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While not a food item in and of itself, cotton is important for food 
security in many developing countries. The cotton sector is also sub-
ject to a lot of controversy regarding its role in development, poverty 

alleviation, North–South trade, and environmental destruction (Mancini 
et al. 2005); the crop has been successively depicted as increasing or decreas-
ing poverty and as worsening countries’ public deficits because of mismana-
gagement (Moseley and Gray 2008). Yet a closer look at the topic shows that 
cotton is a major source of cash income for millions of people, particularly in 
Africa, where it is also a source of foreign exchange earnings for more than 
15 countries (Tschirley, Poulton, and Labaste 2009). For example, in Mali 
(a least developed country, or LDC) three million people make their liveli-
hoods directly off cotton production (Sanogo, Keita, and Sanogo 2009). In 
addition to providing producers with cash income, cotton also appears to be a 
key product for fighting rural poverty and achieving food security for several 
other reasons.

First, by providing cash income, cotton allows farmers to acquire more 
nutritious and diversified foods for household consumption, such as meat and 
milk (Fortucci 2002). On the macroeconomic side, cotton exports add to the 
food import potential of various countries, contributing more than 80 percent 
of agricultural exports for countries like Benin and Uzbekistan and more 
than 50 percent for many other African countries (Fortucci 2002; Tschirley, 
Poulton, and Labaste 2009).1 Second, although the organization of the cot-
ton sector differs from country to country, it appears that well-integrated 
sectors have been succesful in providing input credit and agricultural exten-
sion to farmers, particularly in Africa (Tschirley, Poulton, and Labaste 2009). 
This allows farmers to obtain equipment and productive inputs that can also 
be used for other crops. In addition, the knowledge acquired from extension 

1 Including Burkina Faso, Central African Republic, Mali, Togo, Tajikistan, and Turkmenistan.
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services can be used for growing other crops such as cereals, which are some-
times grown in rotation with cotton. As a result, and contrary to popular 
beliefs that cotton production is detrimental to other crops, cereal yields and 
consumption per capita tend to be higher in cotton-growing areas compared 
to other places in Africa (FAO 2008; Delarue et al. 2009; Traoré 2010).2

Despite these potential benefits, however, cotton remains a contentious 
commodity. Since the 2003 Cancun Ministerial Conference, cotton has been 
at the heart of agricultural negotiations, with no concrete measures agreed 
upon except for the removal of export subsidies in the United States. These 
debates led in 2004 to the creation of a special cotton subcommittee under 
the WTO Agriculture Committee’s Special Sessions (see the detailed histori-
cal perspective on this later in the chapter). The negotiations have been subject 
to ongoing controversies between the United States, the EU, and develop-
ing countries; agreements have been stymied by the United States, due to the 
United States’s desire to extend the discussion to tariff and nontariff barriers, 
synthetic fibers, and textiles in general, and by China, due to the huge tariff 
concessions that country may face.3 Domestic support for the cotton sector is 
also still important in many countries (including the United States, the EU, 
and China; discussed further in the next section). A final agreement on cotton 
cannot be achieved without a broader global Agreement on Agriculture, for 
which there are still many obstacles, including the recent tough discussions led 
by India between developing and developed countries regarding a special safe-
guard mechanism (SSM) in agriculture for developing countries.

To a certain extent, the cotton issue provides a good example of devel-
oped countries refusing to reform a sector that is not essential for their own 
economies— although it is highly important for some developing countries— 
because of political lobbying by small interest groups. In the United States, 
the number of cotton growers has been decreasing significantly since the late 
1990s. According to the USDA censuses, 18,605 farms were producing cot-
ton in 2012, compared to 24,805 in 2002 (USDA 2012). This change is even 
more apparent when considering only farms that specialize in cotton produc-
tion (8,915 in 2012 compared to 14,176 in 2002). However, although they are 

2 See also the experience of India, where the introduction of new varieties yielded a 15 percent 
increase in income and food (calorie) and animal products consumption and reduced food inse-
curity by 15 to 20 percent among poor farm households (Qaim and Kouser 2013).

3 China’s domestic policy is also a matter of discussion (see later in the chapter for more on this). 
However, China commited to grant duty-free quota-free (DFQF) market access for cotton pro-
duced and exported by LDCs as part of the Nairobi Ministerial Decision of December 19, 2015.
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based on a very small number of farmers, cotton growers associations in the 
United States remain effective in defending their interests. Various govern-
ment programs (that is, farm bills) are often the subject of intense lobbying on 
the part of farm groups in Congress (Smith 2014). Among these groups is the 
National Cotton Council of America and its related organizations, which rep-
resent the interest of the cotton sector and lobby in favor of farm bills agree-
able to the cotton industry.

In Europe, only Bulgaria, Greece, Portugal, and Spain produce cot-
ton, with the vast majority of production (more than 90 percent) coming 
from Greece and Spain (NCC 2015).4 Data on cotton production and areas 
in Europe is easily available but relatively scarce when it comes to the num-
ber of farmers engaged in cotton production; however, the few sources avail-
able report that there are 79,000 cotton farmers in Greece and 9,500 in Spain 
(LMC International 2007). The value of cotton production represents less 
than 10 percent of total agricultural output in Greece and 1 precent in Spain. 
The economic share of this sector is thus clearly of limited importance in the 
EU compared to cotton-exporting developing countries.5

To many observers, the consistent decline of cotton prices from 1995 to 
2005 appears to be due to the subsidies granted by developed countries (the 
EU and the United States) to their cotton producers. Global cotton  subsidies 
averaged US$4 billion annually between 1997 and 2004 (Baffes 2006), 
with the United States and the EU making up the largest share. During this 
period, the United States was the largest exporter and the largest subsidizer 
of cotton, while the EU was the top region in terms of the per unit subsidy 
granted to its producers. However, the large amount of studies that have tried 
to assess the impact of these subsidies have not yielded converging results. 
According to the research, the positive impact of the removal of these subsi-
dies on global cotton prices could range from 3 percent to 17 percent. Cotton 
prices today are at a low level, mainly due to China’s expanded subsidy policy; 
meanwhile, the level of subsidies in the United States continues to decline due 
to new Farm Bill provisions, and subsidy levels are on a stable trend in the EU 
due to the reforms put forth by the EU’s Common Agricultural Policy (CAP).

4 Production almost ceased in Portugal after the 2006 reform.
5 This is similar to the banana sector, where a few producers benefit from support in Cyprus, 

Spain, Greece, and French Overseas Departments and Teritorries, although some efforts have 
been recently made by the EU particularly on the import regime side.
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At the global level, after a decade of WTO talks, cotton still remains an 
issue for developing countries. While the United States– Brazil case has been 
definitively settled (see Schnepf 2014) and both the United States and the 
EU have changed their support toward decoupled payments, new actors have 
emerged as major cotton subsidizers. Most important, China has replaced the 
United States as the top country in terms of the amount of support given to 
its cotton sector, although it has promised to grant duty-free and quota- free 
market access for cotton produced and exported by LDCs. In terms of mar-
ket access, developing-country exports still face tariff barriers, particularly 
for above-quota quantities; the most important of these barriers are in other 
developing countries. As a consequence, and contrary to the situation that 
existed in the late 1990s, the main challenge now seems to be among devel-
oping countries themselves. This new scenario will shape future negotiations; 
under the larger umbrella of agricultural negotiations, the talks on cotton 
in the coming years will focus on facilitating market access for developing- 
country exports and reducing domestic support for cotton at a higher rate 
and a shorter implementation period compared to other agricultural prod-
ucts. Cotton talks will also focus on development issues with aid-for-trade- 
related measures.

Overview of the World Cotton Market

The Supply Side: Production and Exports

From 1990 to 2014, global cotton production increased by 40 percent; it is 
now estimated at 25 million tons.6 After being the top cotton producer for 
many years, China has now been overtaken by India, whose production was 
estimated at 6.7 million tons in 2014, representing 26 percent of global pro-
duction. Still, China’s production has also increased by 47 percent since 
1990, making it the second largest global cotton producer, at 6.6 million 
tons (Table 7.1). The United States follows China, with 3.5 million tons 
(14 percent of global production), and Pakistan is fourth, accounting for 
9 percent of global production. As highlighted in Table 7.1, global cotton pro-
duction is highly concentrated, with these four largest producers accounting 
for 75 percent of total production.

