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Adjustments in Cotton Production
T he future of cotton is of vital interest in the Sixth Federal 

Reserve District. The prosperity of the people as a whole, 
even if they are not directly connected with agriculture, will 
inevitably be affected by the economic and political forces 
affecting the place of the United States, and especially of the 
Southeast, in the world cotton market.

Some of the basic problems concerned in future cotton pro
duction may be foreseen, and some general policies—tentative 
in nature— may be suggested for solving them. These prob
lems may be analyzed from several points of view. The 
policies that may be considered practical in their solution 
will depend upon the political and social framework of the 
various states; this framework, in turn, is the responsibility 
of the leaders of the states.

The Postwar Problem of Cotton
Three major factors create serious problems for the postwar 
cotton economy: world production has expanded greatly, 
mechanization may reduce costs considerably in some areas, 
and policies directed at maintaining domestic prices above 
world prices have been followed.

From 1909 to 1929, the acreage of cotton harvested in the 
United States increased from 31 to 43 million acres and pro
duction increased from 10 to 15 million bales. From 1929 on, 
the acreage declined, reaching a low point of 23 million 
acres in 1942. Production did not decline proportionately and 
in that year, almost 13 million bales were produced, with 
record-breaking acreage yields. From 1920 to 1942, foreign 
production increased from about 7 million bales to 14 
million bales.

During the last 10 years the development of small power 
machinery, particularly the small tractor, has been important 
to cotton. Cotton-picking machines have passed the experi
mental stage and may be as revolutionary in cutting costs of 
production in the postwar period as was the cotton gin 
after 1793.

Since 1940, cotton prices, supported by CCC purchases and 
loans, have risen rapidly, reaching 20 cents in 1943. The 
May 1944 parity price was 21.08 cents and efforts to raise 
cotton goods price ceilings, so that cotton lint will reach 
parity, have been successful. Furthermore, existing legisla
tion guarantees prices at 92.5 per cent of parity for two full 
years after the end of the war. The price of Brazilian cotton 
type 5 at the Sao Paulo market averaged half a cent above 
the New Orleans price of American middling 15/16 at New

Orleans for the 16-year period, 1923 to 1939. Since De
cember 1941, however, the American price has exceeded the 
Brazilian by 61/2 to 11% cents a pound and a number of 
countries have shifted their purchases from American to Bra
zilian cotton. At the same time that the acreage of American 
cotton was being reduced, Brazil had almost trebled her 
acreage of cotton from the 1930-34 average of 2.4 million 
acres to 6.7 million acres in 1940. With the present large 
world carry-over, it appears inevitable that at the end of the 
war the guaranteed domestic price of cotton will be much 
higher than the world price.

This situation can be met in three ways:
1. Domestic prices can be maintained and production can 

be drastically cut to supply only domestic needs. Such action 
would mean a very large cut in the acreage of cotton.

2. The world price of cotton can be accepted and an at
tempt made to influence this price through a world cotton 
agreement in which both producing and consuming nations 
participate. In the light of changing costs of production and 
the world supply and demand situation, the world price would 
probably be nearer 10 than 20 cents a pound. With cotton at 
this price, the high-cost areas could not continue to produce, 
and cotton acreage would have to be cut. This acreage re
duction would depend upon the prevailing world price and 
the cost structure.

3. Domestic prices can be maintained and an attempt can 
be made to maintain exports by using a subsidy. Such a pro
cedure should be associated with an international commodity 
agreement, however, if serious international repercussions 
that would defeat the desired end are to be avoided. If pro
duction were subsidized, it is quite certain that other coun
tries with lower costs would object to retention by the United 
States of a major share of the world market. The cotton 
acreage would have to be cut considerably in the light of the 
expansion of world production and the decline of exports. 
The reduction of acreage, however, would be less drastic 
than that required under the first alternative.

