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UsS, Tariff Commission,
April 3, 197L.
To the President:

Pursuant to your request of October 31, 1973, 1/ the U.S. Tariff
Commission has conducted an investigation under subsection (d) of
section 22 of the Agricultural Adjustment Act, as amended (7 U.S.C. 62L),
with respect to certain cotton, cotton waste, and cotton products pro-
vided for in items 955,01 through 955.06 of Part 3 of the appendix to
the Tariff Schedules of thé United States. g/ The purpose of the inves-
tigation was to determine whether the annual import quotas for each of
the articles described in items 955,01 through 955.06 may be suspended
without rendering or tending to render ineffective, or materially inter-
fering with, the programs now conducted by the Department of Agriculture
for cotton, or reducing substantially the amount of products processed
in the United States from domestic cotton.

The report of the Commission on the aforementioned matter, includ-
ing its finding and recommendation, is submitted herewith. The informa-
tion contained in this report was obtained from evidence submitted at the
public hearing, from briefs, from other Government agenciés;.énd-from the

Commission's files.,

T7 The Tull text of your letter 1s reproduced in app. A.

?/ Public notice of the investigation (No. 22-37) was issued
November 7, 1973. The notice was posted at the Commission's offices in
Washington, D.C., and in New York City, and was published in the Feder-
al Register of Nov. 13, 1973 (38 F.R. 31353). The public hearing,
scheduled for Jan. 21, 197L, was rescheduled for Feb. 7, 197, at the
request of the Deputy Assistant Secretary of Agriculture; all inter-
ested parties were afforded an opportunity to be present, to produce
evidence, and to be heard.



Findings 1/

~ On the basis of the investigation--

l. The Commission finds (Commissioner Leonard dissenting) that
the imbort quafas on certaiﬁ cotton, cotton waste, and cotton products
as described in items 955,01 through 955.06 of part 3 of the appendix to
the Tariff Schedules of the United States may be temporarily suspended.
without rendering or tending.to render ineffective, or materially in-
terfefing-ﬁith, the programs for cotton now conducted by the Depart-
ment of Agriculture, or‘reducing substantially the amount of products
processed in the United States from domestic cotton.

2. Commissioner Leonard finds that the import quotas on certain
cotton, cotton waste, and cotton products as described in items 955,01
through 955,06 of part 3 of the appendix to the Tariff Schedules of the
United States may be suspended without rendering or tending to render
ineffective, or materially interfering with, the programs for cotton
now conducted by the Department of Agriculture, or reducing substan-
tially the amount of products processed in the United States from do-

mestic cotton.

Recommendations

1. The Commission recommends (Commissioner Leonard dissenting)
that the President issue a proclamation pursuant to section 22(d) of
the Agricultural Adjustment Act, as amended, suspending the import

quotas identified in its finding, effective from the date of said

1/ Vice Chairman Parker and Commissioner Tbung'did not participate
in the decision. ‘
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proclamatior': through the last day of the quotﬁ year endihg in calendar
year 1975 for each of the quota‘s. '

2, Commissioner Leonard recommends that the President issue a
proclamation pursuant to section 22(d) of the Agricultural Adjustment

Act, as amended, suspending the import guotas identified in his finding.



Statement of Chairmean Bedell and
Commissioners Moore and Ablondi
As indicated above by our findings and recommendations, we have

concluded that the import quotas on certain cotton, cotton waste, and
cotton_products may be temporarily suspended through the respective
quota years ending in calendar year 1975 without adversely affecting the
programs>f0r cotton of the Department of Agriculture or the amount of
productsbprocessed in the United States from domestic cotton within the
terms of section 22 of the Agricultural Adjustment Act, as amended.
The principal considerations supporting our findings and recommendations
are as outlined below.

The programs for cotton of the
Department of Agriculture

The programs of the U.S. Department of Agriculture that are of
concern to the Tariff Commission in this investigation are the price-
support programs for Upland cotton and for extra-long-staple cotton.
These programs differ, but they both inclﬁde nonrecourse loans and
direct payments to support the price of cotton to the producer.

Upland cotton.-~Under the current price-support program for Upland

cotton, participating farmers are assigned acreage allotments for each
crop year. Each farmer's allotment represents his share of a national
acreage allotment, which is the acreage determined by the Secretary of

Agriculture to be adequate to achieve a national production goal equal



to estimated U.S. consumpticn aad exports of Upland cotton, adjusted to
assure adeéuate carryover and to allow for market expansion. Producers
may plant as much acreage to Upla..d cotton as they choose, but price
support is extended only to such zotton grown on the producer's alloted
acreage.

As indicated above, price zupmort is extended through nonrecourse
loans and direct payments. rcducers may place Upland cotton under
loan te the Cormodity Credit Corporation (CCC). Such cotton may be
redeemed by the producer by repaying the loan (plus charges), or may
be left in the hands of the CCC in fall payment of the loan. The rate
for nonrecourse loans, which is established by the Secretary of Agricul-
ture for each crop year, is required to be equivalent to 90 percent of
the average world price for a certain grade and staple of Upland cotton. ;/
The national average loan rate was set at 19.5 cents per pound for Mid-
dling l-inch cotton for the 1973 crop and 25.26 cents per pound for the
1974 crop.