6 All measurements in tons in this chapter are metric tons.
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In addition, with the exception of the United States and Australia, cotton 
production occurs mainly in developing and emerging countries (more than 
80 percent of global production comes from these two groups). However, West 
African and Central African countries, which are part of the Franc Zone and 
at the heart of the Cotton Initiative, account for only 2 percent of global pro-
duction. Brazil also presents an interesting case. From 1990 to 2014, Brazillian 
cotton production more than doubled to 6 percent of the global total, mak-
ing Brazil the fifth largest cotton producer in the world today, as well as a 
key exporter.

One-quarter of the cotton produced in the world is exported, totaling 
6 million tons. With the exception of China, the main cotton producers are 
also the main cotton exporters. The global cotton market is thus concentrated 
around a few actors: the top five exporters make up 71 percent of total exports 
(Table 7.2). While accounting for 14 percent of global production, the United 
States is by far the largest exporter, with 32 percent of global exports in 2014 
(Table 7.2). The US market share has been relatively stable (around one-third) 

TAbLE 7.1 World cotton production, 1990 and 2014

Country or  
region 

1990

Country or 
region

2014

Production 
(in 1,000 tons) Share 

Production  
(in 1,000 tons) Share 

China 4,554 0.25 india 6,710 0.26

United states 3,411.1 0.18 China 6,600 0.26

india 2,009.7 0.11 United states 3,538.48 0.14

pakistan 1,654.84 0.09 pakistan 2,288 0.09

Uzbekistan 1,609.74 0.09 Brazil 1,540 0.06

Brazil 724.46 0.04 Uzbekistan 880 0.03

turkey 661.54 0.04 turkey 704 0.03

turkmenistan 441.54 0.02 australia 484 0.02

australia 437.58 0.02 turkmenistan 319 0.01

egypt 303.16 0.02 Burkina 276.1 0.01

argentina 298.1 0.02 mexico 268.4 0.01

paraguay 264.66 0.01 greece 264 0.01

WCa 430.54 0.02 WCa 4,627 0.18

World 18,499.14 1.00 World 25,826.02 1.00

Source: nCC (2015).
Note: WCa = West and Central africa (mali, Benin, Côte d’ivoire, Burkina faso, and Chad).

DomestiC anD traDe poliCies affeCting the WorlD Cotton market  197



since the 1990s; this high market share is often highlighted by opponents of 
US cotton policies, which have been accused of depressing world prices (see 
the United States-Brazil case discussed later in this chapter). India and Brazil 
are also large cotton exporters, making up 13 percent and 10 percent of the 
global market, respectively. Three African countries also appear in the top 10 
global exporters. Although making up only a marginal share of global produc-
tion, when it comes to exports, West and Central African countries account for 
12 percent of the total; this makes the region the world’s third largest exporter, 
falling just behind India and before Brazil. Burkina Faso and Mali account 
for 3 percent of the world’s exports. Exports from West and Central Africa go 
mainly to Asia, where they face competition from the United States.

The Demand Side: Consumption and Imports

Global cotton consumption has regularly increased alongside cotton pro-
duction and global population and is now estimated at 24 million tons 
(Table 7.3). In general, the largest consumers of cotton are also the main pro-
ducers because production in these countries goes primarily to the domes-
tic market. There is a huge concentration of cotton consumption in Asian 

TAbLE 7.2 World cotton exports, 1990 and 2014

Country or  
region

1990

Country or 
region

2014

Exports  
(in 1,000 tons) Share

Exports  
(in 1,000 tons) Share

United states 1,714.46 0.28 United states 2,354.00 0.32

Uzbekistan 1,186.46 0.19 india 924.00 0.13

turkmenistan 383.46 0.06 Brazil 748.00 0.10

australia 301.84 0.05 australia 660.00 0.09

pakistan 298.54 0.05 Uzbekistan 506.00 0.07

China 204.16 0.03 Burkina 247.50 0.03

paraguay 197.12 0.03 greece 203.50 0.03

tajikistan 181.28 0.03 mali 181.50 0.02

turkey 165.66 0.03 malaysia 176.00 0.02

Brazil 157.52 0.03 Côte d’ivoire 154.00 0.02

india 155.76 0.03 turkmenistan 132.00 0.02

argentina 142.12 0.02 pakistan 132.00 0.02

WCa 394.24 0.06 WCa 875.60 0.12

World 6,217.42 1.00 World 7,378.80 1.00

Source: nCC (2015).
Note: WCa = West and Central africa (mali, Benin, Côte d’ivoire, Burkina faso, and Chad).
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countries: the three largest consumers (China, India, and Pakistan) account 
for 66 percent of global consumption, with China alone accounting for one-
third. This high concentration is naturally explained by the relocation of tex-
tile industries to Asia as a result of rising labor costs in developed countries, 
particularly in Europe, after World War II. The end of the Agreement on 
Textiles and Clothing in 2005 has accelerated this phenomenon.

Asian countries account for more than 75 percent of global cotton 
imports, with one-fifth going to China (Table 7.4). Chinese imports have 
multiplied by 30 since 2000 (Figure 7.1), largely boosted by the liberaliza-
tion of the country’s textile market. This growth has made China a key player 
in the international market and a major determinant of global cotton prices 
(Traoré 2014). Both global consumption and global imports declined slightly 
in 2007– 2008 due to the global economic crisis and have started increasing 
again as the economy has recovered.

Global Prices

Global cotton prices are usually approximated by the A Index of Cotlook 
Ltd, based in Liverpool, UK. This index is an average of the five cheapest 

TAbLE 7.3 World cotton use, 1990 and 2014

Country

1990

Country

2014

Mill use  
(in 1,000 tons) Share

Mill use  
(in 1,000 tons) Share

China 4,400.00 0.26 China 7,810.00 0.33

india 1,971.64 0.12 india 5,280.00 0.22

United states 1,904.54 0.11 pakistan 2,310.00 0.10

pakistan 1,242.56 0.07 turkey 1,408.00 0.06

russian federation 1,203.18 0.07 Bangladesh 957.00 0.04

Brazil 730.62 0.04 Brazil 880.00 0.04

Japan 665.94 0.04 United states 803.00 0.03

turkey 545.60 0.03 Viet nam 781.00 0.03

republic of korea 440.22 0.03 indonesia 704.00 0.03

taiwan 349.58 0.02 mexico 407.00 0.02

thailand 331.32 0.02 Uzbekistan 330.00 0.01

indonesia 328.46 0.02 thailand 319.00 0.01

italy 323.40 0.02 republic of korea 279.40 0.01

World 17,005.12 1.00 World 23,881.00 1.00

Source: nCC (2015).
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quotations from a selection of 18 varieties of upland cottons most fre-
quently traded internationally (Figure 7.2). The base quality of the Index is 
MIDDLING 1-1/8″. Like many commodity prices, cotton prices exhibit a 
trend of long-run declines coupled with large, short-run fluctuations. The 
long-term falling prices can be explained by technological progress, which 
increases yields and reduces production costs. In the early 1990s, a fall in Latin 
American production allowed global prices to reach a peak of 92 US cents per 
pound, followed by a sharp decline to an unprecedented level of 41 cents per 
pound in 2001. This decline was exacerbated by an increase in global produc-
tion combined with a decrease in demand due to the East Asia crisis and to 
China’s placement of an important part of its stocks on the international mar-
ket as part of its new national pricing policy.

Developed countries’ active support prices also play a key role in deter-
mining the evolution of world cotton prices. The declining trend observed 
between 1995 and 2005 is viewed by many authors as largely due to these 
support measures (see the next section). Cotton prices, like many other com-
modity prices, started rising in 2009; in fact, 2011 saw unprecedented prices 
(Figure 7.2). In addition to the continuing economic recovery, China’s net 
imports and the low level of both global and Chinese stocks were the main 

TAbLE 7.4 World cotton imports, 1990 and 2014

Country

1990

Country

2014

Imports  
(in 1,000 tons) Share

Imports  
(in 1,000 tons) Share

russian federation 1,163.8 0.19 China 1,606.00 0.22

Japan 648.78 0.11 Bangladesh 979.00 0.13

China 485.10 0.08 Viet nam 836.00 0.11

korea 451.44 0.08 turkey 792.00 0.11

thailand 357.28 0.06 indonesia 715.00 0.10

italy 336.38 0.06 thailand 324.50 0.04

indonesia 327.80 0.05 republic of korea 280.50 0.04

taiwan, China 325.38 0.05 malaysia 253.00 0.03

hong kong 225.50 0.04 india 242.00 0.03

germany 218.24 0.04 mexico 209.00 0.03

Ukraine 176.88 0.03 taiwan, China 187.00 0.03

portugal 170.50 0.03 pakistan 176.00 0.02

World 6,011.50 1.00 World 7,371.10 1.0

Source: nCC (2015).
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determinants of this price increase (Figure 7.3).7 This changed in 2012, how-
ever, when global stocks rose and China began accumulating large stocks; 
since that time, global prices have declined. Although it is hard to guess what 
Chinese policy will be in terms of handling its reserve stocks in the coming 
years, it is expected that the country will mainly rely on its stocks and will 
thus need fewer imports, depressing both domestic and international prices 
(ICTSD 2013).

