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DIRECTOR'S PREFACE 

This is the sixth and last of the commodity studies 
which constitute the second phase of our concurrent 
study of the Agricultural Adjustment Act. In drawing 
this phase of our study to a close, a word of explanation 
may be in order. We have endeavored, to follow in
ductive methods of study, to approach the agricultural 
adjustment experiment without bias or preconceived 
opinions but with receptive attitude. Suspending judg
ment as to the merits of the plan, we have sought to ac
quire a thorough understanding of the objectives aimed 
at in the various phases of the adjustment undertaking, 
of the actual methods and procedures through which it 
was sought to attain these ends, of the way in which these 
devices and efforts have actually worked in practice, and 
of the reasons for the success or failure so far as available 
techniques of economic analysis make this possible. 

Owing to the enormous complexity of the undertak
ing, it has been found necessary to departmentalize our 
study along commodity lines,each' in charge of a man 
who has specialized in a particular field. These men have 
been accorded the fullest measure of academic freedom 
and the several volumes thus reflect not merely the in
dividual differences between the several parts of the ad
justment effort but also the different training, experi
ence, line of interest, and craftsmanship of the individual 
authors. We have not sought to secure complete uniform
ity of view or consistency of analysis throughout the 
series. For this we must look to the final volume ~n the 
senes. 

Necessary as the commodity approach was, it inevi
tably led to a certain sense of incompleteness in each of 

vii 
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the separate volumeS. In spite of the high degree of 
commercial specialization to be found in American agri
culture, there is a very considerable degree of overlap
ping and intermingling of the various lines of produc
tion, and it is impossible to complete the analysis 6f the 
effects of the several programs even upon agriculture 
in terms merely of single commodities. 

This situation is so marked in the case of corn and hogs 
that both commodities were treated under a single ad
justment program and are covered by a single volume 
in our study, which includes also a general treatment 
of the cattle problem. However, corn and hog produc
tion is also much involved in the problem of cotton pro
duction, dairy production, atld the like. It would be de
sirable in some ways if we could round out this second 
level of our study with a synthetic analysis of the effect 
of the adjustment program on agriculture as a whole be
fore proceeding to our final volume of appraisal of the 
broader effects of the adjustment effort ort our eCo
nomic life as a whole. Limitation of time and funds pre
vents any such undertaking in a really comprehensive 
way though we shall of course do something in this di
rection in our final volume. We catl only hope that other 
students in the field may in the not too distant future 
undertake the task in more detailed fashion. If so, we 
trust that these six volumes prepared while the several 
efforts were in their initial stages may be of some as
sistance. 

This volume has been prepared under the general su
pervision of John D. Black of Harvard University and 
Joseph S. Davis of the Food Research Institute, who 
have been associated with me in the conduct of the AAA 
study. Charles O. Hardy has also read and criticized the 
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manuscript as ~ representative of the regular staff of the 
Institute of Economics. While their criticisms and sug
gestions have been of great assistance, the author alone 
is responsible for the conclusions arrived at. , 

Institute of Economics 
March 1936 

EDWIN G. NOURSE 

Director 
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CHAPTER I 

LEGISLATIVE FOUNDATION OF THE 
COTTON PROGRAM 

The first comprehensive legislative move toward a 
"planned agricultural economy" by direct governmental 
means was consummated on May 12, 1933, when the 
Agricultural Adjustment Act was approved/ In the past, 
Congress had been content with stimulating or retard
ing our agricultural development by subsidies, boun
ties, liberal homestead laws, appropriations for agricul
tural research, education and extension work, high tariffs, 
credit measures, and other indirect legislation. Such 
measures probably affected our agricultural develop
ment a great deal, but none of them attempted even 
for an economic emergency (and there have been such 
emergencies in the past) to place the control of agri
cultural production in the hands of a central govern
mental agency such as was provided by the Agricultural 
Adjustment Act. This striking departure was frankly 
admitted by the Administration. President Roosevelt, in 
recommending the bill to Congress, stated: 

Deep study and the joint counsel of many points of view 
have produced a measure which offers great promise of good 

• 48 Stat. L. 3 t. For a complete record of the original act and its 
amendments, see Compilation of Agricultural Adjustment Act as 
Amended and Acts Relating Thereto, AAA, June 2.9, 1934; see also 
the same, Aug. 2.7, 1935. The important benefit payment and processing 
tax provisions of the act as of Aug. 2.4, 1935 are given in Appendix A 
of this book. 

For a history of the development of the Agricultural Adjustment 
Act and a fuller analysis of the legislative powers granted under it, see 
J. S. Davis, Wheat and the AAA, Chap. II; H. B. Rowe, Tobacco under 
the AAA, Chap I; E. G. Nourse, Marketing Agreementlunder the AAA, 
Chap. I. 
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results. I tell you frankly that it is a new and untrod path, but 
I tell you with equal frankness that an unprecedented condition 
calls for the trial of new means to rescue agriculture. If a fair 
administrative trial of it is made and it does not produce the 
hoped for results, I shall be the first to acknowledge it and 
advise you.2 

After two and a half years of operation, however, 
the experiment was checked abruptly, not because of 
having failed to "produce the hoped for results" but 
because its major feature, that of production control, 
was declared unconstitutional by the United States 
Supreme Court in a decision rendered on January 6, 
1936. New legislation has been enacted to provide a sub
stitute in the form of a soil conservation program, but 
its effects upon cotton production cannot be predicted at 
this time. Regardless of the legal outcome of the early 
experiment, however, there remain important questions 
as to its economic results. Were the methods used effec
tive in controlling cotton production? Did such control 
increase or give promise of increasing the income of cot
ton farmers? What were its other significant effects? To 
arrive at answers to these questions a careful study of the 
operations under the cotton program is essential. 

Having declared the existence of an emergency "in 
part the consequence of a severe and increasing disparity 
between the prices of agricultural and other commodi
ties," the Agricultural Adjustment Act by Section 2 (1) 
declared the policy of Congress to be: 

To establish and maintain such balance between the produc
tion and consumption of agricultural commodities and such 
marketing conditions therefor, as will re-establish prices to 
farmers at a level that will give agricultural commodities a 
purchasing power with respect to articles farmers buy, equiva-

·Cong. Record, Mar. 16, 1933, p. 488. 
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lent to the purchasing power of agricultural commodities in the 
base period.' The base period in the case of all agricultural 
commodities, except tobacco, shall be the pre-war period, August 
190 9 to July 1914 .••• 

In order to effectuate this policy, the Secretary of 
Agriculture was given a wide variety of powers by the 
original act, amendments thereto, and supplementary 
acts. Section 8 ( I) of the original act gave the Secretary 
power, 

To provide for reduction in the acreage or reduction in the 
production for market, or both, of any basic agricultural com
modity, through agreements with producers or by other volun
tary methods, and to provide for rental or benefit payments in 
connection therewith or upon that part of the production of 
any basic agricultural commodity required for domestic con
sumption, in such amounts as the Secretary deems fair and 
reasonable, to be paid out of any moneys available for such 
payments .••• 

Since cotton was declared a basic crop,' the Secretary 
of Agriculture was thus given a large measure of control 
over its production by the unique method of offering 
rental or benefit payments to indiVidual cotton growers 
who agreed to reduce their acreage or production of 
cotton by a specified amount. Amendments of August 
2.4, 1935 authorized the Secretary to make rental or 
benefit payments to producers "for such adjustment in 
the acreage or in the production for market, or both, of 
any basic agricultural commodity as he finds • . • will 
tend to effectuate the declared policy of this title,"& 

• By amendment of Aug. 2.4, 1935, taxes and interest payments on fann 
real estate indebtedness were to be considered in determining "equivalent" 
purchasing power. 

• Besides cotton, the list of ''basic'' commodities named in the original 
act included wheat, corn, hogs, rice, tobacco, and dairy products. The 
amendments of 1934 and 1935 added sugar beets and sugar cane, catde, 
grain sorghums, rye, flax, barley, peanuts, and potatoes. 

• Sec. 8(2.) (a). See Appendix A, p. 341. 
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'thus allowing him to use benefit payments for increasing, 
as well as decreasing, production. 

A special method for making benefit payments ap
plying only to cotton was also authorized by Part 1 of 
Title I (Cotton Option Contract) of the original act 
and amendments thereto in the National Industrial Re
covery Act of June 1933. The original act directed the 
various governmental agencies (not including the Fed
eral Intermediate Credit Banks) to acquire title to all 
cotton held as security for loans or advances and trans
fer it together with that already owned by them to the 
Secretary of Agriculture "at such prices as may be agreed 
upon, not in excess of the market price." The amend
ments authorized the Secretary of Agriculture in turn 
to sell SUC.!l cotton to cotton producers in such amounts 
and upon such terms as he deemed advisable in com
bination with rental or benefit payments.s 

Money to finance a program of control by voluntary 
agreements with producers was to be obtained primarily 
from "processing taxes" on cotton. The Agricultural Ad-

• Sec. 111 of the National Industrial Recovery Act, amending Sec. 6 
of the Agricultural Adjustment Act. The method of procedure specified 
in the earlier act for disposing of cotton acquired by the Secretary under 
this act was not well co-ordinated with other parts of the act. For 
instance, Sees. 6 and 7 of Part 1 (Cotton Option Contract) provided for 
the sale of this cotton to growers who agreed to reduce their production 
of cotton in 1933 below their production in 1932., by not less than 30 
per cent, "at the average price paid by the Secretary for the cotton 
procured under Sec. 3." Each grower could buy only an amount "equiva
lent to the amount of his agreed reduction," and in no event was the 
producer "to be held responsible or liable for financial loss incurred in 
the holding of such cotton or on account of the carrying charges 
thereon." 

Similar arrangements were authorized for 1934. It was specified, how
ever, that all cotton held by the Secretary must be disposed of by Mar. I, 

1936. Only the cotton not needed to comply with these provisions could 
be used in combination with benefit payments under the Agricultural 
Adjustment Act. 
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justment Act authorized the Secretary of Agriculture to 
levy such taxes in accordance with the following process: 

Sec. 9(a) To obtain revenue for extraordinary expenses in
curred by reason of the national economic emergency, there 
shall be levied processing taxes as hereinafter provided. When 
the Secretary of Agriculture determines that rental or benefit 
payments are to be made with respect to any basic agricultural 
commodity, he shall proclaim such determination, and a proc
essing tax shall be in effect with respect to such commodity 
from the beginning of the marketing year therefor next follow
ing the date of such proclamation. The processing tax shall 
be levied, assessed and collected upon the first domestic process
ing of the commodity, whether of domestic production or im
ported, and shall be paid by the processor. The rate of tax shall 
conform to the requirements of subsection (b). Such rate shall 
be determined by the Secretary of Agriculture as of the date 
the tax first takes effect, and the rate so determined shall, at 
such intervals as the Secretary finds necessary to effectuate the 
declared policy, be adjusted by him to conform to such require-
ments .••• r -

Sec.9 (b) The processing tax shall be at such rate as equals 
the difference between the current average farm price for the 
commodity and the fair exchange value of the commodity •.•. 

Sec. 9(c) For the purposes of Part 2 of this title, the fair 
exchange value of a commodity shall be the price therefor that 
will give the commodity the same purchasing power with respect 
to articles farmers buy as such commodity had during the base 
period [August 1909 to July 1914 for cotton] ...• 

Amendments to the act approved in August 1935, how
ever, added the requirement that the fair exchange value 
reflect changes in interest and tax payments per acre 
since 190 9-I 4.8 

In addition the Agricultural Adjustment Act appro
priated 100 million dollars "for administrative expenses 

, See Appendix A, p. 343, for amendments to this section. 
• See Appendix A, p. 348, for the exact wording of amendments to 

Sec. 9(C). 
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and for rental and benefit payments made with 
respect to reduction in acreage or reduction in produc
tion for market." The National Industrial Recovery Act 
of June 16, 1933 (Sec. 221) authorized the President 
to allocate "not in excess of 100 million dollars as he 
may determine to be necessary for expenditures in carry
ing out the Agricultural Adjustment Act" and for other 
purposes. However, no specific amount of these funds 
was allocated to the control of cotton production. 

