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The Honorable Richard IL Armey 
House of Representatives 

Dear Mr. Armey: 

This responds to your request that we review a July 1995 report by the 
National Cotton Council entitled GAO Report on Cotton Program Ignores 
Results and address the report’s critique of our June 1995 report on the 
U.S. Department of Agriculture’s (USDA) cotton pr0gram.l Our report 
described the program’s cost and complexity, distribution of payments, 
effects on producers’ costs and returns, and effectiveness in enhancing 
U.S. cotton exports. 

We have carefully reviewed the Cotton Council’s report as weIl as our 
adherence to GAO standards, policies, and procedures. We are confident 
that our work was performed with due professional care consistent with 
generally accepted government auditing standards and that our facts are 
weII supportedj our conclusions flow logically from the facts, and our 
recommendations offer reasonable suggestions for addressing the 
problems we identified. 

Enclosure I contains our point-by-point responses to specifm comments 
made in the Cotton Councils report The Council’s primary concerns are 
discussed below, along with our responses. (See encl. II for the Council’s 
report) 

The Council raised four primary points. F’irst, the Council had concerns 
about the approach we used in conducting the economic analysis, 
specifically our use of the gross domestic product implicit price deflator to 
compare costs over a period of time (1986-93) and our use of 1993 as the 
base year, which the Council believes overstated costs. Comparing 
constant dollars over time (rather than nominal dollars as the Council 
suggested) is a reasonable and generally accepted method to assess the 
real costs of a government program over a number of years. We cIearly 
explained the use of the price deflator in our presentation of our 
objectives, scope, and methodology and used the price deflator 
consistently in our analysis. In addition, the use of 1993 as the base year 
did not overstate program costs because a doRai- was worth more in 1987 

lC&on Prog-ranx Costly and Complex Government Program Needs to Be Reassessed 
(GAO/FEED-95107, June 20,1995). 
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than 1993. We provided a separate appendix to our report to fully explain 
our economic analysis of the cotton program. 

Second, the Council believes that the marketing loan program helped to 
support cotton exports, whereas our report stated that cotton exports 
declined under the marketing loan provision. We believe our report’s 
discussion of this issue was fair, balanced, and complete. The marketing 
loan, established under the 1985 Farm Bill as a measure to maintain and 
enhance cotton exports in times of low prices, was in effect in only 3 of 
the years between 1986 and 1993-1988,1991, and 1992. In those 3 years, 
as our report pointed out, U.S. cotton exports and market share declined. 
However, we also reported that over the entire &year period, cotton 
exports slightly increased. We also noted that during the L&year period 
between 1981 and 1993, the volume of cotton exports was up by 2 percent. 
Any increase in exports that occurred in years other than when the 
marketing loan provision was in effect resulted from other factors. 

Third, the Council disagreed with our estimates of the cost of producing 
cotton, our estimates of domestic market returns available to producers, 
and our use of averages for the 198693 period to present the data The 
Council expressed the view that on a year-by-year basis, producers’ 
long-run production costs exceeded the combination of market revenues 
and government payments every year but one. We believe our facts are 
correct and our analytical approach was appropriate. Whether the data are 
analyzed by using multiyear averages or individual years, the result is 
virtually the same-the combination of market revenues and government 
payments exceeded long-run production costs in every year but 2-1989 
and 1990. In 1989 and 1990, total revenues covered 96 and 99.4 percent, 
respectively, of long-run production costs. For the other 6 years, combined 
revenues ranged from a low of 110 percent to more than 132 percent of 
long-run production costs. 

Fourth, the Council stated that we did not adequately consider the impact 
of the breakup of the Soviet Union on cotton markets during 1991 and 
1992. We disagree because our report recognized that the breakup of the 
Soviet Union was a factor in the decline of the world price of cotton. 
However, this is the kind of international situation that marketing loan and 
step 2 provisions were designed to counteract During 1991 and 1992, 
exports of U.S. cotton declined despite the availability and “influence” of 
the marketing loan and step 2 payments. 
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In summary, our findings, concl~ons, and recommendations regarding 
the cotton program are well supported. In doing our work we took the 
following actions: 

l We used proven and widely accepted evahration methodologies. These 
included using an established economic model-a static partial 
equilibrium model-to assess the economic impact of the program on 
cotton buyers’ costs and producers’ benefits. We also reviewed other 
economic studies to ensure that (1) our findings were based on the best 
information and analysis available at the time we performed our work and 
(2) accurately applied the model to the cotton program. Furthermore, we 
based our analysis of program costs, payments, yields, and costs of 
production on published data from USDA. 

. We assigned staff to the review who (1) had years and, in most instances, 
more than a decade of experience in evaluating federal programs and 
activities; (2) collectively possessed the professional proficiency for the 
tasks required, and (3) were free fi-om any impairments to their 
independence, such as ties to agricultural businesses. 

l We held exit conferences with USDA and the National Cotton Council and 
discussed the facts disclosed by our work In addition, we obtained 
written agency comments on the draft of our report. These comments and 
our evaluations of them were fully disclosed in the final report, and, as 
explained, we made changes to the report in response to the comments. 

As such, our report provided the Congress with objective information on 
this issue and with constructive approaches for evaluatjng whether the 
benefits from the program are worth their costs. 
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We would be glad to meet with you or your staff to further discuss the 
issues raised in this letter. If you desire such discussions or have any 
questions, you can contact me at (202) 512-5138. 

Sincerely yours, 

Robert A Robinson 
Director, Food and 

Agriculture Issues 
Enclosures - 3 
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Enclosure I 

GAO’s Responses to the Cotton Council’s 
Critique 

The following are GAO'S responses to the specific concerns in the National 
Cotton Council’s critique of our report entitled Cotton Program: Costly 
and Complex Government Program Needs to Be Reassessed 
(oAo~cEn-%-lo?, June 20,1995). The numbered comments are keyed to an 
annotated version of the applicable sections of the Council’s report, which 
is reproduced in its entirety in enclosure II. 

1. The National Cotton Council criticized our use of the gross domestic 
product implicit price deflator to compare costs over a period of time, 
198693. However, comparing constant dollars over time, rather than 
nominal dollars as the Council suggested, is a generally accepted 
economic technique used to adjust for inilation. In our analyses, costs 
were expressed in 1993 dollars to give a perspective of the program’s cost 
in previous years in terms of the prices in 1993 (the last year of the period 
we studied). 

