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I.

The “Conmmodity marketing” movement which began i
the United States about 1922 laid great stress on equalization
af markel supplies throughout each season and from season
to season by holding operations on the part of producers
financed by the Government through co-operative organizations.
The movemenl was carvied furlher under the Agricultural
Marketing Act of 1929, with ils Federal Farm Board designed
o promote national co-operative marketing organizations for
the purpose of ovderly marketing. facilitated by Farm Board
Loans (1.

The chiei efforts of the Farm Board during the first two
vears of ifs existence were devoted to attempts to uphold the
in'icv level of agricultural commodities. TL altempted to support
prices by lending up to 90 per cent of the market value of the
acricultural erops. In many cases prices were sustained above
H-;eir cpatural” level, fo fall again after slabilization purchases
ceased.

In (he eotton feld, the holding operations of the Farm
Board was  attended with  disastrous vesults  When cotton
prices began o decline sharply in 1920 the Bowrd offered o

(1) A speclal session of Congress in April, 1929, passed the
Agricultural Marketing Act which was a compromise hetween the
plans of the Administration and those of the McNary-Haugenites.
This bill established a Farm Bogrd which was 10 assist and unify
co-operatives and lend them maoney.

T Norman: The Federal Farm Board. Doctoral thesis. Harvard.
193¢.
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lend farmers, through the cotton co-operatives, roughly 16 cents
per pound on their cotton. The following year it offered to
Jend roughly 10 cents per pound. But prices continued to
decline, and the Board was left holding approximately 3.4
million bales. of 1929 and 1950 crop cotton as security for its
loan (2).

Prior {o the passage of the Agricultural Adjustment Act,
the Board nad been able to sell only about a million bales of
this cotlon on the market and a large part of these sales were
forced by a« shortage of operating funds. The Agricultural
Adjustment Act and amendments thereto sought to provide u
satisfactory method of disposing of the remaining stock. The
Adjustment Act was therefore expected to liquidate the lending
and holding operations of the Farm Board and the Government
agencies.

In the spring of 1933 cotton growers in the United States
were faced with the prospect of a large carry-over of American
cotton, a large 1933 crop, and a poor probability of a sufficient
increase in demand in 1933-3%4 to raise farm prices of cotton
malterially, without Government assistance. The previous lines
of Government activity in its cotton loan and marketing program
proved, in the meantime, to be very ineffective and the aid was
sought in some other measures devised to control production
itself.

Government control over production has been the mos(
significant feature of the cotton program. It was designed to
adjust, as a long-run objeclive, cotton production to the current
demand without impairing, and perhaps even while increasing

(2) The price of cotton fell below the 16 cent loan level, and
the Board therefore did not sell the cotton received by the co-
operatives in 1929-30. This cotton amounting to 1,300,000 bales, was
taken over from the co-operatives in June, 1930 by the Cotton
Stabilization Corporation. In the 1930-31 season the American Cotton
Co-operative Association accumulated 2,100,000 bales. In 1931-32
gﬁlthern bankers, in agreement with the Board, withheld 3,100,000

es.

Beginning in 1932, the Board began to dispose of its cotton ;
800,000 bales of it were given to the Red Cross, the rest sold. The
remainder in 1933 was turned over to farmers as payment for acreage
reduction, and the last of this stock was not disposed of until 1937,
Ibid, summary.
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the capacity of the South to produce cotton in the future (3). The
program was first affected under the Agricultural Adjustment
Act, by the method of laying a tax on the first domestic
processing of cotton and offering the money collected {o cotton
growers as rental or benefit payments if they would mak:
specified reductions in their acreage of cotlon. Since the
program was adopted after the crop had been planted in 1933,
farmers signing contracts the fArst year were required to plow
up part of their colton crop (4).

In 193% and 1935, however, the Agricultural Adjustment
Aet requested farmers io keep land out of cotton production.
rather than to plow it up. In 193% farmers were offered &
iwo-year contract in which the Secretary agreed to pay
approximately 4.5 cents per pound of the estimated acreage yield
on land kept out of cotton production, and the farmer agreed
to reéduce his 1934 colton acreage 35 to 45 per eent below that
in the base period (5).

On April 21, 1934, however. the Agricullural Adjustinent
Act was supplemented in so far as cotton was concerned by a
new piece ol legislation referred to as the Bankhead Act.
Whereas the former legislation attempted through voluntary
methods to give the Government effective control of the quantity
of cotton produced, the Bankhead Act involved practically
compulsory measures [6).  The essential features of the Bank-

(3) The basic idea underlying the cotton program. as well as
most of the Agricultural Adjustment Act. control program, was to
raise prices by adjusting supply to demand and because ‘‘We want
to sell at a living price, and produce only for a market that will
buy at that price,” HENRY WaLrace: Address delivered at Salina.
Kansas, June, 1933.

(4) In 1933, farmers were offered benefit payments for plowing
up from 25 to 50 per cent of their growing cotton area. For a
detailed discussion of the 1933 plow-up program, see H. I. RICHARDS:
Cotton under the A. A. A, The Brookings Institution, Washington,
D.C., 1936, pp. 5-15.

(5) A five year base, 1928-1932 was adopted for the establish-
ment of acreage and production quotas.

(6) Agitation for some form of compulsory control of cotton
production came, however, from “within", and not from the AAA.
itself. At the time plans for the 1934-35 acreage reduction program
were being formulated, the predominating demand of cotton growers
at most meetings in the South was for compulsory control. See T.
BurtLer: Gin Control Up to Congress, Progressive Farmer, Georgia.
Alabama edition, February, 1934.
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head Act were o large tax ou the ginning of collon and the
séste of t‘i{x'k'e.‘w:[h‘ijtiuu"ééll‘t-if-iéﬁt_-és" for tfig';‘;deé"i‘i'e:cﬂi amowil of
cutton. “These devices secured a ‘reduction of cotton 1’)1‘0(1.11‘_c'ti0':§'
by placing a hedvy lax on’ the &inning of all cotlon produced
i excess cﬁ'sﬁeciﬁed ullutmen_{é madi tu_iudi\_'idual growers.
Thus, in 1935, ut;htraci signers were required to reduce their
p]_a:mtih'gs'unrl were issued certificates of exemplion from the
cotton ginning tax for about 64 per cent of their production
during the same period. S

The cotton reduetion program. which gol under way i
June, 1935, was soon supﬁlenmnted by a huge program of louns
to eotton farmers. Undaunted by the Farm Board experience,
the Government again offered to lend more than the markel
vialue on cotton in the fall of 1933 (7). In lus year, where
there was considerable expectation that the cotton program ang
other recovery measures would lead to a substuntial advgnee
e cotton prices, the Administration decided to lend cottor,
farmers 10 cents per pound on cotton produced in 1935, withous
Hability for more than the cotton tendered as security for {].
loan. This was in orvder fo enable the farmers to benefit from
any increase in cotton prices resulting from further reductions
m production or other factors. In 1931 and 1935 the lendins
program was continued and the amount advanced on ecotton
was increased to 12 cents per pound in 1934 and then reduced
again Lo 10 cents per pound in 1935, with additional provision
making 1t possible for Tarmers to peeeive 12 cents [or cotton

aiildi.

Both legislations, however, aimed principally at = the restoration
of the cotton industry to a sound commercial hasis by creating an
effective balance between the production ang consumption of cotton”
The underlying philosophy of the A. A. A. was to the effect thai
this balanece can only be brought about by reducing current produc-
tion in order tc reduce the supply of cotton ““that is now depressing
prices received by producers”. See Insiructions and Regulations
Pertaining to the Cotton Acl of April, 1934, A A. A, Form No. B.A.19
July 14, 1934, )

(7} Conditions. however, were different in each case. Farm
Board Loans were made when prices were declining, in order to
prevent a further decline. Moreover, the Farm Board had no power
to control production, while on the other hand, powers to employ
various measures to force cotton prices upward were embodied in
the legislative measures which Congress had passed and placed in
the hands of the A. A. Administration.
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_ Thig 1811din_f."; '.|i1'jggré{rll _eﬁabied farmgrs to carry over a
larger amount of their own cotton and consequently tended to
increase their immediate gain from a reduction m the amount
of cotton produced. For, under those provisions, any increase
in price resulting from reduction in production would then
be received by farmers not only for their current crop but also
for any cotton they had carried over.