The powers thus conferred upon the Secretary of 
Agriculture to control production were limited to the 
use of voluntary methods. On April 21, 1934, however, 
the President approved the Bankhead Cotton Control 
bill (H. R. 8402) providing for semi-compulsory re
striction of cotton production through the use of the 
federal taxing power. It provided for a large tax levy 
on the ginning of cotton in excess of specified quotas or 
allotments to individual producers in 1934-35. Provi
sion was also made for its continuance during 1935-
36 under specified conditions, and the amendments ap
proved August 24,1935 sought to extend the life of this 
act to include the crop years 1936-37 and 1937-38. 

Besides offering to recompense farmers for adjusting 
their production of cotton, the Agricultural Adjustment 
Act provided that money collected from taxes levied on 
the processing of any basic agricultural commodity 
might be used to pay a bounty or subsidy on exports of 
that commodity. Section 12(b) stated that: 

In addition to the foregoing, the proceeds derived from all 
taxes imposed under this tide are hereby appropriated to be 
available to the Secretary of Agriculture for expansion of mar
kets and removal of surplus agricultural products •..• 

This is the old McNary-Haugen plan' dressed up in 
• Passed by Congress in 19"7 and again in 19:&8 but vetoed by Presi

dent Coolidge. 
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new clothes. The essential idea of that plan was that 
"the surplus above domestic consumption was tO,be sold 
in the export market at world prices, and the losses re
couped by 'a differential loan assessment on each pound 
or bushel when and as sold by the farmers.' ",0 In the 
Adjustment Act the loan assessment has been replaced 
by a processing tax. 

The use of the McNary-Haugen plan by itself, how
ever, was not authorized by the original act, since the 
only provision made for levying processing taxes was 
"where the Secretary of Agriculture determines that 
rental or benefit payments are to be made with respect 
to any basic agricultural commodity" in connection with 
reduction in acreage or reduction in production for 
market or both. This plan could, therefore, be used 
only as a supplem~nt to production control. Amend
ments to the Adjustment Act approved August 24, 
1935, however, definitely authorized the Secretary of 
Agriculture to levy processing taxes and pay bounties 
on exports of cotton independently of production con
trol. 

These amendments also appropriated 30 per cent of 
the gross receipts from customs duties for use by the Sec
retary of Agriculture to pay cash benefits or bounties on 
exports of agricultural commodities and products and for 
other purposes. They could not, however, be used for 
the payment of benefits in connection with the exporta
tion of unmanufactured cotton. The payment of export 
bounties from customs receipts was the essential feature 
of the Export Debenture plan.ll Under the amendment 

10 J. D. Black, Agricultural Reform in the United States, 1929, p. 233. 
U "The essential principle of this plan is the paying of a bounty on 

exports of farm products in the form of negotiable instruments, called 
'debentures' which can be used by importers in paying customs duties." 
(Black, Agricultural Reform in the United States, p. 255.) This plan 
had been sponsored particularly by the National Grange all an alternative 
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the government was merely to pay bounties in cash 
rather than in "debentures" wnich could probably be 
sold at their full face value only as long as import d",ties 
exceeded the volume of "debentures." 

I t has also been maintained by some people that 
Section 8 (I) of the original act authorized the Secretary 
to make benefit payments to producers in proportion to 
their production during some past period without re
quiring them to reduce or adjust their production-in 
other words, the original" Domestic Allotment plan.12 

There is reason to Believe that those favoring the use of 
this plan supported the act because they thought it au
thorized the Secretary to adopt their plan. Nevertheless, 
the Legal Division of the AAA maintained that the 
making of rental or benefit payments mthout any re
strictions on production would not aid in carrying out the 
declared policy of Congress in passing the act "to-estab
lish and maintain such balance between the production 
and consumption of agricultUral commodities • . • as 
will re-establish prices to farmers" at parity levels. 

The Domestic Allotment plan, however, was defi
nitely authorized by the 1935 amendments to the act. 
Under these amendments, processing taxes could be 
levied and payments made without requiring producers 
to reduce or adjust their acreage or production of cotton. 
No agreements or contracts with producers were re
quired. The amendments simply stated that payments 
might be made "in connection with the production of 

to the McNary-Haugen plan. It was embodied in several bills introduced 
in Congress but was never passed. 

11 A distinction is made here between the original Domestic Allotment 
plan and the production control plan authorized by the Agricultural 
Adjustment Act. Both are sometimes called by the same name. The 
essential difference between them is that one provides for production 
control, and may appropriately be called by that name, while the other 
does not. Benefit payments are a feature of both plans. 
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that part of any basic agricultural commodity which is 
required for domestic oonsumption.))l8 

Reviewing the several powers conferred iIi the Agri
cultural Adjustmellf; Act, it appears that the Secretary 
of Agriculture was given practically blanket authority 
to adopt the significant features of anyone or all of the 
major lines of farm relief urged upon Congress since 
1920.14 Although controlled reduction in agricultural 
production through voluntary agreements with pro
ducers was the main line of. attack authorized by the 
original act, during practically all t)f the period under 
study in this book it could have been supplemented by 
the McNary,Haugen plan and other devices advocated 
by many people in the South and elsewhere and author
ized by amend11l;nts to the act. 

In order to evaluate from an economic. standpoint 
the success or failure of this experiment in the planning 
and control of cotton production and marketing, it 1$ 
necessary to understand the situation of cotton farmers 
and others in the South when the Agricultural Adjust
ment Act was passed, the cotton program that was 
formulated, how this program was administered, and 
the results attributable to it. We shall then be in a po
sition to consider the economic results that could have 
been expected from the continuation of a cotton control 
program along the lines authorized by the Agricultural 
Adjustment Act and the Bankhead Act. 

II Sec. 8(3) (c) as amended. See Appendix A, p. HZ . 
.. Besides the features mentioned, the Agricultural Adj ustment Act 

Included provisions for marketing agreements and licenses. Since no 
.application of these marketing adjustment features has been made to 
cotton, they are not discusse4 in this book. 



CHAPTER II 

THE COTTON SITUATION IN THE 
SPRING OF 1933 

As a first step in our analysis of the cotton experiment 
we shall consider. the conditions which prevailed in the 
Cotton Belt at the time the Agricultural Adjustment 
Act was passed. By so doing the reader will be in a better 
position to judge of the efficacy and wisdom of the pro
gram as planned and carried out. 

INCOME AND PRICE SITUATION 

Cotton farmers were in desperate financial straits in 
the spring of 1933. Most well-informed persons, even 
those who were antagonistic to the pending cotton pro
gram, admitted that something was wrong; but the cir
cumstances did not point clearly to the source of the 
trouble. Some analysis of the underlying factors affect
ing the situation of cotton farmers is therefore needed 
as a basis for intelligent consideration of the cotton pro
gram. 

In the first place it should be noted that cotton farmers 
had received "parityJJl prices, as defined in the Agricul
tural Adjustment Act, for their cotton and cottonseed 
during most of the post-war period until 1930. Cotton 
prices were on a considerably higher level during this 
period than were the prices of most other farm products. 
It was not until 1930 that farm prices of lint cotton and 
cottonseed dropped materially below the "parity" level 
for more than one year, as shown by the chart on page 
11. Nevertheless, average farm prices received for the 

• Called "fair exchange value" in the act. See p. :a. 

10 
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• Data on prices received by producers for lint and cottonseed from 
Crops and Markets, December 1934, p. 515. "Parity" price computed 
by multiplying average price received, 1910-14, by the index: of prices 
paid by farmers. .. 

• Income in current dollars charted from data furnished by Bureau of 
Agricultural Economics, U. S. Dept. of Agriculture. Income in 1910-14 
dollars computed by dividing current dollar income by the Bureau of 
Agricultural Economics index: of prices paid by farmers. Income in "par
ity" dollars computed by multiplying the average income in current 
dollars during 1910-14 by the index: of prices paid by farmers . 

• Value per acre in current dollars computed by multiplying average 
per acre yields, as given in Yearbook of Agriculture, U. S. Dept .. of 
Agriculture, 1935, p. 459, by weighted average annual prices received 
by producers, as given in Crops and Markets, U. S. Dept. of Agriculture, 
December 1934, p. 515. 

Value per acre in "parity" dollars computed by multiplying average 
value per acre in current dollars during 1910-14 by the index of prices 
paid by farmers. 

II 
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1931 and 1932 cotton crops were further below "parity" 
than was the average of all farm prices. 

These relatively high prices for cotton, however, are 
somewhat deceptive. Post-war yields of cotton had been 
below pre-war levels due to the boll weevil and to 
growing cotton in drier areas, and the average value ~f 
lint cotton per acre harvested had also been considerably 
below what may be called the "parity value."2 This is 
shown by the chart on page 1 I. The annual value of 
cotton produced from 1921 to 1930, however, corre
sponded quite closely to the "parity value." 

In the spring of 1 933 it was estimated that the 
1932 crop of cotton and cottonseed would bring only 
465 million dollars, as compared with 1,389 million 
dollars received for the 1929 crop, and an average 
annual value of 1 ,504 million dollars for cotton pro
duced from 1924 to 1929 inclusive. Besides, the 1930 
crop had brought only 751 million dollars, and the 
large 1931 crop only 528 millions.8 While the decline in 
income from cotton was not as great in terms of the 
prices of things farmers buy as in terms of dollars (see 
the chart on page 1 I), it was nevertheless' severe. 
These three years of exceedingly low incomes from cot
ton, the main cash crop of the South, had severely taxed 
the financial stability of cotton farmers. 

Farm income from other sources in the South declined 

• "Parity value" as used here represents the average value of lint 
cotton per acre harvested, or the average annual value of lint cotton 
produced during 1910-14; times the corresponding average annual index 
numbers of retail prices paid by farmers throughout the United States 
for commodities used in living and production. The national index is 
presumably in some degree inaccurate and misleading as applied to the 
Cotton Belt, but corresponding regional indexes have not been com
puted. For a further discussion of "parity value" as well as "parity . " pnce, see pp. 334-35. 

• Yearbook of Agriculture, U. S. Dept. of Agriculture, 1935, p. 67ll. 
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after 1929 almost as much as that from cotton. The es
timated total cash income from farm production of all 
farmers in the ten major cotton states in 1932 was only 
929 million dollars, as compared with 2,418 million in 
1929. Comparable figures for 1930 and 1931 are 1,586 

LAND VALUES IN THE UNITED STATES, 1912-33" 

(Average value per acre, 1912-14,=100) 

INDEX NUMBERS 
10 

INDEX NUMBERS 
200 

fOOI~~_!!!!!IIiilOl=::"""---I--"":-'-..,J:....----I-~~--llOO 

• Data from "The Farm Real Estate Situation, 1933-34," U. S. Dept. 
of Agriculture Circular No. 36, p. 8; Crops and Markets, U. S. Dept. 
of Agriculture, May 1935, p. 181. 

and 1,167 million dollars respectively! Taxes and in
terest charges declined much more slowly than income. 
For the country as a whole they declined only 10 to 
20 per cent. In 1932 they constituted 24.5 per cent of 
the total cash income from farm production in the 
United States, as compared with only 12.7 per cent from 
1927 to 1929 inclusive. 