The direct payments to farmers for Upland cotton grown on their
allotted acreage are intended to assure that the producerkreceives at
least a minimum price specified in the legislation. If mérkeﬁ-prices
are below the minimum price, payments are made to the producer to make
up the difference. As required by statute, the program for>the 1973
crop also provided, in effect, for a minimum direct payment of 15 cents

ber pound, while the program for the 197h crop does not provide for

l/ Loan rates are determined for other grades and staples of cotton
in relation to the loan rate for Middling l-inch cotton.
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such #Minimum payments. As a consequence, producers received the min-
imum direct payment of 15 cents per pound for the 1973 crop of Upland
cotfon grownlon their allotted acreage, even though market prices
exceedéd'the statutory minimum price. The Department of Agriculture
expects to make no direct payments for the 1974 crop of Upland cotton
because average market prices are expected to be above the statutory
target price. The target price fixed by the statute for the 1974 crop
(38 céﬁts per pound) will remain the same for the 1975 crop, but then
will be adjusted for the 1976 and 1977 crops to reflect changes in
costs of production and a%erage yields.

Extra-long-staple cotton.--Under the current program for extra-

long-staple cotfon, producers are assigned acreage allotments for each
crop year on the basis of marketing quotas (which must be approved by
producers). The amount of the marketing quota is required to be‘equal
to estimated domestic consumption, plus exports, and minus imports; the
‘total is to be adjusted to assure adequate carryover. The national
allotmenﬁ represents the acreage required to produce an amount of extra-
long-staple cotton equal fo the marketinglquota. Unl)ike the program for
Upland cotton, producers who plant acreage to extra~-long-staple cotton
in excess of their acreage allotment are assessed penalties—~currently
50 percent of the parity price or 50 percent of the support price for
extra~-long-staple cotton, whichever is higher.

As with Upland cotton, price support for extra-long-staple cotton

is extended through nonrecourse loans and direct payments. Loans are



handled by CCC inlthe_same manner as those for Up}and cotton. The loan
rate established by the Secretary of Agricultﬁre is reqﬁired to be equiv-
alent to not less than 50 percént nor more than 100 percent in excess of
the loan rate established for Middling l-inch Upland cotton. The 1973
loan of 38.20 cents per pound was set at the maximum level. 1In addi-
tion, direct payments are provided which, together with the loan, shall
be not less than 65 percent nor more than 90 percent of parity. While
loans are offered for the total crop, direct payments are made only for
cotton grown on a national acreage that is equal to no more than the
1966 national acreage allotment. The payment rate for 1973 was 16.01
cents per pound, which when added to the loan, was equal to 65 percent
parity on February 1973--the minimum required by law. The 1973 payments
were made on 69.1L4 percent of the farm allotment. The mechanics of the
1974 program are identical to the 1973 program in all respects except
that the loan rate is 49.72 cents and the payment rate is 10.86 cents

per pound.

The supply and demand situation through mid-1975

Currently the United States is experiencing tight supplies of
Upland cotton. The 1973 crop of Upland cotton was some 700,000 béles
below the harvest of the previous year. Disappearancerof Upland cotton
(consumption plus exports) during the current season (1973-Tk) is ex-
pected to exceed domestic output by some 200,000 bales.

Stocks of Upland-cotton, which have been declining for somé years,

are at a level considered as the bare minimum necessary to meet annual



domestic requirements and export needs. Present Government-owned stocks
resulting from the price-support programs for cotton are nil. Some
grades and sfapieg qf Upland cotton are in exceedingly short supply due
to flood damage tc the 1973 crep in the Mississippi Delta. The 1973
crop of cotton stapling from l-inch to 1-1/16 inches, for example,
amounted to only L4 percent of the total domestic Upland crop, compared
to 55‘percent the previous season.

Market‘prices for cotton have remained well above both the loan
levels and the statutory price governing direct payments throughout the
1973 crop year. For exampie, the average spot market price for Middling
l-inch cotton for the August-December 1973 period averaged 62.87 cents
per pound; the average loan rate for this grade and staple for the 1973
crop year was 19.5 cents per pound, and the-sfafutory goal for direct
payments was to achieve a total price of 49.37 cents per pound.

Similar conditions exist with extra-long-staple cotton, which
accounts for less than 1 percent of the production of cotton in the
United States. Production of extra-long-staple cotton during 1973
amounted to 79,200 bales, some 17 percent below production during 1972.
Stocks of 59,600 bales on August 1, 1973, represented the smallest
beginning carryover since 1957 and the domestic supply of extra-long-
staple cotton during the 1973 crop year is the lowest since 1948. Off-

take (consumption plus exports) during 1973 is expected to amount to

about 100,000 bales, which is about the same as the previous year. The

1973 crop, plus estimated imports of 20,000 bales, will about equal
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offtake, while carryover at the end of the season will be virtually
unchanged. éovernment-owned stocks of extra-long-staple cotton are
nil. Prices for extra-long-staple cotton during thé 1973 crop year
have remained well above the loan rate and price-support goal.

Qutlook for Upland cotton.--Information on the present planting

intentions of U.S. farmers indicates that the acreage planted for the
1974 crop of Upland cotton will be nearly 18 percent greater than that
of the 1973 crop. If the high yields per acre of 1973 are equaled,
167L production will be close to 15 million bales--an output substan-
tially above that of recent years. However, if yields should fall to
unusually low levels because of weather conditions or other factors,
production would be only slightly above the 1973 level of production
(13 million bales).