These devices ceased, however, in 1936, following, the
Supreme Court decision which invalidated the production
control program. . A short time ufler,‘i;1011gress, on - the request
of the President, repealed the Bankhead Aect. Appropriations
were made for the payments due to farmers on such production
adjustment contracts as had been negotiated or applied for
before the Supteme Courl decision.

Continuation of production control was provided for.
however, by amending an earlier soil conservation act and the
Agricultural  Adjustment Ael (8). Moreover, the adjustment
program for cotton was furthermore supplemented Dby
commodity loans program. The essence of these new measures
was an attempt to hold surplus supplies of cotton and other
commodities off the market (9). Subjecl to the approval of
lwo-thirds  of the producers voting, marketing quotas for
comumercial producers of cotton and some other agricultural
commodities, backed by penalties on sales in excess of cquotas
(the prineiple of the Bankhead Acl) might be established. The
uze of the marketing quota was designed for years of large
crops : a producer’s referenduin could be taken only if supplies
exceodod o designed  level by amounts specified for each
commaodily.  Loang might be ohtained on the surplus. The
Commaodity Credit Corporation was authorized to make available
loans on agriculfural products on the security of the products

(8) The-Soil Conservation and:Domestic -Allotment Act. of
1936 authdrized joint action by the Federal and State Governments
to promote Ssoil conservation and to re-establl*_.sh the ratio of net
incomes of farmers to those of non-farmers which prevailed during
the five years 1909 to 1914: but since it would tak: 4ime for State
Legislatures to act, the Secretary was authorized to make payments.
in order to achieve these purposes, during 1936 and 1937, and this
authorization was later extended to 1942.

(9) Publication No. 430, 75th Congress, Chapter 30, 3rd Ses-
sion, H. R. 8505.
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themselves, and was directed to make loans on cotton, wheal,
and maize when supplies rose above specified levels ar prices
jell below specified levels (10}

1L

Relative Changes in the Production and Consumption
of Egyptian Cotton.

1t is gzenerally suggested that the successiul efforts t,
support cotton prices and to control production in the Uniteq
States had given encouragement to cotton growing outside the
United States, and was largely responsible for the sharp drop
in the share of the United States in world cotton exports ;
drop which contmued throughout 1938-39 when United Statey
cotton stocks were at enormously high levels.

It should be expected, @ priori, that by as much as the
United States loses on the foreign market, Egypt is likely t,
Fain.

This proposition is, however, subject to some qualifica-
tions which must be given due weight. In the first place,
Egypt is not the only producer of cotton besides the Uniteq

- States.  There are at least 75 other cotton producing countries
in the world, Lgypt ranks only fourth in average among th.
cotton producing countries with an average share of 6 per cen,
in world cotton production and about 10 per cent in its oxports,

In the second place, the greatest proportion of the quality
of cotton (in staple-length; produced in the United States is quit.
different from that produced in Egypt. It is estimated that
only five 10 six per cent of the United States cotton production
flong-staple Upland) can be considered as directly competitive
with the Egyptlian shorl-staple cotton fAshmouni-Zagora (11).

(10) Marketing quotas were applied for the 1938-39 cotton
crop: the producers approving it by a majority of 92.1 per cent.
‘Loans of 83 cents per pound were made on the crop.

(11) Long-staple ecotton from 1 1 to 1{ inches in staple length
is produced in the United States, primarily in -the Delta of the
Mississippi, though a small quantity, amounting to about 14 per cent
of the long-staple crops comes from North Carolina, California and
Texas. During the years from 1930 to. 1939 for which the data is
available, the crop has varied between 450,000 and 850.000 bales,
Tepresenting from 3.3 to 8 per cent of the total production of cotton
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These considerations supported by the many other economie
and political forees at work in the world which shape the
course of Toreign cotton production and trade are much too
complex fo justify the accepltance of the former proposition
without a careful and searching examination.

1t is known that the cotton market is a world market, and
for many years the United States has produced more than hali
of the world's cotton. Usually, more than half of the United
States cotlon is exported and sold in competition with foreign
cotton. Mills in Europe, Japan and a number of other countries
have been accustomed to using Lirge quantities of American
cotton, along with foreign cotion,

In general, the proportion in which each is used depends
to a large extent upon their rvelative prices. When the price
of Americaun cotton rises, relative to thal of foreign cotton, a
Jarger proportion of foreign cotton is likely to be used. There
i, however, a certain amount of resistance to such shifts.
toreign cotion is nol all of the same grade and staple, on the
average, 08 American  cotton. Furthermore,  competitive
processes over a period of years have caused mills to adjust
their operalions and equipment to the use of cotton of particular
orade and staple, in the produetion of goods of established
brands and standards (12). CGonsequently, when the supply of
American cotton is decreased, relative lo that of foreign cotton,
mills bid up the price of American colton relative to that of
foreign colton. But after adjustments have been made to a new
et of supply conditions, there is also some  resistance  to
changing them back to Lhe old basis. In order to recover
markets already lost because of reductions in supply, it would
therefore be necessary to force prices of the losing cotton
velatively very low in comparison with those of other cottons (1%,

in the United States. Of this long-staple production, cotton measur-
ing 1! to 1 inches has constituted from 70 to 87.3 per cent. the

remainder ranging between 17 inches or over. U.S. Dept. of Agri-
cnlture, “*‘The World Cotton Situation,” Washington, 1939,
The whole cotton production of Egypt is above 1} inches in

staple length, and the average production of Egypt for the same
period (1930-1939) is about 1,700,000 bales.

(12) RIcHARDS: Cotton and the A. A. A, D. 256,
(13) Ibid, p. 257.
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On the other hand, adaptations have been made iu
spinning machinery and technigue which have led to “an
increasing flexibility in international trade in cotton™ (14
Twenty years ago the cotton supply of the world was considered
as sharply divided into three classes: Indian short-staple.
American medium-staple and Egyptian long-staple, and the
cotten milling industry was organized accordingly. Mills using
medium-staple cotton had no alternative but to buy American
cotton, even though a poor yield might make the price very
high. But today more short-staple cotton is . being used '
clothing, -and more medium-staple cotton is being used in tires
and other industrial uses, formerly requiring long-staple. On
the supply side, more of the American cotton is of shorter staple
since production has . pushed upward.; India has increased the
staple length of some of ‘her cotton :-also, Egynt is. growing
more medium-staple cotton, and significant quantities of such
cotton can bhe obtained in Argentine, Peru and other countries.
Accordingly, the world cotton textile industry is not as much
constrained as formerly (15). The demand for American eotton
is more elastic than it was.

According to Messrs. J. H. Wright and I, Taylor, therw
are three chief factors determining the quality of cotton used
by a mill : nanmely, the produet or products manufactured.
relative prices of cotlon of various staple lengths and the type
of mill equipment used. These factors, singly or in combination,
determine the degrec or limits of flexibility in the quality of
cotton thal can he used cuccessfully from the technological and
economic standpoints (16).

The staple length of cotton used for a given product will
clep@fl primarily upon the yarn count, the strength, and othes
specifications desived in the yarn. For the important group of
(,.“““." Im,j(]“““v generally veferred to as mechanical fabrics or
special - fabries,  strength  and durability are of primary

(14) Professor J. D. Brack: “The Outlook g i ~
ton”, Review of Economic Statistics, March, 1!-)35.&1)31]:.A‘tli.‘{::l‘-3';18‘%aI1 cot

(15) Ibid, p. T4.

(16) J. H. WricHT, Senior Agricultural Economist, and FREp
TryYLOR, Senior Cotton Technologist: ‘‘Mill Requirements in Relation
to Cotton Quality Improvement”, U.S. Dept. of Agriculture, Agricul-
tural Marketing Service, Washington. D.C., March, 1941. p. 29.
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consideration. For the general run of cotton produects, the
coarser and cheaper yarns and fabries are produced from the
shorl staples. whereas the finer varns and fabries vequire the
use of the longer staples.

The equipment used in a mill may have a very definile
bearing on the staple length of the cotton used for the products
being manufactured. “For ‘regular draft’ equipment, mechan-
ical adjustments are necessary especially on the drawing, roving
and spinning frames, before a mill ean change from cotton of
one staple length to cotton of another staple length™ (17). For
example, in changing from a shorter to a longer staple, it is
necessary to spread the alternating (drafting; rolls farthier apart
so as to manipulate the longer fiber. If this were not done,
the use of the longer staple cotton would result in the production
of so-called “corkscrew™ or ‘cockled™ yarn of inferior quality
and value (18). On the olher hand, the use of cotton of shorter
staple would resuli in increased waste and an inferior and more
irregular quality of yarn.