• "Cash Income from Farm Production," Crops and Markets, U. S. 
Dept. of Agriculture. 
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This precipitous and prolonged drop in farm income 
shook the industrial and financial structure of the agri
cultural South. Land values, after declining steadily 
in th~ areas included in the Cotton Belt from the boom 
levels of 1920, dropped sharply from 1929 to 1933, as 
shown by the chart on page 13. The number of fore
closures on farm mortgages increased enormously, and 
bank failures on a wholesale scale accompanied the de
cline in farm income and land values. The income of 
merchants and others throughout the South declined 
along with that of farmers. The South was faced with a 
huge prospective carry-over of American cotton on Aug
ust I, 1933. Estimates placed this at 12.5 million bales
more than the average annual world consumption of 
American cotton during the previous three seasons. And 
during the first four months of 1933 farm prices of cot
ton were hanging around the 6-cent level. 

TIiE DEMAND SITUATION 

The drop in farm income from cotton after 1929 
was only natural during a severe depression. Cotton 
goods last a fairly long time and purchases for personal 
use may be delayed for a considerable period in times of 
reduced incomes. Furthermore, about 40 per cent of the 
cotton consumed in the United States is used for in
dustrial purposes, such as automobile tires, the demand 
for which is closely related to business activity and the 
national income. 

Prior to the depression, per capita world consumption 
of cotton was at practically pre-war levels, and cotton 
prices in the United States were approximately at "par
ity" levels. After the 1929-30 season, however, there 
was a sharp decline in both. During the following two 
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seasons consumption was about 3 million bales a year 
below previous levels, as shown by the accompanying 
chart; and, although it increased markedly during 1932-
33, it was still about a million bales below pre-depression 
levels. 

ANNUAL CONSUMPTION OF COTTON, 1920-32 

(Crop year beginning August I) 
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• Data from mimeographed release of May 18, 1935, Division of 
Statistical and Historical Research, Bureau of Agricultural Economics, 
U. S. Dept. of Agriculture. 

• Data from Cotton Production Adiustment 193-1'35, AAA, No. 2.5, 
December 1935, Tables I, 2., and 3, p. 3. 

The decline in cotton consumption in the United 
States came somewhat earlier and was much greater 
than in foreign countries. In 1929-30, for instance, do
mestic consumption declined 14 per cent from the pre
ceding year while foreign consumption increased 2 per 
cent to a new high record. During the two following 
years consumption in the United States was 27 percent 
below the 1925-26 to 1928-29 average compared wi~ a 
decline of only 7 per cent in foreign countries. Consump-
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tion in this country is naturally more affected by a busi
ness depression than is consumption abroad, because here 
a larger proportion of cotton is used industrially. Be
sides, the price-pegging activities of the Federal Farm 
Board may have held cotton prices in the United States 
on a slightly higher level than in foreign countries. 
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• Data from Cotton Production Ad;ustment 1934-35, AAA, No. :15, 
December 1935. Table I, p. 3. 

Also, the decline in consumption of American cotton 
was much greater than that of foreign cotton, as shown 
by the chart on page 15. This resulted from a number 
of factors, the most important of which was probably 
the holding and lending activities of the Farm Board, 
which maintained prices of American cotton at artifi
cially high levels during the 1929-30 and 1930-31 mar
keting seasons. Largely as a result of this policy there was 
a marked shift in the consumption of foreign and Ameri
can cotton. That of American cotton dropped from 15.1 
million bales in 1928-29 to 13.0 million in 1929-30 and 
10.9 million in 1930-31. That of foreign cotton, on the 
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other hand, increased from 10.8 million bales in 1928-
29 to 12.2 million in 1929-30 and 11.6 million in 1930-
31. During the following two seasons consumption of 
American cotton increased considerably and that of for
eign cotton declined, but for the four-year period from 
1929-30 to 1932-33 inclusive the consumption of Ameri
can cotton was 16 per cent below that of the preceding 
four years while the consumption of foreign cotton was 
4 per cent above. Exports of cotton from the United 
States reflected these changes to a large extent, as shown 
by the chart on page 16. For an analysis of further 
changes attributable to our foreign trade policy, see 
Chapter XIII. 

PRODUCTION 

World production of cotton was practically the same 
from 1930-31 to 1932-33 inclusive as during the pre
ceding three seasons, as shown by the chart on page 
19. This stability in world production resulted from 
opposite changes in the United States and in foreign 
countries-an increase of 4.2 per cent in the United 
States being offset by a decrease of 4.5 per cent in 
foreign countries. 

Strangely enough, the changes in foreign and domestic 
production of cotton were accompanied by opposite 
changes in acreage. In foreign countries the acreage of 
cotton planted was 2.3 per cent larger from 1930-31 to 
1932-33 than in the preceding three years, whereas the 
acreage planted in the United States was 5.6 per cent 
smaller. Yield changes, of course, account for the dif
ference between acreage and production changes. 

In the United States cotton growers reduced their 
plantings during 1930-33 enough to have offset a large 
part of the decrease in demand, if yields per acre planted 
had not exceeded the preceding six- or nine-year average 
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(165.4 and 156.8 pounds respectively). From 1929 to 
1933 inclusive, plantings, yields, and production were 
as follows: 

Average Yield per Production 
Acres Planted Acre Planted (In millions of 

Year (In millions) (In pounds) bales) 
1929 44.5 159.4 14.8 
1930 43.3 153.7 13.9 
1931 39.1 209.0 17.1 
1932 36.5 170.1 13.0 
1933 40.9 205.35 13.0 

From 1930 to 1933 inclusive 57.0 million bales ofcot
ton were harvested. If average yields per acre planted 
from 1924 to 1929 had been obtained during 1930-33 
on the entire acreage planted (including that plowed 
up), production would have been only 55.2 million 
bales, or 1.8 million bales less than that actually har
vested after plowing up over 10.5 million acres in 1933. 
If the nine-year average yield per acre planted from 
1921 to 1929 had been obtained, production would have 
been 51.5 million bales, or 5.5 million bales less than 
that actually harvested.' 

Some of the reduction in acreage shown in the table 
on this page was the result of high yields. For instance, 
after the big crop in 193 I farmers planted less than they 
would have planted if the crop had been smaller and 
prices higher. Nevertheless, in spite of the price-pegging 
activities of the Farm Board, although perhaps due in 
part to the Board's advice, in 1931 and 1932 respec
tively farmers reduced their plantings 2.5 and 12.0 per 
cent below the acreage planted in 1929. 

• Actual production divided by acreage planted less 10.S million acres 
plowed up under government contract. 

• See note II, p. d, for the effect upon carry-over. 
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In other words, cotton farmers made a surprisingly 
large acreage adjustment to changes in demand. It is, 
of course, easy to look back and see that as things turned 

WORLD PRODUCTION OF COTTON, 1890-1932" 

(Crop year beginning August I) 
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"Data (in 478-pound bales) supplied by the Division of Statistical 
and Historical Research, Bureau of Agricultural Economics, U. S. Dept. 
of Agriculture. Production in China excluded. 

out an even larger reduction might have been advisable; 
but, at the time of planting this cotton, future develop
ments could not be foretold. Numerous economists were 
predicting an impending upturn in business during most 
of this period. 

In making adjustments to changes in demand, farmers 
are in a position quite different from that of manufac
turers of industrial products. A manufacturer typically 
produces his products with employees who may be dis
charged as demand declines. Farmers, on the other hand, 
have few employees to discharge. If they reduce their 
production by working shorter hours it means that they 
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receive a smaller income than they would by working 
harder unless, of course, all other farmers make cor
responding reductions. Their net income might, how
ever, be increased by shifting from one crop or product 
to another. If cotton, for instance, were unusually low 
in price, farmers might find it advisable to grow more 
food and feed crops for home use, thus cutting down on 
their cash expenses. 

Furthermore, the total value of agricultural com
modities produced during a depression tends to decline 
less than that of many industrial commodities. This is 
clear from the accompanying table showing the percent
age decrease in price, production, and value for ten 
major industries from 1929 to the spring of 1933.1 

Commodity Group Price Production Value 

Agricultural implements .. 6 80 81 
Motor vehicles ......... 16 80 83 
Cement .............. 18 65 71 
Iron and steel . . . . . . . . .. 20 83 86 
Automobile tires . . . . . . .. 33 70 80 
Textile products ........ 45 30 62 
Food products .... ' ...... 49 14 56 
Leather ..... < ••••••• , 50 20 60 
Petroleum ............. 56 20 65 
Agricultural commodities . 63 6 65 

These figures do not indicate that farmers as a whole 
have fared worse during the present depression than 
many industrial groups, including both employers and 
laborers, even though they reduced their production 
only 6 per cent. 

In foreign countries the acreage of cotton planted in 
1930-32 was 2.3 per cent larger than during the pre-

, 74 Congo I sess., Industrial Prices and Their Relative Inflexibility. 
S. doc. No. 13, p. 8. 'The last column of the table was not shown in the 
Senate table. It was calculated from price and production changes. 
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ceding three years. Foreign acreage outside of Russia, 
however, where plantings have little relation to current 
levels of world prices for cotton, declined 4.0 per cent 
during this period. (See the chart on page 272.) Exc;lu
sive of Russia and China, the decline in foreign acre
age was 6.0 per cent as compared with a decline of 5.6 
per cent in the United States.8 

The trends of cotton production for the United States 
and for foreign countries (excluding China) have also 
been very much the same since 1890, as shown by the 
chart on page 19. Both have responded to price rises 
by turning upwards. Foreign production increased a little 
but not much faster than cotton production in the United 
States from 1890 to 1920. From then until 1933, how
ever, the trend in the percentage of world cotton pro
duced in the United States has been somewhat difficult 
to ascertain. 

During the war, cotton production declined both in 
the United States and in foreign countries. A further 
marked drop in cotton production also occurred in the 
United States after the war, particularly in 1921, 1922, 
and 1923, largely because of the ravages of the boll 
weevil. Following 1923, production in this country took 
a big jump. Foreign production also increased, but at 
not quite so rapid a rate as in the United States. After 
1926 cotton production in the United States receded 
somewhat more than foreign production. 

From 1924 to 1933 the trend of cotton production 
in the United States and in foreign countries as a whole 
was about the same. The percentage of the world's cot
ton produced in the United States remained nearly con
stant. If anything, it increased a little. Nevertheless, 

• It is more or less customary to exClude China from such analyses of 
trends because its data on acreage and production over a series of years 
are not very reliable, and usually Russia also, for the reasons stated above. 
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the average of these percentages for 1930-32 inclusive, 
when yields in the United States were above average, 
is in line with the slight downward trend from 1891 
to 1920 shown by the accompanying chart. It is conse
quently impossible to distinguish any definite trend in 
these percentages for recent years. 

PERCENTAGE OF VVORLD COTTON PRODUCTION 
GROWN IN THE UNITED STATES, 1891-1932" 
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• Data computed from Cotton Statistics and Related Data for Agri
cultural Workers, Bureau of Agricultural Economics, U. S. Dept. of 
Agriculture, p. 43; Yearbook of Agriculture, U. S. Dept. of Agriculture, 
1934, Table I I 3, p. 460. Chinese production excluded. 

Trends in acreage of cotton from 1921 to 1933, how
ever, indicate that the United States was holding its 
own in world competition and perhaps gaining a little 
on foreign countries, as shown by the chart on page 23. 
There is no indication here that the United States was 
suffering from any shift to foreign countries of the ad
vantage of producing cotton. There is a distinct upward 
trend in the percentage of the world's cotton acreage 
harvested in the United States from 1922-25 to 1930-
31, particularly if Russia or Russia and China are ex
cluded. Furthermore, the acreage of cotton planted in 
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the United States in 1923 exceeded all previous records. 
This upward trend consequently started from a rela
tively high base acreage in the United States. From 
1930-31 to 1933-34 (using the acreage planted in the 
United States less average abandonment for 1933-34), 
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however, the trend was reversed, cotton acreage declin
ing somewhat more in the United States than in foreign 
countries. 