Demand for Upland cotton is not expected to increase significantly
during the crop year beginning August 1, 19T4 above the requirements of
the present crop year. There are indications that cotton may expand its
share of the U.S. fiber market and that domestic consumption of cotton
may increase. Recent feports, for example, indicate that textile man-
ufacturers are including larger amounts of cotton in blendédAfabrics as
shortages of polyester staple fiber become more severe. Foreign demand
auring the next crop year is also expected fo remain strong. .This op-

timistic outlook for demand next season must be tempered by reports of

increasing consumer resistance to higher prices and the possibility of
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a textile slowdown. The Department of Agriculture is predicting little,
if any, change in offtake of cotton next year.

Pfoduction‘in the foreign non-Communist countries in the 1972 crop
year was i.O million bales less than consumption in those countries. In
the current (1973) crop year, consumption is expected to increase by
about 1.5 million bales, while production is expected to increase only
slightly. Thus, consumption in those countries in the 1973 crop year
will proﬁaﬁl& exceed production by more than 2 million bales. The
Communist céﬁntries as a group are net importers of raw cotton, and
apparently will remain so. Furthermore, foreign importing countries
are expected to maintain larée stocks in anticipation of short supplies.
Evidence available to the Commission indicates little opportunity for
large shipments of cotton to the United States through mid-1975.

Indeed, U.S. merchants may have difficulty obtaining adequate quantities
abroad of certain grades of cotton required by the domestic industry
during this period.

Outlook for extra-long-staple cotton.--The acreage allotment for

extra-long-staple cotton for the 1974 crop &ear is unchanged from last
year. The level of the loan available to cooperating producers will
increase by 11.5 cents. Under the current program, producers generally
receive direct payments for cotton grown on acreage equivalent to their
allotted acreage in 1966 (about 69 percent of the 19Thk acreage allot-
ment). This limitation on payments has apparently discouraged full

planting of the allotment for the 19TL4 crop (as it has in the past)

10
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because the Départment.bf Agriculture has annouhcedlthat ﬁroducers
intend to plant only 3,600 acres more in the 19Tk crop year than in

the previous year. This would indicate that the 1974 crop will be
about the same as that of the 1973 crop. Thus, the tight supply for
extra~-long-staple cotton will undoubtedly extend through mid-1975.
Continued tight supplies in foreign countries, coupled with an expected

strong demand abroad, will divert any large influx of imports through

1975.

Situation beyond mid-1975

In our view, there are several reasons why we do not think that we
should take any action now to suspend the import quotas on certain cot-
ton, cotton waste, and cotton products beyond the end of the quota:years
which end in 1975. First, under the Agriculture and Consumer Protec-
tion Act of 1973, the price-support levels for Upland cotton will likely
rise significantly after 1975. For example, the so-called target price,
which determines thé size of direct payments to farmers, is established
by the legislation at 38 cents for the 1974 and 1975 crops. . However,
as we stated earlier, these target prices for the 1976 and‘l977 crops
will be adjusted to take into account chénges in prices paid by producers
and changes in production yields. The result will undoubtedly be an
increase in the target price as producers continue to face increasing
costs for factors of production. Likewise, the loan level, which re-

flects prices of American cotton in world markets during the 3 previous

11
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marketing years, will begin to reflect the increases in world prices
over.thelpast several months.

'Segond, éupply and demand factors affecting the world production
and use of cotton in the period beyond 1975 are uncertain, and changes
in them could result in sharp and rapid shifts in cotton prices. Pres-
ently it is uncertain as to what the long-term effect of current high
priCeézagdﬁa suspension of the U.S. import quotas might have on foreign
production of cotton. At the Commission's hearing in this investiga-
tion, for éxample, representatives of the Department of Agriculture
testified that the Department is "not able to anticipate with any de-
gree of certainty changes in events which may take place in the distant
future." 1/ Representatives of the National Cotton Council testified

that "potential but highly unpredictable changes, when coupled with

new currency developments, could quickly meske the United States a highly

desirable market for foreign-produced raw cotton and greatly reduce the
incentive to grow needed cotton in this country." 2/

That market circumstances and price relationships can change with
surprising speed is evidenced by the recent price situation in the U.S.
market. For example, the average spot market price for Middling l-inch
Upland was 27.33 cents per pound in August-December 1972, while it was
62.87 cents per pound in the corresponding period of 1973. The 1972
spot market price was well below the minimum support level of 35.85

cents per pound in that year, and the 1973 spot market price was far

1/ Transcript of Hearings, Inv. No. 22-37, February T, 1974, p. 20.
2/ Transcript of Hearings, Inv. No. 22-37, February T, 1974, p. 77.

12
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above the minimum suppoft level of 49.37 cents per ﬁound in thaf year.
The price changes for extra—long-étaple cotton were even greater. For
example, the spot market price for grade 2, 1-T/1l6-inch cotton was 48.7k
cents per pound in February 1973, and $1.25 per pound in February 197k.
Thus, the February 1973 price was well below the loan rate plus direct
payment for that crop year (51.35 cents) while the February 19Tk price
was far above the loan rate plus direct payment (54.21 cents).