The mechanical adjustment necessary  to change to a
different staple length are somewhat expensive and usually will
be made for the manufacture of a given product only on “‘what
is believed to be a fairly permanent basis™ 19).

The cotlon textile industry, however, has made substantial
progress in recent years in changing from ‘“regular draft”
equipment to equipment involving the “long draft” principle.
The use of such equipment tends to facilitate the handling of
cotlon of greater variation in staple length and as a result,
permits somewhat greater flexibility in the staple length of
cotton used.

From the standpoint of relative prices of cotton of various
stuple lengths, the basie principle upon which cotton manu-
facturers determune the staple length of the cotton to be used
for a given product is that of approximating an optimum lenstix
for that particalar purpose (201, The oplimum staple length

(17) Ibid, p. 34.
(18) [Ibid, p. 34.
(19) TIbid, p. 35.

(20) Factors other than changes in relative prices may also
cause changes in the staple length of cotton used in accordance
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in any pgiven case is one so adapted to the production of the
product that il a shorter staple were used, increased
manufacturing costs would more than offset the decreased cost
of the cotton, or if a longer staple were used, the increased cost
of raw cotton would more than counterbalance the reduction
m manufacturing costs.

As a rule, once the production of a mill is organized
satisfactorily, the mmanagement is reluctant to make changes in
the quality of raw cotton used, since such changes usually
necessitate  the resetting of  machinery and often  resulf,
temporarily in unsatisfactory production while the mill opera-
tions are getting accuslomeda to the new type of cotton.
Furthermore, when a change to a different cotton results in
improvement in  the quulit_y of the manufactured produect,
customers insist on the maintenance of that quality. Under such
circumstances, changes are made only when there is prospect
of continuing the use of the new type of cotton on a relatively
permanent basis (21). ‘

During the first two seasons following the beginning of
loun and production contrnl activities in the United States,
world consumption of cotton has averaged a million bales a
year more than in 1932-33, but consumption of American cotton

—_—

Vatls: shp above-stated principle. For example, increases in labor
mﬁf{s resulting from shorter hours or higher wages should tend to
II:: f it profitable for mills to use longer staple cotton. Develop-
e fll ?‘n o Chianges in machinery such as long-draft spinning
-%ﬁl} ent may make it advantageous for mills to use longer cotton.
erences in these factors, and in the inertia of mills to changes

gll' this type, make it difficult to measure the extent to which changes
5 %fraple-lengtp are made as premiums for staple-length change.”
- WHITARER: “‘Trends in the Quality of Cotton Consumed”, pp. 4:5.

(21)  According to Mr. Wurr; “The
appears not to deem it a e eatile typical cotton mill

ggzalie changes in the quality of raw co
g€s are made from time to time Such

. ) : changes usually neces-
f}igglt‘e the_resettmg of machinery, and often result ;:mpogarily in
e rgunn}ng work and lower production which increases unit costs
Hc!;ptcf(f)&‘;lsmgﬁ tFor thlat reason they are not likely to be carried out
3 what is believed to be a fair] is.” i
p. 5 (Underlining is mine.) Y prrmanent basis” [bid.

The above views represent, generall
! i ¥ speaking, the commonly
accepted opinion among cotton technologists ang experts regarding
the possibility of substitution -of one cotton variety to another.

tton used, although such
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has decreased  while  consumption  of  foreign  cotton  has
mereased substantiully.  During 1933-3%, the firsl year of the
program, conswmupiion of  American  cotton  dropped 0.6
million bules below that of the preceding  year,  while
consumption of foreign cotton increased L4 million bales (22).
Then in 1934-35 world conswmption of American collon dropped
2.8 million bales, or 20 per cent below 1932-33, while
consumption of foreign collon voge 4.2 million bales, an inerease
of 41 per cent above 1082-33 level.

1o the meantime axports of other conntries other than
tiniled States) have increased : in the six months ending January,
1935, these of India inereased by 40 per cent, compared with
the corresponding period a year earlicr. and those of Brazil
have increased much more, This tremendous increase in other
countries’ exports and the relative decrease in the United States’
exports was feared to threaten the United Stales’ prospects in
the world cotton market. As Professor J. Black has pointed
out, “Granted no obstacles to further expansion abroad, such
a process if continued could well take us lareely out of the
foreign market in ten years (23).

Ag to the five pre-war years as a whole, mill consumption
'nf all coltons in foreign countries has averaged higher than
in any earlier period. Consumption reached an all-time peak
in 1936-37 of nearly 23 million bales, which was approximately
.a fifth larger than in the five years ending 1929-30, and 50 per
cent higher than the average from 1920-21 to 192525,

Consumption of United States cotton for these five seasons
was, however, more than two million bales smaller than from
1930-31 o 1933-34, approximalely 2,750,000 bales less than the
average for the last hall of the 1920's, a million bales below
ihe 1¢-.-w31 of the boll weevil years, and nearly four million bhales
less than the average for the two scasons 1911-42 and 191243 (24).
This indicates that the spread (25) between total utilization of

(22) RicHarps: Cofton and the A. A. A. p. 257,

(23) Op. cit,, p. T6.

(24) B. S. Wurre: “The Shrinking Foreign Market for U.S.
Cotton”, Quarterly Journal of Economics, Feb., 1940, p. 256,

(25) Normally, the percentage of American cotton supplies
eonsumed each year is about equal to the percentage of foreign
cotton used. From 1924-25 to 1928-29, the percentages of world
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all cotton and consumption of American cotton by mills in foreig:
countries, has enormously widened. Consumption of foreign
cotton in the five seasons 1934-35 to 1938-39 averaged more tha_in
five million bales larger than in the depression period, *sia
million more than in the late 192073, and was bwice as large
as Trom 1920-21 to 1924-25 (26).

The increase in the production and consumption of foreigr.
cotton (other than the United States) was not divided, however,
evenly among the other cotton producing countries. As we
mentioned before, countries which benefited mosl were those:
in which cottonn plantations were recently developing. So while
Bgyptian production and consumption in the six years from
1933-3% to 1938-39 had averaged aboul 1,700,000 bales, in
comparison with the 1923-24 to 1932-33 average of 1,480,000 bales.
an increase of about 21 per cent, and Indian production had
increased by about 11 per cent, the increase in the production
and consumption of sundry growths had amounted to aboud
106 per cent over the 1923-24 to 1932-23 average., As o matter
of faet, Brazil has made the greatest relative gain, from the
prevailing cotton situation, in comparison with all other cotton
producing countries.  Average production in this counts
mmcreased  from 482,000 bales in  1923-24 o 1932-33 [‘”

supplies of foreign and American cotton consumed each year re
approximately the same. Furthermore, during the entii‘e pe\:focf{
1920-21 to 1929-30 a similar relationship existed, except for small
variations that may have been caused by annual varidtions in the
relative size of American and foreign supplies |

Since 1928-29, however. the percenta ]
American cotton consumed each year hag i%egr ng;:ge:;lﬁglileé’weoi
than for foreign cotton. From 192930 to 1934-35 inclusive, the
average for American was 55.3, as compared with 68.8 for fc;reign
cotton. On the other hand, the share of the United States in world
cotton acreage dropped from 47 per cent in 1929-33 to 35 per cent in
the next three years, and in world production from 56 to 40 per cent
Of the 28,465,000 bales of cotton consumed in 1938-39. 11.265.000 bales
consisted of American growths and 17,200,000 bales, o 'GDJ er en‘f
consisted of non-American growths, The propbrtli.ons Dbct':reeﬁ
American and non-American growths have shown almost =a
complete reversal of the situation in the period from 1923 to 193?:
Of the average consumption of 23,868,000 bales during this period'
American growths comprised 13.578,000 hales, or 57 per cent, and non-
Amt_’rlcan growths 11,290,000 bales or 43 per cent. U.S. Dept. oF
Agriculture, “World Cotton Situation’. Washington, D.C. 1939 .anr-i
RrIcuARDS: Cotton and the A. A A.. p. 257. '

(260 Op. cit.. p. 257.
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1,635,000 bales in the period from 1933-3% to 1938-39. that is.
an inereas¢ of more than 200 per cent. ' . '
"~ The relative increase in the production and consuniptios
of foreign cotton, /.. the relative gain of the other. colton
producing countries at the expense of the United 'States. 1S
accounted for partly by loan and production control aclivities
which’ have taken place in the United States since the early
thirties, and pal;tl)' by some other factors which would have
caused a relative deeline in the United States’ share of the
foreign market for cotton, even if these programs had not been
carried out.