Many unusual factors, however, have been affecting 
trends of cotton acreage in the United States and foreign 
countries during the depression period. In the first place, 
as noted on page 18, farmers in the United States prob-
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ably reduced their cotton acreage because of unusually 
high yields. The United States held its own in com
petition with foreign countries in the production of cot
ton from 1930 to 1933. In the second place, currency 
depreciation in some countries tended to stimulate for
eign production of cotton. The Bureau of Agricultural 
Economics, in a preliminary report released April 29, 
1935, stated that: 

The acreage of cotton in many foreign countries during 
recent years has been influenced by currency depreciation. The 
producers of cotton in China and Brazil have not felt the de
pression to the extent that the American producers have felt it 
because prices in those countries did not follow the course of 
cotton prices down through 1931 and 1932. 

To a considerable extent this greater deqine in United States 
acreage than in foreign acreage following 1929 was due as 
already indicated to the fact that cotton prices in most of the 
important foreign producing countries did not drop so low as 
prices in the United States.9 

In July 1935 Secretary Wallace called attention t~ the 
fact that foreign governments in recent years had been 
trying to stimulate cotton production by subsidies and 
other devices.10 In any case, these trends do not indicate 
that the proportion of the world's cotton acreage grown 
in the United States from 1930 to 1932 was too large, 
and that it would have been likely to decline if no at
tempt were made to control production. If anything, 
they indicate that perhaps it was too small. 

The decline in cotton production in the United States 
fr9m 1914 to 1924 and the following sharp increase were 
accompanied by a marked shift in the areas of produc

• "Foreign Cotton Production, Tlu World Cotton Situation, pp. 11-11. 

I. Henry A. Wallace, "The World Cotton Drama," Foreign Affairs, 
July 1935, Vol. 13, No ..... 
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tion, as shown by the accompanying chart. In the eastern 
part of the Cotton Belt, where the boll weevil did the 
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Tennessee, Mississippi, Arkansas, Louisiana, and all cotton-producing 
states not listed under the other areas. 

most damage, the acreage of cotton harvested declined 
from an average of about 12.0 million acres in 1910-14 

to 8.8 million acres in 1922. There was a slight incre¥e 
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during the years of high prices following 1922, but by 
1932 the acreage was again 8.8 million. In the western 
part of the Cotton Belt, the acreage of cotton harvested 
remained fairly constant from 1910 to 1922, but in the 
folloWing four years it increased from 12.9 million acres 
in 1922 to 23.1 millions in 1925. This peak was followed 
by a slight decline until 1930, and a rather marked drop 
to 16.8 million acres in 1932. 

The acreage of cotton harvested in the central part of 
the Cotton Belt, which includes the Mississippi Delta, 
has followed a more consistently upward trend. The 
peak of acreage harvested was not reached until 1930, 
when 1 1.1 million acres were harvested-an increase of 
68 per cent above the 6.6 million acres planted in 1921. 
Furthermore, there has been little decline during the 
depression. In 1932, 10.4 million acres were planted. 

This shift in the production of cotton within the 
United States is a striking illustration of what may occur 
in the future. In this case the shift resulted largely be
cause boll-weevil damage was less in the central and 
western parts of the Cotton Belt than in the eastern 
part, and because recent improvements in the methods 
and means of producing cotton were not so well adapted 
to the eastern part of the Cotton Belt as to the western 
part. It is also generally recognized that if a mechanical 
cotton picker is perfected it will be adapted much better 
to the large level fields in the western and central part of 
the Cotton Belt than to the eastern part. Farmers grow
ing cotton on small irregular fields are faced with the 
possibility of such competition in the future. 

CARRY·OVER 

, Continued high production of cotton in the face of 
a decline in demand drove world cotton stocks to a record 
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height of 17 million bales on August I, 1932, as 
shown by the accompanying chart. This was the equiva
lent of 76 per cent of world cotton consumption during 
the 1931-32 season. Nevertheless, stocks were smaller 
in relation to the prevailing level of world production 
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than the carry-over of 14 million bales' on August I, 

1921. The 1932 carry-over was only 65 per cent of the 
average annual production during the preceding five 
years as compared with 67 per cent for the earlier de
pression period. 

All of the excess world carry-over in 1932, however, 
was American cotton, as shown by the chart on this 
page. Each year of the depression, production had ex-
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ceeded consumption and stocks of American cotton piled 
up until on August I, 1932 there were 13 million bales 
carried over as compared with from 3 to 5 million bales 
annually during 1922-26. Stocks of foreign cotton, on 
the other hand, were slightly below previous levels on 
August I, 1:932, largely because of the decrease in for
eign production mentioned above and because the lend
ing and holding policies of the Farm Board tended to 
stimulate the consumption of foreign cotton at the ex
pense of American. 

In the spring and early summer of 1933 cotton farm
ers were therefore faced with the prospect of a large 
carry-over of American cotton (forecast at 12.5 million 
bales),l1 a large 1933 crop, and little probability of a 
sufficient increase in demand in 1933-34 to raise farm 
prices of cotton materially without government assist
ance. On the whole, the situation within itself did not 
augur well for t:he already depressed incomes of cotton 
producers. However, there was some possibility that 
cotton prices would be increased by other government 
measures, particularly depreciation of the dollar in terms 
of foreign currencies. The United States had already 
abandoned the gold standard (as of April 19, 1933), 
and on May 12, 1933 the President was authorized to 
decrease the gold content of the dollar by "not more 
than 50 per cent.,,12 Naturally any depreciation of the 

n If no cotton had been plowed up in 1933, and the consumption of 
American cotton had remained the same as in 1933-34, the world carry
over of American cotton on Aug. I, 1934 would have been 8.8 million 
bales if yields from 1930-33 had equalled the six-year average for 
1924-29 and only 6.0 million bales if they had equalled the nine-year 
average for 1921-29. The actual carry-over on Aug. I, 1934 was 10.6 
million bales. See pp. I 7-26 for production data for these years. 

,. 73 Cong., Public No. 10' (48 Stat. L. 31), Title III (Financing-
and exercising power conferred by Sec. 8 of Art. I of the Constitution: 
To coin money and to' regulate the value thereof). "Agricultural Adjust
ment" constituted Title I of this act. 
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dollar in foreign exchange would tend to increase prices 
of cotton in the United States, since more than half of 
our crop is normally exported. This was in general the 
situation that confronted the Agricultural Adjustment 
Administration in the development of a cotton program. 



CHAPTER III 

THE COTTON PROGRAM 

The major elements of the cotton program developed 
by the government since May 1933 to improve the situ
ation of cotton farmers and others in the Cotton Belt 
vvere as follovvs: 

I. Voluntary contracts betvveen individual cotton 
farmers and the government in vvhich (a) the cotton 
farmer agreed to reduce his acreage or production of 
cotton a specified amount belovv that in a specified base 
period, and to restrict the use of land thus taken out of 
cotton to the production of food and feed crops for home 
consumption and of soil-improving and erosion-prevent
ing crops; and (b) the government agreed to make 
rental or benefit payments to contracting farmers for 
taking the specified amount of land out of cotton pro
duction. 

2. A tax on the first domestic processing of cotton and 
compensatory taxes on the processing of cotton substi
tutes to raise funds to cover rental payments, etc. 

3. A tax on the ginning of cotton, and the issuance 
of tax exemption certificates for the desired national 
amount of cotton to individual producers in proportion 
to their production during a specified base period. (This 
is the essential feature of the Bankhead Act vvhich is 
discussed in Chapter X.) 

4. Government loans to farmers on cotton. (See 
Chapter XI.) 

LINES OF ATTACK 

Government control over production has been the 
, most significant feature ,of the cotton program. It '\Vas 

30 
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first effected under the Agricultural Adjustment ~ct 
by the unique method of levying a tax on the first do
mestic processing of cotton and offering the money col
lected to cotton growers as rental or benefit payments 
if they would make specified reductions in their acreage 
of cotton. Since the program was adopted after the crop 
had been planted in 1933, farmers signing contracts the 
first year were required to plow up a portion of their 
cotton crop. In 1934 and 1935, however, the acreage of 
cotton which contracting farmers were permitted to plant 
was limited. Restrictions were also placed upon the use 
of land thus taken out of cotton production. Later, on 
April 21, 1934, this voluntary procedure was supple
mented by the Bankhead Cotton Control Act which 
made reductions in cotton production more nearly com
pulsory by placing a heavy tax on the ginning of all 
cotton produced in excess of specified allotments made 
to individual growers. 

The government has used these methods to secure a 
large reduction in cotton production/ In 1933, farmers 
were offered benefit payments for plowing up from 25 
to 50 per cent of their growing cotton, the amount of 
the payment per acre being in proportion to the yield 
per acre of the land plowed up. In 1934 they were of
fered rental and "parity" payments for reducing 
their cotton plantings 35-45 per cent below the 
amount of cotton planted on the same farm during the 
base period.2 They were given certificates of exemption 
from the cotton ginning tax levied under the Bankhead 
Act for about 62 per cent of their average annual pro
duction during the same period. In 1935, contract sign-

I The amount marketed may have been reduced by these methods even 
more than the amount produced because of cotton held by farmers to 
avoid paying the ginning tax. 

I In general from 1928 to 193:&. See also pp. 49 and 57. 
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ers 'were required to reduce their plantings 25-35 per 
cent below their base period plantings and were issued 
certificates of exemption from the cotton ginning tax for 
about 64 per cent of their production during the same 
period. The 1934 cotton crop, however, was about 
800,000 bales less than the volume covered by certifi
cates issued in that year, and the unused certificates were 
declared acceptable in payment of the ginning tax in 
1935. The total supply of certificates available for use 
in 1935 was consequently about 69 per cent of the esti
mated base production of all producers. 

Had the program been continued in 1936, according 
to plans announced in December 1935, farmers were to 
be offered adjustment payments for reducing their cot
ton plantings 30-45 per cent below their base acreage. 

This cotton reduction program, which got under way 
in June 1933, was soon supplemented by a huge pro
gram of loans to cotton farmers. In the fall of 1933, 
when there was an insistent demand for currency in
flation and considerable expectation that the cotton pro
gram and other recovery measures would lead to a 
substantial advance in cotton prices, the Administration 
decided under pressure to lend cotton farmers 10 cents 
per pound on cotton produced in 1933, without liability 
for more than the cotton tendered as security for the 
loan. This was in order to enable the farmers to benefit 
from any increase in cotton prices resulting from currency 
inflation, further reductions in production, or other 
causes. In 1934 and 1935 the lending program was con
tinued. But the amount lent without risk of loss to the 
borrowing farmer was increased to 12 cents per pound in 
1934 and then reduced to 10 cents per pound in 1935, 
with an additional provision making it possible for farm-
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ers to receive 12 cents for cotton sold.8 This lending pro
gram enabled farmers to carry over a larger amount of 
their own cotton and consequently tended to increase 
their immediate gain from a reduction in the amount of 
cotton produced. Any increase in price resulting from 
reduction in production would, of course,. be received 
by farmers not only for their current crop but also for 
any cotton they had carried over. 

Only negligible attention has oeen paid to the stimula
tion of cotton exports by means of loans to foreign coun
tries, or to increasing domestic consumption by relief 
purchases. (See page 208 for further information.) Lit
tle attempt has been made to reduce the cost of market
ing cotton or to raise cotton prices through market
ing agreements. In fact, the textile and other codes 
relating to cotton established under the NRA have in
creased the cost of marketing cotton. Considerable un
availing effort has been made, however, to formulate a' 
ginners' marketing agreement which might have im
proved the quality of ginning and consequently increased 
the price received for cotton. 