If any one of these alternative programs were followed, 
it could be supplemented by efforts to increase consumption 
through developing new uses and subsidizing consumption by 
low-income families through cotton stamp and mattress pro
grams such as those used up to 1942. In the face of the rapid 
development of competing synthetic fibers and the need for 
a low-cost raw material in new industrial uses, any rapid 
expansion of consumption at high prices cannot be expected. 
The use of subsidies to increase domestic consumption while
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maintaining a High domestic price is simply an attempt to 
offset the reduction in consumption resulting from the main
tenance of high prices with a subsidy to consumers to in
crease consumption. At the same time, however, consumption 
by the very low income groups may be increased, but the re
moval of large quantities of lint would be costly. In the year 
ending June 30, 1940, the United States spent $9,770,000 on 
the mattress and comfort program; 164,000 bales of cotton 
were diverted. In the case of the cotton stamp program, an 
expenditure of $2,000,000 removed only about 5,000 bales in 
the same year. Because raw cotton represents only a small 
fraction of the cost of cotton manufactures, the demand for 
raw cotton is highly inelastic. It seems clear, therefore, that 
the acreage in cotton will have to be cut quite sharply in 
the postwar period. The problem that must be solved is 
where and by what means the acreage of cotton should be 
reduced.

Reduction of Cotton Production
The acreage of cotton can be reduced in two ways: the price 
can be lowered so that high-cost areas cannot cover their 
costs; or acreage quotas can be allocated through direct 
Government control and price penalties imposed if quotas are 
exceeded.

A recent study published in the Journal of Farm Economics 
shows that the acreage of cotton in cultivation in any year 
has been closely related to the average prices of cotton and 
cottonseed during the preceding year, when these prices are 
adjusted by the index of prices paid by farmers for all 
commodities. For the period 1910-33, a one-cent change 
in prices was followed by a change in acreage of about
880,000 acres. This relationship did not hold after 1933 be
cause of Government controls over the cotton acreage. While 
the relationship of the period up to 1933 cannot be expected 
to hold in the postwar years because of changes in costs of 
production, it can. be expected that lower prices will shrink 
production and that decreased production will occur in the 
high-cost areas. Such a process, however, would be slow and 
painful.

Costs of production vary greatly between different areas 
within states and even between states. The major factors are 
the quantities of fertilizers used and the acreage yield. The 
average costs of lint (including rent of land and returns from 
cottonseed) for the six-year period, 1925 to 1930, were 31 
cents a pound where acreage yields were 100 pounds or less;
17 cents where yields were between 101 and 180 pounds; 13 
to 11 cents where yields were between 181 and 420 pounds; 
and 9 cents where yields were 421 pounds or over. Studies 
made since that time have shown that this relationship still 
holds true. If the rent of land is excluded, these differences in 
costs are even larger, because the higher rent allowed for 
high-yielding lands raises costs on those lands relative to the 
poorer lands. In general, the river bottom lands produce at 
much lower costs than the eroded hilly lands and can con
tinue to produce at lower prices. Mechanization will enhance 
this difference because both tractors and pickers can be used 
effectively only on level lands. The older eroded hilly areas 
of the South will inevitably be forced out of cotton produc
tion, therefore, if the price is allowed to fall.

In the past, attempts were first made to reduce the acreage 
of cotton by allocating acreage quotas purely on a historical 
basis. This practice has had two effects. On the individual

farm, the poorest land was removed from cotton and, in many 
cases, put into soil-conserving crops. At the same time, the 
acreage on level river bottom lands was also reduced while 
loans at high rates kept poorer land in cultivation. This 
acreage allocation and loan program essentially softened the 
impact of changed economic conditions on a cotton economy 
that is difficult to adjust to other alternatives; at the same 
time, it kept in production those areas where high costs and 
eroded soils made an adjustment most necessary. Later this 
allocation program was modified to make the acreage allot
ments conform more closely to the physical resources involved 
so that smaller acreages of erosive crops were allocated on 
hilly and poor lands while the better level lands had the 
acreage increased.

