assunqpbions concerning changes in 
relative consumption of cotton and manmade fibers are believed to be con¬ 
servative. Actual changes in the rates of increase in cotton and manmade 
fiber consumption when the prices are varied more than 15 percent could be 
larger than those used in this report. 

Foreign cotton production in I960 was estimated by Department of 
Agriculture specialists who regularly analyze the cotton situation abroad. 
The estimates show about a 14 and 9 percent increase from 1955 under 90 and 
75 percent of parity prices in the United States, respectively, (See tables 
7 and 8,) 

In addition, changes in stocks of cotton abroad have not been con¬ 
sidered in export projections. Research has shown that before World War II 
declines in world prices of cotton caused stocks to increase and declines in 
consumption of cotton abroad caused foreign stocks t o decrease. During the 
1956-57 season some of the increase in our e3q)orts will undoubtedly be caused 
by an increase in cotton stocks abroad from the very low level of August 1, 
1956. 

# 

The estimates of export responses shown in table 7 ai'e rough approxima¬ 
tions. A difference of a tenth of a poimd per person in estimated consumption 
of cotton abroad in i960, other factors being the same, would mean a differ¬ 
ence of more than 500,000 bales in the estimate of U. S. exports. Relatively 
small variations in the estimates for one or more of the other variables shown 
in table 7 also would mean significant variation in U. S. exports. 
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Table 7.- Estimates pertaining to United States cotton 
exports in i960 

Item Unit 90 Percent 
of parity 

75 Percent 
of parity 

Foreign cotton production Million bales 28.3 27.1 
Foreign cotton consumption Million bales 30.3 31.3 
United States exports 
Cotton equivalent of manmade 

Million bales 2.0 4.2 

fiber consumption abroad 
Per capita cotton consumption 

]^illion bales 14.4 13.1 

abroad Pounds 5.6 5.8 

^ Estimated cotton equivalent pounds divided by 48o. 

Table 8 United States cotton exports and related factors 
August year, 1955-56 

Item Unit Quantity 

Foreign starting cotton 
carryover Million bales 11.4 

Foreign cotton production Million bales 24.8 
United States cotton exports Million bales 2.2 

Total supply Million bales 38.4 
Foreign cotton consumption Million bales ^^28.8 
Foreign ending cotton 

carryover Million bales: 9.6 
Cotton equivalent of foreign 

manmade fiber production Million bales 9.3 

\J Includes 0.2 million bales for exports to the U. S. and destroyed cotton. 

C. United States Cotton Acreage and Production.- In estimating U. S. 
acreage it was assumed that at 90 percent of parity and with no acreage con¬ 

trols acreage planted to cotton would be about 25 million acres. At 75 per¬ 
cent of parity and no controls, it was assimied that acreage planted to cotton 
would be about 23*4 million acres. In other words, for each increase of one 
cent in cotton prices cotton acreage would increase about 294,000 acres in 
the following year and vice versa. This provides the basis for estimating 
the amount of acreage that would be planted to cotton in response to the 
price objectives assumed for each system of price support. 

I 

\ 
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The trend in cotton yields during the last twenty-five years has been 
generally upward but it has been much sharper during the last few years. 
This increase resulted from (l) increased irrigation and other improved 
technology, including fertilizers, insecticides, etc., (2) shifts to high- 
yielding areas, and (3) land selection on individual farms because of smaller 
acreage allotments. 

With cotton prices supported at a high level euid \r±th acreage controls 
all producing sections would maximize yield. The trends in the average 
United States yield probably would continue ujward because of extended adop¬ 
tion of better technological practices. 

With cotton prices supported at 75 percent of parity there would be 
somewhat less incentive to maximize yields and producers probably would tend 
to underplant their allotments more with supports at 75 percent of parity than 
they would if cotton wei*e supported at higher levels. The reduction below 
maximum acreages would be much more pronounced in the marginal, low yielding 
areas. Yields might be lower on individual farms than under 90 percent sup¬ 
ports but with higher percentages of acres in high-yielding areas, it is 
likely that the United States average yield per acre would be only moderately 
if any, lower than under high supports. 

Since 1951>under high supports and with acreage controls for three 
of the five years, the upward trend in yields has been phenomenal. The 
1954-56 average of 389 pounds per acre compares with the 1950-52 average 
yield of 265 po\mds per acre, or an increase of 124 pounds per acre. Most 
of this increase is tho\Aght to be the result of accelerated application of 
improved technology. Indications presently are for a continxxation of the up¬ 
ward trend but futuire developments will determine the degree and limits. 

If United States average yields increase 7 po\mds per acre per year 
from the 195^-56 average to i960, the average yield in i960 would be about 
425 pounds per acre. This yield projection is used for estimating the amount 
of acreage that would be required to balance production and disappearance at 
varying levels of price support in all, situations considered in this report. 

The demand and acreage estimates for 1950 with cotton prices at 75 
90 percent of p^ity are shown in the following table: 

1022200261 



Table 9 •- Estimated disappearance and acreage in i960 for United 
States cotton, under assumed conditions, and actual 1955 

i960 

Item Unit 
Actual 

1955 

1/ 

Market 
price 

at 75 
percent 

of parity 

Market 
price 
at 90 
percent 

of parity 

Support price, 
middling 7/8 inch Cents per pound 32.il 26.6 32.0 

Domestic mill con¬ 
sumption ^Million bales 9.2 10.2 9.4 

Exports 2/'Million bales 2.2 4.2 2.0 

Total disappearance 2/''Million bales 11.4 14.4 11.4 

Acreage Million acres ^17-5 yi6.8 ii/13.3 

jJ Preliminary. 

2/ Bales of 480 pounds net weight. 

j ^ 
Actual acreage in cultivation, July 1. 

hj Estimated acreage required to balance production and disappearance. 


