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Production and Trade Policies Affecting the Cotton Industry 
 
 
Direct income and price support provided to the cotton industry in 2004/05 is estimated at US$4.7 billion, 
up from $3.4 billion the previous season. Increases in direct government support to the cotton industry 
were the result of a decline in market prices and increased production. Nine countries are offering direct 
income and price support in 2004/05 ranging from an estimate of $2.2 billion in the USA to $11 million in 
Colombia. Direct support in 2003/04 varied in a range from $1.3 billion in China (Mainland) to $6 million in 
Mexico.  
 
USA 
 
The 2002 farm bill in the USA channels direct support through three mechanisms: a direct payment (DP), 
a counter-cyclical payment (CP) and a loan deficiency payment (LDP). DPs, which are independent of 
market prices and based on historical planted area and yield, are set at 6.67 cents per pound. CP’s, 
which are also based on historical planted area and yield, are paid when the effective price is below the 
target price. The effective price is the DP plus the higher of the national average market price paid to 
producers or the loan rate. The target price is set at 72.4 cent per pound and the loan rate is set at 52 
cent per pound. The LDP is paid when market prices are below the loan rate. Given that market prices in 
2003/04 were above the loan rate, LDP’s were not paid. Further, as cotton market prices fluctuated 
around the target price, total CP outlays by the U.S. government declined from $1.3 billion in 2002/03 to 
$393 million in 2003/04. Outlays due to DP’s increased from $476 million in 2002/03 to $630 million in 
2003/04. In 2004/05 the situation was reversed, with LDP’s estimated to be $559 million, CP’s increasing 
back to $1.1 billion, and DP’s remaining at $612 million. Total U.S. net outlays to cotton are increasing 
from $1.4 billion in 2003/04 to $4.7 billion in 2004/05. Direct U.S. support is estimated to be increasing 
from $1 billion in 2003/04 to $2.4 billion in 2004/05.   
 
European Union 
 
Payments under the current EU Common Agricultural Policy (CAP) are based on estimated seedcotton 
production for a maximum of 782,000 tons in Greece and 249,000 tons in Spain. Payments include 
penalties for excess production, but there is a combined CAP floor payment of $770 million euros. EU 
income support declined by 30 million euros to $858 million euros in 2004/05. Nonetheless, because of 
devaluation of the dollar against the euro, EU support in U.S. dollars amounted to $994 million in 2003/04 
and $1.1 billion in 2004/05. Changes in EU CAP policies, to be effective January 1, 2006, will convert 
65% of the production-linked payments to EU cotton farmers into decoupled farm income support. 
 
China (Mainland) 
 
Policies enacted in 1999 introduced market forces to the cotton sector in China (Mainland). However, the 
Chinese government still covers the cost of ginning, storage, and transportation of cotton through the 
financing of operations of procurement agencies. A recent study by FAO suggests that since 2002 the 
government finances only 20% of the procurement agencies in the country. As a result of this financing, 
and of policies designed to prevent the free importation of cotton into the country, domestic prices in 
China (Mainland) have consistently been above international prices. However, an additional policy 
designed to reduce domestic stocks has resulted in a reduction of the difference between domestic cotton 
prices and prices of Chinese cotton offered in international markets. As there is no source of government 
expenditures in support of the cotton market in China (Mainland), the Secretariat uses as an estimate of 
support the difference between domestic and international prices (as reported by Cotlook Limited) plus 10 
U.S. cents per pound on 20% of production to account for ginning, storage and transportation costs. The 
price differential between the CC index (an index of mill delivered cotton in China) and the Cotlook A 
Index (adjusted to include import duties, value added tax, and transportation to mills) declined from 8 U.S. 
cents per pound in 2003/04 to 4 U.S. cents in 2004/05.  As a result, the estimate of benefits from border  



 2

 
 
 
 
policies declined from $1.1 billion in 2003/04 to $588 million in 2004/05. Financing of the activities of 
procurement agencies is estimated at $215 million in 2003/04 and $279 million in 2004/05. The total 
estimate of government expenditures in support of the cotton market in China (Mainland) declined from 
$1.3 billion in 2003/04 to $1.1 billion in 2004/05. 
 