The current import gquotas imposed under section 22 to prevent
interference with the price-support programs of the Department of Agri-
culture restrict not only imports of certain raw cotton but also those
of "spinnable cotton waste" and "cotton products processed but not
spun." The quotas on such waste and cotton products prevent avoidance
of the quota on raw cotton by shifts in trade from the raw cotton to
the other products. We have recommended that all of the quotas should
be susﬁended during the period we have specified, but that all of them

should again be made effective when the period of suspension has ended. ;/

Conclusion

In view of the foregoing, we conclude that the import quotas on
certain cotton, cotton waste, and cotton products may be temporarily
suspended until the end of the respective quota years in calendar year

1975 without rendering or tending to render ineffective, or materially

;/ Commissioner Ablondi agrees with his colleagues that the import
quotas in question may be temporarily suspended under the terms of
section 22 of the Agricultural Adjustment Act, as amended. He further
believes that the U.S. Tariff Commission should undertake an investiga-
tion before the suspension of the import quotas would end to appraise
market conditions at that time, and make such findings and recommenda-
tions with respect to the quotas as it then deems appropriate.
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interfering with, the programs for cotton now conducted by the Department
of Agriculture, or reducing substantially the amount of products proc-

essed in the‘United States from domestic cotton.

14
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Statement of Commissioner Leonard

I concur with my colleagues that the suspension of the import quotas
on certain cotton, cotton waste, and cotton products would not adversely
affect programs for cotton of the Department of Agriculture or reduce
substantially the amount of products processed in the United States from
domestic cotton, within the terms of section 22 of the Agricultural
Adjustment Act, as amended. I generally agree with the reasons given by
my colleagues in support of their decision that the quotas can be sus-
pended. Further, I have included later in this statement a quantitative
analysis of the estimated effect of suspending the import quotas on
domestic prices and production of Upland and extra-long-staple cotton.

I do not concur with my colleagues that the suspension of the im~
port quotas on certain cotton, cotton waste, and cotton products’should
extend only to a time certain, i.e., to. the end of the res@ectiye‘quota
years in 1975. Rather, I have concluded that, within the terms of the
statute, the quotas_shbuld be suspended without time limit. Such indef-
inite suspension of the quotas would not, of course, preclude their
reimposition at some future time should circumstances warrant.

They should not be reinstituted, however, until conditions hévé so
changed that quotas on imports would be required to carry out the

purposes of section 22 of the Agricultural Adjustment Act, as amended.

Such changed conditions, moreover, must be evident or predictable;

15
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uncertainty about future circumstances or speculation about possible
changes is not enough. In my view, the evidence available to the
Commission in the instant investigation gives no indication that
circumsténces that ﬁould warrant the reinstatement of the quotas are
likely to arise by the third quarter of 1975 (the time of year when

the quota years,terminate). In the absence of persuasive evidence that
the conditions existing or anticipated at that time would warrant the
impositisn~6f quotas under section 22, there can be no reason to
reinstate tﬁé present quotas automatically. Therefore, I find that the
import quotas on certain cotton, cotton waste, and cotton products as
described in items 955.01 through 955.06 of part 3 of the appendix to
the Tariff Schedules of the United States may be suspended without
rendering or tending to render ineffective, or materially interfering
with, the programs for cotton now conducted by the Department of
Agriculture, or reducing substantially the amount of products processed
in the United States from domestic cotton, and I recommend that the
President issue a proclamation pursuant to section 22(d) of the Agri-
cultural Adjustment Act, as amended, suspending the import quotas

identified above.

Quantitive analysis

As indicated earlier, I am including herewith a quantitative
analysis of the estimated effects of suspending the import quotas on
domestic prices and production of Upland and extra-long-staple cotton.

This material was prepared by the Commission's staff for the use of the
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Commissioners in the investigation.

Upland cotton.--In the United States, domestic production almost

always exceeds domestic comsumption by a substantial margin, and in most
years the United States is the world's largest exporter of Upland-type
cotton. During the crop years 1968-T3, for example, U.S. production of
Upland cotton exceeded mill consumption by an average of 3.5 million
bales per year, and U.S. exports averaged 4 million bales per year.
During each year of this period, imports of Upland-type cotton (includ-
ing the harsh Asiatic cottons not under quota) amounted to less than 1
percent of annual U.S. mill consumption of Upland cotton. This situa-
tion is not expected to change in the forseeable future.

According to representatives of the U.S. Department of Agriculture,
data and circumstances for Upland cotton during the 19T4 crop year are
as follows:

(1) A survey in January 1974 of cotton growers' intentions to
plant showed that farmers plan to plant 14.5 million acres
of Upland cotton for the 1974 crop year.

(2) It is estimated that U.S. consumption of cotton during
the 1974 crop year will be 7.8 million bales; about
7.7 million bales will presumably consist of Upland
cotton, with the remainder consisting of extra-long-
staple cotton. :

(3) It is estimated that, based upon future commitments,
exports of Upland cotton during the 1974 crop year
will amount to about 5.5 million bales.