OBJECTIVES 

The immediate objective of this program was to in
crease the current income of cotton farmers. It was 
planned to accomplish this objective chiefly by making 
rental or benefit payments to growers for taking land 
out of cotton production. It was expected that the proc
essing taxes levied to finance such payments would be 
paid by the consumer.4 The original act limited the 

• See Chap. XI for further details of the government's cotton loan 
program. 

• Secretary Wallace in his annual report to the President (Nov. 1 s. 
1933) stated: ''The [cotton] processing tax is intended to defray the 
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initial rate or amount of this tax to the difference be
tween the current average farm price of cotton and the 
fair exchange value, commonly called the "parity price," 
whic1;l was defined in the act as the price which would 
give cotton the same purchasing power in terms of things 
farmers buy as it had from August 1909 to July 1914. 
Additional increases in producers' incomes were expected 
to result from reductions in cotton production, govern
ment loans on cotton held off the market, loans to for
eign countries for the purchase of cotton and cotton 
goods, and relief purchases of cotton. 

There were also certain long-time objectives which 
were remotely connected with the current income of cot
ton farmers. The cotton program was designed to adjust 
current production to the current demand schedule 
without impairing and perhaps even while increasing 
the capacity of the South to produce cotton in the future. 
Benefit payments would naturally tend to prevent the 
abandonment of some cotton farms. And great effort 
was made to avoid a reduction in the number of ten
ants and laborers on cotton farms. Furthermore, farm
ers were encouraged to increase or maintain the produc
tive capacity of their land by planting crops which would 
improve the soil and prevent erosion-particularly on 
land rented to the government. A mbre diversified, more 
self-sufficing system of agriculture, with less cotton and 
more commodities for home consumption, advocated for 
years by the Extension Service (particularly in the east
ern Cotton Belt states), was also encouraged for the 
same and other reasons. Other government agencies 

costs of the acreage reduction. • • • It is expected that these taxes [on 
cotton], in the main, will be passed on to consumers, whose power to 
pay them will be increased by the government's general recovery pro
gram." Yearbook of Agriculture, U. S. Dept. of Agriculture, 1933, p. 
31. For further discussion of the processing tax, see Chap. XII. 
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were, it is true, planning to buy up poor farm land and 
put it into forests and uses other than the current pro
duction of farm products. But such plans, if carried out, 
were not expected to curtail materially the producing 
capacity of cotton farms in the United States. 

The basic idea underlying the cotton program, as well 
as most AAA control programs, was that the productive 
capacity of our farms was too large for current needs. 
For years many of our leading agricultural economists 
had pointed out this fact, and it was emphasized time 
after time by Secretary Wallace and many officials of 
the AAA. They claimed that our agricultural plant was 
about 40 million crop acres too large for current demand 
prior to the depression, and that the depression merely 
made a bad situation worse by reducing the demand for 
agricultural products. I The major cause of this over
capacity, according to Secretary Wallace and manyoffi
cials of the AAA, was the loss of foreign markets,' al
though the shift from horse-power to motor power and 

• Secretary Wallace said in an address at the 15th annual convention 
of the American Farm Bureau Federation, Chicago, Dec. IZ, 1933: 
''When we turn our attention to national planning, and reconcile our
selves to the idea that there never again will be the foreign purchasing 
power which before the war came from 200 millions in annual interest 
payments from abroad and which since the war has temporarily come 
from loans we have made abroad at the rate of 500 million to a billion 
dollars annually, we find ourselves confronted with the necessity ••• of 
retiring permanently from agricultural use perhaps 40 million acres of 
farm land." Other statements by Secretary Wallace indicate that by 
"permanently" he meant a number of years, perhaps five or ten. See 
also p. 85. 

• "It seems to me that there can be no difference of opinion on the 
part of anyone who has given the slightest thought to the balance sheet 
between this country and other nations as to the absolute necessity of a 
long-time program to control very effectively the area producing prod
ucts formerly sold abroad until such time as a sound foreign market is 
restored." ("The Re-opening of Foreign Markets for Our Agricultural 
Products," address by Secretary Wallace at the American Institute of 
Co-operation, Madison, Wis., July II, 1934.) 
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the increased mechanization of farms were considered 
important contributing factors. \ 

If, however, agriculture were allowed to adjust itself 
to the! level of demand existing during and immediately 
prior to or following the present depression, it was main
tained that the capacity.of our agricultural plant in the 
not distant future would be relatively too small. Such 
"automatic" reductions in our agricultural plant would 
come about by the migration of people from farm to 
city, abandonment of farms, and the depletion of soil 
resources principally by soil erosion, all of which would 
affect future as well as current productive capacity. The 
demand for cotton and other agricultural products was 
increasing almost every year because of population in
creases in the United States and foreign countries. Fur
thermore, as business recovered from the depression, 
there would tend to be an increased industrial demand 
for cotton and other products. Then too, it might be 
possible to increase foreign demand by reducing inter
national trade barriers, although the AAA and NRA up 
to that time had tended to strengthen rather than weaken 
those barriers, and the possibilities of material reduc
tions in the very near future seemed small. 

There was, therefore, no fundamental conflict be
tween the efforts of the AAA to increase the productive 
capacity of our farm land even while reducing current 
production, and the basic ideas of oversupply and of 
over-capacity held by Secretary Wallace and most offi
cials of the AAA. There was the immediate objective of 
increasing farm incomes and the long-time objective of 
preserving our agricultural resources. Stabilization of the 
use of our agricultural resources as well as stabilization 
of farm income from year to year were important long
time objectives of the cotton and other AAA programs. 
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In his annual report to the President on December 12, 

1934, Secretary Wallace stated: "Essentially, agricul
ture needs production control to prevent the mass swingS 
that lead to recurring cycles of over- and under-produc
tion.'" 

PROBLEMS TO BB MET 

In formulating a program designed to attain these 
objectives, numerous difficulties had to be met. When 
the Agricultural Adjustment Act was approved on May 
12, 1933, about half the cotton acreage had already 
been planted. The provisions of the act for reduction 
of cotton acreage could, therefore,be applied to the 
1933 crop only by destroying growing cotton. However, 
a bounty could also have been paid on cotton exports 
from funds collected by proceSsing taxes on cotton and 
cotton substitutes. Some also maintain that under the 
original act benefit payments could have been made to 
cotton producers without requiring any reduction in the 
amount of cotton produced. Nevertheless, the Secretary 
of Agriculture decided upon a cotton reduction program 
intended to reduce the world carry-over of American 
cotton to normal dimensions within a short time be
cause "the essential thing is to raise prices by adjusting 
supply to demand"s and because "we want to sell at a 
living price, and produce only for a market that will 
buy at that price."u Furthermore, "if he [the farmer] 

,is to get a decent price for his crop, he must adjust pro
duction to the market that actually exists, and he must 
have at his disposal some machinery for making that 
adjustment."'o This objective was sought in 1933 by 

'Yearbook of Agriculture, '935, p. 1. . 

• "Co-operation and the Program of the Administration," American 
Co-operation, '933, p. 8. 

o Address delivered at Salina, Kan., June 18, '933. 
'"The same. 
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plowing up cotton and in I934 and I935 by a reduction 
in the acreage of cotton planted. No attempt has been 
made to subsidize exports of cotton or to make benefit 
payments without restriction of production. 

A second difficulty arose in connection with determin
ing the amount of reduction in cotton production to be 
secured. All voluntary phases of the cotton control pro
grams undertaken were apparently designed to secure 
as large a reduction of the cotton crop. as possible with 
the funds available. But although all of the. funds col
lected by means of processing taxes on cotton and com
pensatory taxes on cotton substitutes have been expended, 
the unit rental or benefit payments for reducing cotton 

. production have been insufficient in themselves to induce 
a large enough number of farmers to sign contracts 
when a 25-50 per cent reduction in acreage was involved. 
Cotton land covered by contract with the government 
represented only 73 per cent in I933 and only 90 per 
cent in I934 of the cotton planted in the base period. 
This was in spite of the pressure of public opinion, ap
peals to patriotism, restriction of government credit, 
and threat of a drastic tax on the ginning of cotton grown 
by non-co-operators. 

A third difficulty grew out of the possibility that 
reductions in cotton production in the Unitec,i States 
might tend to stimulate foreign production of cotton 
and cause the United States to lose part of its foreign 
market for cotton. This danger was regarded by gov
ernment officials as slight, however, in view of the huge 
stocks of American cotton on hand. Moreover, the re
duction program was at first presented as a temporary 
measure, intended to furnish emergency relief to cotton 
farmers and to be discontinued when the carry-over of 
cotton had been reduced to normal proportions and 
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foreign demand had improved. As late as May 3, 1934 
Secretary Wallace stated: 

It is to be hoped that within two years the world carry-over 
of American cotton will be down to normal dimensions and 
that world trade in cotton by that time will be sufficiently active 
so that the South will again find it possible to produce her 
normal supply of cotton without control, with the prospect of 
selling a normal quantity on the world market at a price high 
enough to enable the South to contribute her normal share to 
the nation's purchasing power.ll 

It was further asserted that the United States had ad
vantages in cotton growing which no temporary reduc
tion in output would destroy. 

A fourth difficulty was presented by the fact that 
certain businesses and individuals in the South would be 
injured by a cotton reduction program. The volume of 
business of cotton ginners, factors, brokers, exporters, 
and cottonseed millers would naturally be reduced. 
These industries, as well as cotton picking, would need 
to employ a smaller number of men. There was also 
serious danger that many tenant families would be dis
placed. Administrators of the cotton program, however, 
claimed· that such losses would be small while the im
mediate gains for cotton farmers would be large. 

A further difficulty was encountered in protecting 
farmers who raised crops other than· cotton. If the re
duction in cotton acreage and production secured by 
government aid resulted in increased production of 
other farm products for market, it would tend to reduce 
the income of other farmers. It was therefore consid
ered necessary to restrict the use of land rented by the 
government .. 

The formulation of a program which would secure 

U "America Must Choose," radio address, May 3, 1934. 



COTTON AND THE AAA 

as large a reduction as possible with the funds available, 
and at the same time cause as little disruption of the 
existing economic and social organization of the South 
as possible, was not a simple task. One essential require
ment was a very large sign-up of cotton farmers. N on
signers would naturally tend to increase their cotton 
acreage in response to expected increases in price result
ing from reductions made by co-operating farmers. 
Their number, therefore, needed to be kept small. 

Another essential requirement was a limitation on the 
percentage reduction in cotton acreage for which in
dividual cotton farmers would receive rental or benefit 
payments. Some limitatio~ was particularly necessary 
for farms operated by tenants in 1934 and 1935. Other
wise, practically all of the cotton land in some areas 
might have been rented to the government. This would 
have destroyed the business of some local industries, such 
as ginning, which are wholly dependent upon the vol
ume of cotton produced locally. Furthermore, limits 
had to be set on the amount of cotton land that could be 
rented to the government by individual farmers, because 
only a limited amount of funds was available and it was 
essential that a very large proportion of the cotton farms 
be covered by contract. By setting limits on the acreage 
in each farm that could be rented, the government could 
pay a rental per acre high enough to induce most cotton 
farmers to sign contracts. Naturally payments from the 
same amount of funds could be made at twice as high 
a rate on 20 per cent of the cotton acreage as on 40 per 
cent. 

Still another essential requirement was to get the low
est rate of rental or benefit payments which would se
cure a very large sign-up. A low rental would enable the 
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government to finance the renting of a large acreage 
but might not be sufficiently attractive to secure the large 
sign-up deemed necessary. In general, these payments 
had to give promise of greater returns to farmers who 
signed contracts than to those who did not. The rate of 
such payments would naturally have to be higher per 
pound of cotton for a large sign-up than for a small 
one, assuming the same percentage reducti~n in cotton 
acreage for contract signers, since the expected increase 
in the price of cotton produced would be greater. When 
the rate of payment was established in 1934, cotton 
farmers not signing contracts were presumably going to 
be free in 1934 and 1935 to expand their cotton acreage 
in response to the expected higher price. In 1933 the 
payments needed to approximate the expected price 
times the expected yield of cotton plowed up, less any 
resulting saving in picking and ginning costs, in order 
to give contracting farmers as good a deal as non-sign
ers; in 1934 and 1935 the payments needed also to 
offset the potential gains from expansion of cotton acre
age. 