The first effect of these policies. and by far the mosl
important factor in the silualion was a general rise in the
ratio of United Slates cotton price to other cottons. As pointed
out before, in 1930-31, the Federal Farm Board, by means, first,
of a program of loans on cotton above the market price and
later, by financing a Cotton Stabilization Corporation, and ])_y
advances to the coiton co-operatives, again at more than the
markel price, set the price of the American cotton so far above
the price of Indian colton, and so out of line with the usual
relationship to Egyptian and other cotton. The average ratio
of prices of Indian to Amevican cotlon in Liverpool was aboui
& hefore the eotton program in the United States had taken
place : the ratios in 1929-30 and 193031 were 69.5H and 72.7,
respeetively. By Februavy. 1934, after the Agricultural Adjust-
ment Aet had worked oul its cotlon option and ten cent loan
plan, the ratio had fallen to 72 and it had ranged bhetween 85
and 7R since the twelve cent loan was announced (27). On
the other hand, the premium of Egyptien Uppers cotton over
the American Middling had fallen from about 26.% per cent
ithe average for the ten years 1920 to 1929) to about 18.6 for
the four years average 1930 1o 1933. Tt was 8.8 only in 1934-35.
14.8 in 1935-36, 19.0 in 1936-37, 26.7 in 1937338 and 16.5
1938-39 (28).

Thus, if we allow a cerfain degree of substitution helween

n

(27) J. Brack, “The Outlook for American Cotton", p. 75.

(28) Average spot price of Egyptian Uppers. Fully Good Fair.
as a percentage of American Middling Fair Staple. Liverpool, by
months, 1906-38. U.S. Dept. of Agriculiure. “World Cotton Situation”.
1939, Table on p. 95.
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American cotton and the other cottons, and there are reasons
to helieve so, it is very reasonable to expect a shift from
American cotton to other cottons whenever the price of the
former gels oul of line with the normal relationship to other
cottons.

To many American agricultural economists (29), exporis
and foreign consumption of American cotton are affected by «
variety of conditions, “‘the most important of which is the
relation between prices of American cotton and foreign
growths (30). “The bulk of the short-staple cotton of India and
other countries always has sold at lower prices than the bulk
of American cotton, while Egyptian cotton brings relatively high
prices. As these price relationships change, the consumption
of American cotton, by foreign mills changes, thereby affecting
our exports.” “If the price premium of American over Indian
cotton decreases, the world mill consumption of Amevican
cotton in relation to Indian cotton tends to increase™ (31).

Moreover, the production control progranis in the Unifed
States, beginning in 1933, coupled with expanded production
in other countries and “aggravated by the partly “artificial
price situation ecreated by our cotton loan policy, served to
bring about unusually large premiums for American over other
cotton in foreign murkets, thereby decreasing exports of cotton
from the United States™ (32).

As a matter of fact, both central and western Continental
European countries shift their consumption between American
and foreign cottons, depending, apparently, upon which is the
cheapest. In 1923-2%, for example, when American cotton sold
at 8% cents a pound over Indian cotton at Liverpool, thess

. (29)  According to the U.S. Bureau of Agricultural Economics,
for instance, “the world consumption of American cotton insofar as
It is affected by consumption in foreign countries will depend to a
considerable degree upon the availability and price of American
cotton relative to supply and price of foreign cotton.n “..shows the
VeTy close interrelationship which has existed during the last 15 years
betWQen the rates of prices, exports, supply and consumption of
American to all kinds of cotton.” U.S. Bureau of Agricultural
Economics: “The Cotton Situation”, November, 1936, p. 3.

(30) F. L. Teomsen: Agricultural Prices, New York, 1936, p. 454.
(31) 1Ibid,

(32) Ibid, p. 455.
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countries used only three times as much American as Indian,
but in 1926-27, when the price for American was only 24 cents
over the price for Indian, they used nearly six and a half times
as much. In addition to using more of the cheaper cotton they
purchased more of it for future use, so that the effect of the
relative prices can be seen the following year as well (33}

We may conclude, therefore, that part of the relative
increase in the consumption of foreign cotton and the reducel
share of the foreign market for American cottan must bu
attributed to this factor alone. The magnitude of this change
cannot be estimated quantitatively, bul it is very clear that it
depends on the marginal elasticity of substitution, or. in other
words, the ease with which the American ecotton can be
replaced by other varieties.

There have been, however, certain long-time lendencies
ard other concurrent developments the influences of which
must be examined if a balanced appraisal is to be made of the
effect of American cotton program and policies on the United
States” reduced sharve of the foreign market for cotton.

“II we examine these influences closely, country hy
country, we can see fairly clearly that the sharp reduction in
our share of the foreign cotton market... was due in large degree
lo factors other than the relatively high prices of American
cotton™ (34).

Since the beginning of the First World War, and
especially sinee 1929, the cotton lextile industries of recently
industrialized countries in the Orient, and to a lesser extent

(33) Op. cit., p. 19.

(34) The response of foreign cotton acreage to the price of
American cotton has been different in almost every country. with
some countries showing no apparent response to the drop in price
from around 30 cents in 1923 to less than 5 cents in 1932. The total
acreage in cotton in the four countries, China, Russia, Brazil and
Uganda, increased almost continuously from 1921 to 1927, this in
spite of the fact that between 1923 and 1926 the world price of
American cotton was reduced by more than 50 per cent. After 1927
the total acreage in the four mentioned countries continued to expand
but at a more rapid rate, with practically no check through 1937.
this is in, spite of the decline in the world price of American cotton
of 66 per cent between 1928 and 1932. L. H. BEaN: “Changing
Trends in Cotton Production and Consumption”, Southern Economic
Journal, April, 1939, p. 455. '
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other areas, hiave expanded their outpul of coarse and.mediuin
quality goods so rapidly as to result in a very sharp conbraction
of cotton textile exports from Western Europe, especially from
England, whose mills, until recently, consumed more American
cotton thun those of any other foreign country. The newly
developed cotton manufacturing industries made use of the short
staple Oriental cottons principally, and processes and practices
were adapted to their use. This shift in the centers of cotton
manufacturing has tended to increase the demand for
domestically produced cotton and especially the short-staple
Oriental cottons relative to the demand for American cotton (35).

Al the same lime that certain economic forces, in many
cases reinforced Dby nationalistic measures, were stimulating
cotton consumption in newly industrialized areas, using
relatively large quantities of foreign cotton, at the expense of
Western Europe where American cotton had always been
predominantly uszed, certain other influences unfavourable e
the demand for American cotton were operating in Europe,
Among these has been a desire o develop cotton growing ip
and to purchase cotton from countries aother than the Uniteg
States in order that the world supply of cotton from season to
season would not fluctuate so sharply in response to variations
in the size of the United States crop. Another force hag been
the desire lo develop reciprocal and bilateral trade, and this
tendency was particularly clear in most of the Empire county
especially Iingland.

ies

While ihe produclion of foreign growths was expandine
(because of the above-mentioned factors) and (he cotto;
production of the United States has been tending to decline

(35) B. S. WHITE: American Colton in Foreim
Daoctoral Dissertation, 1939 (Summary), an

. The same viewpoint has been expresse

noticed that, “In recent times cnnsicigz-able %ggdg;yyr?;; %22?%“’3”
by_cquntries which formerly secured supplies of textile from Grra ?‘,
Entaln, the United States and other spinning countries toward s Eﬁ;

ing up s_pindles and spinning their own. When ga .countr Ie: E
engages in spinning, it starts with the manufacture of the goa;g:r
yarns and cloths. The gradual spread of spindles to countries which
for_’merly did not spin. therefore, has tended to enhance, for the time
being, the demand for shorter staples.” B. YounGeLooD: The Quality
of Cotton and Market Demand, Address at the Meeting of the
Southern Agricultural Workers, Houston, Texas, February 7, 1929.

Markets,
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there has come an increased production and consumption of
other textile fibers. The most important of these from the
standpoint of increased competition with cotton is rayon. The
production of this synthetic fiber has been expanding widely,
as we mentioned belore, in all industrial countries, but it has
direclly replaced American cotton to an important degree chiefly
i Germany and Italy.