2. The Council stated that we inaccurately reported that cotton exports 
have dropped under the marketing loan program. Instead, the Council 
stated, average annual exports since 1986 have increased. In fact, our 
report clearly stated that during the years 1986 to 1993, “export volume 
has shown a slight upward trend.” However, the marketing loan provision 
was established under the 1985 Farm Bill as a measure to maintain and 
enhance cotton exports in times of low prices. The report defined the 
marketing loan provision specifically as the provision under which 
producers may redeem their loans at the adjusted world price (AWP). This 
provision is in effect when the AWP is at or below the loan rate. This 
situation occurred during 3 of the 8 years of our analysis-1988,1991, and 
1992. During those 3 years, exports and market share declined. For other 
years of our analysis, the AWP was above the loan rate, therefore, the 
marketing loan was not operating. Sales during those years occurred 
without the use of the marketing loan provision of the cotton program. We 
also noted that between 1981 and 1993, the volume of cotton exports was 
up by 2 percent. 

3. The Council questioned our conclusions about producers’ returns and 
government support compared with the costs of production. We con~ue 
to believe that our analysis of these matters is sound. Our analysis used 
the Economic Research Service’s (ERS) 1992 production cost data and its 
latest forecast of production costs for 1993 (the most current data 
available at the time of our review). Our analyses included the average 
payments the U.S. Department of Agriculture (USDA) made to producers 
participating in the cotton program, as well as the average U.S. market 
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GAO’s Recgonses to the Cotton Council’s 
Critique 

price producers received for selling their cotton and cottonseed. We used 
the gross domestic product implicit price deflator to convert amounts in 
prior years to 1993 dollars. 

We examined the national averages for both revenue and cost for an &year 
period, from 1986 to 1993, aa well as for each individual year. In only 2 
years, 1989 and 1990, did the combination of revenues from market prices 
and government payments not fully cover long-run production costs. In 
1989 and 1990, total revenues covered 96 and 99.4 percent, respectively, of 
long-run production costs. In the other 6 years, total revenues ranged from 
a low of 110 percent to a high of over 132 percent of long-run production 
costs. For the entire Syear period, total revenues averaged 115 percent of 
long-run production costs. 

4. The Council stated that we largely ignored the impact of the breakup of 
the Soviet Union on cotton markets. However, as noted on page 55 of our 
report, the breakup of the Soviet Union was a factor in the decline in 
world prices during 1991 and 1992. While the breakup of the Soviet Union 
may have released a great deal of cotton onto the world market 
unexpectedly, this is the kind of international situation that the cotton 
program’s marketing loan and step 2 provisions were designed to 
cotmteract. These provisions were designed to keep U.S. cotton 
competitive in world markets and maintain and expand the export of U.S. 
cotton in periods of high world supplies and falling prices. Such events 
occurred in 1988 (when only the marketing loan was available), 199 1, and 
1992. During those years, exports of U.S. cotton declined from the 
previous years despite the availability and “influence” of the marketing 
loan and step 2 payments. Given the rules for applying the marketing loan 
concept and step 2 payments, these were the only years in which world 
prices were low enough to activate these provisions, and, therefore, they 
were the only years available for our examination. 

5. The Council appeared to give the cotton program almost total credit for 
the growth in the cotton industry. However, the world economy is 
dynamic. The world population is constantly growing, as is the demand for 
goods and services of all kinds, including cotton. Although the demand for 
cotton has been increasing in recent years, we believe the record demand 
for U.S. cotton stemmed not from the U.S. cotton program but from 
declines in production in other countries. Major cotton-producing 
countries have had weather and insect problems that reduced their cotton 
production. These reductions opened the door for the increased demand, 
production, and marketing of U.S. cotton. 

Page 7 G4O/RCED-96-117R Rebuttal to the Cotton Council 



Enclosure I 
GAO’s Responses to the Cotton Council’s 
Critique 

6. The Council believed that we were inconsistent in our analysis, using 
numbers from specific years in some instances, and averages from 
multiple years in others. We disagree. We analyzed the effect of the 
marketing loan and step 2 payments for ah of the years that the provisions 
were available-1988,1991, and 1992. It would have been incorrect to have 
used years when the provisions were not operable. Similarly, to analyze 
producers’ costs and returns, we used the average of production costs and 
revenues for the 8-year period covered by our review. 

7. We disagree with the Council’s view concerning our reporting of the 
social welfare loss associated with the cotton program. The cotton 
program results in a social welfare loss even though it also results in lower 
consumer prices than would otherwise be the case. We reported that 
domestic consumers gained an average of $16 million over the period of 
our analysis. These gains occurred when prices under the program were 
less than they would have been in the absence of the program. The 
majority of these gains occurred in 1986, during the transition to the 
marketing loan, when the government released previously accumulated 
stocks onto the market, thereby increasing the supply, which resulted in 
reduced prices. Additional, and considerably smaller, gains occurred in 
1992 and 1993, when the level of acreage taken out of production under 
the acreage reduction program was relatively low and step 2 payments 
made to domestic mills may have contributed to lower prices. These gains, 
however, were far outweighed by the costs of the economic inefficiencies 
created by the program, resultmg in an average net social welfare loss of 
$738 million. In addition, any “buy down” in price through step 2 payments 
to exporters would have resulted in lower prices for foreign buyers. We 
believe the merit of using taxpayer dollars to benefit foreign buyers is 
questionable. 

8. We disagree with the Council’s view that we did not accurately portray 
the 1993 costs of production. We reported $0.66 as the 1993 average cost 
of production. We presented $0.58 per pound as part of a range of the 
estimated short- and long-run production costs per pound for various 
producers with different yields. 

9. Comparing constant dollars over time is a reasonable and generally 
accepted method for assessing the real costs of a government program 
over a period of time. Presenting such analysis in nominal dollars, as the 
Council suggests, is invalid because the value of the dollar changes over 
time. We consistently used 1993 constant dollars in our analysis. 
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GAO’s Responses to the Cotton CounciI’s 
Critique 

10. Our methodology relied on the use of data provided by USDA The data 
used were the most current available from USDA. The 1993 data, for 
example, were provided by USDA as the latest forecasts available as of 
November 4,199”the time we were preparing our draft report Figure 
5.4, page 61 of the report, shows a comparison between total cost plus 
government payments and adjusted world price, in 1993 constant dollars 
per pound, as in all such comparisons we made. The “$1.60” represents 
costs in 1986 expressed in 1993 cents per pound. 

11. We do not agree with the Council that strong cotton demand and 
exports are directly attributable to the cotton program. As we previously 
stated, the world population is constantly growing, as is the demand for 
goods and services of all kinds, including cotton. Recent high export levels 
of U.S. cotton are probably due more to reduced available supplies in 
other countries than to the U.S. cotton program. Our report showed what 
program costs have been over the years. We also showed that in the years 
when world prices were low and the marketing loan and step 2 provisions 
were in effect, exports declined. 

