
K i n g  C o t t o n ' s  D w i n d l i n g  E m p i r e

For well over a century, cotton was kingpin of 
southern agriculture and favored prince of the 
southern economy. Acreages reached their peak in 
1926 after almost constant expansion since post- 
Civil War days. And, with the expanding influ
ence of the fibrous monarch, supporting crops and 
industries also increased. Corn acreages, required 
to support the major power source (mules), ad
vanced steadily, as did the number of cotton gins, 
small farm supply businesses, and the agricul
tural labor force.

Cotton’s success as the world’s most important 
clothing material resulted from growing domestic 
and foreign demands, plus technical innovations 
in production, marketing, and manufacturing. In 
meeting market demands, southern cotton pro
ducers pushed planted acreages to over 40 million 
in every year but one during the 1925-30 period. 
Domestic utilization remained relatively constant, 
ranging from 6.1 to 7.2 million bales, while ex
ports advanced significantly. In the late 1920’s, 
the United States accounted for 51 percent of the 
world’s cotton acreages and 58 percent of the

In 1967 U.S. production reached the lowest level since 1921, 
while harvested acreages dropped to post-Civil War levels.

production. U. S. cotton exports reached their all- 
time peak of 11.3 million bales in 1926.

By the 1930’s, the territorial rights of King 
Cotton began to diminish. The world depression 
caused a sharp drop in the effective demand for 
cotton both at home and abroad. Meanwhile, 
farmers continued to plant larger acreages in an 
attempt to maintain farm incomes, and in 1931 
cotton production exceeded 17 million bales, or 
the second highest recorded level. With reduced 
demands, annual carryover stocks became oppres
sive, and the seasonal average price fell to 5.66 
cents per pound in 1931. These disastrously low 
cotton prices and the severely depressed state of 
agriculture throughout the South and the U. S. 
contributed to the passage of the Agricultural Ad
justment Act of 1933. This Act was designed to 
help farm incomes through price supports and 
supply management or acreage controls. Since 
1933, modifications in farm programs and acreage 
allotments, plus changing production patterns, 
have caused an irregular but continuous decline 
in cotton acreages. Harvested cotton for 1967 will 
total only 8,545,000 acres, the smallest crop since 
1871. The most recent adjustments reflect produc
tion and marketing problems that have developed 
in the 1960’s.

D e v e lo p m e n t s  in th e  1 9 6 0 ’s

In the first half of the 1960’s cotton acreages in 
the Sixth District states and the U. S. declined 
steadily. But average yields advanced over 200 
pounds per acre since the early 1950’s, so total 
production moved to near or above 15 million 
bales in the 1962-65 growing seasons.

Meanwhile, domestic consumption moved ir
regularly upward to 9.5 million bales in 1965, or 
the highest level since 1950. But exports declined 
erratically throughout the period so that total

M illions o f  A c re s

i_i i i i i i i i i i _i 
1 870  1 8 8 0  1 8 9 0  1 9 0 0  1910 1 9 2 0  1 9 3 0  1 9 4 0  1 9 5 0  1 9 6 0  1967

"U.S.D.A. crop estimate, Novem ber 1967.
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With more competitive pricing, U.S. cotton exports expanded 
in the 1966-67 marketing year, despite greater world pro
duction.

Millions of Bales 

Total Consum ption _
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*U .S.D.A. pre lim inary estim ates.

disappearance in each year from 1960 to 1965 was 
less than production. The result: total carry
over stocks of cotton reached unprecedented 
levels of 16.6 million bales on August 1, 1966 
(the end of the marketing year for the 1965 
crop).

Part of the problem of equating production 
with total effective demand was associated with 
the cotton support programs. Price support levels 
were relatively high, ranging between 29 to 32 
cents per pound. Farmers were thus encouraged 
to plant their maximum alloted acreages. In addi
tion, they used large quantities of fertilizer, re
sulting in record yields and production. In 1964 
and 1965 the program was slightly modified with 
further incentive to reduce planted acreages, but 
the changes had only limited success.

On the demand side, the price support levels 
kept market prices high, making cotton less com
petitive with manmade fibers and foreign imports. 
To offset this disadvantage, direct payments of 
5.75 cents per pound were made to textile mills 
for each pound of cotton used. Furthermore, our 
domestic price level kept world prices higher, 
stimulating increased world production and caus-

Reduction of the Commodity Credit Corporation price support 
loan allowed domestic market prices to drop, making cotton 
more competitive with other fibers and in world markets. 
However, advances during the 1967-68 marketing year may 
modify the improvement in the competitive position.

1950-51 1952-53 1954-55 1956-57 1958-59 1960-61 1962-63 1964-65 1966-67

*Fede ra l Reserve  B an k  of Atlanta estim ate for first s ix  m onths 
of 1967-68 m arketing year.

ing U.S. cotton exports to be less competitive in 
foreign markets.