Moreover, the foreigir demand for American cotton has
been adversely affected and a tendency exerted to increase the
consumption and production of foreign cotton at the expense of
America by the high protective tariff of the United States which
has impaired the ability of foreign countries to pay for American
cotton.

The net resull of the above-mentioned faetors (36), aparl
from any loan or cotton restriction policies would have been
a reduction m the foreign demand for American cotton and a
very significanl contraction in the share of the United States in
the foreign market for cotton.

As far as the situation of Bgyptian cotton is coneerned,
is my beliel that world's consumption of Bgyptian cotlon must
have inereased, on account of the loan and production restrie-
tions alone which have taken place in the United States during
that period. As long as we admit a certain degree of sulstitution
hetween (he American and the Egyplian cotlon, the consumption
of Bgyplian cotton tends to inerease, other things being equal,
at the expense of American cotton whenever a change in the
vatio of prices (or premiums) favors the use of Egyplian cotton.
With the rvatio of prices considerably out of line with the normal
relationship it could be safely said that the consumption of
Egyptian cotton was higher than it could have been, had the
Ameviean cotton program bheen non-existent.

(36) One of the long-run tendencies which must he mentioned
in this connection and has bearing on the Egybtian situation hasg
been the marked shift of cotton producers in Egypt toward Uppers
and Medium-staple cotton away from the low yielding, long-staple
varieties. This shift would have increased, by itself, the relative
share of Egypt in the world's cotton production and consumption,
Moreover, the Egyptian Government had rejected the restriction
policy in cotton production since 1930. This decision was only delayed
temporarily in the three depression years. 1931, 1932 and 1933, but

cotton production in Egypt has already been sought to take an
upward movement.
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The increase 1n the consumption of Egyptian colton on
account of the American cotton program alone, is likely to be,
however, very limited, and I do not think it could be responsible
for more than 25 per cent of the total increase in Egyptian
cotton consumption, estimated at 21 per cent during this period.
This opinion is based on two considerations.

In the first place, the marginal elasticity of substitution,
on account of the difference in staple length, between the
Armerican and Egyptian cotton is likely to be very low, while
it tends to be higher in the case of other cottons. As Mr. Wrighsg
has pointed out (37) the mechanical adjustment necessary to
change to a different staple length is rather expensive and the
manufacturers of a given product are usually reluctant to make
changes in the quality of cotton used, except on what is believeg
to be a fairly permanent basis. So while manufacturers may
find it advisable to shift to the use of Indian or Brazilian
cotton, which is of the same staple length as the American,
whenever the price ratio favors that shift, the use of the
Egyptian cotton may involve them in a new resetting of
machinery and some other expensive mechanical adjustments.

In the second pluce, the foreign market for the United
States long-staple Upland (11 inches and longer) is by its very
nature a very limited market, taking into consideration the total
production of the United States of this variety which has never
exceeded 50 per cent of the total Egyptian cotton production (38).
Therefore, the gain of the Egyptian cotton on account of the
contraction in the produclion of the United States long-staple

(37) See above.

(38) The average production of Amerlcan Upland long-staple
cotton was estimated at 684,500 bales in the pre-cotton program
years, and it was 743,900 bales in the years which followed the
Drief} stabilizing and production restriction operations (for 1930 to
1938), According to these estimates, there was no decrease in the
production of this variety: on the contrary, there was a slight
increase.

The available data gives, on the other hand, an average of
119,000 bales for United States cotton exports of the long-stable
Ul?land from 1930 to 1938. No data is available for the years before
1930. for specified exports according to staple length.

These estimates are based on some figures obtained from
Reports of the Bureanu of Foreign and Domestic Commerce,
Washington. D.C. :
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tipland, or on account of a relative rise in ils price is likely
to b alsu relatively very small, and chiefly restricted to the
field in  which competition between long-staple American
Upland and short-staple Egyptian Uppers prevails. _

Thus, 1 am inclined to believe with Mr. Bean that “In
general... it is the course of industrial activily rather than the
price which is the predominant factor in consumption and too
great a preoccupation with price may blind us to this more
important determinant of..... consumption” (39).

This latter factor (the course of industrial aetivity) is, in
my opinion, considerably responsible, as far as Egyptian cotton
18 concerned, at least, for the noliceable increase which has
tuken placs in the production, consumption and exports of
Rgyptian cotton following the recovery of the 30's,

111
Price Differentials,

Before we proceed lo examine the probable effect of the
American cotton program on the relative and absolute price of
Kgyptian cotlon, there are some important facts to be re-called
in this connection.

I..—DBased on staple length, there arve three only partially
competing groups of cotton. The first is short cotton, with a
staple under -inch, used in making the coarser grades of cotton
goods, The bulk of the supply of short cotton comes from
India and China. The second group, based on staple length,
is composed of the medium Jength cotton from I to 1l-inches.
Most of the world supply of this length, which is used for many
purposes, in past years has come from the United States.
Recently, increased competition in the production of this stapls
length has come from Brazil, and to a limited extent, from
Egypt and other couniries. The third group, cotton 11 inch
or more in length, usually called staple length : Egypt, South
America and the United States produce most of this cotton.

Cotton production in the United Slates is distributed among
these three groups approximately as follows : short cotton 13

(39)  Op. cit, p. 447.
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per cent, medium length 82 per cent, staple cotton 5 per cent (40).
“he whole cotton production in Egypt belongs to the third
zroup. Over one-half of the Egyptian crop for the past twenty
vears has been of a staple running from 1 to 1}-inéhes in
staple length. This is the cotton which competes directly with
American Delta long-staple cotton. The' rest runs {rom b4-
.inches in length to over if-inches. The United States production
of this variely is only a very minor fraction of the Egyptian
production.  The United States production of Pima (18 4,
-1§-inches) was one time as low as 4,000 bales. It never exceederd
147,000 bales since the first World War, and it averaged 14 gy
Dhales from 1930-31 to 1936-37. _

2.—The reduction in production which the United Stales
has been able to realize, through cotton control measures has
heen far more than offsel by increases in production outside
the United States. Production in the United States has average|
for the six years from 1933-34 to 1938-39, 13 per cenl less thyy,
the average for the preceding 10 years, while production outsi,
the l;njtuh States was H4 per cent higher for the same periodg
Beypt's conlribution, however, was Very modest and g,
maximum annual increase for the Egyptian cotton productiy,,
for the post-years cotton program in the United Stales py
probably never exceeded 300,000 hales.

3.—Substitution of one staple length to another is a yy).,
expensive process, and spinners ave likely to refrain g,
carryving it out except on what is considered o be a permapeng
hasis. The shift from one cotton to another of the same stay),,
.leng'fil (though probably of a different grade) is, however, muey,
less expensive and (he manufacturers of a given bvroduel wiji
not hesitate to substitute one cotton fur another, even ¢
temporary basis, if and whenever price changes permil,

This fact has been repeatedly emphasized and put forwape
by the United States cotton technologists :

“The cotton consumed by a given mill does not viry
mueh in length of staple. It may or may not vary in grade.
There 1s .considerable evidence that mills producing trade-
marke goods, wherein uniformity of product is of utmos|
importanece, are definitely restricted as to both grade ana

(40) F. L. TuomsEn:; Agricultural Prices. New York, 1936.
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staple of cotlon used. Mills that regularly produce certuin
classes  of  non-trademarked goods, but for which
speciiications as to strength and finish arve rather rigid,
require collon quite uniform in staple length. A mill is
designed usually to handle a certain range of yarn
numbers, and this faet also precludes much variation in
the length of staple of the cotton used. The manager whose
mill is running smoothly on a cerfain lype of cotton iz
diginelined to change to another type.

- Although mills are rather restricted as to the length
ol cotton fiber to be spun, there is some latitude as to
grade. Some mills may use a higher grade if they can
buy it at or near the price of their customary grade” (41).
4.—While annual or shorter lime changes in the supply
of and demand for any one of the three mentioned groups ol
cotton affects the prices of the other groups, the more important
effect is upon Lhe premiums or discounts above or below “‘basis
or the price of I-inch cotton for the particular kind of cotton
concerned. However, over longer periods of lime, increases 1.
the production of or demand for any one of these kinds ot
cotton would tend to cause shifts in the type of mill equip-
ment and consumption of different types of eotton yvarns and
hence would be reflecled to a greater extent in the general
price level for all lengths of cotton.