7 Although stocks are endogenous (for speculative reasons, for instance) and as a consequence 
are part of the simultaneous model determining world prices, they participate in the forma-
tion of world prices and price expectations (see ICAC price model). However, the effect and 
its significance cannot be determined in the framework of this bivariate correlation analysis. 
A simultaneous equations framework (which will be nonrecursive here) is needed for that, and 
the structural coefficients can be determined using an appropriate estimator and restrictions as 
long as the model is identified (Cameron and Trivedi 2005).

FIGuRE 7.1 China cotton statistics (in 1,000 metric tons), 1990–2014
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FIGuRE 7.2 Evolution of global cotton prices, 1975–2013
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FIGuRE 7.3 Evolution of world price and stocks, 1975–2013
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Domestic and Trade Policies in Major Countries

Policies in the united States

The United States supports its cotton growers through many mechanisms 
aimed at stabilizing farm incomes.8 These support measures are defined under 
the various farm bills passed by the US Congress every four or five years. Our 
focus here is on the principal measures based on the 2002 Farm Security and 
Rural Investment Act and the 2008 Food, Conservation, and Energy Act.9 
We also briefly describe the new Agricultural Act of 2014. These assistance 
programs include various measures of direct support to production, border 
protection, and insurance subsidies. Most of the subsidies apply to upland cot-
ton, the main type of cotton that is traded globally. The US considers these 
subsidies to be decoupled from production and market prices, but to many 
observers, they in fact distort the global market and harm producers in devel-
oping countries.

POLICIES PRIOR TO 2008

It is important to start with a complete analysis of the policies in force before 
2008, as the subsequent debate was focused on these measures. Also, most of 
the studies that assessed the impact of the subsidies cover this period.

Direct Payments (DPs)

Direct payments are designed to support producers’ incomes. They are fixed 
payments that are a priori independent of market prices and based on past 
production; this system replaces the production flexibility contracts in use 
under the 1996 Fair Act. Under direct payments, eligible producers receive a 
payment based on their farm’s base acreage (a historical average), the payment 
yield, and the direct payment rate, set at US$0.0667 per pound of upland cot-
ton. The annual limit on payments directly attributed to one person for direct 
payments was US$40,000.

Since direct payments are not tied to current production and prices, they 
are less distortionary and thus fit into the WTO Green Box. However, the his-
torical “base acres” are usually updated; in this way, direct payments encourage 
farmers to increase their acreages and their production, as they expect a new 

8 This goes back to the commodity programs established during the Great Depression 
(Baffes 2006).

9 The other mechanisms are relatively few and are nonmonetary. See the Farm Security and Rural 
Investment (FSRI) Act of 2002 for more details.
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updating mechanism from one period of legislation to another (Young and 
Westcott 2000). Furthermore, direct payments increase farmers’ incomes and 
wealth. As a consequence, farmers may become less risk-averse (Pratt 1964; 
Arrow 1965; Binswanger 1981) and may continually increase their produc-
tion (Hennessy 1998). By increasing farmers’ wealth, these payments may then 
lead to further investment by reducing farmers’ credit constraints (Westcott, 
Young, and Price 2002).

Countercyclical Payments (CCPs)

The countercyclical payments program is another income support mechanism 
based on historical acreages and yields. These payments are designed to pro-
tect farmers from low market prices. Unlike direct payments, countercyclical 
payments are tied to market prices. Payments are triggered when the effective 
price is lower than the target price. The effective price is the sum of the direct 
payment rate and the higher of the national season-average market price or 
the marketing year or the national loan rate (US$0.52 per pound). The effec-
tive price for cotton was set at US$0.7240 per pound. The payment rate is 
given by the amount by which the target price exceeds the effective price. The 
payments’ base acres are the same as for direct payments, but many options 
are available to producers regarding payment yields. The annual limit on pay-
ments directly attributed to one person for countercyclical payments was 
US$65,000. As countercyclical payments are related to current prices, they 
can be viewed as fully coupled. In addition, the updatings of the base acres and 
yields raise the same issue as that raised by direct payments: namely, the poten-
tial to increase farmers’ wealth.

Marketing Loans (MLs) and Loan Deficiency Payments (LDPs)

The marketing loans provisions cover both marketing assistance loans and 
loan deficiency payments. Marketing assistance loans consist of nonrecourse 
loans that producers can benefit from by pledging their harvested production 
as collateral. The program thus provides farmers some cash flow when prices 
are low so that they do not have to sell their production. The loan rate was set 
at US$0.52 per pound. As an alternative, the loan deficiency program gives 
producers a cash option by allowing them to sell their harvest in response to 
market signals without putting their commodity under loan while benefiting 
from the program. The payment limit for the marketing loan was US$75,000 
per producer and per campaign; however, this limit was eliminated under the 
2008 Act.

The marketing loans program works as a minimum price mechanism that 
gives producers a floor price and is not independent of current production. 
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As such, these loans could increase the production of risk-averse farmers who 
would have otherwise produced less. It has been shown that when they are 
above the market price, marketing loans can be viewed as output subsidies; in 
this case, if the export demand for cotton is more price-elastic than the domes-
tic demand, exports will increase more than production, strengthening world 
price declines (Hertel 1989; Houck 1992; Westcott and Price 2001). As a con-
sequence, marketing loans were included in the WTO Amber Box.

The Step 2 Mechanism

The so-called Step 2 mechanism consisted of subsidizing exporters and 
domestic cotton consumers when the US cotton price on the world market 
exceeded the world reference price (A-Index). This program aimed at keep-
ing US cotton competitive on the world market without damaging domestic 
mills. Given the share of US exports in the global market, the United States 
can be viewed as a large country (a price maker). Thus, introducing an export 
subsidy would tend to depress world prices (Tweeten 1992). However, since 
it is coupled with a consumer subsidy, the Step 2 mechanism is equivalent to 
a producer subsidy. This mechanism was at the heart of Brazil’s complaint 
against the United States in 2003; it was condemned by the World Trade 
Organization and eliminated in 2006.

Insurance Subsidies

Cotton growers can benefit from insurance subsidies under the federal crop 
insurance program in order to recover part of the premium they have set-
tled. The goal of the program is to cover producers against climatic risks or 
diseases likely to lower yields. The program is administered by the USDA’s 
Risk Management Agency. According to Sumner (2003), the average rate 
of the subsidy was US$19 per acre in 2002, and the International Cotton 
Advisory Committee estimates the cost of the support at 0.4 cents per pound 
(Guitchounts 2008). In 2009 the total upland cotton premiums paid by the 
US government were US$212 million.

Policies under the 2008 Farm bill

In June 2008 the Food, Conservation, and Energy Act entered into force for 
the 2008– 2012 period. This new law kept most of the previous provisions, 
with some minor changes. Regarding cotton, the main changes include the 
elimination of the payment limit for marketing loans, a new countercycli-
cal target price set at US$0.7125 per pound, and the introduction of three 
new mechanisms (the ACRE, the SURE, and the Economic Adjustment 
Assistance to Users of Upland Cotton).
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AVERAGE CROP REVENUE ELECTION PROGRAM (ACRE)

The ACRE program aims to address some of the shortcomings of the countercy-
clical program, mainly the strong focus on price that could lead to insufficient sup-
port when prices are high and yields are low (due to natural disaster, for instance). 
In these circumstances, producers do not benefit from countercyclical payments 
(Monke 2008). ACRE is a revenue-based program relying on statewide revenue 
data. Payments are made when actual revenues are less than a market-based, mov-
ing average guaranteed revenue. Two conditions must be met to trigger the pay-
ment: (1) the actual state revenue for cotton during the campaign must be less 
than the state-level guaranteed revenue amount; and (2) the actual individual farm 
revenue must be less than the farm’s benchmark revenue. To be eligible for ACRE 
payments, producers must give up their countercyclical payment. They may still 
benefit from direct payments, but at a rate of US$0.05336 per pound instead of 
US$0.0667 (a 20 percent reduction). Producers may also benefit from the market-
ing loans at a lower rate: US$0.364 per pound instead of US$0.52 (a 30 percent 
reduction). Unlike countercyclical payments, the ACRE program is based on 
planted acres; in that sense, it is not decoupled from production and provides 
 market-based revenue insurance for producers when market prices fall.