In establishing these rates of payment it was not nec
essary, when the sign-up was very large, to make them 
entirely offset the potential increase in net income from 
cotton of farmers not signing. As the proportion of cot
ton farmers signing contracts in a community increased, 
the pressure of an unfavorable public opinion on non
signers could be expected to increase, particularly to
wards those non-signers who attempted to increase their 
acreage of cotton. Communities where the possibilities 
of expansion were greatest, however, would tend to have 
a low sign-up. 

These problems indicate to some extent the difficulties 
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involved in attempting to control the production of cot
ton by government effort through voluntary agree
ments with producers. The entire economic organiza
tion of the South and the nation as a whole is affected 
to some extent by this effort. Indeed, it is a national 
program having international significance. 



CHAPTER IV 

COTTON CONTRACT OFFERS 

The exact nature of the government's cotton control 
program under the Agricultural Adjustment Act was 
expressed, to a large extent, by the terms of the cotton 
contracts offered to producers. These contracts, by the 
offer of rental or benefit payments, attempted to secure 
a reduction in the acreage and production of cotton and 
at the same time to control the effect of such reductions 
on different classes of cotton growers, producers of other 
crops and products, and the agricultural resources of the 
South. In this chapter we shall analyze the terms of the 
cotton contracts offered to producers during the last 
three seasons. 

GOVERNMENT OFFERS IN 19331 

When plans for the 1933 plow-up campaign were 
being formulated, prospective supplies of cotton were 
so large that administrators of the act decided. to obtain 
as large a reduction in cotton production as possible. In 
working out the terms of offers that would secure this 
primary objective, they had three major factors to con
sider: 

I. The amount of cotton obtained by the Secretary 
of Agriculture from the Farm Credit Administration 
which could be offered to farmers. 2 This was estimated 
to be about 2.4 million bales at the time of making the 
contract offers. Its cost to the Secretary of Agriculture 
was 5 cents per pound. 

1 For a fuller discussion of the 1933 plow-up, see H. I. Richards, 
Cotton unaer the Agricultural Aa;ustment Act, pp. 5-14. 

• See p. 1 96 for a discussion of this cotton. 

43 
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2. The amount of money available for cash rental 
and benefit payments. This was limited mainly to the 
receipts expected from processing taxes on cotton and 
compensatory taxes on competing products during the 
crop year 1933-34.8 

3. The schedule of payments that would secure as 
large a reduction in cotton production as possible with 
the funds available. Since the amount of cotton avail
able to the Secretary was less than the estimated reduc
tion in production which could be financed with the 
funds available, it was deemed advisable to make two 
offers, one of cash only and the other a combination 
offer of cash and an option4 to buy from the Secretary 
of Agriculture at 6 cents per pound a quantity of mid
dling ya-inch staple cotton estimated to be equal to that 
which the cotton grower agreed to plow up. In 1933 
the schedule of cash payments per acre under the respec
tive plans, arranged according to the estimated yield 
per acre of the land taken out of production (in pounds) 
was as follows: 

Estimated 
Yield per 

Acre 

100-124 ............ . 
125-149 ............ . 
150-174 ............ . 
175-224 -.......... - .. 
225-274 ...... _ ..... . 
275 and over ........ . 

Cash-Only 
Plan 

$ 7 
9 

11 
14 
17 
20 

Cash-and
Option 
Plan 

$ 6 
7 
8 

10 
11 
12 

• Funds for making these payments were advanced to the Secretary of 
Agriculture by the U. S. Treasury in anticipation of estimated receipts 

from processing taxes on cotton, but not from compensatory taxes, during 
the crop year ending July 31, 1934. 

• The. cotton on which these options were issued is commonly termed 
"option" cotton. See pp. 199-2. n. 
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The cotton on which growers obtained an option un
der the cash-and-option plan was to be sold by the Sec
retary on any date specified by the grower between De
cember I, 1933 and May I, 1934. The cotton option 
contract stipulated that the Secretary could sell the 
stated amount of cotton from stock held by him on any 
recognized spot market or an equivalent amount of fu
tures contracts held by him. If cotton futures were sold 
the price was to be based upon the current quotation of 
the New York Cotton Exchange. The difference be
tween this price and 6 cents per pound was to be paid 
to the grower. 

These offers were open to all cotton farm operators, 
whether they owned the land which they were farming 
or rented it on a cash or other basis. The test as to who· 
could make contracts was the legal ownership of the 
crop. Where legal ownership was vested in more than 
one person, all who were interested as owners had to 
sign the contract either as principal or consenting parties 
before it could be accepted by the Secretary. It was as
sumed that an agreement between landlord and tenant 
would provide for division of payments in proportion 
to the interest of each in the crop. Such an arrangement 
would, of course, favor the tenant, since his costs for 
picking and ginning would be reduced much more than 
those of the landlord. All payments were to be made 
only after satisfactory evidence of compliance on the part 
of the operator with the terms of the contra~ had been 
received. 5 

The cash-only and the cash-and-option offer were 
both limited to growers who agreed to plow up not less 
than 25 per cent and not more than 50 per cent of their 
total cotton acreage (except under special circumstances 

• See Chap. VIII on compliance. 
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approved by the state director of extension). This land 
was to be a fair average, as to estimated yield per acre, 
of the crop on all of the operator's land planted to cot
ton. The offer also limited the use of the cotton land 
plowed up to the production of soil-improving or ero
sion-preventing crops or of food or feed crops for home 
use. 

Growers desiring to participate in the program were 
required to sign an "offer to enter into cotton option
benefit or benefit contract" with the Secretary. These 
offers were irrevocable until July 31, 1933. Growers, 
however, were told that their offers to take cotton acre
age out of production would not be accepted unless a 
large enough acreage was offered to accomplish the ends. 
sought. No definite acreage was specified, but it was said 
that "only if a large majority of cotton farmers agree 
to help can the plan be carried out."s 

GOVERNMENT OFFERS IN 1934 AND 1935' 

In 1934 and 1935 the AAA' requested farmers to 
keep land out of cotton production rather than to plow 
it up. In 1934 farmers were offered a two-year contract 
in which the Secretary agreed to pay approximately 4.5 
cents per pound of the estimated average yield ~n land 
kept out of cotton production, and the producer agreed 
to reduce his 1934 cotton acreage 35-45 per centS be
low that' in the base period and his 1935 acreage by 25 
per cent. Later, an amendment provided for reductions 

I "The Agricultural Adjustment Act Applied to Cotton," AAA Press 
Release No. Z8237fo-33. 

'For a full statement of a tentative plan for reducing cotton acreage 
in 1934- and 1935, announced by the AAA in September 1933, see 
Appendix B. 

• ''Provided that the total reduction of all producers offering to enter 
into 1934- and 1935 cotton acreage reduction contracts within the above
named county or parish shall not exceed 4-0 per cent of the total base' 
acreage of such producers." 1934- and 1935 Cotton Acreage Reduction 
Contract, par. I. 
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ranging from 25 to 35 per cent in 1935. Producers not 
signing contracts in 1934 were also offered a one-year 
contract in 1935 under substantially the same terms as 
the earlier signers. Both contracts specified that the 
rented acres should not include "waste, gullied, or 
eroded land." They were required to be "tillable land 
suited to the growing of cotton" and to "represent in· 
productivity a fair average of the cotton land" on the 
farm. 

In formulating the terms of these offers it was neces
sary to work out a definite basis for calculating the per
centage reduction made by individual farmers. Various 
proposals were made, but the only ones seriously con
sidered provided for historical acreage and production 
bases of some kind. There was rather general agreement 
tha~ acreage and production quotas should be established 
for each state and county equal to their average annual 
acreage and production of cotton during the preceding 
five or ten years, with certain exceptions, as estimated 
by the United States Department of Agriculture. There 
was, however, considerable difference' of opinion over 
the method of procedure to be used in apportioning the 
county quotas thus established among the individual 
farms in each county. Some maintained that yield esti
mates should be for a five- or ten-year period but that 
the county acreage quota should be apportioned to in
dividual farms in accordance with their average acreage 
of cotton during 1932 and 1933, because for these years 
more accurate data could be obtained and because the 
acreage of cotton planted would more accurately'reflect 
existing conditions than for a longer period, as well as 
for other reasons. 

A five-year base, 1928-32, however, was adopted for 
the establishment of all acreage and production quotas, 
with certain exceptions. Representatives of some states 
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and counties, and some individuals, complained that the 
use of this base discriminated against them. Naturally 
it was more favorable to some than to others, as ex
plained later. As among the three major regions of the 
Cotton Belt such a five-year base seems to have been 
fair enough. The percentage of the cotton crop grown in 
each of these regions during the past five to ten years did 
not vary materially, as shown by the chart on page 48. 
Neither did it vary materially from the percentage dis
tribution calculated on the basis of the average acreage 
in 1932 and 1933 times the five-year average yield in 
each region. 

The contract offer in 1934, however, specified that: 

Any producer who is an owner, landlord, cash tenant, or 
managing share tenant and who operates or controls a cotton 
farm may be a party to a 1934 and 1935 cotton acreage reduc
tion contract cov!ring such farm, provided that on the land now 
in such farm: 

(a) Cotton was planted at least four years of the base period 
1928 to 1932 inclusive, or ' 

(b) Cotton was planted for three years of the base period, 
one of which years was either 1931 or 1932, or 

(c) Cotton was planted in both ofthe years 1931 and 1932. 
Except that-
(d) In the event that the producer failed to grow cotton in 

the years specified in any of the above clauses (a), (b), and 
( c ), but fulfilled an acreage reduction contract with the Secre
tary of Agriculture in 1933 and will farm the land in 1934 
on which such a contract was fulfilled, he may enter into a 
contract covering such farm and shall have as his base acreage 
the acreage planted to cotton on such farm in 1933 or, if cotton 
was planted in both years, the average acreage so planted in 
1932 and 1933, and the average yield per acre shall be fixed by 
the county committee in accordance with the 1928 to 1932 

• yielas--on;th-er5iiiiiliir lands in the community 
And provided in any event that--;-
(e) The reduction in 1934 shall not be less than two acres 

and 
(f) On land now in the farm planted to cotton for which-
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ever of the above periods is applicable, the average annual' pro
duction for such period shall not have been less than 100 pounds 
of lint cotton per acre.8 

Amendments to Administrative Ruling No. 1 issued 
on January 20, 1934 reduced the minimum yield on 
land eligible to be rented to the Secretary from 100 to 
75 pounds of lint cotton per acre, and allowed 

••• any producer on a farm having a base acreage of not 
more than five acres but not less than two acres to sign a con
tract for the reduction of any whole number of acres not in 
excess of the base acreage for such farms, except that in no 
instance may the reduction be less than two acres.10 

All farms on which cotton was grown only during 
the first three years of the base period 1928-32, or dur
ing only one of these years and in 1931 or 1932 but not 
in 1933, were thus declared ineligible for a cotton con
tract in 1934. All farms covered by a plow-up contract 
in 1933, however, were declared eligible regardless of 
their production in any year of the regular base period. 
Only a very small number of farms on which cotton was 
grown at any time during 1928-32 were unable to 
qualify for a 1934-35 contract. 

In 1935 a one-year contract was offered to 
Any producer who is an owner, cash tenant, standing or 

fixed rent tenant, or a managing share tenant (jointly with the 
landlord) and who operates and controls a farm on which 
cotton was planted in 1933 and/or 1934 and on which cotton 
will be planted in 1935 ••• and which was not covered by a 
1934 and 1935 cotton acreage reduction contract in 1934. 