In generval, ot may be said that the premiums and
discounts for eofton of staples longer and shorter, respectively.
than cotton of I-inch, tend to decrease both absolutely and
relatively when the general level of cotton prices is low anid
lo increase when cotlon prices ave high (42).

5.—There was a definite vise in the relative and probably
in lflo abzolule .prim-s of American cotton in COmpm.iS'(m T
olher cottons,  Tables 1 and 2 ave illustrative :

Qince 1030 and particularly after 1933-34 the premiums of
Jgyplian (Sakel and Uppers) over American have deelined.
while the diccounts of Tndian have risen.

(417 U.S. Dept. of Agriculture, “Donlllest-ic Mill Consumption,
of American Cotton by Grades and Staples”. 4 Preliminary Report.
Washington, February, 1928, pp. 6-T.

(42) F. L. THomsen: “Agricultural Prices”. p. 452,
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TaBLE 1.

SPOT PRICES PER POUND OF COTTON OF SPECIFIED GROWTHS (1)
LIVERPOOL, SEASONAL AVERAGES.

| . \ DI
iEca ROV moma
Year Middling —— e e i S| ) == ==L
— Sakel Upprs
| cents cents | cents | Per cent
1920 19.73 4502 218.20 1414
21 20.19 33.97 26.63 16.71
22 28.70 $2.99 20.96 21.26
23 32,99 $39.35 38.19 24.37
24 27.09 DH.T6 33.30 23.49
25 2182 40.47 20.14 18.156
26 16.57 3t.20 23.55 14.58
27 22.65 39.38 29.71- 18.66
28 21.36 36.83 24.57 16.3
20 18.44 29.44 21.25 I 12.95
]
Average 22.95 3.8 28.95 18.06
1930 11.61 18.42 13.95 8.47
3 1.54 10.69 8.93 6.76
32 8.52 11.77 10.61 7.29
33 12.47 16.73 | 13.77 9.35
34 14.24 ! 17.49 | 15.49 10.78
35 13.50 18.99 15.49 10.78
37 14.62 2219 | 17.40 10.87
36 10.31 17.06 1340 | 7.96
38 10.15 — i 11.80 | TA44%

i |
(1) Average of monthly averages, -U.S. Dept. of Agriculture, *“World
Cotton Situation”, Washington, 1939, p. 65, compiled from market
reports of the Liverpool Cotton Association.

The problem of estimating the probable effecl of the
American cotton program on the price of Egyptian cotton could
be approached squarely by means of some mathematical
formulae. Among the many factors which are taken to
determine the price of cotton, an estimation could perhaps be
made of the net effect of any given factor or a group of factors
which in combination with other factors, under a given market
set up, determine the price of cotton.
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TABLE 2.

AVYERAGE SPOT PRICE OF EGYFPTIAN AND INDIAN COTTON
AS A PERCENTAGE OF AMERICAN MIDDLING,
LIVERPOOL MONTHLY (1) AVERAGES.

EGYPTIAN INDIAN

Tear Sakel Uppers Oomra 1
Per cent { Per cent cents
£920 232.4 139.7 73.6
2] 168.8 132.4 82.8
22 ) 115.1 104.6 iy i A
23 119.4 116.0 73.8
24 216.0 141.4 86.9
25 185.5 1334 83.0
26 188.4 143.5 88.2
27 173.9 131.2 82 4
28 172.5 115.0 76.3
9 159.7 : 115.7 69.7
Average 173.1 : 127.1 79.1
1930 158.7 119.9 71.0
3 14114 118.5 89.5
42 138.7 125.2 86.1
33 134.4 110.8 75.3
B 122.8 108.8 75.8
35 140.6 114.8 80.0
20 151.9 119.0 Th.4
37 165.6 : 126.7 T A
38 143.4 116.5 [ 70.4

{1) Ibid, pp. 95-96, computed from data compiled from market reports
of the Liverpool Cotton Association. '

The type of the methods employed in this respect, and
their use in the problem at hand, could perhaps, be understood
better by referring here briefly to some of the studies carried
out in this connection. Professor C. Bresciani-Turroni, in his
interesting paper ‘‘Relations between the Crop and Price of
Egyptian Cotton" (43), reduced the price-determining factors of

The equation glven was:

(43) C. Brescianr-Turroni: “Relations entre la Récolte et le
g:% du Coton Egyptien”, L’Egypte Contemporaine, Cairo, December,
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the Egyptian cotton to three factors: the time faclor, the
average price of American cotton and the Egyptian crop .,
making use of the multiple correlation analysis, he fourd that
the price of Egyptian cotton (the dependent factor) was governed
by changes in some or all of these three independent factors.

This method is obviously, barring for the time being, anv
abjections to it, of very little usc to our purpose here. Limiting
the independent variables to such a small number, precludes
the possibility of estimating the net effect of the supply
conditions alone (cotton production in the United States) or the
net effect of these conditions plus the holding. operations (loans
and stabilizing operations) on the price of Bgyptian colton, th.
very problem we are seeking to solve.  Moreover, the equation
used offers, obviously, a poor solution to the Egyptian cotton
price determination in general, hecause it is generally m_'ulerstoori
that the more the price determining factors (independeng
variables) are reduced in number (44), the more facts undey-.
lying the price determination are hidden and lh_e less il
conelugions derived therefrom arve corveet.

Another interesting study in this conneclion wis made |y
Professor F. L. Thomson in his book Agricultural Prices. Thg.
method used was not, generally speaking, different Trom thy;
employed by Professor Bresciani-Turroni, except, perhaps, thag
the price determination Sbught in the first study was that ¢
Egyptian cotton while in Professor Thamson's study it was fh,.

P=1,888+0,1133 T+0,2077T A-092 R
(P=price, T=time factor, A indicates the average price of* Amerieqy -
cotton; R indicates the Egyptian .crop in millions of cantars)
T represents the general rise in the price of Egyptian cotton, indc:
pendent of any influence exerted by the crop. One of these
influences, for instance, was the general rise in prices which togk
place at the end of the last century. - . . :

His conclusions were the following. “Nous pouvons en conclyye.
que les facteurs des prix du coton égyptien ont été dans la Période
considérce (1890-1913) les suivants: (a) les causes qui ont provoque :
un mouvement général d'augmentation; (b) les fluetuations du prix
Ameéricain; (e) les variations de la récolte égyptienne.

(44) It must be said, however, that by introducing the price
of American cotton as an independent factor, Professor B. Turroni
has included indirectly probably all the factors which bear weight
on the problem in his equation. But that boils down, on the other
hand, to saying that the price of Egyptian cotton is determineg by
the price of American cotton. and this clearly’ still offers vague '
explanation to the problem. 3
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American cotton. According te his analysis, a large proportion
of the annual fluctuations in American cotton prices (from 1915
to 1932) were associated with chunges in the three supply and
demand factors used, namely : 1} production and carry-over
of cotton in the United States : (20 index numbers of wholesale
prices of all commodities and (3) nel exports of cotton "45).

The use of these variables, if employed in the case of
BEgyptian cotton still would not disclose by themselves the
specific influences we are seeking. If we add some of Professur
Bresciani-Turreni's variables to these (variations in the Egyptian
cotton crop, for mstance), the picture might become eclearer, but
st1ll the number of varviables would be too few Lo secure a
sufficient explanation for the price determination.

Dr. B. B. Smith’s study (46) is believed to be, as far as
the number of variables iz concerned. comparatively more
adequate to our purpose :

- Inanalyzing  the monthly fluctuations in cotton
_prices it was found desirable for the sake of completeness
to take into account more factors than were used to explain
the rather simnple relationship between prices and supply.
Aceording to economic theory, price resulls from the
balaneing of demand and supply. Demand and supply
are each made up of numerous factors of varying
unportance..... Numerous factors of demand and supply
have an influence upon the price of cotton, bhut it is not
possible, nor in fact, necessary, to take all factors into
account™ (47). -

According to his view about 90 per cent of the \'zu'iatiods_
in monthly prices of colton over the twenty years L‘U-[]Sil]el'(';‘(,lf
(1903-1924) can be explained by factors represented in eight series
of data. The series whieh were selected, classified as to whether
they were considerd as demand or supply factors. were
presenled as follows : :

|.—Supply factors :

i The indicaled, or aclual, supply of ecotton in the
United States al the heginning of the month :

(45) Op. cit., p. 453.