SUPPLEMENTAL REVENUE ASSISTANCE PAYMENTS (SURE) PROGRAM

The SURE program is designed to assist producers suffering from crop losses due 
to natural disasters. To receive the payment, eligible producers must have at least 
a 10 percent production loss due to a disaster in a disaster-affected county, pro-
vided that cotton is a crop of economic significance. Producers outside a disaster- 
affected county may also qualify for the program, provided that their production 
loss is greater or equal to 50 percent of the expected revenue of all crops on the 
farm (normal production on the farm). Payments are based on the difference 
between the SURE Disaster Program Guarantee and the Total Farm Revenue.

THE ECONOMIC ADJUSTMENT ASSISTANCE TO USERS OF UPLAND COTTON

This program, usually refered to as the Cotton Users Payment, is a mea-
sure designed to replace the former Step 2 mechanism and is targeted toward 
domestic cotton consumers. Unlike the Step 2 measure, the new program 
is valid for both domestic and foreign cotton. The payment must be used to 
modernize production technology and consists of 4 cents per pound.

Policies under the 2014 Farm bill

The Agricultural Act of 2014 (otherwise known as the 2014 Farm Bill) was 
signed on February 7, 2014, and will remain in force through 2018. The aim 
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of this Act was to progressively move from price and income support meaures 
to risk management measures. The Farm Bill brought major changes in com-
modity programs and added new crop insurance options, particularly for 
cotton. The main changes consist of the suppression of the direct and coun-
tercyclical payment programs, as well as the ACRE program. For cotton, addi-
tional changes consist of the introduction of a new insurance program (the 
Stacked Income Protection Plan, or STAX) and a modification of the mar-
keting loan rate. With the elimination of the direct and countercyclical pay-
ments, producers now have the choice between the Price Loss Coverage (PLC) 
program and the Agricultural Risk Protection (ARP) program.

STAX was introduced in the wake of the United States– Brazil case. The 
program provides producers with additional protection against losses due to 
natural disasters or price declines. STAX is a revenue insurance program that 
producers can use in combination with the federal crop insurance program. It 
covers revenue losses of not less than 10 percent and not more than 30 percent 
of expected county revenue. The program premium is subsidized at 80 percent 
and pays for 70 to 90 percent of losses in farm yields relative to countywide 
area yield. It is clear that the STAX program is a coupled payment, given that 
subsidies are based on changes in market revenues (prices, yields, and planted 
acres) and not on past base or harvested acres.

The 2008 Farm Bill set the marketing loan rate at US$0.52 per pound. 
The new law uses a moving average of the two immediately preceding mar-
keting years; thus the new rate is the simple average of the adjusted prevailing 
world price for the two immediately preceding marketing years, but not less 
than US$0.45 per pound or more than US$0.52 per pound. With this rule 
the loan rate is supposed to better reflect prevailing market prices. It is also 
worth noting that although the conservation of the Green/Blue Box direct 
payments was not politically viable because it gave producers subsidies on a 
historical basis, the more market-oriented marketing loan scheme and the 
introduction of the STAX will put more pressure on the US Current Total 
AMS and de minimis provisions in the 2008 draft modalities should prices 
fall (Blandford and Josling 2011; Smith 2014).

Trade Policies
In terms of export policies, the Step 2 program was eliminated in 2006 as a 
consequence of the case with Brazil. This program was not officially noti-
fied by the United States as an export subsidy, but it was considered so by the 
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WTO panel in the case. The same goes for the export credit guarantees for 
cotton.10 On the import side, the United States has bounded all its tariff lines 
for cotton and provides preferential tariffs for countries with which there is 
a free trade agreement or to which it has granted a unilateral preference, such 
as African countries under the African Growth Opportunity Act (AGOA). 
The average MFN applied tariff is relatively low (Table 7.5); in addition, the 
United States has both ad valorem tariffs and four separate tariff-rate quotas 
(TRQs) for cotton, with in-quota tariffs ranging between 0 and 4.4 cents per 
kilogram. Cotton imports exceeding the TRQ face import tariffs of 31.4 cents 
per kilogram.

uS Assistance to the Cotton Sector

Table 7.6 summarizes the United States’s support to its cotton sector for the 
marketing years for which detailed data are available. From 2002 to 2007, the 
amount of support averaged US$2.3 billion, with large fluctuations (from 
US$1.1 billion to US$4.4 billion) due to the countercyclical nature of the mech-
anism. When world prices are low, the support is maximum (2002– 2003 and 
2004– 2005) and vice versa. A detailed study shows that the most fluctuating 
amounts concern countercyclical payments and marketing loans. For the mar-
keting years 2006– 2007 and 2007– 2008, the amount of these two assistances 
were relatively low.11 Since 2009, global prices have increased; one can postulate 
a decrease in assistance since then. This trend can be approximated by looking at 
the evolution of the product-specific AMS for cotton as notified by the United 
States at the WTO (Figure 7.4).12 According to the International Cotton 
Advisory Council (ICAC), the level of assistance averaged US$1.1 billion for 

10 At least not until 2014.
11 Cotton marketing years start at August N and terminate at July N+1.
12 Green Box measures are excluded.

TAbLE 7.5 US average most favored nation (MFN) applied tariffs 

Product heading  
(Harmonized System, HS) Product name

Average 
MFN

52.01 Cotton, not carded or combed 0

52.02 Cotton waste (including yarn waste and garneted) 1.43

52.03 Cotton, carded or combed 4.77

Source: Wto (2015).
Note: in general, the term “cotton” in the public debate and the negotiations refers to headings 52.01, 
52.02, and 52.03. see also Wto (2014).
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TAbLE 7.6 Evolution of US subsidies (US$ millions)

1998–
1999

1999–
2000

2000–
2001

2001–
2002

2002–
2003

2003–
2004

2004–
2005

2005–
2006

2006–
2007

2007–
2008

Subsidies/production

loan deficiency payments 
and marketing loans 

561 1,547 541 2,245 697 154 1,736 116 85 15

forfeitures 3 1 17 0 — — — — — —

Direct paymentsa 637 614 575 474 645 645 645 464 464 464

Countercyclical  
paymentsb 

316 614 613 524 1,372 402 1,372 955 955 447

insurance 155 223 216 266 265 262 262 263 242 199

step 2 214 486 253 125 358 260 470 — — —

Total 1,790 3,179 2,048 3,706 3,336 1,722 4,484 1,798 1,746 1,125

production (1,000 metric 
tons)

2,934 3,548 3,658 4,268 3,599 3,881 4,752 5,201 4,700 4,183

subsidy: Us$ per kilogram 0.61 0.90 0.56 0.87 0.93 0.44 0.94 0.35 0.37 0.27

Unit subsidy: % of world 
price

42 77 43 82 91 32 69 28 49 44

Source: araujo Bonjean, Calipel, and traoré (2006) based on Baffes (2004), UsDa and iCaC data.
Note: — = not available; aproduction flexibility contracts before 2002; bmarket loss assistances before 2002. 

FIGuRE 7.4 US Aggregate Measurement of Support (AMS) for cotton 
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the 2012– 2013 marketing year. The new 2014 Farm Bill also aims to reduce the 
level of overall support to reach similar levels.

The EU Policy
The European Union accounts for 4 percent of global cotton production and 
4.5 percent of cotton exports. However, on a per unit basis, the region is first 
in terms of support granted to cotton growers. The EU support mechanism 
(the Common Market Organization for cotton) started in 1981 when Greece 
joined the EU, followed by Spain and Portugal in 1986 and Bulgaria in 2007. 
Three successive regimes governed the sector.