If technological developments make it possible to produce 
cotton more cheaply on the bottom lands, the continuation of 
this program may create a reaction from cotton producers in 
low-cost areas who may wish to expand production at prices 
that would ruin the high-cost producers. From the standpoint 
of the welfare of consumers as a whole and the retention of 
the United States’ export position, the most desirable solution 
would lie in eliminating high-cost production and expanding 
low-cost production. This would, however, have very serious 
repercussions on cotton-production areas with a dense farm 
population, and strong political pressure may prevent it from 
occurring unless alternative uses for the land and occupations 
for the people can be developed to provide an alternative 
means of making a living.

Apart from these economic forces, the physical forces of 
erosion and fertility depletion are making this adjustment 
inevitable by continually increasing costs and reducing yields. 
Slowly and ruthlessly, both land and people are being im
poverished; slowly and painfully, the adjustments are neces
sarily being made. From 1930 to 1940, many counties in the 
Southeast reduced their cotton acreage between 40 and 60 per 
cent. Future adjustments should eliminate cotton production 
almost entirely from some counties and expand it in others.

Resistances to Adjustment
The difficulties and resistances that the high-cost cotton areas 
face in adjusting their agriculture are extremely complex and 
difficult to overcome. The first and most obvious one is the 
fact that cotton production requires a large amount of labor 
in relationship to land. Hence, cotton-producing farms are 
small or they employ a large amount of labor. In order to 
maintain or increase farm income and conserve the soil, more 
diversified agriculture, with larger numbers of livestock in 
some areas, is needed; this requires larger farms and means 
that part of the farm population must move out of agriculture 
and into other occupations.

A second major problem is that of educating cotton share 
croppers and farm laborers to handle the more complex 
problems of mixed farming. Similarly, those moving from 
agriculture to other employment must be trained in new 
skills if they are not to swell the ranks of unskilled laborers 
whose work is being replaced by machines and skilled labor. 
While this problem is serious for all with little education, it 
is particularly serious amongst Negroes, where illiteracy is 
high; for example, 20 per cent or more of the Negro popula
tion is illiterate in many areas.

A third problem is that of land tenure. A diversified agri
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culture and conservation program cannot be built upon a 
shifting population of farm operators; either security of 
occupancy and investment must be developed for tenants, or 
a very large increase in farm ownership must occur. In many 
states in the South, 60 to 70 per cent of all farm operator 
were tenants in 1930, and many of these would be more com
parable to hired labor than to tenants with full rights of 
occupancy.

Apart from these conditions directly related to the problem 
of adjusting cotton production are certain less tangible re
sistances that are difficult to define but of basic importance. 
One is the difficulty in finding occupations other than jobs 
using unskilled labor that are open to Negroes. This obstacle 
appears to be partially associated with the retention of a 
cheap labor supply without full recognition that cheap labor 
involves an extremely low level of purchasing power as well 
as productivity. Furthermore, a rather general feeling exists 
that low wages give manufacturers in the South a competitive 
advantage over areas with more abundant resources. This, 
however, is true only if the employees receiving lower wages 
are as efficient as those paid higher wages. Low wages as
sociated with a low level of skill and productivity may be 
more costly than labor paid higher wages but operating with 
greater efficiency. When these subtle resistances are added to 
the more obvious problems involved, the difficulties in ad
justing the economy with respect to cotton appear insur
mountable. On the other hand, neither economic forces nor 
erosion are static, and some sort of adjustment will eventually 
take place. It may be more economically and quickly made 
if a planned program is carried out.