12. The Council took issue with the fact that we did not report, as an 
achievement of the program, the recent record demand for cotton and a 
drop in program costs. We did not report these facts as an achievement of 
the program because we do not believe they resulted Tom the program 
itself. Reductions in foreign cotton production and increased preference 
for more %tural” (cotton) products resulted in record demand for U.S. 
cotton and increased market prices. High market prices caused most 
provisions of the cotton program to become inactive, thus reducing 
program costs. 

13. The Council incorrectly characterized our statement on producers’ 
receipts under high- and low-price scenarios. Our report said: “This 
condition occurs when domestic and world prices are such that producers 
receive both marketing loan gains and deficiency payments. When these 
amounts are added to the market price, the total is more than the 
legislatively set target price.” F’igure 4.2, page 46 of the report, clearly 
showed the interplay of these conditiona in low- and high-price years. 

The Council pointed out that producers may also receive “equity 
payments” from cotton buyers. On pages 56-58 of the report, we 
recognized the impact of these equity payments. 
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14. Our report’s treatment of program costs, using 1993 dollars for the 
years 1986 through 1993, was appropriate and did not overstate 
expenditures. We expressed program costs for 1986 through 1993 in 
constant dollars to reflect the fact that the value of the dollar changes over 
time because of inflation. Dollars are made constant by relating a dollar 
amount in any given year to a base year and adjusting for the inflation that 
occurred between the base year and the year for which the adjustment is 
being made. Whether 1987 or 1993 is used as the base year, the resulting 
amounts are all constant dollars-in the first case constant dollars relative 
to the value of a dollar in 1987 and in the second, relative to the value of a 
dollar in 1993. There is no reason why using 1987 rather than 1993 as the 
base year would be umore appropriate” in the context of our report. 
Comparing constant dollars over time, rather than nominal dollars as the 
Council suggested, is a reasonable and generally accepted method used to 
assess the real costs of a government program over a number of years. 
(Also, see our response in comment 1 above.) 

15. The Council’s point referring to price competitiveness and the spread 
between the world price and the loan redemption rate was unclear. The 
Council seemed t9 be trying to show that the United States is better able to 
sell cotton when prices are high, indicating a tight world supply. We made 
this same point on page 53 of our report. 

16. The Council incorrectly assumed that we did not account for the 
program’s effect, or the impact of technological changes in textile 
mantiacturing, on the demand for cotton. To the contrary, our analysis 
accounted for the impact of the program on the quantity demanded 
primarily through the program’s effect on price, a movement along the 
demand curve. Jn addition, we estimated the demand curve by assuming 
that the most readily observable point on the curve is the one at today’s 
current pricequantity combination. Then, using a range of elasticities of 
demand reported in the literature and appropriate assumptions (constant 
elasticity in the relevant range), we approximated the rest of the curve. In 
using today’s current pricequantity combination, the resulting demand 
curve would incorporate any shifts that may have occurred to the curve 
over time because of productivity changes in textile manufacturing. 

17. The Council suggested that without the program, the quantity of cotton 
produced would decline and jobs would be lost throughout the industry. 
Our analysis does not support this conclusion. Our analysis took into 
consideration that the program itself, and especially keeping land idle, 
increases production costs. Therefore, without the program, producers’ 
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costs would be expected to decline, making it economically feasible to 
produce more at any given price (ah else held constant). Our anaIysis, 
which was based on a comparison of prices and quantities both with the 
program and without the program for 1986 through 1993, showed that, on 
average, production without the program would have been greater than 
production with the program, while prices would have been about the 
same. The results would, however, vary f?om year to year. The supply 
curve without the program and the resulting prices and quantities are an 
empirical question, depending on the net result of those aspects of the 
program, such as price supports, that encourage production and those 
aspects of the program, such as acreage restrictions, that discourage or 
limit production. Our results implied that over the period, the cotton 
program, through its reductions in acreage, has generally had a restrictive 
impact on production despite the incentives to increase production 
provided by the price supports. 

We stated in the report that the magnitude of the social welfare loss 
derives from (1) the number of idled acres; (2) government costs, in terms 
of program benefits, that the government incurs to induce producers to 
leave those acres idle; and (3) government stock-holding 
activities-particularly the release of large stocks at prices less than the 
government paid for them, as occurred in 1986. We also stated that the 
number of idled acres and social welfare loss have generally declined 
since 1986. In 1992 and 1993, however, social welfare losses increased 
because of increases in program benefits, particularly through the 
marketing loan provision and step 2 payments. 
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Report by the National Cotton Council of 
America 
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GAO Report on Cotton Program 

Ignores Results 

Response Paper Prepared by the National Cotion Council of America, July i995 
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TheOenerel~unting~~hasrecentlyreleasedareportaitica1oftheU.S. 
ccttonpmgram. Therepoftconcludesthatthecufrentcottonprogramisflawed8nd 
hasfaiJedtoachieveitspolicyobjectives~ Ciihi~coststhettheprcgmuninwrred 
in1993andassertingthecononprogramactually~litcwproducenwhen~ 
rise,thereporttqetsthemarketinglcanprogmmanditscompeMiveness provisions. 
GAO argues that cotton producers am being unnecessarlyemicBedandthatthe 
cotton progem is causing bwbling eaxwnic ccnquences. The analysis of the 
NaiionalC~Couna’lrevealstheGAO~rt~fftobe~flawedand 
o&vicuslybiasedagainstthecotton~ Thisrepmtrelaysthefacbaboutthe 
U.S. ccttcn industry and the currant U.S. c&on prowm. 

2 

Page 13 GAO/IiCED-96-117B Rebuttal to the Cotton Council 



Enclosure II 
Report by the National Cotton Council of 
America 

See comment 1. 

See comment 2. 

See comment 3. 

See comment 4. 

See comment 5. 

Executive Summary 
TtEJU.S.cottonprogramisamodelofsucc%sS, resulting in record levels of 
produdion. oflhkearul economicretumtothenationasawhoie. Thecastofthe 
cotton prcgran is declining dramatically. The report of the General Accounting 
office on the U.S. cotton program reaches the wrong conclusions, manipulates data 
and is often deliberatety misleading. 

1. The wry first sentence ofthe GAO nqort is inaccurate. In stating that the 
cotton program costs $1.5 billion per year, GAO owrstates ectual 
apendilures by 28%! GAO developed this number by inflating 1967.1966, 
1969,1990,1991 and 1992 expenditures. Cotton program costs are 
expected to be around $137 million in 1995, about $1.3 billion less than 
GAO’s ‘average annuaf cost’ 

2. The report inaccurately states that U.S. cotton exports have dropped under 
ihe marketing loan program. This is untrue. Average annual exports since 
1966 have inc~aead by over 1.4 million bales. On the same day the GAO 
repcrt was issued, the U.S. Department of AgtiaHufa repted 94-95 U.S. 
cotton exports at $4 billion dollars-the highest total in 70 years. U.S. 
international market share is expected to increase to 33%. 