The Support Mechanism before 2005– 2006

The EU system was based on a floor price and an objective price determined 
by the European Commission. The floor price was 1,009.9 euros per metric 
ton and the objective price 1,063 euros per ton. The subsidy was given to cot-
ton ginners provided that they had paid the producers at least the floor price. 
In order to fix the budget of the program, a stabilizer mechanism involv-
ing national quotas (the maximum quantity guaranteed, MQG) and a co- 
responsibility levy was established. The MQG for Greece was 782,000 tons; it 
was 249,000 tons for Spain and 1,500 tons for Portugal. If these MQG were 
reached, a step-by-step degressive mechanism would reduce both the objective 
and the floor price in order to keep the budget constant; the penalty would be 
accelerated when production in Greece and Spain exceeded 1,500,000 tons. 
The overall objective of the stabilizer mechanism was to contain the budget in 
the 770 million euro limit.

The 2003 Reformed Policy Regime

In 2003 the policy regime governing the cotton sector was reformed to fur-
ther comply with WTO rules and to minimize the impact on world prices. 
The objective was to move toward more decoupled payments that could be 
put in the WTO Green Box. The new mechanism was designed to be budget-
ary neutral, not exceeding 800 million euros. It consisted of a mix of coupled 
and decoupled (Green Box) measures. The decoupled component consisted 
of a fully decoupled single farm payment scheme, similar to the US direct 
payment program and based on past areas. On average, the eligible areas for 
Greece were 380,436 hectares with a support of 795 euros per hectare; for 
Spain, the eligible area was 89,023 hectares with a support level of 1,285 euros 
per hectares (Karagianis 2004; Araujo Bonjean, Calipel, and Traoré 2006). 
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The direct payment accounted for 65 percent of the budget. The remain-
ing budget (35 percent) was devoted to an area payment based on actual 
areas. As in the previous policy regime, a maximum area per member state 
was established in order to contain the budget. The repartition of the max-
imum area per country was 370,000 hectares for Greece, 70,000 hectares 
for Spain, and 360 hectares for Portugal. The amount of the support was 
as follows:

• Greece: 594 euros for the first 300,000 hectares and 342.85 euros for the 
remaining 70,000 hectares;

• Spain: 1,039 euros; and

• Portugal: 556 euros.

Following the stabilizer mechanism, whenever the actual areas exceeded 
the maximum guaranteed, the amount of the aid per hectare would be 
reduced proportionally. However, in Greece, this was applied only to the last 
70,000 hectares.

The 2008 Revision

Spain argued that this policy regime violated the proportionality principle 
regarding the area payment; the court acknowledged that production costs 
had not been sufficiently taken into account in the calculations made by the 
Commission and suspended the regime. As a consequence, a new regime 
entered into force in January 2009. It maintained the decoupled payment, 
changed the maximum areas, and introduced fixed reference yields for the 
area payment. The new maximum areas were 250,000 hectares for Greece, 
48,000 hectares for Spain, 3,342 hectares for Bulgaria, and 360 hectares for 
Portugal. The reference yields were set at 3.2 tons per hectare for Greece, 3.5 
tons per hectare for Spain, 1.2 tons per hectare for Bulgaria, and 2.2 tons per 
hectare for Portugal.

The new aid amounts are determined by the product of the fixed yields 
and the reference amounts, which are country-specific: 251.73 euros for 
Greece, 400 euros for Spain, 671.33 euros for Bulgaria, and 252.73 euros for 
Portugal. As previously, the amount of aid per hectare would be reduced pro-
portionally if the base areas were exceeded. For Spain the aid per hectare 
moved from 1,039 to 1,400 euros. The revision of the CAP that took place in 
2013 changed the reference amounts as follows: Greece (234.18 euros), Spain 
(362.15 euros), Portugal (228 euros), and Bulgaria (584.88 euros in 2015 and 
649.45 euros for 2016 and onward).
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Analysis of Eu Support

One significant feature of EU aid to its cotton sector is its stability (Table 7.7). 
Fluctuations are moderate, with an average of 825 million euros (about 
US$1 billion). Unlike the US aid mechanism, the gap between the lowest and 
highest amounts represents only 25 percent of the former (Table 7.7). The sta-
bility of European aid is due to the nature of its support programs; the total 
amount of European support is “guaranteed” by its stabilizer mechanism. 
Compared to the United States, the level of aid appears modest because of 
Europe’s low level of production; however, the unit amount is actually much 
higher in the EU than in the United States. On a per unit basis, the European 
Union is the top region for the amount of assistance granted to its produc-
ers. Regarding the new mechanism, the area payment for cotton amounted to 
247 million euros in 2011 and 245 million euros in 2012 (EC 2013). The high 
level of per unit subsidy for the EU must also be considered with regard to its 
weight on the world market.

Trade-Related Measures

Unlike the United States, the EU market is completely open; there are no 
import duties or export subsidies on cotton (Chapters 5201, 5202, and 5203). 
The bound rate is 0 percent for these three chapters. For the remaining related 
products (Chapters 5203 through 5212), the applied and bound rates are all 
set at 4 percent.

China’s Cotton Policy
China occupies a central place in the global cotton market; it is the largest 
player so far in terms of production, consumption, and stocks (see Figure 7.1). 
In recent years China has also risen to be the world’s largest cotton importer, 
giving it huge influence on world prices (Traoré 2014). However, China’s 
imports are expected to decline in the coming years due to the release of its 
national reserves. The country maintains a national cotton reserve that serves 
as a national buffer stock and is managed by the China National Cotton 
Reserve Corporation (CNCRC).

An overall assessment of China’s support to its cotton sector is tricky, as 
data are rarely available and often contested by the country. The cotton sector 
used to be highly subsidized with guaranteed prices and input subsidies before 
the domestic liberalization in 1999 and the country’s accession to WTO in 
2001. The consensus is that subsidies went mainly to the industry when the 
government managed the liquidation of its stocks (Sumner 2006). Recently 
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the government started implementing a new system of minimum support 
price, which consists of direct purchases from producers in order to rebuild 
the country’s strategic reserves. According to the ICAC (2014), estimat-
ing China’s support as the difference between domestic and imported prices 
adjusted for quality, the subsidies amounted to US$2.7 billion in 2003 and 
US$5.5 billion in 2012– 2013. In addition to the price support, since 2007, 
the government has also provided subsidies to producers who used so-called 
high-quality varieties. According to these figures, China could be the larg-
est provider of support to its cotton sector. However, the official notifications 
made by China to the WTO under the AMS are much lower, ranging from 
US$140 million in 2006 to US$655 million in 2007 (Figure 7.5). But even 
with these low figures that exclude Green Box payments, China appears to be 
the top country in terms of trade-distorting domestic support in recent years.

Although many countries apply a tariff on cotton imports, China is the 
only country other than the United States to practice a tariff-rate quota 
(TRQ) system. Since its accession to the WTO in 2001, China has estab-
lished a calendar year tariff-rate quota with a 1 percent quota rate. Imports 
above the annual 894,000 tons may be taxed at a range of 5 percent to 
40 percent. The additional quotas are released based on the country’s needs, 
and the 894,000 tons have very often been exceeded since 2004. China’s trade 
policy is also of great importance for African countries since it is the main des-
tination for their exports. Many actors claim that China should grant duty-
free quota-free (DFQF) market access to cotton from the LDCs, as it imports 
more cotton annually than these countries can deliver (Imboden 2014). As a 
consequence, following the Nairobi Ministerial Conference in 2015, China 

TAbLE 7.7 EU support to its cotton sector

Support/production
1995–
1996

1996–
1997

1997–
1998

1998–
1999

1999–
2000

2000–
2001

2001–
2002

2002–
2003

2003–
2004

2004–
2005

millions in euros 740 800 761 903 855 733 804 872 835 952

Us$ millions 972 1,026 855 1,004 911 675 720 820 941 1,181

production (1,000 tons) 484 417 488 494 572 535 563 469 426 500

aid in euros per kilogram 1.53 1.92 1.56 1.83 1.49 1.37 1.43 1.86 2.00 1.71

aid in Us$ per kilogram 2.01 2.46 1.75 2.03 1.59 1.26 1.28 1.75 2.26 2.12

Usa index in Us$ per 
kilogram

2.17 1.78 1.75 1.44 1.17 1.30 1.06 1.02 1.40 1.37

Unit aid in % of world 
price 

93 139 100 141 136 97 121 171 161 155

Source: Dg agri and araujo Bonjean, Calipel, and traoré (2006).
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declared that it may grant duty-free and quota-free market access for cotton 
exports from LDCs.

