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Abstract: Trade theorists agree that barriers to trade are declining. Still, more progress could be made if trade barriers and government interventions were eliminated.  One area in which government interference can and should be vastly reduced is that of agricultural production in general and US cotton production in particular.  
  
Trade theorists widely agree that international barriers to trade have been steadily declining since World War II (see, for example, Irwin, 2002). As the world has become increasingly integrated and economically freer, exports and imports have returned to and surpassed their pre-World War I levels. This increase in trade can be viewed as evidence that we are entering a modern era of unprecedented trade integration, an era in which a new global economy is emerging; it can also be seen as a return to the “natural” levels of trade that were enjoyed a century ago before government interference, driven by protectionist attitudes, stunted the growth of international trade. Regardless of how one interprets the data, the current level of trade integration is exceptional. Still, more progress could be made if trade barriers and government interventions were further decreased or eliminated.  
One area in which government interference can and should be vastly reduced is that of agricultural production. However, in recent years, agricultural reform has been a major stumbling block for international trade deals. The Doha Development Agenda stalled largely because countries could not agree on how, or even if, they should liberalize the agricultural sector. This impasse in multi-nation trade negotiations suggests that liberalization of agricultural production and trade may need to take place on a case-by-case basis; large numbers of agricultural and/or nationalistic interest groups can stand united and oppose sweeping agricultural reform, but case-by-case reform allows agricultural protections to be carefully questioned one at a time, leading to less general resistance to the reforms. If such a case-by-case reform effort is to be started, it would be difficult to find a better starting point than United States subsidies to cotton producers.  

Since the mid-1990s, world cotton prices have fallen by half. Though lower prices should result in lower production, the United States has doubled cotton production over this same period of time.  According to Borders and Burnett (2006, p. 1), 

American cotton farmers receive up to 73% more than the world market price for their crop…In 2001-2002 America’s 25,000 cotton farmers received a $230 subsidy for every acre of cotton planted—a total of $3.9 billion. By comparison, wheat and maize subsidies amount to $40 to $50 per acre.  

Subsidies to American cotton farmers are interfering with normal market processes; American farmers are receiving artificially high prices for their cotton, due to government subsidies, and are flooding the international market with their cotton as a result. This glut has driven the price of cotton down and has thus had a detrimental impact on countries such as Benin, Burkina Faso, Chad, and Mali, whose economies rely heavily on cotton production.

For example, in Burkina Faso, 85 percent of the population farms cotton.  The cost of cotton production in Burkina Faso is one-third the cost of production in the U.S., but local farmers cannot compete with the American cotton in the marketplace (Olvera and MaGill, 2007). Small farmers in Burkina Faso complain that “they must compete against highly-mechanized, well-subsidized U.S. rivals” and argue that “American subsidies serve to depress prices on world markets” (BBC News, 2007). To get some perspective on the effect of U.S. cotton subsidies on Burkina Faso’s economy, consider the following from the presidents of Mali and Burkina Faso:

In the period from 2001 to 2002, America's 25,000 cotton farmers received more 
in subsidies—some $3 billion—than the entire economic output of Burkina Faso, where two million people depend on cotton.  Further, United States subsidies are concentrated on just 10 percent of its cotton farmers. Thus, the payments to about 2,500 relatively well-off farmers have the unintended but nevertheless real effect of impoverishing some 10 million rural poor people in West and Central Africa. (Touré and Compaoré, 2003).
Local revenues that could be generated by the domestic cotton industry within African states, such as Burkina Faso, could contribute to their economic development. However, America’s subsidized products undermine the economies of these countries by lowering the worldwide price. American subsidies stimulate U.S. production of cotton, therefore increasing world supply and depressing the worldwide price of cotton. As a result, cotton farmers in developing nations find it difficult to sell their cotton for a profit. 
 Thus, farming subsidies in developed countries hinder the economic development of less developed nations. Essentially, government-sanctioned agricultural subsidies in developed states, which result in subsidized farmers selling goods for less than the cost of production, deny farmers in developing countries the chance to compete in the international market, consequentially devastating local economies such as that of Burkina Faso. Agriculture is the foremost source of employment and local capital in many developing countries; it is seen as the key to development and the greatest hope for economic improvement (Timmer, 1996). However, when markets are flooded with cheap goods produced by developed states, the chance for economic growth in developing nations is stymied. Estimates vary, but agricultural subsidies cost farmers in developing countries approximately $24 billion in forgone agricultural income annually (Borders and Burnett, 2006).

In addition to damaging the economies of developing states, cotton subsidies harm the environment in a number of ways.  First, subsidies encourage monocultural and large-scale production (Kull, 2004). In addition, this production often occurs on marginal land that, without subsidies, would not be farmed because the land would not be productive enough to produce a profitable crop. Since the subsidized lands are relatively unproductive, more pesticides and fertilizers must be used, which results in more rapid soil depletion and higher levels of pollution. For example, the water run-off from fertilizers often contaminates drinking water.  


While eliminating cotton subsidies would produce environmental benefits and encourage fair trade practices, it would also produce direct financial benefits for American taxpayers and consumers.  Currently, the United States Department of Agriculture estimates the long-run cost of cotton production to be approximately 72 cents per pound in the U.S., while the price of cotton on international markets is around 50 cents per pound. Policymakers try to make up for this difference with subsidies that allow American farmers to sell their cotton for less than the cost of production and by charging tariffs for importing foreign cotton to the U.S.  These policies hurt Americans in two ways: (1) the subsidies are paid for with taxpayer’s money, reducing Americans’ take-home pay, and (2) the tariffs on foreign cotton artificially raise cotton prices for American consumers. As a result, Americans pay somewhere between $3 billion to $4 billion extra per year for cotton products, as compared to what they would pay for cotton products if there were no subsidies or protections for American cotton farmers. Elimination of these costs to taxpayers would amount to about $13 in tax savings per American per year. In addition, administrative and rent-seeking costs to taxpayers would be reduced as bureaucrats and lobbyists affiliated with the cotton industry would be eliminated as a result of the discontinuation of subsidies.  

More important than saving Americans a few dollars on their tax returns, however, is the signal that eliminating American cotton subsides would send to the rest of the world. Though these subsidies facilitate market stability for a few U.S. cotton producers, they undermine the more general U.S. argument in favor of free trade and have an enormous impact on the international economy. America’s dogged resistance against reducing or eliminating cotton subsidies weakens America’s international legitimacy and breeds anti-Americanism. America’s position as a leader in trade talks and economic integration begins to look hypocritical when it refuses to budge on issues like agricultural reform. Given the fact that trade is correlated with both peace and prosperity, reconsidering U.S. cotton programs (as well agricultural subsidies more generally), would be in the national interest.  

Even though the Doha round of trade talks proved disappointing, and despite the fact that America’s 2007 Farm Bill was a disaster by all accounts, there is still hope that reform can be pursued on a case-by-case basis. For example, there is some momentum for reform in the cotton industry, as America’s policy of “Stage 2” subsidization was found to be in violation of World Trade Organization (WTO) guidelines.  True reform requires a clear understanding of basic economic analysis that documents the potential gains that might result from moves away from the status quo; in the case of eliminating cotton subsidies, the gains to consumers, farmers in developing countries, and America’s national interests far outweigh the potential losses to a well-entrenched minority of cotton producers.  
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