(46) B. B. Smiti: “Factors Affecting the Price of Cotton™,
U.S. Dept. of Agriculture. Technical Bulletin No. 50. Jan., 1928.

47y Ibid.
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{b) The ‘‘potential’” supply, or estimated size of the
crop.

2. —Demand Factors :

(a) Those relating to consumplion :
(1) Accumulated domestic consumption by months,
(ii) Accumulated exports, for foreign consumption,
by months.
(b) Relating to business conditions :
(i) Accumulated rates of change in generul price
level ;
(ii) Average price of industrial stocks.

General :

(a)' Series representing the years from 1803 to 1924 an
indicating yearly changes, or “trend” in demand
and other. trend factors :

{b) Series representing the months of the crop year,
beginning June, and indicating seasonal changaey
not otherwise taken care of.

3.

In his detailed analysis an attempt was made by methods
of multiple curvilinear correlation to measure the relation of
the monthly world price at New Orleans to these factors. The
two factors of supply (actual and potential) and the four factors
representing demand (domestic consumption, exports, industrig]
stock prices, commodity prices and changes in the annual angd
seasonal demand for colton) when taken together over the period
of twenty years, “explain practically all the monthly fluctuations
in the price of cotton (48).

The supply factors were found to be responsible for aboul,
39 per cent of this amount; the factor representing the long-
time growth in demand was responsible for 26 per cent, while
the more variable demand factors were responsible for 25 per
cent of the change in prices.

In a similar manner, and by adding some more variables
to those used by Smith, one can probably make an estimation
of the net effect of the changes in American cotton supply

(]

(48) Ibid, . 17,
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conditions on the price of Egyptian cotton. The cotton program
included. however, as we mentioned before, some measures
other than production restrietions (loans and holding operations!,
the effect of which can havdly be measured mathematically. nor
could they be dealt with separately.

Such methods are, however, unfortunately very question-
able on many grounds (49 In the first place, the use of
statistically  derived relationships  involve many  arbitrary
operations ; the choice of the data employed, the independent
variables chosen and the ftting and shape of rvegression lines
used. Moreover, the possible existing of multicolinearity and
the presumable underlying inter-relationship belween same or
all of the assumed independent variables, reduce appreciably
the value of the conclusions obtained by such methods. 1t is
very doubtful if, even by using a comparatively detailed analysis
like that used by Dy, Smith, we could bring all important
determining factors into the picture.  Neither of the above-
mentioned writers have attempted, for instance, to lake account
of the inereased production of the synthetic fibers which have
undoubtedly affected, considerably, the price of cotton.

Even il we increase the number of variables to include
all possible factors that affect the price of cotton, such methods
could not be of much use. The problem is that we have many
types of cotton with probably separate but interdependent
markets, and likewise, we have many prices, one Tor each
variely of cotton, which, though quoted separately, are also
affected by the prices of other varielies and by the general
conditions in the other markets. To give the price of American
cotton, say, in general, is to give the price in average of au
undefined commodity for which derivation, many unrelated data
and irrelevant factors are used.

A better understunding of the problem 1s to treat it in a
more “‘realistic’” manner, that is, by approaching it in a
“‘monopolistic competition” fashion. 1L is well understood, of
course, that the theory of monopolistic competition, whether in

(49) For a detalled discussion of the ust and shortcomings of
the multiple correlation analysis, see: M. EZEKIEL: Methods of Cor-
relation Analysis.
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the hands of Professor Chamberlin (50), or in the hands ot
Dr. Y. R. Maroni (51), is concerned with the equilibrium of
a firm or a producer, cither in the domestic market alone or
in the domestic and international market combined. It has
never heen applied to & whole country or a nation. But the
situation here is very similar and the problems which face a
given producer say Egypt) in the coiton market are analogous
to those which o given firm envisages in a monopolistic
competition field. |- would even venture to say that the best
pulicy which Egypt should follow in the colton field (assuming,
of course, the Governmenl intervention and control, which is,
clearly not a strange element in the picture) must be something
similar to the adjustment carried out by a given firm ; adjust-
ment in the price of the commodily, in ils quality and in the
sales oullay, in order to approach an equilibrium situation.

But now lel us see the elements ol monopoly and the
elements of competition in the field, and how they are mixe:|
to form a monopolistic competition picture.  In addition 4,
what we mentioned previously, in regard to the possibility of
substitution belween a given quality of cotton and another, g
will add some of the eotton technologists’ standpoints in thig
connection.

The cottonis grown in different parts of the world, says
My, Crawford, have distinetly different eharacleristics. Eg}’ptian.
cotton, for instance, differs widely from cotton grown in eithey
India or the United States. Similar differences, though not s,
marked (52;, arc found lo exist hetween cotlons  grow '
different regions of the same country.

Differences in cottonn are usually expressed in terimg of,
grade, staple and character.  Cotton is graded according to color.
foreign maller and the eftects of ginning on its fiber. Character

(50) E. CuamperLIN: The Theory of Monopolistic Competition,
Cambridge, Harvard University Press, 1933.

(51) Y. R. Maron1: The Theory of International Trade Under
Monopolistic Competition, Doctoral Thesis, Harvard, 1945,

] (52) G. L. Crawrorp, Senior Agricultural Economist: Point
Buying of Cotton Versus Buying on Quality Basis, address, Meeting
0f3Southern Agricultural Workers, Jackson, Mississippi, February 6.
1930, p. 2. - ;
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has to do with strength, body, uniformity and smoothness of
fibers (53;.

That the trade early recognized qualily differences in
eotton 1s evidenced by the fact that ““at one time there was a
custom in the Liverpool Market of selling lots in transit on
description before the samples arvived and using the points
of origin as ‘the description™ (H4).

In a reporl referring to the conditions i the primary
markets of Oklahoma in 1913, the methods of arriving at the
puint, or average price paid for cotton on the local market has
been deseribed. Although this bulletin was written a long
lime ago, the methods of arriving at this price have remained
‘practically unchanged.  The writers say, “In a general way
the cotton marketed at ecertain points brings morve than the
cotton markeled at other points, because one locality is reputed
to produce a little better staple than the other (55).

These stalements rveveal withoul any doubt thal each
variety of colton is a differentiated product with particular
characteristies and qualities. In the cotton market, cotton
“products™ are known fo be “Uppers™ (of a certain grade),
“Bakel”, “Middling”, “Oomra™™. “Type 57 (Brazilian), “Type
B (Argentinian), and so forth. Bach of these varieties is a
differentiated product with certain qualities and characteristics
(staple length, strength and so forth) which are generally known
to cotton traders and spinners.

All these varieties are morve or less imperfect substitules
one for the other. The effectiveness of substitution differs,
however, according to the desired performance in eacli use to
which a given variely is pul.

According to Professor Chamberlin's definition, A general
class of product is differentiated if any significant basis exists
for distinguishing the goods of one seller from those of
another™ (56).  Where Llhere is any degree of differentiation

(53) A. W.PaLmER: “The Commercial Classification gf Ame
Cotton”, U.S. Dept. of Agriculture, Circular 278, 1924,

(54) W. H. Husearp: Cotton and the Cotton Market, p. 11.
(55) U.S. Dept. of Agriculture, Bulletin 36 (1913).
(56) Op. cil,, p. 56.

rican
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whatever, each seller has an absolute monopoly of his own
product, but is subject of course. to the competition of more
or less imperfect substitutes.  Thus, where a  product 15
differentiated, each seller is truly both a monopolistic and »
competitor.

Furtherinore, there s still much  divergence of exper:
opinion on  the problem of the relation bebween the fiber
propertics and the spinning value of cotton. Experiments have
been carried out in many countries and for many vears. but the
rezults are never conclusive (57).

Experts’ opinion is that there are two lhings desired in
cotton for yarn spinning—that it shall be capable of spinning
a fine thread, or “count”, withoul snapping, and that the
finished yarn shall be resistant to wear (58). There is also the
question of waste ; yarn' which loses a large proportion of its
weight in combing is less economical than yarn with low waste.

In tests for tensile sirength, Sakel ranked highest, Sea
Island second, and Pima third, but the difference wasg very
slight when allowance was made for the greater waste removed
from Sakel and Sea Island. In the later tests, Sea Island
ranked above Sakel in yarn strength, and Sakel was better than
Pima for all ordinary counts. Studies made of bleaching and
mercerizing qualities showed Pima superior in the dyeing
process and equal to the other two cottons in bleaching.