If 14 million acres are harvested and average yields are obtained

(about one bale per acre), production of Upland cotton in crop year 197k

will be about 14 million bales. Estimated consumption and exports will

amount to 13.2 million bales; 0.8 million bales will be added to stocks
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for consumption or exportation at some future time. Thus, production
will.again substantially exceed consumption in crop year 1974, and
exports will‘ie substantial. Because of tight supplies of cotton
abroad expected during the 1974 season, imports.of Upland-type cotton
(even without quota restrictions) will céntinue their relatively minor
role, mostly as a residual source of supply for certain varieties and
qualitiés_ndt available in sufficient quantities.from damestic
sources..

Sincé 1966, domestic prices for Upland cotton have been approxi-
mately the same as world market prices. Although both domestic and .
world prices for cotton have reached record heights in recent months,
there has been no appreciable price incentive for foreign suppliers to
export to the United States in preference to ofher world markets.
During the first 5 months of the current crop year AAugust—December
1973), the average price received by U.S. farmers for Upland cotton
was about 44 pents per pound, well above the target price of 38 cents

. per pound set for crop years 1974 and 1975. 1In addition, USDA repre-

sentatives testified that forward crop contracts for 1974 were generally

reported to have been made at well above 50 cents per pound.

Given the market situation, there appears to be virtually no
change thgt suspension of the import quotas on Upland-type cotton would
substantially effect domestic prices and production of Upland cotton
during the 19Th4 crop year. Even if, fdr example, imports of Upland-
type cotton {including the harsh Asiatic cottons) reached.250,000 bales

in crop year 19Th--slmost 10 times their average annual level during
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1968-T3--the. result would be an estimated average ﬁrice réducfion of only
about 2 cents per pound; moreover, although total U.S. consumption of
Upland-type cotton would increase under such circumstances, consumption
of U.S.-grown cotton would decline less than 3 percent. ;/ Assuming
production of 14 million bales in crop year 1974, this decline in
consumption would be equivalent to about 1.4 percent of domestic produc-
tion. The immediate effect of any increased imports, however, would
likely be to increase stocks rather than to reduce production during the

1974 crop year.

Extra-long-staple cotton.--The effect on domestic prices and produc-
tion of suspendingvimport quotas is more difficult to estimate for
extra-long-staple cotton than for Upland cotton. The two markets differ
considerably in the relative importance of imports to domestic consump-
tion. Unlike imports of Uplend cotton, those of extra-long-staple cotton
are normally much larger than exports. Whereas the ratio of imports to
consumption is less than i percent for Upland cotton, the corresponding
annual ratio for extra-long~staple cotton has ranged befween 11 percent
and 32 percent since the 1968 crop year. . Thus, even though:thefquqtas
for extra-long-staple cotton have not been fully utilized in reéent
years, imports have a much greater potential impact on domestic prices

and production of such cotton.

1/ These estimates are based on price elasticities of supply of 0.53
and demand of -0.14. The elasticity of demand was developed by J. R.
Donald, F. Lowenstein, and M. S. Simon in The Demand for Textile Fibers
in the United States, ERS, USDA Tech. Bull. 1301, November 1963. The
elasticity of supply was developed by R. C. Barlowe and J. R. Donald for
the foreign free world; see "Analysis of Demand for U.S. Cotton Exports"
in Cotton Situation, CS-252, August 1971, ERS, USDA.
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According to representatives of the U.S. Department of Agriculture,
data and circumstances for extra-long-staple cotton during the 1974
crop year are‘as follows: )

(1) A survey on March 1, 1974, of cotton growers' inten-

sions to plant, showed that fermers plan to plant
88,200 acres of extra-long-staple cotton for the
1974 crop year.

(2) It is estimated that U.S. consumption of extra-long-

"~ staple cotton during the 19Tk crop year will be about
©- © -95,000 bales.

(3) It is estimated that U.S. exports of extra-long-staple

cotton during the 19Th crop year will be about the
same as during the 1973 crop year--15,000 bales.

"If 88,000 acres is harvested and average yields are obtained (about
1 bale per acre), U.S. production of extra-long-staple cotton in crop
year 1974 will be about 88,000 bales. Subtracting exports from produc-
tion leaves 73,000 bales of U.S.-grown cotton for the demestic market.
The difference between the latter figure and estimated consumption in
crop year 1974 would be supplied by imports of 22,000 bales; average
annual U.S. imports of extra-long-staple cotton during the last 5 crop
years were, in fact, 22,000 bales.

Since 1968, domestic prices of extra-long-staple cotton have been
approximately equal to world prices for comparable qualities grown in
foreign countries. Prices for extra-long-staple cotton in world markets
have risen to new record high levels in recent months, reflecting in-
creased world demend and reduced stocks. During the first 6 months of

the 1973 crop year, the price received by U.S. groﬁers of extra-long-

staple cotton averaged $1.30 per pound, far above the average loan zate
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of 49.72 cents per pound set for crop year l97h.'

Any quentitative estimate of the effect on domestic prices and
production of suspending import guotas on extra-long-staple cotton
depends crucislly both upon the equilibrim price that would clear the
market (i.e., equate supply with demand) and upon the levgl of imports.
As one example, it might be assumed that the current average priee of
$1.30 per pound would prevail for the 1974 crop year if imports were
22,000 bales (their average for 1969-T73). If under these market condi-
tions imports should be double the previous average, or about Lk ,000
bales, the increased imports would cause the average price received by
growers to drop to 89 cents (or by 32 percent). 1/ There would be a
corresponding decrease in domestic production (or increase in stocks)
of 19 percent. As another example, it might be assumed that the equi-
librium market price would be $1.00 per pound in crop year 19Thk. If
imports should increase to 66,000 bales (three times the average for
1969-T3, but below preseht quote limitations), the increased imports
would cause a decline to 43 cents per pound in the average price

_ received by growers and a 38-percent.decrease in.domestic production. 2/

1/ These estimates are based upon the same price elasticities of
supply (0.53) and demand (-0.14) as used for Upland cotton.

