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1981 Outlook for Cotton Markets and Marketing

Robert S. Firch, Agricultural Economist

Current expectations suggest that U.S. Consumption of Cotton will decline more than seven percent
from a year earlier and exports will decline by about 40 percent. While this might suggest a collapse

in the demand for cotton, all that is really happening is that there is not very much cotton available
to satisfy U.S. and foreign demand. A relatively small 1980 U.S. cotton crop combined with small stocks
at the beginning of the marketing year mean that cotton will be in relatively tight supply at least until

the 1981 crop is harvested. Cotton prices should hold up well at least until the 1981 crop has been

planted. After several years of threats, Arizona finally moved decisively ahead of Mississippi to be-
come the third ranking state in total cotton production in 1980.

Research in the last year has solidly confirmed that the futures market is a very poor forecaster
of cotton prices over the period from planting time to December 1. While cotton growers should not rely

on the futures price as a dependable price forecast, the futures market performs well in several other

functions that are generally of substantial benefit to them. The most direct benefit is that the buyer

hedging in futures contracts has been fundamental to much of the forward contracting opportunities that
Arizona growers have had in recent years.

Research has shown that in addition to being a poor forecaster, the error in the forecast has had a
pattern which makes the error predictable to a large extent. The pattern-Firbeen that relatively high

December futures prices at planting time lead to lower December futures price on December 1. The re-

verse is also true. With proper adjustments for inflation, the December 1981 futures price would have

to be at 90 cents on April 1 to lead to the result that it would be the same on December 1.

Then 90 cents is a particularly important level on December 1981 futures. If this price is higher

than 90¢ at planting time it is very likely that the price will fall between planting time and December

1. Forward contracting when the December 1981 futures price is below 90 cents should be limited. For-

ward contracting gets increasingly desireable as December 1981 futures rises above 90 cents.

The research results suggest that we should be able to place a good deal of confidence in the 90

cent price as being the correct estimate of this pivotal price. But the research suggests that the

highest price that futures will reach cannot be forecast with any acceptable level of confidence. This

leads to the conclusion that while forward contracting should generally not take place unless the Decem-
ber futures is above 90 cents at planting time growers should still try to distribute their sales over
several points in time over several months.

Some Comments on the
Economics of Short -Season Cotton

Roger Selley, Agricultural Economist

Higher input prices, lower cottonseed revenues, increasingly difficult insect control problems and
greater pumping depths have all reduced cotton profits in recent years from what they would have other-

wise have been. Possible responses to these changes include increasing farm size and making adjust-

ments to increase per acre profits. Increasing farm size can mean additional investment as well as

additional management input. Per acre profits can be increased through:

1. increasing per acre revenues where any added costs are offset by added revenues or

2. reducing inputs per acre where the cost savings exceed any reduction in revenues

Shortening the growing season is one of several possible approaches to reducing inputs. Short -

season cotton can be produced by late planting or early termination. Although the economic analysis of

late planting is in many respects quite similar to that of early termination there are sufficient

differences to leave late planting for separate treatment.

Early termination of cotton can be considered in two contexts. For example, anticipating early

termination can result in the selection of a variety that is particularly well suited to a short season

and the selection of cultural practices that fit well with a short season such as the application of

less nitrogen fertilizer. There is some indication that short -season production can benefit from even

more dramatic changes in cultural practices such as planting in 30 inch rows. After a commitment has

been made to a particular production system however, the question of early termination can be raised in
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a different context: Should production be allowed to continue or should the crop be terminated? When

to terminate a particular crop is a somewhat simpler question in the sense thatfewer considerations are
involved in determining the time of harvest than in the selection of a production system. As a result,

the question of when to terminate a particular crop will be considered first.

Allowing cotton to continue to produce is intended to increase cotton harvested. However,
irrigation and insecticide costs and the risk of weather damage can also be increased. Later termin-

ation can be expected to delay sales and therefore delay recovery of growing costs and profits. Delay-

ing termination can in turn delay planting of the next crop and reduce yields and profits from that
crop. Late termination can also increase the incidence of aflatoxin and increase insect and disease
carryover.

Consider a cotton crop that is expected to accumulate $500 per acre in cash costs and $800 per acre
in sales receipts if it were defoliated today. If instead, the crop were irrigated today and defoli-
ation delayed by 15 days, then an additional irrigation and as many as 4 additional insecticide applica-
tions could be required. If sales were also delayed by 15 days at 18 percent per annum interest, the

opportunity cost of waiting for the $800 - $500 = $300 return above cash costs per acre would be
roughly $300 @ 1 1/2 percent /month = $4.50month or $2.25 /2 weeks. Similarly, the added interest due

on the cash costs would be $500 @ 1 1/2 percent /month = $7.50 /month or $3.75/2 weeks. Table 1 below

shows the additional net sales that would have to be realized to cover the costs of later termination
not including any loss in profits that might be incurred due to delay in planting of the next crop and/
or increase in production costs in the next season due to insect and disease carryover. Table 1

presents results for a range of costs for an additional irrigation and for up to four additional insect
treatments.

Past research suggests that delaying termination by 2 weeks can result in 100 to 250 lbs additional
lint. At 80 cents per pound of lint the additional lint and cottonseed would more than cover the
additional costs in most of the cases illustrated in Table 1. However, accounting for the additional
harvesting costs of the current crop, the possible reduction in cottonseed sales due to increased afla-
toxin and the reduction in yields and increased production costs of subsequent crops could make early
termination more attractive. Additional research is required particularly on the effect of early
termination on the production costs of subsequent crops before this analysis can be carried much
further.

The results of Table 1 could be extended to evaluate short -season cotton systems by revising
Column 2 to represent all added costs of later termination (except differences in irrigation and
insecticide costs which are already accounted for in columns 3 and 4 of Table 1). However, consider-

able additional information is required to actually compare alternative systems.
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Table 1 Current Season Per Acre Costs to be Saved by
15 Days Earlier Termination of an $800 Cotton
Crop With $500 Accumulated Cash Costs and
18 Per Cent per Annum Interest

Interest on
Delayed Returns

Above Cash Costs -

Added
Interest 2/

Cash Costs -

Added
Irrigation

Costs

Added
Insecticide 4/

Costs

Total Per Acre
Current Season

Savings

$2.25 $3.75 $7.50 $ 0 $13.50
12 25.50
24 37.50

36 49.50
48 61.50

$2.25 $3.75 $15.00 $ 0 $21.00
12 33.00
24 45.00

36 57.00
48 69.00

$2.25 $3.75 $30.00 $ 0 $36.00
12 48.00
24 60.00
36 72.00
48 84.00

1/($800 - $500) = $300 Returns Above Cash Costs @ 1 1/2 per cent per month

= $4.50 /month or $2.25/15 days

2/$500 Cash Costs @ 1 1/2 per cent per month = $7.50 /month or $3.75/15 days.

3 /One additional irrigation costing from $7.50 to $30 each (variable cost only)

4 /Up to 4 Additional Insecticide Applications at $12 each.

5 /To be compared with the reduced revenue from lint due to early termination, the
change in cottonseed sales due to reduced yields and perhaps increased prices
(due to reduced aflatoxin) due to early termination, the reduced harvest, transport
and ginning costs due to early termination and the increased yields and reduced
production costs of subsequent crops due to earlier planting and less insect and
disease carryover with early termination.
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