F o o d  a n d  A g r ic u ltu r a l  A c t  o f  1 9 6 5

To correct these and other structural problems, 
basic changes in cotton programs were incor
porated into the Food and Agricultural Act of
1965. The Act contains provisions to reduce 
carryover stocks, keep cotton competitive with 
other fibers in world markets, maintain farm 
incomes, reduce government expenditures, grant 
greater freedom to producers in selecting produc
tion levels, and encourage efficient resource allo
cation.

Under this plan, farmers who wished to qualify 
for price support payments in 1966 and 1967 had 
to divert from production a minimum of 1 2 ^  per
cent of their cotton allotment. They received pay
ments for the acreages diverted, based on the nor
mal yields. Payments were 10.5 cents per pound 
in 1966 and 10.78 cents per pound in 1967. Grow
ers have the option of diverting a maximum of 35 
percent of their allotments for which they receive 
the acreage diversion payments.

For this cooperation farmers are eligible to 
receive a loan price equal to 90 percent of the 
estimated average world price. If the market price 
exceeds the loan price, producers are encouraged 
to sell through regular market channels. The loan 
price was 21 and 20.25 cents per pound, respec
tively, in 1966 and 1967.

Finally, farmers receive a price support pay
ment, based on the normal or average output from 
their planted acreage. These payments were 9.42 
and 11.53 cents per pound in 1966 and 1967, re
spectively. When they are added to the loan 
price, the effective price received by farmers is 
around 30 cents per pound.

Other provisions of the Act allow further 
flexibility in selecting production levels. Since 
the cotton program is voluntary, individual pro
ducers are not required to participate in the acre
age control price support program, but may re
quest a share of the 250,000 National Export 
Acreage. Approved farmers may plant their full 
allotment, plus their export acreage allotment. 
However, all production must be sold in export 
markets at world prices. Only nine Alabama and 
Louisiana farmers elected to plant 5,050 acres for 
export production in 1966. By 1967 two additional 
farmers had received export acreage approval, 
raising the total to 5,237. Also, farmers, subject to 
certain restrictions, may choose to sell or lease 
their allotments to farmers in other parts of the 
state but not across state lines. And all farmers 
had the option of retiring their entire farms to

FEBRUARY 1968 23
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

February 1968



soil conserving uses for five to ten years in 1966 
and 1967 by participation in the Upland Adjust
ment Program.

P r o g r a m  M e e t in g  O b je c t iv e s ?

The answer seems to be Yes. However, adverse 
growing conditions have caused production de
clines to exceed expected levels. In 1966, most 
farmers took advantage of the option to divert 
the maximum, or 35 percent of their allotment. 
Consequently, harvested acreage dropped 30 per
cent below 1965 levels in the U. S. and District 
states. In addition, adverse growing conditions in 
the Cotton Belt caused average yields to fall. The 
net result was that total production in both the 
District states and the U. S. was 36 percent less 
in 1966 than in 1965. U. S. production totaled 
only 9.6 million bales.

The 1967 season was largely a repeat of 1966. 
Even more farmers reduced planting by diverting 
maximum acreages, and the growing season was 
worse than in 1966. The result was a 43-percent 
acreage cut and a 51-percent production decline 
for District farmers in two years. Nationally, 
cotton production is projected to reach only
7,969,000 bales, down 47 percent from 1965 and 
the lowest level since 1921, a year of peak boll 
weevil infestations.

With these very low production levels, the 
annual carryover or inventory of cotton will be 
reduced because total consumption exceeds pro
duction. During the 1966 marketing year (be
ginning August 1, 1966) domestic mill consump
tion was 9,478,000 bales, or nearly equal to total 
production. However, because the domestic price 
level dropped when the loan price of 2 1  cents 
became effective, U. S. cotton was more com
petitive in world markets and exports jumped to 
4.7 million bales, compared with 2.9 million a 
year earlier. Thus, in one year, carryover stocks 
were reduced nearly 4.5 million bales, or to ap
proximately 12  million bales.

The 1967 marketing year is not complete, but 
projected disappearance for the year indicates 
that both exports and domestic consumption will 
remain near present levels. If these projections 
materialize, total consumption will exceed 1967 
production by over 6 million bales, thus reducing 
all carryover stocks further.

1 9 6 8  P r o d u c t io n  U p ?

Recognizing the sharp adjustments in production 
and total consumption, the Secretary of Agricul
ture significantly modified the provisions of the
1968 crop program for Upland cotton.

Since carryover stocks for August 1, 1968, are 
expected to be near the 6.5-million bale mark, this 
year’s production must equal domestic and 
foreign demands. To meet this goal, the program 
has been modified, making the required acre
age diversion only 5 percent of a farmer’s allot
ment and reducing the diversion payments for 
any additional acreages diverted. With these 
changes, many farmers will find it profitable to 
increase planting significantly in the spring of 
1968.

Another provision modifying rules for measur
ing acreages planted in skip-row planting patterns 
will also stimulate production slightly, partic
ularly in the Mississippi Delta and western grow
ing regions. Thus, if farmers increase plantings 
and if the projected national yield of 545 pounds 
is reached, 1968 production will more nearly 
equal domestic consumption and exports in the 
1968-69 marketing year.