2/ In the first example the resulting "new" equilibrim price would
still be above the average loan rate. Domestic stocks would incresase,
but they would be held by private concerns; the CCC would not acquire
cotton since the market price would be well above the loan rate. In the
second example, however, the "new" equilibrium price would be balow the
average loan rate. CCC stocks would then increase because farmers would
not redeem their cotton since the market price was below the loan rate.
In both examples the level of imports assumed for illustrative purposes '
is lower than that permitted under existing quotas (about 82,481 bales).
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It should be noted, however, that there are no indications elther
that U.S.;imports of extra-long-staple cotton will increase appreciabl
ih the near future or that domestic market prices will decline substan
tially-—both in the United States and abroad, supplies of extra-long-
staple cotton are tight, demand is rising, and stocks are low. DNor is
there a price incentive for foreigh suppliers to export to the United
Stétes invpreference to other markets, since market prices in the

United States are approximately the same as world market prices.
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Information Obtained in the Investigation

Description and uses

The request pursuant to which this investigation was instituted
specifically makes reference to "the articles presently subject to Sec-
tion 22 quantitative limitations as described in items 955.01 through
955.06 of Part 3 of the appendix to the Tariff Schedules of the United
States." i/ These items include raw cotton (not carded, not combed, and
not otherwise advanced), except harsh or rough cotton having a staple
length under.3/h inch; card strips made from cotton having a staple
length under 1-3/16 inches and cotton comber waste, lap waste, sliver
waste, and roving waste, whether or not advanced; and fibers of cot-

ton processed but not spun.

Raw cotton.--Cotton has long been one of the leading agricultural
crops grown in the United States. 1In recent years the receipts from
the sale of cotton have represented about 5 percent of the farm value
of all crops; the receipts in several States accounted foerne-fourth
or more of the total cash receipts from all crops. Despife the rapid
increase in use of manmade fibers, cotton is still one of fﬁebprincipal

~textile fibers both in fhe,United States and abroad. The market require-

ments for cotton consist of thousands of Separaterﬁses which.may be
grouped into three categories~-apparel, household, and industrial uses.
Almost half of all the cotton consumed goes into apbarel itemé; about &

third, into household items; and the remainder, into industrial products.

1/ The full descriptions of these quotas are included in appendix B.
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The various end uses require different varieties and qualities of
cotton. Quality ;/ is measured.by such factors as staple length, strengt
fineness, and matgrity, which are largely determined by the variety and
quality of seed planted, soil, weather, cultural practices, and insect
damage,_and by harvesting and ginning methods. Cotton may be copvenient]
classed under two broad general categories according to staple length,
nameiy? shqrt-staple cotton (having a staple length under 1-1/8 inches),
and loﬁg-sfaple cotton (having a staple length of 1-1/8 inches or more).
Included ﬁﬁder these broad categories are the two types of cotton grown:
in the United States—-Uplénd and American Pima (formerly known as Americ:
Egyptian). 2/ The Upland type, of which there are numerous varieties,
constitutes all-of the domestically produced short-staple cotton and
most of the long-staple cotton having lengths‘of 1-1/8 inches or more
but less than 1-3/8 inches--commonly referred to as ordinary long-staple

cotton. Most of the American Pima type is of staple lengths 1-3/8 inche

1/ Commercially, the quality of a bale of cotton is determined on the
basis of samples drawn from each bale. The sample is graded by sight
according to its color, amount and distribution of leaf, and ginning
preparation. Grade differentiations (such as Middling, Strict Middling,
Strict Low Middling, and so forth) are based on precise official standar
and staple length is determined by pulling out and comparing a typical
portion of fibers in the sample with official staple types. In additior
instruments have been developed in recent years which can accurately
measure the spinning characteristics of a sample of cotton (e.g., fiber
strength and fineness, length distribution, and maturity).

2/ The term "Upland" encompasses the many varieties of cotton devel-~
oﬁga from strains native to Mexico and Central America which make up
one (Gossypium hirsutum) of four cultivated species. American Pima cot:
ton is one of many extra-long-staple varieties which make up another
species (Gossypium barbadense). The other two species (Gossypium arbor
and Gossypium herbaceum) are not grown in the United States; they inclu
the short harsh Asiatic cottons produced principally in India and
Pakistan. '
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or longer--referred to as extra-long-staple cotton. Upland cotton accounts

for about 99 percent of the cotton produced in the United States.