Is Any Solution Possible?
In the past, attempts to solve the cotton problem have been 
through unilateral national action. These programs have 
acted as a buffer to prevent an almost complete collapse of 
the Southern cotton economy. Loans above the world price 
have been made and the acreage of cotton has been restricted 
with the result that the world price has been raised slightly, 
exports have been curtailed, and production abroad has been 
stimulated. Many claim that the basic problem of adjustment 
has consequently been made more serious. In the future, 
therefore, the solving of an international problem by inter
national co-operation might well be tried. Such co-operation 
would entail an attempt to affect the world price and pro
duction of cotton through an international cotton agreement; 
the foundations of such an agreement should be laid now.

Associated with this international action should be national 
and state action designed to assist the high-cost cotton areas 
in adjusting their agriculture to achieve conservation, to re
duce permanently the acreage of cotton, and to raise the 
income of the farm family.

Where the ratio of people to resources is too high, a better 
balance to increase the productivity of labor can be attained 
by either moving population to other resources or by moving 
resources (in the form of capital) to labor. Probably both 
of these adjustments are needed. In either case, however, a 
widespread educational program must be developed; the 
people that move out of agriculture must be trained to new 
jobs, just as the farmers that remain must be trained to a 
new agriculture.

At the same time, new jobs and opportunities must be made 
available. To the extent that a high level of domestic em

ployment can be maintained, people will have opportunities 
to move to other regions and the problem will be eased by 
migration. However, the development and expansion of in
dustries in the old cotton-producing regions will probably be 
more important in attaining a long-run solution than will 
large-scale migration from these regions. Because of the un
certainty and expense involved in long-distance moving, 
people do not move to a new environment as readily as they 
move to a new job nearby. The development of industry in 
the South would raise the purchasing power of the popula* 
tion and provide the demand for the industrial products, as 
well as the food products, of a more diversified agriculture.

In addition to education and industrial expansion, a modi
fication of the tenure system, which will result in greater 
security of occupancy, is also necessary.

Changes such as these do not occur rapidly or painlessly. 
A program that will prevent the impact of lower cotton prices 
from causing extreme poverty in the high-cost areas must be 
carried out. Maintaining a high domestic price for cotton 
with acreage quotas will simply maintain the present mal
adjustment, unless arrangements are also made to cut pro
gressively* the quota in the high-cost, eroded areas. An al
ternative would be to reduce the loan rate on cotton each 
year until it equalled the world price; such a program would 
permit more gradual adjustments to be made. A third method 
would be to accept the world price now and have the AAA 
make payments for the production of alternative crops, con
servation practices, and farm reorganization.

A further method that has been suggested to cushion the 
shock of adjustment is some form of a domestic allotment 
plan associated with a two-price system. According to this 
plan, the world price for cotton would be accepted, but a 
payment to farmers for cotton produced for domestic con
sumption would be paid. Each farmer would be allocated a 
quota and would receive the benefit payment only on this 
quantity; for cotton produced in excess of the quota, he 
would receive the world price only. This plan would permit 
farmers in low-cost areas to expand production if they wished.

This plan has two major difficulties. In the first place, this 
method would probably be interpreted as dumping by other 
nations, and other producing countries might apply a similar 
subsidy. Serious international repercussions could be avoided 
only if a world cotton agreement were made. In the second 
place, some method by which the quotas allocated to the high- 
cost areas will be progressively reduced is needed if perma
nent stabilization of high-cost production and inefficient use 
of resources are to be avoided.

Regardless of which of these alternative approaches is 
used to cushion the impact of economic changes on the cotton 
economy, positive measures to improve the efficiency in the 
use of resources, both human and physical, will be needed. 
As mentioned before, these may include conservation pay
ments to assist in increasing the productivity of the land and 
preventing further erosion and adjustment payments to assist 
in changing the farm organization. In industry, the develop
ment of small manufacturing plants, possibly making more 
use of the relatively abundant water power, would have the 
effect of relieving the pressure of the population on the land. 
In the last analysis, the agricultural problem is closely tied 
to the problem of developing industry and increasing the 
productivity of all labor.

A R T H U R  C . B U N C E
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