Provided also that all farms offered for a 1935 cotton con
tract must have a base acreage of ~ot less than one acre.11 

• "Administrative Rulings and Instructions Relating to the 1934 and 
1935 Cotton Acreage Reduction Plan," AAA Form No. Cattail 5, De
cember 1933 • 

.. AAA Form No. Cattail 5-A, 37453°-34. 
U "Administrative Rulings Applicable for 1935 to the 1934 and 1935 

Cotton Acreage Adjustment Plan." AAA Cotto" 106, Ruling 1. "Except 
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For the 1935 contract the base acreage of farms which 
had been eligible but not covered by the two-year con
tract was calculated in the same manner as in 1934. The 
base acreage of other farms eligible in 1935 was in 
general calculated on the basis of the acreage of cotton 
planted from 1932 to 1934.12 In case a farm was eligible 

that any 8uch producer operating a farm on which cotton was not planted 
in 1933 and 1934 because such farm was in 1933 and 1934 planted to 
perennial crops in a regular rotation or because such farm was covered 
by an agreement with the government to eradicate the pink bollworm, 
but on which farm cotton was planted during the period 192.8 to 1932. 
(in lOme combination of years set forth in Administrative Ruling No . ..
herein) and on which cotton will be planted ,in 1935 (subject to Ad
ministrative Ruling No. 10) may become a party to a 1934 and 1935 
cotton acreage reduction contract covering such farm for the year 
1935." 

.. "Administrative Rulings Applicable for 1935," AAA Cotton 106, 
provided the following method of calculating the base acreage of such 
farms: 

Cotton Planted Only in Base Acreage 

1932 and 1933 }' Average acreage planted to 
1928, 1929, or 1930, and in cotton in 1932 and,1933 

1932 and 1933 

1932 and 1934-
'n } Average acreage planted 
1 cotton in 1932 and 1934b 1928, 1929, or 1930, and 

1932 and 1934 

1933 
1928, 

1934 
1928, 

} 
Acreage planted in 1933 

1929, 1930, and 1933 

}
Acreage planted in 1934" 

19,29, or 1930, and 1934 

to 

• Farms with such a cotton history were eligible to sign a cotton con
tract in 1934 only if they had been covered by a 1933 plow-up contract. 
In 1 935 this restriction was removed. 

'The acreage allowed for 1934, however, could not exceed one-third 
of the acreage cultivated in 1934 and still in the farm • 

• Provided, however, that it could not exceed one-third of the acreage 
cultivated in 1934 and still in the farm; and provided further that 
if the acreage rented to the Secretary by contract signers in the county 
in 1934 plus the acreage rented to the Secretary of Agriculture in 1934 
was less than one-third of their cultivated land, the base acreage allowed 
should not exceed the acreage represented by such average percentage. 
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under more than one o£.the bases for either the 1934 or 
the 1935 contract, rulings stipulated the use of the long
est base period for which it could qualify. 

The average yield per acre used in calculating the 
farm aIlotment and the rental payments was expected 
to represent the average yield during 1928-32 of all 
cotton land on the farm. The method of determining 
this average yield varied with the years included ,in the 
base period. Each farm for which the acreage planted to 
cotton in 1932 and/or 1933 ana/or 1934 served as the 
base was assigned an average yield by the community 
committee, subject to the approval of the county com
mittee. This yield was to be a fair and equitable average 
for land of similar character in the particular community 
for the period 192.8-32. The average yield of every farm 
for which the base period was'stated as 1928-32 was 
determined by dividing the total production of cotton 
during this period by the total acreage planted. 

As has been pointed out, signers of the 193'4-35 
contract agreed to reduce their cotton acreage in 1934 
by 35-45 per cent of their base acreage, and in 1935 
by 25 per cent of their base. 

For land kept out of cotton production in 1934 the 
Secretary offered to paY3.5 cents per pound on the aver
age yield of lint cotton per a,cre on' the entire farm in 
the years 1928-32, provided, hQwever, that the maxi
mum rental should not exceed $ I 8 per acre: An addi
tional "parity payment" of not less than on~ ',cent per 
pound was to be made 011 the "farm allotment," which 
was defined as 40 per cent-of the base acreage ,ti~es the 
average yield per acre on this acreage during, the base 
period. The rate of rental payment (3.5 cellts per pound) 
remained the same in 1935, but the "parity payment" 
was increased to 1.25 cents per pound. 
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Specific provision was made for the division of pay
ments between landlord and tenant.18 Cash tenants with 
farm leases for 1934 and 1935 were to receive all of the 
rental and parity payments. Managing share tenants 
signing the contract with the owner or his legally au
thorized agent were to receive half of the rental pay
ments and their usual crop share of the parity payments. 
Non-managing share tenants and share croppers were 
to receive none of the rental.payments but were to re
ceive their usual crop share of the parity payments. Di
vision of the parity payment, however, was placed in 
the hands of the landlord.14 

The rental payments were to be made in two equal 
installments: the first between March 1 and April 30 
(immediately before planting), and the second between 
August 1 and September 30 (immediately before har
vest). These were expected to reduce the amount of 
production and store credit used by cotton producers 
and thus enable them to reduce or eliminate the high 
interest charges paid on such forms of credit. This was 
intended to act as an additional indlfcement to producers 
to sign contracts. The parity payments were to be made 
!n December 1934, providing a form of Christmas sav
mgs. 

U Only cash (including standing or fixed-rent) and managing share 
tenants could sign contracts as producers. Cash tenants without leases 
for both 1934 and 1935 were required to secure the signatures of 
landlords. In the case of farms operated by managing share tenants, 
both the landlord and tenant were required to sign. In all other cases 
the landlord signed alone. The definition of a managing share tenant 
caused considerable difficulty. In the contract such a person is defined 
as "a share tenant who furnishes the work stock, equipment, and labor 
used in the production of cotton and who manages the operation of 
this farm." 

It See pp. 138-46 for the effect of these provisions upon compliance 
with the terms of the contract covering landlord-tenant relationships. 
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An additional reason for providing early payment of 
one-half of the rental was to increase the purchasing 
power of cotton producers with as little delay as pos
siple/5 Such an adv.:ance, however, increased the danger 
that contract signers would violate their contracts. A 
few producers, the bad actors, might decide to accept 
the first half of the rental payments and then proceed 
to plant their usual acreage of cotton or even increase 
their acreage. If even a very small percentage of cotton 
producers adopted this practice, a tremendous enforce
ment problem would develop. Payment of the rental 
benefits only after the performance of each contracting 
producer had been checked would have made enforce
ment much easier. Such a procedure would-have placed 
the county agents and the committees in a position to 
withhold all payments to producers who failed to con
form to the terms of the contract. This was the· fortu
nate position of the county agents during the 1933 plow
up campaign, and doubtless was one reason for the rela
tively small amount of enforcement difficulties then 
encountered. 

OFFERS CONTEMPLATED FOR SUCCEEDING YEARS 

In December 1935 plans were announced for offering 
a four-year contract in 1936 which could be terminated 
at the end of any year by the Secretary of Agriculture 
or the contracting farmer by giving appropriate notice 
of such termination.16 

This contract provided for a single adjustment pay
ment in 1936 of not less than 5 cents per pound on the 

Jilt was also expected to have some inflationary effect, since rental 
and benefit payments precede to some extent the collection of processing 
taxes • 

.. "AAA Announces New Four-Year Cotton Adjustment Program," 
""" Press Release No. 993-36, Dec. 3, 1935. 
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average yield of lint cotton on land withheld from cot
ton production under contract in 1936. This rat~ of pay
ment per acre was approximately the same as in 1935, 
but farmers were permitted to rent 30-45 per cent of 
their base cotton acreage to the government at this rate 
in 1936 compared with only z5-35 per cent in 1935. 
The payments in 1936 were to be made as soon as prac
ticable after compliance was determined, and the work 
of checking compliance was to be started as soon as the 
planting season was over in each county. 

In 1936 the division of payments between landlords 
and tenants on farms under contract was to be as fol
lows: 37.5 per cent of the payment was to be made to 
the person furnishing the land; u.s per cent to the in
dividual furnishings the work stock and equipment; and 
the remaining 50 per cent was to be divided according 
to the ·proportion that each received of the cotton pro
duced or of the proceeds from it. This division of. the 
benefit payment would have increased the proportion 
received by tenants above that received by them in 1935. 
Furthermore, separate payments were to be made direct 
to the tenant and landlord unless a joint payee was 
designated by them. 

Numerous changes were also planned for the deter
mination of the base acreage for each state, county, and 
farm in 1936. In the first place, a total base acreage of 
44.5 million acres--estimated to be approximately equal 
to the total base acreage of contract signers and non
contract-signers in 1935-was proposed~ This base or na
tional acreage quota was to be allocated by the Cotton 
Section of the AAA among the various cotton-producing 
states upon a basis corresponding to the total of the base 
cotton acreages established for all farms, including those 
not covered by contract in 1935. Ninety per cent of each 
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state quota was to be allocated to the individual counties 
by the method used in allocating the national quota to 
the states. The remaining 10 per cent was to be s~t aside 
as a state reserve for apportionment to counties and in
dividual producers by a state cotton board. 

In apportioning the county quota to individual pro
ducers it was planned to permit each state cotton board 
to select one of five base periods for this purpose. The 
bases from which the choice could be made were 1928-
32 inclusive, 1931-33 inclusive, 1932-34 inclusive, 
1933-35 inclusive, and 1935. The base selected, how
ever, was to be applied uniformly throughout a state. 

Considerable freedom was to be given the state cotton 
board in apportioning the state reserve. For instance, a 
state board might have used it to make the county quotas 
conform to the total cotton acreage bases established for 
all farms on the basis selected by the state board. 

VARIATIONS IN ADVANTAGES OF GOVERNMENT OFFERS 

The economic advantage of signing a 1934-35 con
tract in 1934 varied with the relation of current acreage 
and production, or of existing facilities for producing 
cotton on a farm, to the acreage and production base al
lowed. As an extreme case, assume that a farm on which 
only IS acres of cotton had been grown in 1932 and 1933 
received a base of 25 acres. It is obvious that a 40 per 
cent reduction could be made from such a base without 
reducing the acreage of cotton planted below that in 
1932 or 1933. Any rental and parity paymdnts re
ceived by the owner or .operator of such a farm would 
be in the nature of a gift. On the other hand, if 45 acres 
of cotton had been grown on this farm in 1932 and 1933, 
and if the operator was equipped to continue producing 
this acreage of cotton, a contract permitting the planting 
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of only IS acres of cotton would mean an actual reduc
tion of 30 acres, but government payments would be 
calculated on the basis ofa reduction of only 10 acres. 

Such extreme variations were possible under the ad
ministrative rulings issued in 1934. These rulings de
fined the base acreage and production for eligible farms 
as their average planted acreage and production during 
the years of the base period in which cotton was actually 
planted. Farms on which cotton had been grown only 
one, two, or three years of the base period, however, 
were relatively few iri number. A large percentage of 
them had a four- or five-year acreage and production 
base. Nevertheless the result of this definition was that 
farms varying widely in acreage of cotto~ planted re
ceived the same base acreage. This is indicated more . 
clearly by the following table; in which farms having 
different acreage records are represented by letters: 
Year NT BCD E F G H I 
1928 ........ 25 25 10 45 15 35 
1929 - 25 25 25 10 40 20 30 
1930 - 25 25 25 20 20 25 25 
1931 ........ - 25 25 25 25 40 10 30 20 
1932 ........ - 25 25 - 25 45 10 35 IS 
193318 

......• 25 
Average acreage, 

1928-32 . . .. 0 10 20· 20' 25' 25· 25 25 25 

Base acreage . .. 25 25 2~ 25 25. 25 25 25 25 

While examples of all of these cases are actually on 
record, the extreme cases, such as A, B, F, and G, are 
few in number and relatively unimportant. 