The short harsh Asiatic varieties of cotton which are imported
from India and Pakistan are too short (1/2 to 5/8 inch in staple length)
to be spun satisfactorily into yarn and are used primarily in absorbent
cotton, filters, shoulder pads, gquilts, and filling material for bat-
ting, and upholstery felts. No cottons of this type are grown in the
United States. Several £ypes of long-staple cotton imported from Peru
possess unique characteristics which adapt them for special uses. Peru-
vian Tanguis has special qualities of strength, length, roughness, and
resilience suited for use in the manufacture of asbestos yarn and molle-
ton fabric for lithograph and multilith machines. Another type of cot-
ton having special characteristics is Peruvian Pima, which is the only
cotton imported in significant quantity under the tariff category "1-
11/16 inches or more" (TSUS item 300.20). There is no domestic cotton
of this staple length. ‘Such cotton takes a beautiful luster when mer-

cerized, making it highly desirable for fine shirtings and dress goods.

Processed cotton fibers.--The vast bulk of the cotton produced is

spun into yarn, which in turn is made into many constructions ofAcloth.
Practically every pound of cotton consumed by the domestic textile indus-
try must pass through one or more intermediate stages in order to be man-
ufactured into yarn. The intermediate products into which the cotton
fibers are formed before the actual spinning into yarn’include-éif for

carded yarn--card laps (picker laps), sliver (card and drawing); and
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roving; and if for combed yarn, the additional intermediate products
prior to the roving, known as sliver laps, ribbon laps (combed laps),

and comber sli&ér. With rare exceptions the product of each intermediate
stage is éonverted Within the same plant into each succeeding stage until
it becomes yarn. Under ordinary conditions, domestic commerce in any of
the intermédiate_products is unusual.

Staple length is one of the most important properties of cotton
fiber. Généf@lly, the longer fibers produce stronger fabrics. In
addition, longer fibers are usually finer, making possible the produc-
tion of sheer, lightweight fabrics. The bulk of the output of
cotton weaving mills is préduced from short-staple cotton. Generally.,
all fabric woven with carded yarn (not combed) is produced from short-
staple cotton. This would include virtually all of the duck fabric and
most of the print cloth, denims, sheetings, and allied coarse and medium
yarn fabrics (such as twills, drills, sateens, and jeans), and toweling,
washcloth, and dishcloth fabrics. In addition, combed yarns of coaréer
count than number 40's are often produced from short-staple cottons. 1/
Such yarns might be used in certain poplins,lbroadcloths, and shirting
fabrics. Generally, any fabric woven with yarns finer than L40's has
been produced entirely or in part from long-staple cotton,land a fabric
utilizing yarns as fine as number 60's is almost certain to contain

extra-long-staple cotton.

1/ Cotton yarn is numbered according to the number of 840-yard hanks
that weigh 1 pound. Number 1 cotton yarn measures 840 yards (1 hank)
to the pound; number 100 cotton yarn measures 8k4,000 yards (100 hanks)
to the pound, The higher the yarn number, the finer the yarn.
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The chief uses for long-staple cotton are in the production of
combed yarﬁs, which are used in.fine shirtings and dress goods, hosiery,
knit underwear, sewing thread, and percale sheets; It is also used in
several industrial products, such as tracing cloth, typewriter ribbons,
and fine wire-insulation yarns. In general, ordinary long-staple cot-
ton can be used for many of the same products as extra-long-staple
cotton. However, ordinary long-staple cotton is used with some sacri-
fice in quality and where strength, prestige, and appearance are of less
importance than economy of production.

Cotton waste.--Cotton mill waste is a byproduct of the cotton tex-

tile industry, accounting for an average of about 12 percent of the
cotton fibers consumed domestically. ;/ Soft wastes, which represent
about 85 percent of all cotton mill wastes, are produced in the processes
preparatory to spinning. They are often referred to as either spin-
nable or nonspinnable, depending on the feasibility of their being spun
into yarn. Hard mill wastes, which are obtained during and after the

spinning process, include thread and yarn wastes.

Generally, the spinnable soft wastes include card strips, comber
waste (or noils), lap waste, sliver waste, and roving waste. These
five types are obtained after the principal cleaning process and con-

sequently are relatively free of impurities.

1/ The waste content of raw cotton consumed in an individual plant
may vary considerably from this average, depending upon the grade of
cotton used as well as the type of yarn and cloth being produced.
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Spinnable wastes, either alone or blended with raw cotton, may be
spun into coarse yarns, such as carpet yarns, chenille yarns, and yarns
for'use in the manufacture of mops, wrapping twine, clothesline, osna-
burgs,‘and wiping cloths. Without being spun, they are used either
alone or blended with raw cotton or linters in the production of feélts
(or batts) for the mattress, automobile, and upholstery trades, and
for such articles as absorbent cotton, quilting, wadding, and stuffing
for téys,_pillows, and shoulder pads.

The term "advanced wastes'" means those wastes which have been
cleaned, bleached, colored, or otherwise advanced, and includes fibers
recovered by cleaning, cutting, pickering, éarnetting, and similar
processing. It does not include fibers which have been carded, combed,

or similarly processed, or reuseable yarns or threads.

U.S. tariff treatment

The rates of duty currently applicable to imports of cotton, cottos
waste, and fibers of cotton (processed but not spun) from countries

other than those designated as being under Communist control are as

follows:
TSUS Commodity Rate of
item duty

Cotton, not carded, not combed, and not
similarly processed:
300.10 Having a staple length under 1-1/8 inches~----- Free
300.15 Having a staple length 1-1/8 inches or more
but under 1-11/16 inches —-— 3.5¢ per 1b.
300.20 Having a staple length 1-11/16 inches or more-- 1.75¢ per 1b.

Waste and advanced waste, of cotton, and fibers
of cotton processed but not spun:

300. 40 Waste, not advanced —— _— : Free
Other: ,
300.45 Having a staple length under 1-1/8 inches———- 5% ad val.
300.50 Having a staple length 1-1/8 inches or more-- 5¢ per 1b.
: plus 5% ad
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The duty-free status applicable to shorﬁ—stéple cotton (item 300.10)
has continued as originally provided for in the Tariff Act of 1930.
Long-staple cotton {items 300.15 and 300.20) was dutiable under the 1930
act at 7 cents per pound. That rate was originally reduced to 3-1/2
cents per pound, effective July 29, 1942, pursuant to a bilateral agree-
ment with Peru. For cotton having a staple length of 1-1/8 inches or
more but less than 1-11/16 inches (item 300.15), the 3-1/2-cent rate
became effective under the General Agreement on Tariffs and Trade (GATT)
on October T, 1951. ;/ Effective the same date, the rate on cotton
having a staple length of 1-11/16 inches or more (itém 300.20) was fur-
ther reduced to 1-3/L4 cents per pound pursuant to a concession made under
the GATT. There is no history of imports of long-staple cotton from Com-
munist countries; however, should there be imports from such countries,
the statutory rate of T cents per pound would apply.

Computed on an quivaient ad valorem basis, the specific rate of
duty applicable to imports of ordinary long-staple cotton (other than
Peruvian Tanguis) in 1972 averaged 12.8 percent; for Tanguis cotton it
averaged 8.9 percent. The duty on imports of extra-longéstaplevcotton
having a staple length of 1-3/8 inches or more but less than 1-11/16
inches had an average ad valorem equivalent during 1972 of 8.0 percent;
for extra-long-staple cotton having a staple length of 1-11/16 inches

or more, the ad valorem equivalent was 3.8 percent.

l/ The United States has, however, reserved the right to modify or
withdraw that rate during any period when U.S. imports of such cotton
are not subject to quantitative restrictions.
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Nonadvanced cotton waste (item 300.40) was provided for duty-free

in thé.Tariff-Act of 1930, and that tariff status has continued unchanged.
Likewiée, the ad valorem rate of duty (5 percent) applicable to imports
of advanced waste and short-staple cotton fibers processed but not spun
(item 300.45) remains as originally provided for in the 1930 act. The
duty of»5 cents‘per pound plus 5 percent ad valorem on imports under
item 306;50 reflects a reduction (from the original duty of 10 cents
per pound plus 5 percent ad valorem) that became effective January 1,
1948, pursuant to a concession under the GATT. 1/

Imports.of raw cotton (except the harsh Asiatic varieties having
a staple length under 3/L4 inch), certain types of spinnable cotton
waste, and cotton fibers processed but not spun are also subject to
quota restraints pursuant to the provisions of section 22 of the Agri-
_cultural Adjustment Act, as amended. These are the items referred to
in the President's letter. Such quantitative import restrictions

will be discussed in a later section of this report.

1/ Ttem 300.50 is designed to cover principally "fibers of cotton
processed but not spun." It is unlikely that cotton waste with a
staple length of 1-1/8 inches or more would be imported in significant
quantities.
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USDA cotton programs

The Department of Agriculture has provided price-support programs
for Upland cotton and extra-long-staple cotton for many years. Programs
for both types of cotton currently employ nonrecourse loans and direct
payments. In order to be eligible for the benefits that are available
to them, producers must have received acreage allotments from the Depart-
ment of Agriculture; 1/ such acreage is apportioned to farms on which
cotton has been planted or considered as planted in any one of the 3
years immediately preceding the year for which the allotment is deter-
mined. Producers of Upland cotton may plant in excess of their acreage
allotment without penalty; producers of extra-long-staple cotton are
penalized if they plant in excess of their allotted acreage.

Upland cotton.--Farm prices for Upland cotton are supported by

nonrecourse loans and direct payments. Nonrecourse loans afford the
producer an opportunity either to market his crop or to keep it under
loan, whichever is more'advantageous to him. At any time before matu-
ity of the loan the grower may redeem his cotton by paying'off the loan;
he would then be free to sell his cotton in the open market. "Prqducers
would ordinarily redeem cotton whenever the market price is higher than
the combination of the support (loan) pfice, interest plus charges. If
the producer chooses not to redeem his cotton before maturity of the
loan, the nonrecourse character of the loan enables him to transfer
ownership of the cotton to fhe Commodity Credit Corporétion (€CC) in

\

full settlement of the loan.

1/ The farmer's acreage allotment is the maximum number of acres
he can grow if he is to avoid losing the benefits of the farm program,
except that in the case of Upland cotton since 1971 the allotment is
simply used to calculate the amount of government: payments.
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Under the provisions of the Agricultural Act of 1970, the loan
rate for Upland cotton for each of the 1971-73 crops was established
at 90-pefcent'of the average world price for Middling l-inch cotton at
average U.S. locatién 1/ during the 2-year period prior to the crop
year during which the loan rate‘was announced, subject to such adjust-
ments as the Secretary of Agriculture deems necessary to keep U.S.
cotton competitive. Under the provision of the Agricultural and Con-
sumer Protection Act of 1973, the loan rate for Upland cotton for the
1974-77 crops will re<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>