Im p a c t  on  F a r m e r  a n d  C o m m u n it y

One stated objective of the cotton program 
was to maintain farm income. At first glance, the 
program seemed to have failed because 1966 gross 
incomes from cotton, including sales of fiber, 
seed, and Government payments, fell over $135 
million short in meeting 1965 levels for District 
farmers. Actual cash receipts dropped very 
sharply, mirroring the combined effects of the 30- 
percent acreage reduction, the 9-percent reduc
tion in yields, and the 25-cent drop in average 
market prices.

But gross production costs were lower in 1966 
than a year earlier because of the reduced cotton 
acreages. Operating expenses for maintaining the 
acreages diverted in soil conserving uses are much 
less. So, even though gross receipts were down, 
net farm incomes were higher for many farmers. 
For example, 1966 net farm incomes for the aver
age large-scale cotton farm in the Mississippi 
Delta were projected to exceed 1965 levels by 20 
percent. It is still impossible to estimate 1967 
net farm incomes accurately. However, they may 
nearly match 1966 levels because the sharply 
higher market prices, particularly for high-quality 
cotton, plus a slight increase in Government pay
ments and continued low operating costs, will 
offset reduced yields and production.

The cotton legislation also modified income 
flows for farmers. Traditionally, major produc
tion expenses occur in the spring and summer, 
and income from sales comes in the fall. How
ever, farmers may now receive one-half their 
acreage diversion payments in February and 
March during the sign-up period. Since this pro-
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Since 1966, farmers in 35 percent of the counties in the 
Sixth District states have voted to sell or lease allotments.

vides some additional working capital for pro
ducers during the growing season, most District 
farmers requested advance payments. Recogniz
ing this change in income flows, some farm credi
tors have added clauses to loan contracts requir
ing that a portion of these advance payments be 
used for debt retirement.

I t may be that in poor production years, like
1966 and 1967, farm incomes have been main
tained better under present legislation than under 
past programs. In most former cotton programs, 
the only source of income was from the sale of 
cotton actually produced. Thus, if yields dropped 
sharply, total receipts also declined in spite of 
relatively high prices.

Under the new legislation, however, farmers 
receive acreage diversion payments and price sup
port payments determined at the time a farmer 
signs up for the program. These payments remain 
unchanged even in years when yields are below 
average and receipts from cotton sales drop.

Effects of the new program on farm communi
ties fall into two general categories. First, the acre
age reduction has an impact on the demand for 
fertilizer, chemicals, petroleum, other production 
items, and credit. Although District farmers re
duced cotton acreages by 43 percent, the utiliza
tion of these items did not necessarily drop by a 
like amount. In fact, total fertilizer sales in the 
Southeast expanded by approximately 6 percent 
from 1965 to 1966. Also, the total volume of farm 
loans outstanding at banks, PCA’s and FLB’s, 
maintained past growth rates.

Sales of fertilizer and many other items have 
remained unchanged because diverted acreages 
must be maintained according to good soil con
servation practices. This means that farmers in
curred some expense for seed, petroleum, chemi
cals, and other items to keep land in summer 
fallow or in an acceptable cover crop. Also, acre
ages of some crops have been expanding, and the 
average per acre quantity of purchased resources 
used in the Southeast continues to expand stead
ily. Of course, the sales of specific items, such as 
cotton pickers, chemical defoliants, and cotton 
seed, were reduced when acreages declined.

The new cotton program may also affect rural 
community growth. Provisions allowing farmers 
in any county to sell or lease their allotment to 
other producers within the state may cause the 
level of economic activity to change in some com
munities. This provision provides greater flex
ibility in the allocation of natural resources to 
cotton production. Because of changing produc
tion patterns, allotments in areas like North 
Georgia may move to more productive regions of 
the state. Since 1966, farmers in 35 percent of all 
the counties in the District states have voted to 
sell or lease allotments.

In regions where profitable cotton production 
is difficult, many of the allotments simply were 
not being utilized anyway. In these cases, the 
transfer of allotments would have little economic 
impact. Also, with the increased acreages com
mitted to soybeans and with advancing cattle pro
duction, former cotton acreages now have profit
able alternative employments, further reducing 
the economic impact from the movement of cotton 
allotments. Of course, areas experiencing a net 
increase in cotton acreages may gain in econ
omic activity.

One additional side effect of the dramatic pro
duction drop is the changing composition of cot
ton inventories. During 1966, large quantities 
of cotton under government storage were sold to 
fill the gap between production and consumption. 
But since longer staple cotton is generally pre
ferred by the textile industry, this quality of 
cotton was liquidated at a more rapid rate. Thus, 
by August 1, 1967, 40 percent of all carryover 
stocks had fiber lengths under one inch and 74 
percent 1-1/32 inches or less. This run-off of 
longer staple cotton, combined with the small
1967 crop, caused sharply higher prices for top- 
quality cotton in recent weeks. Although these 
prices will help support farm incomes, they 
may result in reduced exports and further 
substitution of manmade fibers for cotton.

R o b e r t  E .  S w e e n e y

FEBRUARY 1968 25Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

February 1968