Policies in Other Countries
In addition to the United States, the EU, and China, many other countries 
support their cotton sector. It is difficult, however, to precisely estimate these 
supports, largely because of a lack of data. According to the CERI (2009), in 
addition to the United States and the European Union, more than a dozen 
countries worldwide (including Argentina, Australia, Brazil, Burkina Faso, 
Colombia, India, Mali, and Mexico) have support programs. In African 
countries these programs mainly consist of guaranteed prices. Other coun-
tries (such as Egypt, Turkey, and Uzbekistan) also subsidize inputs (fertiliz-
ers or irrigation) at favorable prices. In its last compilation in 2014, the WTO 
Secretariat identified six countries in addition to the United States, China, 
and the EU that practiced domestic support in the 2000– 2010 period, accord-
ing to their notifications (Brazil, Columbia, India, Mexico, Peru, and Viet 
Nam) (WTO 2014).

The most significant amounts were for Brazil (US$341 million in 
2007 and US$325 million in 2008), India (US$94 million in 2002 
and US$140 million in 2003), and Colombia (US$25 million in 2010). 

FIGuRE 7.5 China Aggregate Measurement of Support (AMS) for cotton 
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None theless, the support measures in these other countries must be analyzed 
with regard to the weight of these countries in global trade. With regard to 
trade-related measures, in the past decade, only India and the United States 
have notified export subsidies at the WTO. In addition to domestic support, 
import tariffs are also present in many countries. As highlighted in Table 7.8, 
these applied tariffs are higher in developing countries than in developed ones, 
although they remain low in general. The bound rates are set at high levels. 
Like China and the United States, South Africa and Colombia are the only 
countries to use TRQs.

Impact of Global Subsidies on the  
World Cotton Market
Since the cotton initiative launched by the C4 countries and the United 
States– Brazil case, a lot of studies have attempted to assess the impact of 
global cotton subsidies on the world cotton market and on individual coun-
tries. Some of these studies even try to estimate the likely compensation for 
which developing countries may ask. This section presents the differing results 
of these studies.

TAbLE 7.8 Bound and applied average tariffs in 
selected countries

Country
Year of 

applied tariff Bound (%) Applied (%)

india 2012 110 6

indonesia 2012 37.4 4

mexico 2012 39.4 0

pakistan 2012 13 7

Viet nam 2012 14 6

Colombia 2012 75.8 5

Brazil 2012 55 6.9

south africa 2012 60 4.6

Japan 2012 0 0

Bangladesh 2011 200 3.5

russian federation 2012 0 0

thailand 2011 4.5 0

morroco 2012 22 2.5

Source: Wto (2014). 
Note: this includes ad valorem equivalents.
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The Contrasted Effects of the Removal of Distortions

Table 7.9 summarizes the results of the various studies that have tried to 
address the impact of cotton subsidies.13 One can observe a wide variety of 
results. According to the first study to attract a lot of attention (Sumner 
2003), the removal of US subsidies would have a positive impact (12 percent) 
on global prices. The smallest impact was found by Pan et al. (2004), and the 
largest one by the Overseas Development Institue (ODI 2004). The same vari-
ability is observed for production and exports. This wide range of results can 
be explained by many factors related to the nature of the model used, the refer-
ence periods, the databases used, the nature and the amount of aids examined, 
and the values of the parameters used to simulate the scenarios.

Why So Many Numbers?

Type of Modeling

Most of the models used to simulate the impact of global cotton subsidies are 
partial equilibrium models, the only exception being the one used by Reeves 
et al. (2001). This latter study also simulates a full liberalization of the mar-
ket for textiles, along with the removal of subsidies. Surprisingly, this model 
does not yield the greatest impacts. Among the partial equilibrium models, 
a distinction can be made between single commodity and multicommodity. 
Introducing substitution possibilities on the demand and supply sides make 
the supply and demand functions for cotton more elastic. As a consequence, 
for countries that practice subsidies, the reactions to a cut in subsidies are 
more accentuated.

It is also worth noting that the multicommodity aspect is important since 
it is reasonable to assume that subsidies would be cut for all commodities 
(including those competing with cotton). In that case, cotton’s supply elastic-
ity will be lowered and the impact on world markets will be less  important. 
Finally, in terms of modeling strategy, there is a fundamental difference 
between the FAPRI (2002) model (the one by used Sumner [2003] and Pan 
et al. [2004]) on the one hand and the other models on the other hand. The 
former uses the producer’s expected net income as the decision variable, 
not the price. In this configuration it is assumed that producers would stop 
planting when the expected net income from cotton becomes negative. This 

13 This section is mainly based on Araujo Bonjean, Calipel, and Traoré (2006; 2007) and Traoré 
(2010).
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introduces a discontinuity that is absent from the classic supply curve models. 
As a consequence, the impacts are greater for the former group of models, all 
other things being equal.

The Choice of Supply and Demand Elasticities

As in almost all modeling exercises, the choice of parameters is a crucial 
one. In a supply and demand type model, the elasticities are the parameters 
that most drive the results, and all studies use their own elasticities. On the 
demand side, the range goes from −0.10 (Goreux 2003; ICAC 2002) to −1.25 
(Poonyth et al. 2004); on the supply side, the range is from 0.14 (Sumner 
2003) to 1.25 (Poonyth et al. 2004). On the demand side, a low elasticity is 
equivalent to assuming that there are no close substitutes to cotton. Thus 
studies that assume a low value tend to have greater impacts on the world 
price following the removal of subsidies (Goreux [2003] and ICAC [2002]). 
The authors who use noneconometrically estimated low elasticities argue 
that the share of raw cotton in the cost of textile products is small. In addi-
tion, technology constraints on the production side and the low substitutabil-
ity between cotton and synthetic fibers is also mentioned by these authors. 

TAbLE 7.9 Summary of the main studies on the impact of cotton subsidies

Author(s) Model type Simulated scenario
Impact on world

price in %

iCaC (2002) partial equilibrium 26.30

goreux (2003) partial equilibrium removal of subsidies in the United 
states, the eU, and China

[7.5; 11.4]

reeves et al. (2001) general equilibrium 
(gtap)

removal of subsidies and all import 
barriers

10.70

tockarick (2003) partial equilibrium removal of subsidies in the United 
states

2.80

oDi (2004) partial equilibrium removal of subsidies in the United 
states, the eU, and China

[18; 28]

poonyth et al. (2004) partial equilibrium removal of subsidies and tariffs [3.1; 5]

sumner (2003) partial equilibrium removal of subsidies in the United 
states

12.60

fapri (2002) partial equilibrium multilateral liberalization of all agri-
cultural commodities

11.40

pan et al. (2004) partial equilibrium removal of subsidies in the United 
states

2.43

araujo Bonjean, Calipel, 
and traoré (2006)

partial equilibrium removal of subsidies in the United 
states and the eU 

Source: traoré (2010).
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On the supply side, the higher the supply elasticity in subsidizing countries, 
the higher the impact of the removal of subsidies on world price. In addition, 
the choice of the supply elasticity is also important for the potential gains in 
nonsubsidizing countries, such as African countries. In these countries an 
inelastic supply will lower the gains. This explains why Goreux (2003) finds 
a US$254 million gain for West and Central African countries using a sup-
ply elasticity of 0.90, while Sumner (2003) finds only US$116 million with a 
value of 0.3.

With regard to parameters, one can also mention the choice of the “decou-
pling” parameters used to reflect the decoupled nature of some measures, such 
as the direct payments in the United States. The choice of a particular value 
for these parameters plays a role in the supply response, and they are merely 
estimated in a consistent theoretical framework. These parameters are mainly 
found in studies using the expected net revenue approach.

The Transmission from International to Domestic Prices

When studying supply reactions in nonsubsidizing countries, it is  important 
to have a good idea of the price transmission mechanism. The effect of the 
degree of transmission is related to the previous discussion about price elas-
ticity: assuming a high or a perfect degree of transmission is equivalent to 
assuming a more elastic supply. However, in some countries (particularly in 
Africa), this transmission is far from perfect. In addition to the exchange 
rate effects (which is beyond the scope of the studies previously done), 
there are various price stabilization measures that could dampen the pos-
itive shock coming from the world market. Thus the study by de Poonyth 
et al. (2004) that assumes a full transmission surely overestimates the sup-
ply response in African countries, while the scenario put forth by Pan et al. 
(2004) and Araujo Bonjean, Calipel, and Traoré (2006) are closer to the 
real situation.

The Choice of base Years and Databases

In a fluctuating environment, the choice of the base year is important. Since 
subsidies tend to be countercyclical (mainly in the United States), the base 
year may impact the final results. When global prices are low, subsidies are 
high and so is their impact on world prices (ICAC 2002). Sometimes, how-
ever, the choice of the reference period is driven by the availability of data; one 
of the differences between the various studies on the impact of subsidies is 
related to the database used. For instance, there is a difference between FAO 
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and ICAC data regarding cotton production. The former uses the agricul-
tural campaign, while the latter retains the civil year. With regard to subsi-
dies, authors have gathered data on the United States from WTO, ICAC, or 
USDA. However, the data from ICAC are highly contested since they are not 
official and are generally higher than the official notifications. For instance, 
Poonyth et al. (2004) find an impact on global prices of 3.1 percent using 
WTO data but only 7 percent using ICAC data.

The Number of Countries Included in the Study

In the debate surrounding the subsidy issue, the United States has appeared 
to be the largest cotton exporter and thus a key actor. This situation explains 
why some studies focus only on US subsidies (ICAC 2002; Sumner 2003; 
Pan et al. 2004). Thus, all other things being equal, the authors who simulate 
the removal of subsidies only in the United States should find a lower impact 
than those who simulate a global removal. The difference in the modeling 
strategy, base year, parameters, and data used make this comparison tricky. 
Nevertheless, in studies that simulate a removal in the United States followed 
by a removal at the global level in a sequential way, the dominant effect of US 
subsidies appears clearly.

The Role of International Stocks

World cotton stocks now represent 86 percent of production and thus play 
an important role in the specification of the models used to study cotton sub-
sidies. The role of stocks in commodity markets has been highlighted by 
Deaton and Laroque (1996). However, among all the studies mentioned in 
Table 7.9, only Pan et al. (2004) and Araujo Bonjean, Calipel, and Traoré 
(2006) include stocks in their modeling strategy. Taking stocks into account 
should yield smoother price fluctuations; however, if speculators’ expectations 
are nonrational, expectation errors will accentuate the fluctuations.

The Takeaway Message

There are a lot of reasons explaining why the numbers vary so much. However, 
it is worth noting that despite the diverging numbers, most studies yield the 
same conclusion: domestic policies most impact global prices. Trade measures 
are limited and have less of an impact. One final limitation could be raised 
regarding the models used to address this issue. With the exception of Araujo 
Bonjean, Calipel, and Traoré (2006), none of the models incorporate risk and 
instability issues on the supply side.
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New Initiatives and the Future of Global  
Trade Negotiations
The cotton issue is an important part of the WTO agricultural package and 
has been a key topic in the negotiations. In 2004 a special cotton subcommit-
tee was created under the Agriculture Committee’s Special Sessions. Most 
developed countries argue that the removal of subsidies will benefit emerg-
ing countries, such as India and Brazil, rather than poorer African countries. 
Under this argument, emerging countries appear to be “free riders” in the 
negotiations, pushing some developing countries to highlight the damage they 
themselves face without acknowledging that other developing countries are 
also a source of distortions while being major beneficiaries of the developed 
countries’ reform. However, since the launch of the Doha Round, the negoti-
ations have not produced a conclusive result and the question of cotton subsi-
dies is still pending.

The Cotton Initiative and Its Consequences

In 2003 four African countries (Benin, Burkina Faso, Chad, and Mali, known 
as the C4 countries) raised a sectoral initiative in favor of cotton. These coun-
tries comprise the main cotton producers and exporters in Africa south of the 
Sahara; they argued that their economies heavily rely on cotton and cannot 
support the negative impact of developed countries’ subsidies. The initiative 
aimed to push developed countries (specifically the United States and the EU) 
to first set up a plan to reduce production and export subsidies within three 
years and then establish transitory financial compensation for developing 
countries until the complete elimination of the subsidies.

The Cancun and Hong Kong Ministerial Conferences were not a great 
success for the C4 countries, due in large part to the diverging views of 
the United States and the EU regarding subsidies. However, the Cancun 
Ministerial did shed light on the issue and led to the creation of a specific sub-
committee for cotton in 2004 and a Consultative Framework Mechanism 
on Cotton, a development forum chaired by the Director-General. In this 
forum, actors can exchange their views, notify their activities regarding cot-
ton subsidies, and get briefed on the latest developments in the negotiations 
and the latest market conditions. The United States and the EU also commit-
ted themselves to supporting developing countries’ cotton sectors in order to 
dampen the potential negative impact these countries may face from contin-
ued subsidies. These initiatives could be seen as a kind of “second best” solu-
tion, eluding the question of suppressing all subsidies.
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In 2006 the United States also set up a new initiative called the 
West Africa Cotton Improvement Program (WACIP), designed for the 
C4 countries (Benin, Burkina Faso, Chad, and Mali).14 The program aimed 
to improve cotton growers’ yields and incomes by 15 percent. Initiated 
through USAID and given an initial budget of US$27 million, the program 
was executed by the International Fertilizer Development Center (IFDC) 
with the involvement of various national consultative committees and private 
US collaborators (Abt Associates Inc. and Aid to Artisans) and universities 
(Auburn University, Michigan State University, and Tuskegee University). 
The program mainly consisted of technical assistance to farmers, researchers, 
agrodealers, private enterprises, and interprofessional associations, as well as 
grants to allow producers’ organizations to attend international conferences. 
Although the program seems to have worked in terms of productivity accord-
ing to IFDC (2015), there was no independent scientific evaluation provided.

The EU also established a new partnership, but unlike the WACIP this 
partnership covered all cotton-producing African countries. The EU-Africa 
Partnership on Cotton was launched in 2004 in Paris and was included in 
the “All ACP Agricultural Commodities Programme” with a 15 million 
euro budget for the period 2007– 2012. The program focused on trade and 
development, emphasizing increased competitiveness of cotton value chains, 
improved technical assistance (capacity building, reinforcement of produc-
ers’ associations, technological innovation, and so on), and the facilitation of 
the coordination of local, regional, and international actors and states regard-
ing international negotiations. The program started slowly; during the first 
review in 2009, only 1.06 million euros were disbursed by the European 
Community (COS 2009). In 2012 a new program took the place of this pre-
vious one, committing 11 million euros from 2012 to 2016. According to the 
program management, 257 million euros were used by the EU (European 
Community and Member States) between 2004 and 2012 for the program 
(COS 2014), the main contributors being France and Germany. As with the 
WACIP, however, there is no independent evaluation of the impact of the 
EU program. The remaining question is whether these measures could com-
pensate for the potential losses that African countries may experience due 
to subsidies.

14 It was later extended to Senegal.
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The united States-brazil Case and Its Settlement

The question of the impact of subsidies granted to American and European 
cotton producers was first introduced in the public debate during a dispute 
between Brazil and the United States in 2003. In an initial consultation 
request made in September 2002, Brazil argued that the main support mea-
sures in effect in the United States were inconsistent with the obligations 
of that country and incompatible with the provisions of the Agreement on 
Agriculture and of the GATT.15 US subsidies were condemned as promoting 
US exports and contributing to depressed global prices. After the failure of 
the initial consultation and a second request put forth by Brazil, a panel was 
established in March 2003 to examine the question. During this panel’s pro-
ceedings, many countries reserved their third-party rights to participate in the 
process. These entities included Argentina; Australia; Benin; Bolivia; Canada; 
Chad; China; European Communities; India; Japan; New Zealand; Pakistan; 
Paraguay; Taiwan, China; Thailand; and Venezuela.

In its decision in March 2005, the Dispute Settlement Unit (DSU) esti-
mated that direct aid and production flexibility contracts are not truly decou-
pled and thus eligible for the Green Box and that the Step 2 mechanism is an 
export subsidy inconsistent with the Agreement on Agriculture. The resolu-
tion also acknowledged that countercyclical payments and marketing loans 
were inconsistent with the United States’ WTO commitments. The United 
States appealed the decision, but the Appellate Body confirmed the 2005 deci-
sion of the DSU in June 2008. Meanwhile, the only measure that was subject 
to an amendment by the United States was the Step 2 mechanism, which was 
abolished in August 2006. In 2009, as a consequence of the Appellate Body’s 
decision, WTO arbitrators decided the level of countermeasures that Brazil 
could impose against US trade. However, in order to avoid these countermea-
sures, which would have affected approximately US$800 million in trade, the 
two parties signed an agreement in June 2010 providing a framework for regu-
lar discussions on the issue. The United States also provided the Brazil Cotton 
Institute with technical assistance and capacity-building activities.

At the expiration of this framework in February 2014, the two coun-
tries intensified discussions and on October 16, 2014, after 10 years of dis-
putes, the United States and Brazil notified the DSU of a mutually acceptable 
solution on implementation. The two parties concluded a Memorandum 

15 More precisely Articles 5(c), 6.3(b), (c), and (d), 3.1(a) and (b), and 3.2 of the SCM Agreement; 
Articles 3.3, 7.1, 8, 9.1, and 10.1 of the Agreement on Agriculture; and Article III:4 of 
GATT 1994.
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of Understanding and agreed that the dispute was terminated. Under the 
terms of the new agreement, Brazil agrees not to bring new WTO actions 
against US cotton support programs while the current US Farm Bill is in 
force and to give up its rights to countermeasures against US trade or any fur-
ther proceedings in this dispute. In turn, the United States will provide more 
technical assistance and undertake more capacity-building activities to sup-
port the Brazil Cotton Institute through a onetime final contribution of 
US$300 million.

Future of Trade Negotiations

The Situation before the bali Conference

Cotton remains at the heart of current agricultural trade negotiations. The 
WTO Ministerial held in Cancun in 2003 marked a turning point in the 
negotiations, granting specific treatment to the cotton issue. The issue was 
put on the table through the joint proposal of the C4 countries with the sup-
port of other developing countries, who felt that US and European subsidies 
were detrimental to world prices. The European Union was willing to make 
efforts to address its subsidies, specifically through a reform of its Common 
Agricultural Policy; however, the United States’s position favored the sta-
tus quo and proposed to expand the discussion to include tariff and nontar-
iff barriers, synthetic fibers, and textiles. As the negotiations failed over the 
“Singapore issues,” the conference ended with no solution to the agricultural 
issues.16

It was hoped that the 2005 WTO Conference in Hong Kong would avoid 
the scenario that had ended in a stalemate in Cancun. The issue of cotton 
was raised again by the C4, supported by other developing countries (Brazil, 
Cameroon, India, and others) who reiterated their request to see the disman-
tling of all cotton support measures by the year 2009. As in Cancun, the 
United States reaffirmed the need to expand the question to the textile indus-
try in general, while indicating the possibility of exempting African cotton 
from tariffs if all other countries agreed to do so. This measure, which would 
have required significant tariff concessions by China, was rejected. However, 

16 The “Singapore issues” refers to the decision adopted in the WTO Ministerial meeting in 
Singapore in 1996 to establish working groups to study investment, competition, and transpar-
ency in government procurement and trade facilitation in WTO. The decision was controversial 
since many developing countries had not participated in the discussion that led to the text and 
the ones who participated did not want them to be introduced in the WTO.

DomestiC anD traDe poliCies affeCting the WorlD Cotton market  223



the principle of the elimination of export subsidies by the end of 2006 was 
accepted, resulting in the removal of the Step 2 program in the United 
States in August 2006. As for domestic support, the text of the Ministerial 
Declaration contained only a broad statement that support should be reduced 
ambitiously in a relatively short period. Finally, in terms of market access, 
developed countries agreed to allow cotton from LDCs to enter their territory 
duty-free and quota-free, subject to a final Agreement on Agriculture.

bali and beyond

The Ministerial Conference of Bali in 2013 tried to shape a new agenda for 
future negotiations. In October 2013, before the Conference took place, the 
C4 countries introduced a draft text calling for duty-free and quota-free access 
for their cotton to developed-country markets, as well as to developing mar-
kets able to do so. For developing countries that are not able to open their 
makets, the text called for ways to improve market access for exports from 
LDCs. It also again raised the issue of export subsidies and domestic support 
(particularly support systems that distort trade, such as coupled payments). 
Finally, the proposal higlighted the need to strengthen development assis-
tance for cotton by linking it to the Aid for Trade initiative. The talks led to 
a compromise draft text in which ministers reaffirmed their commitments to 
reform the global cotton trade according to the 2005 objectives, while leav-
ing the modalities (that is, the size of the cuts and the time span in which they 
will be implemented) to the larger global negotiations on agriculture. One ini-
tiative particularly worth noting is the commitment to meet twice a year to 
discuss the latest cotton issues in terms of market access, domestic support, 
and export subsidies.

The Bali conference came to a decision consisting of eleven points. After 
stressing the importance of cotton for LDCs, ministers regretted the failure 
to achieve the 2005 Hong Kong trade-related objectives and reaffirmed their 
commitment to “ambitiously, expeditiously, and specifically” address the cot-
ton issue within agricultural negotiations. Most of the concerns raised by the 
C4 were deemed relevant and were reaffirmed, particularly in terms of mar-
ket access, domestic support, and export subsidies. The biannual sessions men-
tioned above were enacted and, most important, the Conference agreed on 
the so-called 2008 revised draft agricultural modalities as the reference point 
for future negotiations (WTO 2008). These modalities call for a reduction in 
domestic support for cotton that is more significant than the general reduc-
tion in AMS, as well as for a shorter period of implementation (one-third of 
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the implementation period), particularly for trade-distorting domestic sup-
port. This special and differential treatment allows developing countries 
that subsidize their cotton sectors, but that also have relevant AMS and Blue 
Box commitments, to apply a one-third lower rate of reduction and for a lon-
ger period.

Looking ahead, we face a new environment marked by the rise of China, 
India, and Viet Nam in the international cotton market. In addition to 
being the world’s top cotton producer and consumer, China appears to be 
the largest cotton subsidizer in the world, applying a high level of out-quota 
tariff. However, China declared that it is in the position to grant duty-free 
and quota- free market access for exports by LDCs as part of the Nairobi 
Ministerial Decision of December 19, 2015. The United States and the EU 
have also changed their support measures toward more decoupled payments. 
The remaining support measures in the United States are expected to be low 
in the future, given the actual level of world prices. Unlike the situation in 
2003, when the C4 countries first raised the cotton issue, the main challenge 
now exists among developing countries themselves.

Conclusion
Cotton is a major commodity that provides export earnings to many devel-
oping countries and provides a source of income for millions of people, par-
ticularly in Africa south of the Sahara. The global cotton market has been 
characterized by huge subsidies in developed countries, particularly in the late 
1990s; most of these subsidies have consisted of domestic support measures. 
While subsidies are declining in developed countries, new developing coun-
tries have emerged, potentially providing more subsidies than developed 
countries did previously and offering less market access for least developed 
countries. Since the United States and the EU have partially reformed their 
support measures and since US production is expected to fall in the future, 
the burden has now shifted to these emerging countries, such as China, which 
is also the main destination for African cotton. This creates a new environ-
ment for future negotiations and calls for a new approach that LDCs, particu-
larly African countries, seem not to take into account (Imboden 2014).

Since the 2003 WTO Conference in Cancun, no concrete measures have 
been taken in terms of support reduction, with the exception of the removal 
of export subsidies in the United States. Cotton is still considered a key com-
modity that deserves specific treatment. It is now expected that the reduction 
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of cotton subsidies will be more important than reductions for other com-
modities and that these reductions will be implemented over a shorter period 
of time. Developing countries that still provide subsidies could benefit from 
lower reduction rates and longer implementation periods. However, a formal 
agreement on cotton still relies on the overall negotiations on agriculture.

For developing countries, particularly in Francophone Africa, one should 
not necessarily expect a huge impact from the removal of cotton subsidies or 
from improved market access. In an influential study, Goreux (2003) esti-
mates the loss incurred by developing countries due to global cotton subsidies 
to be US$250 million. However, these countries face many constraints on the 
supply side that may prevent them from taking advantage of a reduction in 
subsidies. Price-setting mechanisms often lead to an imperfect transmission 
from world markets to domestic markets; on the other hand, some developing 
countries peg their currency to the euro so that any appreciation of the euro 
relative to the US dollar is automatically transmitted to the national currency. 
Developing countries also often experience very low levels of crop yields, 
including for cotton. Due to these factors, major reforms of the global cotton 
sector are still required; otherwise, the majority of the gains from reduced cot-
ton subsidies could go to emerging countries rather than to LDCs.
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