These results on extra long-staple cottons conform fairly

(57) Such spinning tests as have been made in the United
States were on the extra long-staple cottons, Pima, Sea Island and
Sakellaridis. The first test was made in 1916 and the results on
percentage waste for that experiment were as follows: Pima, 19.28
per cent, Sea Island, 23.23 per cent and Sakellaridis, 26.57 per cent.

This was the lowest percentage ever obtained on Pima ang
may have resulted from the fact that its growth and picking wepre
Supelvised by experts while later samples were taken from farmers
Similar tests made in 1920 showed no great difference in wagte
between the three cottons. :

i See in this connection, “Competitive Spinning Tests of the
: ifferent Grades of Arizona Egyptian with Sea Island and Sake]-
aridis Cotton”, U.S. Dept. of Agriculture Bulletin No. 359, 1916 and

?gf’};";?,‘_‘ and D. F. Earue: U.S. Dept. of Agricidture Bulletin Ng.

. (58) A J. TurnEr: “The Spinning Value of Cotton"., Empire
Cotion Growing Review, January, 1934.
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weil to the expressed opinions of the cotton- trade.  In 1921 «
correspondent of the Tariff Commission stated, “Fully Good
Fair Sakellaridis corresponds to Pima No. 2 in grade, but Pima
will not do the work of Sakellaridis of the same grade (59).

In 1933 the opinion of Anderson Clayton and Company,
cotton brokers, as expressed to the Tariff Commission was as
follows :

“It is our opinion that Sakellaridis, Pima and long-
staple Uplands are not effective substitutes one for the other,
and that a different quality yarn is produced from ecach.
In ply yarns, where special strength is required, there 1s
no substitute for Sakel except West Indian Sea Islands,
which is a negligible erop. On the other hand, where the
spinning of fine counts requires a little extra length of
staple, Pima is preferred™ (60).

For the ordinary long-staple group (long-staple American
Upland and Egyptian Uppers) the preference of spinners seems
about equally divided between the two varieties.

““As in the case of Sakel and Pima, it is our idea that
Uppers and American staples each have characteristics
which render them imperfect substitutes one for the other,
and give each a superiority in certain lines or work. It
is our opinion that Uppers are more easily substituted for
staples than vice versa. Foreign spinners much prefer
Uppers, and substitute them for American staples whenever
possible’ (61).

In view of such statements, it seems reasonable to conclude
that no two cottons are perfect substitutes. Substitution is
possible within limits, however, and within those limits the
use of one variely or another will depend, among other things,
on their relative prices. It is reasonable to conelude also that
“To some extenl w different set of conditions influences the
demuand for materials made from Egyptian cotton than influenece
the demand for materials made from other cottons. hut there

(59) The Emergency Tariff Act and Long Staple Cotton, U.S.
Tariff Commission, Washington, 1922, p. 9.

(60) ~ U.S. Tariff Commission, “Long Staple Cotton", 1935,

(61) Letter from Anderson Clayton and Company to the U.S.
Tariff Commission, .
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18 an important degree of price competition between these
cottons™ (62). : -
" The whole picture is clearly one of monopolistic compe-
tittion (63). Under such conditions ““'The markets for goods
which are substitutes for each other being closely inter-related,
the position and elasticity of the demand curve for the product
of any one seller depend in large part upon the availability
of competing “produets” and the prices which are asked for
them™ (64).

On ihis basis a reduction in the cotton production of the
United States (taken now to represent a “‘producer’ or “seller”
in a field of monopolistic competition) by rendering substitutes
for Egyptian colton less available than before will result in
moving the demand curve for Egyptian cotton, and all. other
substitute cottons to the right, thus changing both the position
(distance from the x and y axes) and the shape (elasticity) of
the demand curves for the “products™ of each seller.  The
price of Egyptian cotton, and possibly all other collons tend’ i
be higher or/and the sales of each larger.

By the same reasoning the relative rise in the price of
American colton which has been secured through loun anq
holding operations tends likewise to change the sn,m’, and
position of the demand curve for Egyptian colton (each variety
and staple-length) in a way which renders Lhe price anil sjlag
of Egyplian cotton higher than before.

An estimation of the amount by which the price of
Egyptian cotton (each variety of it) could have increased on
account of these two factors alone (availability of American

(62) “The World Cotton Situation with Outlook for 1931-39"
U.S. Dept. of Agrieuliure, December, 1930, .

(63) Egypt is a “producer” of Sakel, Uppers, Giza 7, Maarad
and so forth. In the same manner the United States is a “producer”
of Middling, Upland, Sea Island, Pima and some other varieties
Brazil, India, Argentina, China and the rest are all “producers” of
certain types of cotton quite known to the consumers of cotton in
the domestic and foreign markets.

_ This case is analogous to what we find, say in the automobile
or cigarette markets where products are differentiated; the names,
qualities and characteristics of each product are known to consumers.

(64) CHAMBERLIN: “The.TheOry of Monopolistic Competition”,
p. 73. (The underlining is mine.)
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cotton, the supply and its price) depends on some other factors.
Iois safe to conclude st that the reduced  production  of
American coiton, the relative and the presumable absolute rise
e ils price. have all led looa given increase in the ahsolute
price of  hatle Beyvplian Uppers and - Sakellarvidis,

The mse e e price of Uppers. however, o aceount of
these Taclors must be expected o priore Lo be relalively higher
Hhan Lhe rise wiineh might have taken place o the price of
Sitkei on account of the same factors. This is hased, of eourse,
o the fael that Uppers are more effective substilutes o the
nujorily of Amuerican collens than Sakel.  On the other hand,
however, we must nol dznore the increase in the production ol
the other monopolislic competitors in the field.  As has ilready
heen mentioned, Brazil inercased  her eollon produclion by so
many times as o moeh as Faypl did, The Brazilian collon i<
also considered an cifeetive substitute Lo the Nmevican  colton
aned he mercase e Brazils production of cotlon is likely Lo have
ancinfluenee on the demand curve for Bevplian Uppers opposite
fo thal exerted by the reduetion in e cavatlability =upplyy
al Nmeriean colton.

Combining holiv influences. il is belioved that  Lhe

liet
effeceof  the cotlon restriction program  and 5’[:1]1i]i'/,i|t‘:
aperadinns cirried oul in the United States must hiave ru:sulte;i
toonly o siighl e=e o the price of Egyplian Uppers. under the
provadling circwstinees (650 This does not mean, of course,
Ihal Eavpl wounid not be beller of f 0, for ane renson or unnlhu‘:';
te United States nanages o Keep her collon prodieetion o
a relatively Tow level. Bul Beypl's benefits of sueh g policy
ave likely (o be, however. appreciably veduced by the countor
policies  perlormed G0 some other cotton producing counlries
especially when The cotten production of the latter countries J,,
characteristically  soudlar 1o Nmeviean  Upland  or Bevptian
U=,

165) The production of long-staple Upland dia not stem i
shoew, as we mentioned before, any appreciable reduction. Prlcc—:;
have been kept. however. probably through holding operations, on
a much higher level than the normal relationship with other cntt‘ons

Moreover, total world cotton supply was higher tin some years
by as much as four miliion balés) in the ‘years which followed the
American cotton program than in the pre-progran years,
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la e eaze of Sakel, the situation was probably differen’.
bl the net eifeet on its price must have been eonsiderabiy
similar.  In the first plice. the production of extra long-stapl
Ameriean eotton (Pimar whieh iz an unperfeet but probably
an effective substitute for Sakel has not been cheeked @ oon the
contrary, 1l might have been stimulated under the effeet of
the long-staple cotton tavifi.  Thuz, the resulting movement
in the demand curve for Egyptian Sakel fand all Tong-stapl.:
cottons) dependent upon the veduced supply of Ameriean shori-
staple coltong tends o he, judging by the degree of the effective
substitution  between  the two  vavieties, highly insignificant.
Neither the vise in the price of American cotton could  hav..
rendered lhe price of Sakel more than il eould have been
such a rise had not taken place.  The presumable shift in .
demnand curve to lhe right faway from the ~x and v axes)
dependent upon the forees of the above faclors musl have beer,
in the ecase of Sakel, very immaterial (861

D Y. Er-Nots,

(66) In the same manner, we could make an estimation of
the probable effeet of the American cotton program on each variety
of Egyptian cotton by simply estimating the possible shift in the
demand curve for it resulting from the underlying forces contem-
plated in the cotton program.