3. There is no support for GAO’s conctusion that the comb$&ion of govamment 
support and market returns are above both the short-run and long-nm cost of 
producing cotton. Using data published by USDA, ERS in the ‘Cost of 
Production-Major Piekt Crops 3 Livestock and Deiry, 1W and looking at 
individual years indiies that the combiition of market returns and 
govemment support were belcw the U.S. average taq-nm cost of production 
estimatesineveryyearbutone. 

4. GAO’s analysis prtically ignores one of the most significant ocarrences in 
warMagiartturalttedeintheLastlO~--thedissalldionaftheSaviet 
Union The breakup of the Soviet Union left about 6 millii bates of cotton 
produced by former Soviet republics without a market during 1992-93. That 
cotton was sold in the world market at very low p&es+kpressing a world 
adton market that was already fairly saturated. The GAO report states that 
‘such world events are not relevant’ when assessing the program’s 
effectiveness. The report specifically targets these two years of high U.S. 
ootton program costs, but while GAO either naively or prejudiciously criticizes 
thep~duringthistimeperiod.theccltt~industryviewsthoseyeatsas 
convincing evkknca of a successful U.S. cotton polii. ff was the pmgmm 
that btwgbt the U.S. titnwgh the aisis. The proof is in the result GAO’s 
failure to appmp&tely ccnsidar the breakup of the soviet Union and its 
irnpad on world cotton markets creates a axrnterprodudive bias. 

5. GAO attadcs the cotton marketing loan program, one of the most successful 
agricuftural programs on read. Since its introdwtion in 1985. the marketing 
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See comment 6. 

See comment 7. 

See comment 8. 

See comment 9. 

See comment 10. 

ban has been primarily responsible for reversing a 2&yeaf decline in offtake 
of U.S. cotton; a 43-year decline in U.S. mill ootton corwumption; and a 70- 
year de&e in cotton’s share of U.S. mill fiber consumption Thii program 
ledtorecord-breakingcottonprodudimandofftakein1994,withtotaluseof 
U.S. cotton exceeding 21 million bales as compared to an average 11.25 
million bales prior to 1385. The cotton program has been a cost4fective 
agricultural program by virtually any SW it has an amazing track 
record of sua%ss. 

6. The analytical protocol used by GAO in its analysis is surprisingly 
inconsistent Thefeportjumpsfromusingaveragenumberstoyearly 
numbers to average numbefs depending roan the subject in order to cast the 
cotton program in the worst possible light. Some nunbers even change from 
one part of the report to another. For ewnple: 

Based an numbers from 3 
speak years, GAO concludes 
that U.S. cctton exports have 
dedinedandthatgcvemment 
programs to aid ezqx& have 
been huitlass. 

GAO awages cost of production 
andtatafretumsoverasew3ral 
yearperiodtoamdudsthat 
lalnls have cmsistenuy 
f3xu3&d~costafproduction. 

GAostateslhettheu.s.cotton 
programopemtesasa%ocial 
v&are lass. to the U.S. public. 

GAOreportsl993CtL3tOf 
produdMofSO.58perfband 
argllesthat77%ofu.s. 
prodwrscouldcoverthatcost 
fmnth%rnarketalon%. 

GAO uses a price deflafor(lS87 
dollars) to sutsfantiate a daim 
thi3tthevefu%occattm~ 
hasdedbad. 

l Yet, anmml cotton expnts incleajed 
by 1.4 ma&on b&s, OR awrsge 
(about 20%), skrce iS85, in the t&e 
of the mar&f aisnqtion CBusBd by 
the-afthasovietunian. 

0 Yet, th8 mpmtalso amcUss that 
tbecoampmgmmbuysdawnthe 
priceofthe #uMno&iy..fi 
lawerconsumerpthanwaukf 
atb%&s%bethe case-e~nf8canf 
socabenta 

. Yet, l&?rtth9l%partpegs 3993 
/.tmd&a aasts et $0.66 pera, 
eiguhgthattheaostfarextase&the 
waddptce d$os6p3rlb., and 
them~coflonisexpcrtedate 
iass. 

l Ye~the~hawrstmajarlQfaf 

cese.9, uses e @la3 InlletQr (1933 
ddiars)f08qgemtefheamnmtof 
gowmmsntoufla)csinpastasfyears. 

The repeated changes in analytical approach almost seem deliberately calarlated 
to tilt the ams analysis. Some numbers which are asserted as fact (such as 
1993costofprodudi~nfigwes)donotappsartobeanythingmorethan 
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&rapoiationsfmmoMdata. TheS1.6Opefpotmd’aWatkibutedtoU.S.cottonin 
aQbleonpage61ofthereporl,foraxample,isutternonsense. 

l Strong exporb-almost record levels in 1994 (including increased value-added 
expects); 

. Record product&~ in 1994, with an even higher level predicted in 1995; 

. Raced levels of domastk mill consumption (ovar 11 million bales) - a figure 
that has been rising dramatically since 1965. 

l Strong prices and &creasing government costs despite record production 
rluders. 

Stfvng demand, strong exp&s, mcordpmduction, high p&es at the farm 
gate and dramatically declining federa/ cosmse are all marks of success. 
To argue these are the signs of a failed policy is the worst sort of bureaucratic 
myopia. 

5 
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The U.S. Cotton Marketing Loan 

TheannwstonsoftheU.S.cottonprogramhasbeenthe succe&ul.operation of 
the marketing loan that was implemented in 1985. That program has made cotton 
oompetitiw,ath0meandabfcad. ithasspwreddomesticmillconwqWnand 
aidedexpods. 

The U.S. cotton marketing loan program -ids the MquitaMe twoqice system 
once used for U.S. cotton. Since 1985, the marketing loan hss enabled U.S. cotton 
to compete &fec&ively with foreigwgrown cotton and wilh mm-made fibers. 
Moreover, domesticmanufacturers have been able to compstewith foreign 
compatition. Wti a marketii loan based upon wodd prices, U.S. cotton has 
oompetad effedvely at home and in intemathal markets. 

The indisputableevidence -inaeased domestic mill COI#CMIPb‘Onr 
increased ma&et share, increased exports, mwe U.S. jobs and increased U.S. 
ecorlomic actbity. 

Mafkef-Oriented, Competitive Program 
Tha cotton marketing loan program is the single most markehriented, comp&ive 
agf&Ahral program on the books. By any objective measw it has achievad 
tremendous acmunic policy wxesses. The ootton marketing loan fxogram. 
Introduced in %85, is primarily responsible fof- 

. rev-e&g a 26-year decline in offtake of U.S. cotton; 

Offtake of U.S. Cotton 
MtnIoll Bales 
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- . . revsrsing a &-year dadins in U.S. mill cotton e , 

U.S. Mill Cotton Consumption 

. reversing a IO-year decline in cotton’s share of U.S. mill fiber c0nsumptiOn; 

Cotton’s Share of U.S. Mill Fiber Consumption 
Percent 
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. incfeasing total U.S. cotton offtake fium an average of 1125 millii bales 
priorto1985tomorethan17milfiibalas duringlhelastfiveyears; 

. IBUXMEM~~ 1994 &ton &take of 21 million bales; 

. increasing U.S. cotton textile exports by SW%, to a arrentannual rate of 2 
millii bale equivalents; 

. broad-based improvement in protitabilii aauss ihecottmbalt. 
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A@&?d World Price - 73e Key to htemationai CompeMhmss 
lBecdtonmaWtingloanprogramistfiggen3doffwrldiGces-Wfundamental 
key to U.S. competiliveness tt is generally undwstood that U.S. agriculkral 
Eommoditiesmustbecompetitiveinthe~~ldmarketffthesectoristobe 
ecoMKnicslly viable. In 1994, the U.S. mtton industry exported owr 5096 ofits 
production. 

Madfetitw Loan Cimimt 
Theconceptbehiiancwsawse ‘marketiigloanistoest&liialoanlevel 
whichpenitspradueerrtotender~ircommodityascdtateralfotaCCClaanand 
subsequently (1) redeem the collateral by repaying the lower of the initial loan rate 
or the market price, or (2) sati* the loan repaym& obligation by allowing CCC to 
take title to the loan adlateral via forfeiture (in the case of cotton and rice) or via 
ptmhase agreement (in the casB of grains). 

The marketiig loan accomplishes several fundamental marketing objectives: (1) 
permits U.S. commodities to mest price canpetition. (2) avoids excessive stock 
accumutations. (3) allows producers to market commoditias over a period of time, 
ratherthandumpingtheentireaoponthemaiketatharvssltimeend(4)servesas 
a ‘safety II& under producer income. 

Keys to effective administration of such non-recourse marketing loans are: 

. Setting the initial Loan tie at a level whii provides producers with a 
meaningful source of revenw for debt service while ths crop is being 
marketed; 

. Avoiding an initial loan level that is high enou!@ to canstiMe an at&acWe 
mark& and thereby interfering with normal mafidng of tfm commodity 
and . 

8 
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avoidstodc accumulations and kar forfeitures. A marketing loan which ddas not 
activate is no diirant than a traditional ~loanwhere,inperiodsof 
swplus,theloanbecomesthe~rdtradivemarketendservesaSthepriceRoor. 

All U.S. agricultural commodities which now operate under marketing loans depsnd 
upon viable export markets for healthy operations. Cotton, rice, wheat and feed 
grains would all be t&cad to idle a major part of their acreage bases ifthsy were 
unabfetobepricecompeWveinthaintemationalmarket. ltgoeswiUwtsaying. 
then, Ii-tat the world price is an important bandnwk for an affactive marketkrg kan 
for these commodities. If the world price drops below the U.S. loan rate, the price at 
which U.S. cotton, rice, wheat and feed grains is available in the world market must 
also drop balow the loan rate. Cthefwise, the loan beam3sthamosta#radive 
marketf6ranyU.S. supptyofthesacwtmodiiesbayanddomesticmarket 
raquiramants. Under such condim, the U.S. becomes ths residual supplier of 
such wnmodities in the world market, meaning our commodities mova into 
in&national trade only atter other nations exportable suppty has been depleted. 

Swe95%OfcottonenteringworldtrsldedoessowiVlthebenefitafa~sidyof 
cnakindoranothar. ~neteffectisaworldpricewhichisoffenbelowrthecostof 
producti~ in most, if not all, exporting wuntrtes. In shaping cotton potby to 
ad&ass this kind of global mmpeGticm, policymake4rs must dedcle whether to 
fashion a program v&ii will enable U.S. cotton to compete aggressively or, 
instead, assume the mle of residual supplier. 

Until implemantation of the marksting loan in 1985, U.S. cotton was ganarally 
relegated to the role of residual supplier. lha U.S. loan sawad as a floor under the 
U.S. p&a. In periods of global stxplus, stocks accumulatad in the U.S. and 
acreage was reduced while other exporting nations sold thair exportable swplus 
and continued to expand acraage. 

In lgSS, policymakers made a cxmsdou decision to meet subsidized compatition 
headon. Themarketingloanwasadoptadin1985farmlaw. lberasultwas 
dramatic. Dating fmm 1985, U.S. cotton reversed a 2S-yaar decltkw in offtake; 
ravwsad a 4S-year decline in U.S. mill consumption; and mversed a 7O-year dadina 
inmarketshare. AnddespitethecostlybraakupoftheSoviiUniin,these 
spedacular results have been achieved cast effectively Undar 1981 farm law, 
average annual ekpenditures for the cotton program ware higher than axpendiis 
sincelSS5. UnderthsActof1981.U.S.cottanprodudi~andofRakedroppedta 
hisknical lows. under the Acts of 1985 and 1990, U.S. cotton pmdudbn and 
omake have madled record levels. 

Marketorbtationexplainsthe 19851995pmgmssofU.S.cotton. Thepre-1985 
missing link in a totally market ortsntsd cotton program was global price 
competitiveness. 
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Is The Cotton Program Working? 

Reuxd Ptuduction, Prices, Consumption % Expofts Highlight Cotton’s 
Economic Situation 

1. Record levels of domestic mill consumption (over 11 million bales) - a figure 
that has bean rising dramatically since ls8s; 

2 Strong expwk-almost e levels in 1994 (plus sharply increased exports 
of value added cotton products); 

3. Raccrd produclion in 1994, with an even higher level predicted in 1995; 
4. Recordofflak e-rasulting from an all-time high in mill use and a near record 

level of raw cottcn exports; 
5. Slmng prices and decreasing govammant asts despite read production 

numbers. 
Stmng demand. record pfoduction, high prices at the farm gate and &amatkally 
dedining federal costs-thesa are all marks of success. To argue these are the 
signs af a fiiied poliq defies logic. 

Market Dktottions in ‘92@3 Causedincreased Casts 
Whib~~programhssbeen~~~eonbalanoe,therehave~ 
peaksandvailey5withreqxctto govemmdexpendii.cottonspentmoreover 
thecourseofthasalastSyeanthananddhavabaanantiiinl99% 
p&iatMyontha199Zand1993cmps. Thsrewareuwsualmarket diwqtions 
thatocwredinW92andl99S,causingawddwidasupplyMemanditnbalwca 
andillawadgovemmentcosts-- 

1. The dissolution of the Soviet Union left about 6 million bales of cotton 
produced by former Soviet rqublics without a market. That c&on was 
baWedinthewoMmarketatverylow~iawotidcotton 
market that was already fairly Murated; 

2. Excessivewwldsupplies~the~~warldpriceforcottantofall 
wall below the U.S. loan rate and cotton program costs rose sharply. At the 
same time. the U.S. was sending billions in focd aid to the famer repubiics of 
the Soviet Union which encouraged acontinuation of cotton production and 
discouragedashiitofoodcmpswhiothewisewouldhaveoaxrred. 

ThisacbirityinVwwwldrawcottonmarketwasmatchedby~priceaRting 
withrespacttotradaincottonyam. CountriessuchasPakiireachedazsnithin 
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theirprogramdesignedtomakethem~competitivein~yam~~. As 
they depressed their internal raw material pricas and provided subsidies to thair 
textlle indudy, they took market sham away from the U.S., Turkey and othar 
comtds and caused signiftint economic strain in tha Japanese spinning industry, 
normally a major customer for U.S. cotton, 

While this unprecadented disruption in fha world cotton market drove up costs of 
the U.S. cotton program, this shouid not ba taken as a sign that the cotton program 
is ftavad. Instead, it should be seen as evidence that the program warked as 
designed. 

1. It elkwed U.S. cotton to move to ma&et instead of (a) moving into 
CDmmodi Credit Corporation ownsrship (as it wudd under a awantional 
loan program and with essanlialiy tha same level ofgovermwnt -1 or, lb) 
being sold at prices that would bankrupt growers (as would have ocaxred 
with no program at all); 

2. tt enabled U.S. cotton to maintain a strong presence in tha wrid market and 
avoided imposition very high set-aside programs for several years which 
would have (a) been very costly to U.S. growers, (b) encouraged tfw foraign 
world to expand acreage, (c) prompted traditional customers for U.S. cot&on 
to lose confidence in our determination to be viable suppliers and (d) reduce 
economic activity and job availabilii. 

GAO Report Focuses on Two Highest Cost Years for U.S. Cotton 
and ignores Success 
GAO’s report on the cotton pmgrem specifically targets tha two highest cost years 
for the U.S. cotton program - 1992 and 1993. while GAO either naively OT 
prejudidoudy crlticires the progray dwing this time period, the c&Ion industry 
viewsthoseyearsascomindng~dasua;essfulU.S.cottanpolicy. Ifwas 
fheprogramthatbroughttheU.S.~~hfheaisis. Theptwfisintherasult. 

On~one~cottanproducingcountrywasa~tosurvivethatonslaugMand 
retumtotheworkfrna&etstmngerthant3ver. Onlyonemajorcottonproducing 
cwniryhasbeentheretodeliverprodudinl994and1995asother~i~have 
faltered. Through it all, domestic mill conw@on has gmw~ steadily. And 
program costs are decreasing. Although aMw~ spent more than expected tha past 
5yean,theprogramwillprobaMybe~costlythanCBOendothersarrently 
prediioverthenext5years. 

GAO’sdeterminationthatmajwwwldmarlceteventsarchasthe~ofthe 
Soviet Union and its impact on world cotton markets are irrelevant is shxking. 
World economic events are not ‘irreleva& as GAO states. They are of extreme 
impwtance to agriarlture and to all world trade. 

11 
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U.S. Progam Saved Fedemf and Consumer Dollars In 199c95 
krsteadofendingaperiodafgiob;lr~di~suchssocarredinl992193 
with axcassive gomnmnt stccks, high ARP requkamants and limited p&&ion 
in 1994, fh0 U.S. produced a raaxd crop at CBcoTd pricas. U.S. c&on has emargsd 
ftcm the disruptive soviet Union breakup crisis as one of ths most raiiibia 
suppiii in the worid. The U.S. cotton industry was able to supply taxtile mills at 
hcm0andabroadwh0nothar sourcesoffittsrhaddriedup. ifnotforthatracord 
pmdudicn. the dcfnestic textile industry would be at a crisis staga -&cut raw 
malarial to continue in operation Pricss to oonsuners wuidskymck&and 
&or&gas would be likely. instead, m demand is baii sarvic8d and U.S. 
cotton ProQram cost has dropped sharply to an astimatad $137 million in FY 1995. 
Curiously, this r0ca-d of achievement is not mantionad in GAO’s repart 

Facton Causing Disfotions in WY93 Unlikely to Occur Again 
Tha fallout from ths dissolution of the Soviet Won was a one-tims ocun~snce. it is 
diiilt to imagine another situation where 6 million bales of production iosf3.s its 
marid at one time. Such a drop in demand is ~ecadentsd. Tha international 
Cotton Adviscwy Committee, USDA and ths Natii Cotton Council have ail issued 
estimatesoffJwd ownward intluenca this loss of market had on wxid cotton prices. 
The~sisthatthebreaklrpofheSovietUnion~worldcottonprices 
by 30% in 1993. This translates into $1 billion of additional annual cost for the U.S. 
CottMiprOgramin1993andnearfyasmuchfheyew~andtheyearaffer. 

Also. nagctiationS with Pakistan and India axwe4niing their taxtila policies have 
producedagreemantsunderwhi~bathcountrieshaveasreedtoopentheirt~le 
maketstoincmasedtxmpetition Pakistanagreedtoanditstw-tienMpricing 
syst0nlwithr0specttorawcottcn. lhesaaglwmants (if ourlpiied with) coupled 
with prieral taxtile market liberalization whi& is to occur undw tha GATT 
agwmentshouidbegintoevenwttradaflwstosomedagraa. 

lbdbCUSSiOflOfproducerreceiptsUnderhii~lowprice SCmark6 included in 
thereportdisplaysalackafunderstandingdthewaybr~ch~ismarketedin 
nl0u.s. Producarswtlopiacacottonundwbandomtracsiva thalcanrat0~a 
marketing toan gain -marketing ioan gains ata induded in the original loan rata. 
Anyravanuethatapmducarmayreceive hlddiiO#ltOthehf&t0+defidency 
paymen&wouidaxneintheformofpaym&smadetopmduawbycotton 
nw&mts-oftenraferredtointhscatlontradaasart%quitypaymanL’ 

Equity vatues ara determined mora by ma&at co&ii than cotton program 
pwisicw. EquitiesateLargeiyestablishedbjrthespread~theMlueson 
~NewYorkCatton~~eNo.2~CE)~ardtheadjustedwarldprice. 
EqllityWIilB3sdepend,inpart,Onthar&tiW3stfW@hsofdoMstiCand 
inkrnationai market conditions. certain asp&s dthe U.S. cotton situation have 
ccnbibutad to relatively large equity offers during 1992 and 1993. First, the U.S. 
awcattonmarkethasbeenrery~~~fromimportsssaresultcf~ 
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ra&idii se&n 22 impat quotas. SaCOndly, the marnwinwhichstep2 
catiiicate vatues m-a daterminedduring this Iii period created a large wiation 
in certifiie values duing the transiion from old crop to naw crop. This tendad to 
inaease~amourAcf’~~thatcouldbeofferedtoproducersbycott~ 
marchanls. 