Farms and areas having a downward trend in acreage 

"Farm covered by a J 9 33 cotton contract. 
,. Except in the case of A, any acreage could have been planted in 

1933· 
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of cotton (Farm G) tended to receive a base relatively 
high in relation to their acreage in 1932. The opposite 
was true of farms and areas on which the acreage of 
cotton had been increasing during the base period (Farm 
F). NatUrally farmers having an upward trend consid
ered their base unsatisfactory. Nevertheless, those with 
a downward trend in acreage received a lower base than 
they would have if their early level of acreage had been 
maintained, and those with an upward trend received a 
higher base as a, result of increasing, their acreage of 
cotton during the depression. Cotton farmers who had 
made reductions in acreage prior to the passage of the 
Agricultural Adjustment Act, whether in response to 
low prices or to the advice of the Agricultural Extension 
Service, were thus given' a base relatively lower than 
those who were supposedly causing "the breakdown of 
the old economic system." 

Farms which had grown cotton intermittently re
ceived a higher base in relation to their average acreage 
during the base period than those which had produced 
cotton each year. Thus, in the hypothetical example, 
Farm F with 10 acres of cotton in 192'8 'and 1;929, 20 
acres in 1930, and nearly twice as large an; acreage as 
Farm B in 193 I and 1932', was only entitled to the same 
base acreage as Farm B. Only 50 acres of cotton were 
planted on Farm B during the base' period compared 
with 125 acres on Farm F, yet the base acreage of both 
was the same., 

In effect, in deter~ning the base acreage, greater 
weight was given to the acreage 6f cotton 'grown in 1931-
33 than in 1928-30. Ifa farm on which cotton was grown 
for the first time in 1933 was covered by a plow-up con
tract, it was placed on equality with farms on which 
cotton had been grown every year since 1928. Farm A, 
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for instance, on which 25 acres of cotton had been 
planted for the first time in 1933 was entitled to the 
same base as Farm E on which 25 acres of cotton had 
been planted each year from 1928 to 1932 inclusive, re
gardless of the acreage of cotton planted in 1933. 

A very large proportion of the cotton planted in 1932 
and 1933, however, was undoubtedly on farms growing 
cotton during four or five years of the base period ~928-
32. On most farms, the acreage of cotton planted in 1931, 
1932, and 1933 was considerably below that planted 
on the same farms in 1928, 1929, and 1930. The acre
age of cotton in cultivation in the United StateS on July 
1 each year of the base period 'was as follows (in thou
sands of acres): 

1928 ........................... . 
1929 .................... . 
1930 ........................... . 
1931 ...................... . 
1932 ........................... . 
1933 ........................... . 

43,735 
44,458 
43,339 
39,109 
36,542 
40,852 

Nevertheless, by tending to favot the farms which be
gan producing cotton after 1930, a larger proportion 

. of the farms most able and likely to increase their acre
age and production of cotton may have been induced to 
sign cotton contracts in 1934. 

A.nother cause of variation in the economic advantage 
of government offers to fa~mers for reducing their pro
duction of cotton was the lack of any provision for dif
ferences in quality or location of cotton produced. The 
same offer was made to growers of long-staple cotton as 
to growers of short-staple, and to growers of cotton in 
southwestern Oklahoma as to growers near the cotton 
mills of North and South Carolina. Yet the average 
premium paid at New Orleans in 1930-31 for. cotton 
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of 1}8-inch staple was 1.83 cents per pound over that 
of fB -inch middling grade cotton (contract grade); and 
the premium on I 3/16-inch staple was 3.08 cents per 
pound.IS In 1929-30 prices of middling fB-inch white 
cotton in -northwest Texas and southwest Oklahoma were 
1.0 to 1.5 cents per pound below those for the same 
grade and staple cotton in ,the ten major spot markets 
of the United States, as compared with local prices in 
North Carolina only 0.16 cents per pound below. For 
these two reasons the government offer in 1933 was 
much more favorable to cotton growers in southwestern 
Oklahoma, northwestern Texas, and southern Alabama 
and Georgia than to cotton growers in the Mississippi 
Delta, North Carolina, and the irrigated areas. 
Th~ government offers for plowing up cotton in 1933 

also provided somewhat higher payments per pound of 
estimated yield on the average for relatively low-yield 
cotton land than for high-yield land, as shown in the 
table on page 6 I. This definitely favored the western 
part of the Cotton Belt. 

The government offer for reducing cotton acreage in 
1934 and 1935, however, favored the eastern section of 
the Cotton Belt. It provided for a fixed payment per 
pound of estimated yields during a specified base period 
(with a maximum payment per acre of $ 18) regardless 
of the normal cash and other costs of obtaining those 
yields. For instance, the average yield of cotton per acre 

.. The weighted average price received by producers for cotton sold 
during the 1930-31 season was 9.5 cents per pound, according to esti
mates by the U. S. Dept. of Agriculture, or about the same as the prices 
prevailing during the sign-up campaign. For the years 1928-31 in
clusive, 39.5 per cent of domestic cotton was of contract grade, 13.5 
per cent below contract grade, and 47.0 per cent .above. Lawrence 
Myers and Maurice R. Cooper, Cotto" Stot;st;cs and Related Data 
for Agricultural Workers, U. S. Dept. of Agriculture, 1932, pp. 20, 26. 
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in North Carolina from 1928 to 1932 inclusive was 253 
pounds as compared with only 142 pounds in Texas and 
145 in Oklahoma. For these yields the rental and 
parity payments would be roughly $11.38, $6.34, and 
$6.52 per acre respectively. Cash costs per acre of pro
ducing cotton in North Carolina, however, are consider
ably higher than in Texas or Oklahoma. In 1934 and 

CASH-ONLY AND CASH-AND-OPTION PAYMENTS 

(In cents per pound of estimated cotton yidd per acre) 

Payment for Average Yield Payment for Upper and 
Estimated Yidd in Group Lower Limits ofYidd 

per Acre Group 
(In pounds) Cash-Only Cash-and- Cash-Only Cash-and 

Plan Option Plan Plan Option Plan 

100-124 ........ 6.30 5.40 7.0-5.6 6.G-4.8 
125-149 ........ 6.60 5.15 7.2--6.0 5.6-4.7 
150-174 ........ 6.80 4.95 7.3--6.3 5.3-4.6 
175-224 ........ 7.12 5.10 8.0--6.25 5.7-4.5 
225-274 ........ 6.90 4.45 7.6--6.2 4.9-4.0 
275 andover .... 5.65- 3.40- 7.3-4.0b 4.4-2.41> 

- Assuming a maximum yidd of 500 pounds per acre. 
b For a SOO-pound yield per acre. 

1935 the average cost of fertilizer per acre of cotton 
grown in North Carolina was $4.53 compared with only 
5 cents per acre in Texas and Oklahoma.20 North Caro
lina growers also have other cash costs, such as for 
weevil control, larger than do western growers. Partially 
offsetting these larger savings in cash costs in North 
Carolina is the higher price normally received for cotton 
grown. The December 1 farm price of cotton in 1932 
and 1933 was 0.5 cents higher per pound in North Caro
lina than in Texas and 0.85 cents higher than in Okla-

.. Crops tmtl Markets, U. S. Dept. of Agriculture, August 1935, p. 
31 9. 
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homa.21 With these price differences the average yield of 
253 pounds of cotton produced in North Carolina would 
be worth on the average $ I .26 more than the same num
ber of pounds produced in Texas and $2.15 more than 
in Oklahoma. Such price differences did not nearly offset 
the average saving in cash cost of commercial fertilizer 
alone in North Carolina. 

These offers were intended to give the contract signer 
a better deal than the non-signer. This objective was 
attained, on the average, by the cash~and-option offer 
for plowing up cotton in 1933, since the contract signers 
received options to buy, at 6 cents per pound, cotton 
equivalent in amount to that estimated to have been de
stroyed by them and worth approximately one cent more 
per pound on the average, and in addition received a 
cash payment averaging about 5 cents per pound for the 
cotton destroyed. If actual yields were the same as esti
mated yields, signers selecting this plan benefited as 
much on the average as non-signers from any price rise 
resulting from the plow-up program or from other 
causes. 

There was not the same assurance that the cash offer 
in 1933, 1934, or 1935 (without considering the effect 
of the Bankhead Act) would prove to be a better deal 
for the signer than for the non-signer. When converted 
into cents per pound, as noted above, cash payments of
fered under the cash-only plan in 1933 varied from 8 
cents for yields of 175 pounds per acre down to 4 cents or 
less for yields of 500 pounds or more. Yet farm prices 
for cotton during the sign-up campaign were averaging 
about 10 cents per pound-S.7 cents on June 15, ,1933 

.. This price spread for all cotton grown in each respective area 
should not be confused with the price spreads mentioned on p. 60 for 
cotton of a particular grade and staple in the two areas. 
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and 10.6 cents on July 15. However, just two or three 
months earlier farm prices had been about 6 cents per 
pound, and there was a possibility that they would again 
decline to that level. If this occurred, growers accepting 
the cash-only offer would fare better than non-signers. 
On the other hand, if cotton prices continued around a 
lo-cent or higher level, whether because of the success 
of the program or for other reasons, the non-signer 
would be favored. 

Under the 1934-35 cotton acreage reduction contract, 
cotton producers renting 40 per cent of their base acre~ 
age were offered a minimum payment for land rented 
of 4.5 cents per pound on the average yield of lint cot
ton in 1928-32 on the entire farm, regardless of its loca
tion (rental payments of 3.5 cents plus a parity payment 
of one cent per pound on 40 per cent of the production 
during the base period). This may be compared with 
an average farm price of cotton in the United States on 
December I, 1932 of 5.7 cents per pound. A rental of 
4.5 cents per pound is the equivalent of one-fourth of 
the gross value of the crop with average yields when 
cotton prices are 18 cents per pound and of one-third of 
it with cotton prices at 13.5.cents. It also represents a 
return of $6.30 per acre for land yielding 140 pounds 
of lint cotton per acre and $9.90 for land yielding 220 
pounds. In 1935 the payments per acre were increased. 
For instance, a farm having an allowed average yield of 
140 pounds of lint cotton per acre and a base of ten 
acres, three of which were rented to the government, 
received a total payment of $21.70 or $7.23 per acre. 
Had the program been continued in 1936, it was planned 
to pay $7.00 per acre for taking such land out of cotton 
production. 
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The average rent of cotton land producing these 
amounts of cotton has been estimated by the Division of 
Farm Management and Costs of the United States De
partment of Agriculture to have been $3.46 and $3.97 
respectively in 1931 and 1932.22 These returns per acre, 
however, are not strictly comparable with those under 
the cotton program. The government payments were not 
only for land rental but also in effect for the rent of labor 
and equipment that would ordinarily have been used in 
. the production of cotton on this land. However, the pay
ments appear to have been distinctly remunerative 
rentals, except for perhaps two groups: those who would 
otherwise have planted more than their base acreage, 
and those who received a relatively low acreage and 
production base. 

Nevertheless, the advantages of these offers depended 
to a considerable extent upon the total reduction in 
production secured. When the 1933 plow-up campaign 
was undertaken, practically all of the cotton had been 
planted, and the AAA assured farmers that their offers 
would not be accepted unless a large enough acreage was 
offered to accomplish the ends sought. Since these offers 
were limited to growers who agreed to take out of pro
duction not less than 25 per cent and not more than 50 
per cent of their cotton acreage, except with the approval 
of the state director of extension, the effect of the pro
gram on cotton production could be calculated within 
reasonable limits in 1933. