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1979 Outlook for Cotton Markets 

Robert S. Firch, Agricultural Economist 

The August 1, 1978, carryover of cotton was much smaller than anyone anticipated in early 1978, 
and the generally unfavorable cotton growing conditions in the U.S. as well as most other major cotton 
growing countries combined to bring disaster to nearly all of last January's price forecasts. Demand 
was stronger than anticipated, and this was a substantial cause of the declining carryover projections 
and rising cotton price. Accelerating inflation in the U.S. was the driving force for stronger than 
anticipated demand for U.S. cotton in both the domestic and foreign markets. In the shortrun, accel
erating inflation usually affects raw commodity prices first and more extensively than manufactured 
product prices. U.S. inflation also led to general slippage in the foreign exchange value of the 
dollar and substantial strengthening of foreign demand through the first ten months of 1978. 

As this is written in very early 1979, last October appears to mark a major turning point for 1979 
markets and prices of cotton. On November 1, President Carter announced a set of policies that are 
intended to reverse the declining foreign exchange value of the dollar. As the dollar showed visible 
strengthening, December 1978 and 1979 cotton futures prices peaked and began to decline. In October, 
the Federal Reserve Board switched from increasing the money supply at a very excessively fast rate to 
a rate of money supply growth that is probably below a zero inflation rate. The Federal Reserve Board 
has probably already done enough to trigger at least a mild recession that would begin sometime in the 
last nine months of 1979. This writer currently sees the odds about 4 out of 5 that we will have a 
mild recession in 1979. 

A recession in 1979 will definitely cause a declining domestic demand for U.S. cotton. Purchases 
of cotton goods in the U.S. are typically postponable when people are unemployed or even very concerned 
about their future income prospects. A recession will tend to slow the decline in the foreign exchange 
value of the dollar, and success of President Carter's dollar strengthening program will both work 
toward cooling the foreign demand for U.S. cotton. 

The spot price of cotton in Arizona and California continued to rise until late November and went 
to levels substantially above Memphis prices. This price strength apparently reflected growing real
ization of declining crop outlook - especially in the west - and sales of cotton to mainland China. 
In December, the tightening money supply and increasing prospect of recession in 1979 has apparently 
started a downward trend in cotton prices that will very likely continue through 1979. December 1. 
1979. will probably see Arizona SLM. 1 1/16 inch cotton selling at about 60 cents. 

The cotton futures market continues to be the best generally available cotton price forecast. But 
the track record of the futures market in recent years has been exceedingly poor in forecasting more 
than a few weeks into the future. If all prices are adjusted to the 1978 purchasing power of the 
dollar. a December futures price above 60 cents during the cotton planting period has almost always 
been followed by December spot cotton prices below 60 cents. December futures prices below 60 cents 
have usually been followed by December spot prices above 60 cents. Thus. the futures market, like any 
other forecast that people pay attention to, is doomed to failure as people react to the forecast. The 
correct lesson to be learned seems to be that as the futures price at planting time rises above 60 
cents (1978 dollar values) the grower should be more inclined to fix his price early. When December 
futures prices drop below 60 cents. the grower should be suspicious and expect that the futures market 
is excessively pessimistic and go slow on fixing his selling price. In spite of the poor forecast 
record, the futures market still plays an important and valuable role as a primary basis for forward 
contract prices. 

Price forecasting in cotton seems to have become such an elusive art that the grower must neces
sarily use a defensive strategy in fixing the price of his cotton. This means distributing his price 
fixing over a range as much as 12 months before harvest and as much as 6 months after harvest. Sales 
should be made in at least three substantial shares. Fixing prices on forward contract at prices below 
60 cents (1978 dollar values) does not seem to be a rational course of action under present circum
stances. 
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