Therehavebeensignificantctrangesinbothdth~areas. TheGAlTand 
NAFTA provisions have substahilly liberaiii trade in raw cotton, eliminating 
section 22 import quotas and repking them with a tariff rate system. Also, the 
rules governing export certilicatas issued under the step 2 provisii undew8nt 
significant revisions in April 1994 desii to limit the inshnces in which large 
certifiies would be avaiiaMe during the transition between old crop and new aup. 

On balance, U.S. cotton appears to be positioned well to compete intemationaiiy 
with lower prcgram ccsts than recently irwrred. However, the marketing ban 
continues to be the best mechanism for ensuring global competitivecess in a cost 
effectiveway. ThemarketingLoancostsnathingwhenitisnotneeded;itworksto 
the benefit Of tha U.S. cotton industry and U.S. citizens at large when it is needed. 
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GAO Report Exaggerated “Findings” to Grab Headlines 

Analysis Flawed and Ret&As Bias 

GAO Report Overstates Cotton Program Costs 
TheGAOreportmisrepresents~ndingocltheU.S.~andcottorrprogremin~ 
appears to be an attempt to generate eppo&on to this comimdii progam. GAO’s 
@astii inflation of the actual doilar amwnt spent on the program results in an 
ovarstatement @ expend- by ?e%! 

~ii~yGAOe;rtpressedcottonprogramcostsfw~~l987through~993 
in 1993 dotlars. Thsre is absoiuteiy no rational explanation for doing this. The 
result is to overstate actual program costs for all years prior to 1993. Typically, 
aconomistsadjustadataseriesto ramovetheefktsofinftaMn,Wrebyreflecting 
the series in terms of real or consfanf dollars. 6ut GAO adjusted the series to add 
in eight years of infiatiiy adding ‘cost’ that simply wan not incurred.* 
While justification is lacking, motii saems all too dear. GAO’s obvious intent 
~stosh0wc0tbnprogramcostsinthevmstpossibtelii~ 

Theabsurd@ofGAO’sadjustmentpmcedweisfwtherdepic4edbytheir 
representation of producers’ 1986-93 revenues, which GAO shows at 91 cents a 
pcund! TheoverwhelmingmajxityofcottonpMucefshavensversaen91centsa 
gganggar. lhay adaiiiy did not average 91 cents a pound during the 

Amoreacarratepidweof~~programcostis~~inthechartbe~. As 
lndicatedbythebars,programoostsinnominaldoi~~dedinedwrderthe 
marketing loan. while cotton pnxiuc&n has riben Qamatically. Under the pre- 
marketingloanActaf~98i,cottonpr0gramcostseveragednearl~si.3biirion. 
Dulng lhe pest marketing loan years (FY 37-B). program W have avera9ed 
justoveraS1 biii,andwouldhavebaenfarlesswereitn0tforthemafket- 
defxessingefkctsoftheSoviitJnionbreakup. PruWioncontinuestoO 
andprogtamcastscontinuetodecline. ByFY’95cottonpro@amcostshad 
droppad to $137 miiiion and Costs are projected to be nexl to nothing in M ‘96. For 
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the ‘95 crop year, U.S. cotton production is pmjected lo reach another recocd - 21.5 
mmcm bales. 

Intermsdcosteflectiveness,thecottanprogramhasmadecuaraadinsryprogress 
since im Of the marketing ban. Under the’61 Ad (pre marketing ban), 
program 0x36 averaged $1 Whale; under the Acts of’85 and ‘90, program costs 
averaged Whale; and in FY ‘95, program costs averaged Whale. These are 
a&al dollars, not GAO infl$ed &&rs. tf eqwssed in terms of constant or real 
FY’67c?dlars, thqdownward trend in cotton program costs weld be even more 
pmtwunced. 

Cotton Program Cost and Avenge Production Lavetls 
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Govemmentfs Ehis to Boost Exports Are Cost Bktive 
GAoaiticizasfederal~artstoenhanceu.s.mtt#l~ascostly. 

Seemingly,eneMluationofthemeritofthe~pmgram~ld~inwithan 
assessmentoftheEompetitivearenainvkkbU.S.cottonfunctions. HadGAo’s 
studyteammadesuchan assessment,theywouldhavefoundthatsume95%of 
cMoneiWingwrldtradeissubsidii Thiiistheprbnarycompetitivefa&r 
giviifisetotheneedfuragovemment pfogfamfofu.s.wtton. Theeffectof 
thesepervasivesubsidiesistobuydown’thewaldcottonprice~the~of 
pfahthinmostooLimks. 

Sufevenwithoutmakingsuchanassessment. GAOshouidhavefoundthatthe 
marketing loan has been effective in expanding U.S. cottcn eq%ts. They should 
have found, for example, that the conventiil loan prqam under vhich U.S. 
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cottonoperatedpriortothemarketingioan,ceusedtheU.S.tobearesidwl 
suppiiefinthewwklmwket. lheloanbecarn8afioorunderlhepriceofU.S. 
cotton. kryearsliket977,1981,1982~1965onorrawnpetitivepricecarrsed 
eqmrts to lag and stocks to acamulate. Finally, in 1985 U.S. cottm% ending 
stocks stood at 1 i9b percent of offbke. Cungress wisely included lhe marketing 
lOanconCeptill1985famrlaW. 

lheexportreaNhasimpfwedsubstMially,de6pite~&askupoftheSoviet 
Union in the early 1990s. Ths chart below illustrates a strmg miatimship between 
U.S.cotton’spficecornpetitivenessandbshareofworldcottontrade. inthecharf 
pricecompetiiisdetenninedbylookingatthedii~theWorld 
price (the ‘A’ Index) and the U.S. Ioan raden@on rate. when the spread widens 
betweenthe’A’lndexandthsU.S. banredemptimrate,cattan’sshareofworid 
cuttmtc3detendstofarewsll. Whenthespreadistwwv, thepliu3ofu.s.cottm 
is iess competitive and ootton’s share of world cotton trade suffars. 

Spread: “A” Index Minus US Loan Redemption Rate 
and US Share of World Cotton Trade 

The~ineartrendrne~ttretu.s.cottoli’sshsreofwwld~~tradehasbeen 
rnovingupwdthm@outthemarketirtgbanyears. W~eqmrtsrisingandcotton 
pmgram costs declining (see pdous chart), GAO should ham found the marketing 
kan~oaafarmorecosteffectivemedranirmf#helpingtheU.S.cottonindustry 
aJnlpetewithsubsidQedcampesmthantheprevious~nalloanpmgram. 
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See comment 17. 