Other Countries 
 
Price increases in 2002/03 and 2003/04 reduced the level of assistance or eliminated the need for 
assistance to cotton farmers in developing countries. However, as prices declined in 2004/05 assistance 
increased. In Mexico, a support price mechanism with a target price of 64 U.S. cents per pound resulted 
in a payment of 4 U.S. cents per pound, or $6 million, in 2003/04. The Mexican government increased the 
target price to 67 U.S. cents, and it is estimated that growers will receive 8 U.S. cents per pound, or $24 
million, in 2004/05. In Turkey, a premium of 1 U.S. cent per pound was offered in 2003/04 (equivalent to 
$22 million), and in 2004/05 the premium increased to 6 U.S. cents per pound (equivalent to $115 
million). Market prices in Egypt in 2003/04 were above the level of floor procurement prices. However, in 
July 2004 the Government of Egypt announced a new program to minimize the losses of traders who 
bought extra-long staple cotton early in 2004 at $1.6 dollars per pound against a prevailing price of $1 
dollar per pound at delivery time. The new program provided $11 million to the cotton sector for cotton 
produced in 2003/04, of which $9 million was disbursed to support domestic activities while $2 million was 
disbursed to support cotton exports. New floor prices announced by the Government of Egypt for 2004/05 
are very close to market prices, but the government has announced a subsidy of 300 liras per kantar, 
equivalent to $88 million. In Brazil, Colombia, and India, minimum prices were below market prices and 
no government support was provided in 2003/04. However, due to declining prices, the Colombian 
government paid 500,000 pesos per ton of lint, or 8 U.S. cents per pound, in 2004/05. In Benin, the 
government announced support amounting to $34 million in 2004/05 to help growers cope with declining 
prices. Similarly, In Côte d’Ivoire, the government pledged to provide $14 million in emergency assistance 
to cotton growers in 2004/05. However, as in the past few seasons, support has not been distributed to 
farmers. 
 
Direct Assistance to Exports  
 
A recent study by FAO established that China Mainland dismantled export subsidies in 2002. 
Furthermore, the Government of Egypt dedicated part of the total amount of support to the cotton sector 
to subsidize exports in 2003/04 and has announced a subsidy of 50 million liras, equivalent to $8 million, 
to help exporters cope with currency fluctuations in 2004/05.   
 
Assistance in the USA is provided through the Step 2 program offered to both exporters and domestic 
consumers of raw cotton. In 2003/04, the U.S. government disbursed $190 million to exporters, and 
2004/05 payments are estimated to decline to $165 million. The Step 2 program covers upland cotton, 
and exports of U.S. pima are covered by a separate program, through which $45 million were paid to 
exporters in 2003/04 and $210 million are estimated to be paid in 2004/05. 
 
Overall export assistance in the USA and Egypt combined reached $237 million in 2003/04 and increased 
to $383 million in 2003/04.  
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Average Average
Assistance Assistance
per Pound Assistance to per Pound Assistance to

Country Production Produced Production Production Produced Production
1,000 tons US cents US$ Millions 1,000 tons US cents US$ Millions

China (Mainland) 4,871 12 1,303 6,320 8 1,145
USA 3,975 12 1,021 5,025 20 2,244
Greece 320 108 761 400 95 836
Spain 98 108 233 110 95 230
Turkey 910 1 22 900 6 115
Egypt 198 2 9 285 14 89
Mexico 68 4 6 138 8 24

Benin 125 12 34
Colombia 61 8 11

All Countries 10,440 15 3,354 13,364 16 4,728
 * Income and price support programs only. Credit and other assistance not included. ** Preliminary.

Average Average
Assistance Assistance
per Pound Assistance to per Pound Assistance to

Country Exports Exported Exports Exports Exported Exports
1,000 tons US cents US$ Millions 1,000 tons US cents US$ Millions

USA 2,996 4 235 2,745 6 375
    Upland cotton 2,878 3 190 2,574 3 165
    Pima 118 17 45 171 56 210
Egypt 89 1 2 130 3 8

Total 3,085 3 237 2,875 6 383
* Preliminary.

2003/04 2004/05 **

Level of Direct Assistance Provided by Governments to
the Cotton Sector Through Production Programs *

Level of Direct Assistance Provided by Governments to
the Cotton Sector Through Export Programs

2003/04 2004/05 **


