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MCKGROUHD 

The co t ton surp lus presents a more ser ious problem a t the 
present t ime than ever be fo re . At the same t ime, co t ton p r i ces have 
f a l l e n so as t o endanger se r ious l y the income o f the Cotton B e l t , The 
f o l l o w i n g t a b l e shows c l e a r l y how the present surp lus came i n t o e x i s t -
ence. 

( M i l l i o n s ) 
1 

Crop Tear I 
| | Domestic | 
1 Product ion 1 Consumption 1 Exports 

Govt . * 
Stoeks Acreage 

(1922-23 
Aver . (through. 13.8 6.3 7.6 — 40 

(1928-29 

1931-32 16,9 4 .7 8 .7 3 .4 38.7 
32-33 13.0 6 .0 8 .4 3.6 35.9 
33-34 12.7 5.6 7.5 4.0 29.4 
34-35 9.6 5.2 4 .8 5.5 26.9 
35-36 10.5 6.2 6 .0 5 .1 27.6 
36-37 12.4 7.8 5 .4 3.0 30.0 
37-38 18.4 5.6 5.6 6 .5 34.0 
38-39 11.9 p6.5 p3.0 11.0 25.3 

*January 1 
p Pre l im inary 

1 . The grea ter pa r t o f the r e s p o n s i b i l i t y must be assigned 
t o thewmagnif icent , t crop o f 1957. The 18-1/2 m i l l i o n bales produced i n 
t h a t year i s the l a rges t crop on record . As compared w i t h the f ou r 
preceding years i n which the c o n t r o l program had been i n o p e r a t i o n , t h i s 
record crop can be a t t r i b u t e d p a r t l y t o increased acreage and p a r t l y t o 
an e x t r a o r d i n a r i l y h igh y i e l d . The acreage i n 1937, l a r g e l y because o f 
the weakening o f product ion c o n t r o l f o l l o w i n g the Supreme Court dec is ion 
a year e a r l i e r , was, rough ly , £5 percent h igher than the average of 
1933-35. The crop, however, was over 50 percent l a r g e r , showing t h a t 
the i d e a l weather cond i t ions i n 1937 played an even more important r o l e 
than the expanded acreage. 

t 
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Mr. Chirrie - 2 Apr i l 14, 1939 

2. American exports i n the cur ren t crop year , 1938-39, are 
the lowest on record . Throughout the per iod o f p roduct ion c o n t r o l , 
exports were approximately one - th i r d lower than they had been before 
t h a t . The 1938-39 r a t e i s l i t t l e more than h a l f t h i s reduced amount. 

The excess supply r e s u l t i n g from the tremendous 1937 crop 
and the dec l ine i n exports has been moving i n t o Government-financed 
s tocks. On January 1 , 1939, the Government he ld approximately 11 
m i l l i o n ba les , which i s about equal t o a normal y e a r f s product ion . 

The f i g u r e s on domestic consumption a lso b r i ng out the f a c t 
t h a t the present surp lus i s not due t o a dec l ine i n the domestic use 
o f co t ton . The amount consumed i n 1936-37 was, i n f a c t , the l a rges t 
ever—7.8 m i l l i o n ba les , as compared w i t h an average o f 6 .3 m i l l i o n i n 
the p rospe r i t y per iod f rom 1923 t o 1929. Even i n the years 1934 and 
1935, when the r e s t r i c t i o n program was operat ing w i t h a r e l a t i v e l y low 
l e v e l o f n a t i o n a l income, domestic consumption was not much below the 
average f o r the Twenties. 

I f exports could be res tored to the 1934-37 average, we could 
w i t h the present l e v e l o f domestic consumption j u s t about ho ld our own, 
prov ided, o f course, t h a t acreage r e s t r i c t i o n were continued as a t 
present and the y i e l d remained "normal" . Wi th exports a t t h i s yea r ' s 
l e v e l , cur rent product ion would r e s u l t i n the a d d i t i o n o f 2 t o 3 m i l l i o n 
bales a year t o the e x i s t i n g surp lus . 

PROGRAM 

Any program adequate t o deal w i t h the s i t u a t i o n must conta in 
the f o l l o w i n g elements: ( l ) continued product ion c o n t r o l , (2) some way 
of increas ing expor ts , (3) p r o t e c t i o n of co t ton farmers1 income. 

Current controversy centers on a means tha t should be adopted 
t o achieve the second and t h i r d ob jec t i ves ; i . e . , increase i n exports 
and p r o t e c t i o n o f farmers1 income. E f f e c t i v e techniques f o r product ion 
c o n t r o l have a l ready been developed and there can be no ser ious ques-
t i o n but t h a t p roduct ion c o n t r o l must be cont inued. I n achiev ing (2) 
and ( 3 ) , i t i s impor tant , however, not t o r eso r t t o f u r t h e r acreage 
reduc t i on , s ince tha t would i n t e n s i f y the surplus labor problem of the 
South. (That i s , there i s no good i n reducing excess co t ton by inc reas-
ing excess l a b o r . ) 
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Mr. Chirrie - 3 Apr i l 14, 1939 

Broadly speaking, there are two l i n e s o f approach t o the 
problem o f achiev ing the above-mentioned ob jec t i ves : 

1 . Main ta in domestic p r i ces by a continuance o f the 
present loan program (or some other pr ice-pegging 
device) and subsid ize exports so as t o increase 
the American share i n wor ld markets. 

2 . Let both domestic and f o r e i g n p r i ces f a l l s u f f i c i e n t l y 
t o move a more s a t i s f a c t o r y amount o f American co t ton 
i n t o consumption and make up the d i f f e rence by a d j u s t -
ment payments t o the farmers. Increased consumption 
would be p r i m a r i l y i n f o r e i g n coun t r i es , but w i t h a 
lower p r i c e there would probably be some increase i n 
t h i s country as w e l l . 

Of these two ways o f t a c k l i n g the problem, the second o f f e r s 
d i s t i n c t advantages. I t would avoid the appearance o f dumping, which 
i n e v i t a b l y would go w i t h the f i r s t , and would have the h i g h l y des i rab le 
e f f e c t o f g i v i n g American as w e l l as f o r e i g n consumers the advantage 
o f the lower p r i c e . From a more techn ica l po in t o f v iew, i t would a lso 
seem to be p re fe rab le . 

The subs id i za t i on o f exports would necess i ta te the impos i t i on 
o f a t a r i f f t o keep the subsidized co t ton from being brought back i n t o 
the country and would a lso probably necess i ta te a subsidy to American 
producers o f co t ton goods i n order t o enable them to ho ld t h e i r place 
i n the wor ld market• As contrasted w i t h t h i s cumbersome setup, the 
a l t e r n a t i v e approach would preserve a u n i f i e d wor ld market and would 
obv ia te the necess i ty f o r spec ia l du t ies or bonus o f any k i n d . 

I t i s i n t e r e s t i n g t o note tha t the pr ice-adjustment or p a r i t y -
payment method seems t o be favored by Secretary Wallace h imse l f . 

"With regard to co t ton , Mr. Wallace admit ted 
t h a t the loan programs have, wh i l e main ta in ing 
domestic p r i c e s , caused exports t h i s year t o f a l l 
o f f f a la rming ly* w i t h the i n d i c a t i o n tha t they w i l l 
be l i t t l e more than h a l f what they were i n previous 
years . 

111 I f the co t ton loan i s t o be cont inued, and 
I t h i nk we should f r a n k l y face the f a c t t ha t i t s 
discont inuance would probably permit the p r i c e o f 
co t ton to f a l l by 2c or 3c a pound, then some means 
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Mr. Chirrie - 4 Apr i l 14, 1939 

must be found to move the co t ton i n t o e x p o r t , f lie 
cont inued. 

"He said continuance o f the loan on the present 
basis would be almost c e r t a i n t o reduce our exports 
t o a s t i l l lower l e v e l probably below 3,000,000 ba les , 
necess i ta t i ng a reduc t ion i n acreage from 27,000,000 
acres to 20,000,000. 

"The Secretary warned, however, t h a t i f co t ton 
i s kept out o f the loan , then *probably #200,000,000 
a year or more1 w i l l be needed i n a d d i t i o n t o present 
conservat ion and p a r i t y payments t o ma in ta in even the 
present low l e v e l o f income i n the South. He added 
tha t t h i s would not be so d i f f i c u l t i f the o r i g i n a l 
T r i p l e A system of f i nanc ing payment from a tax on 
domest ica l ly consumed co t ton could be resumed." 