Cotton Program Pnwides a Social We/fan, ga& 
GAOsaxestheahnfxogramasanetkxstosociety. Suchafinding 
undersaxes the inadqmy of simple models for dealing with intematio.naI 
competition and is contrary to common sense. The U.S. cotton industry is one of 
the most signifii parts OT U.S. agfiwliure. Cotton acoomts for approximately 
350,000 jobs annually and ovw $50 billion to the nation’s eomomy. It is the 
comerstone of our country% textile industry and the basic fabric of choice among all 
Americans. Fu-tJw,more~5bil l i ipomdsofwholecoMwedand 
cottonseed meal are used in feed for livestock, dairy cattle and poultry every year, 
withmore~la3millimgallonsofcottonseedoilfindingitswayintofood 
produds such as margarine and salad dressing. Cotton is a fmdamental industrial 
raw product 115 value is wbsta&ii, its impact m  everyday life exiraordinary. The 
cotton program has helped maintain this vital industry in the face of widespread 
intema@nal subsidiitim. In the process, it has helped raduca the oost to 
mnwmers of cotton products. Far from beii a social cost, the cotton program and 
the cottm indusby provide a social gain to the United States. 

GAO’s Economic Wdfare An&s& 

GAO uses a static partial equilibrium welfare approach in its economic analysis of 
the U.S. cotim program. This type dwetfare analysis, while common, is not 
without severe flaws. Fw example, such an approz& treats ihe demand curve as 
mdepmhtdthe program provisions or existence of a program. Taking this 
reasoningtoitskgicalconclusion.GAOisassertklgthatthepresenceora~ 
ofthea3tonprogramhashadnoaffectmthedemandforcotton. 

The demand curve far c&ion cmsists of domestic marnhcbing demand and 
export demand. Sii 1986, the U.S. textile Mustfy has invested an annual 
average of $2.2 billion in naw plant and equipment Produotivitv studies bv MT 
have shown the U.S. textile industry to have atiieved the hi&e.& annual a& in 
pmductivitv ofanv U.S. manufacturino sector. Such &an.aas have shifled the 11,s. 
textile fn8ntdactui~ sed#‘S demand CvvB out to the rioht fewesentino an 
increase in lhe aumtitv of cottm consumed.’ In fact, U.S. textile mills now use 
twicetheamou4tofcottmannuallyamsumad iu*~yearsago. 
W~acotlonprogram,U.S.amualrawoottmproductionwouldbesubjectto 
wide swings. It is inconceivable that this level d investm& in plant and equipment 
by the U.S. textile industrywoukl have ooamedwithouttheomsenceda 
stabilizing infktenw m U.S. cotton production. narnslv the odtm program. Take 
away the cotton program, and ihere will likely be an immediate rwersal in the 
demand awve for cotton, resdting in a shrinking U.S. cotton and textile industry. 
Thedemandarrveisasmucharesu~ofacammodityprogramasthesupplyaKlle. 
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absenceofanyprogrsm Hiwingdevotedpagesaitichingthepaymentsnladeto 
pmducem supporting cotton pmductim and arguing that cuttm prcdhim places a 
burden an U.S. taxpayers, the rapat Concludes that prod&ion would itxrease at 
8nymatketpkeintheabsencecfaprogram 

GAO’stationaleforthe~~insupplyisduetothep~cedthe 
aaeaga reduction program (ARP) in the currant law. GAO pwumes thafinthe 
absenwoftheARP,.wpplyisirtcmsd Howver.thepositimdtheasrent 
supplycurveisdapetnhntmprogramp&isionsotherthanpricesqports. Inthe 
absewaafaruxuecowa k3anpfogram,alsoanintegralpartoftheafnwtcottan 
program,thesupplyaffvellKKIldslliistr mgly to the left, resulting in a dramatic 
reduction in supply. The asps! of financial risk reductim of the non-reaww loan 
has been completely ignwed by GAO. 

ThereducedsodalwelfareestimatebyGAOislargelyderivedfromtheaaesidled 
undertheARP. Buttocmdudethatintheabsenceofacottanprogram.mcce 
acres would be planted-even if the cottm producer was certain to lose money on 
his operatim-is preposterous. Mm cottm will be planted if prices and demand 
are favorable. When prices fall and producers are left without the safety net of a 
cottm program, cottm 8Q88QB in the U.S. will shrink fir below any limiting effect 
an~ently imposed by the ARP. The result will be lost jobs at every level in the 
c&ton indusby4knn production to processing, merchandising and textile 
manufaduring. 
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Conclusion 

Sb7~ott~~ of Cotton Program is Sound 

ThestrucWeofcotton%marketingbanpmgramissound. U.S.pricesarasbleto 
folkw wrid market prices dawn whenever suppfies are abundant, keeping U.S. 
cottonannpetitiveinboththedomestiiandinternationalamna. Becauseofits 
design,~cottonprogrambrwghttheU.S.industrythrougfioneofthemost 
dramaticeventsinthehistoryofthemoder-n wwid-lhe dissolution of the Soviet 
Unim- The marketing loan prevented a norm up in U.S. cattm stodcs, prevented 
CCC fafeihms, and opened the doorto the masing government costs that have 
occured in 1994 and T995. 

Thevalueandswcess oftlw current ccttcm program was demonstrated very dearly 
overthJ3seb9t5years. lr.ssuccess S30fnss0&vi0usthatthec&c3nindusbyis 
shocked by the aitic4sms this program is getting. Every segment of the cotton 
indusby represented by the National Cotton CounciC-produwr, ginner, 
warehousernan, coaperative, cottmseed crusher, merchant and textile 
manrdacturer-favor the continuatim of the am-ent program. It has helped the 
entire industry. ff has prompted an increase in domestic milf use and overall 
demand. 

mkeringwithwmpmenk ofasuaxs&programisrisky. Theaorentcottm 
programwasaaffedwiththeinputandaQprovalofal(seven~sdthecotton 
indusdy, USDA and the Congress1 The legislative iangwge wise& provides 
authority for a three-step co- plan to be established and administered 
through USDA reguktions. Through the years several rule changes have been 
madetofinetuneadministmtk2nofthiiplan. Thesechangeshaveocuwedaftera 
zm dpking pycxke ytkh provides the industry and gwemmeM 

cppwtuqtoprovide-nput. lfwthermodmcalionsshouldbe 
needed,theSeaeEaryofAgriwltwehasampreaubhoritytomakethemthroughthe 
samecwderlylulemakingprocess. 

The~~ingsandbiasedfindingsoftheGAOreporl~innoway 
-theimpressiverecordofsuc#ss of the U.S. colton program. The 
seven segments ofthe U.S. cottm industry wantthis succes& I-~ 
contii deliing a hii return on public and private investment 
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