The c h i e f argument advanced against the pari ty-payment method 
o f moving l a r g e r quan t i t i e s o f American co t ton i n t o both f o r e i g n and 
domestic consumption i s tha t i t would cost more than the export subsidy 
p lan . Th is i s c l e a r l y based <m a very narrow d e f i n i t i o n o f cos t . I f 
American consumers are forced to pay a h igher p r i c e than f o r e i g n consumers 
i n order t o ma in ta in farmers1 income, the cost t o the American pub l i c i s 
obviously j u s t as great as i f the same amount o f money were pa id out o f 
the Federal t r easu ry . The cost would be exac t l y the same i f the p a r i t y 
payments were f inanced, as Secretary Wallace proposes, through a process-
i ng t a x . I t would be f a r less i n r e a l terms, however, i f the general 
funds o f the Treasury were used instead of a processing t a x . i*ram the 
po in t o f v iew o f increas ing the purchasing power o f consumers i n genera l , 
as w e l l as o f the farmers, the l a t t e r method i s c l e a r l y the most d e s i r -
ab le . I n f a c t , the use o f processing taxes would l a r g e l y n u l l i f y the 
bene f i t t ha t could be obtained by the pari ty-payment method o f dea l ing 
w i t h the problem. Payment o f bene f i t s out o f the general fund would 
mean, of course, t ha t the money would be borrowed u n t i l the r e v i s i o n 
o f the e x i s t i n g t ax system of a so r t t ha t would increase revenue w i thou t 
burdening consumption could be c a r r i e d through. 
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Mr. Curri© - 5 A p r i l 14, 1939 

CAUSE OF THE DECLINE IN EXPORTS 

Through the product ion c o n t r o l and loan programs, the Uni ted 
States has, i n e f f e c t , been ho ld ing a p r i ce umbrel la f o r the r e s t o f the 
wor ld . By c u r t a i l i n g acreage i n t h i s country and by o f f e r i n g t o absorb 
suppl ies i n the loan program a t a t t r a c t i v e p r i c e s , we have been g i v i n g 
f o r e i g n producers a chance to expand t h e i r output and t h e i r sales w i t h -
out b r i ng ing p r i ces to a r u i nous l y low l e v e l . As American co t ton has 
gone i n t o the loan , f o r e i g n sales i n the wor ld market have increased. 
This po in t comes out c l e a r l y i n an examination o f product ion and c a r r y -
over f i g u r e s f o r American and f o r e i g n co t ton . 

Before the depression began, the wor ld car ry -over o f American 
co t ton was normal ly around 40 percent o f the annual product ion o f Ameri-
can co t t on . The r a t i o o f car ry-over t o product ion i n the case o f f o r e i g n 
co t ton f l u c t u a t e d around 50 percent . Since 1930, the s i t u a t i o n has 
changed d r a s t i c a l l y . The r a t i o o f f o r e i g n car ry -over t o product ion has 
remained about the same, i . e . , 50 percent , but the American r a t i o has 
increased sharp ly . I nc lud ing loan s tocks, t o t a l American car ry-over a t 
the end o f the 1937-38 season was 74 percent of p roduct ion . I f the 
car ry -over o f American co t ton a t the end o f the 1938-39 season i s 14.5 
m i l l i o n ba les , as i t probably w i l l be, i t w i l l be 122 percent o f produc-
t i o n . Thus, wh i le American stocks have been p i l i n g up to a tremendous 
amount, f o r e i g n produced co t ton has been moving i n t o consumption a t a l -
most the same r a t e as i t d i d before the depression and the American 
c o n t r o l program began. 

I t i s impossible t o say j u s t how much o f the wor ld market 
l oss i n the l a s t couple of years could be regained f o r American co t ton 
by a p o l i c y o f unpegging the wor ld p r i c e . Undoubtedly some o f i t i s 
l o s t beyond r e p a i r w i t h i n the l i m i t s o f any dec l ine i n p r i ces t h i s 
country would be w i l l i n g t o see. The most d r a s t i c dec l ine i n imports 
o f American co t ton has been i n Geimany, which fo rmer ly took an average 
o f a m i l l i o n and a h a l f bales a year but which i n 1938 imported on ly 
300,000 ba les . Meanwhile, German imports o f B r a z i l i a n co t ton have i n -
creased from p r a c t i c a l l y noth ing t o 375,000 ba les . I n a d d i t i o n , i nc reas -
ing use of rayon has brought about a marked dec l ine i n the t o t a l consump-
t i o n o f co t ton i n Germany. There seems t o be no reason, however, why 
exports t o England and other count r ies where there are no spec ia l 
r e s t r i c t i o n s on American co t ton should not recover a t l e a s t t o t h e i r 
m i d - T h i r t i e s l e v e l . 

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




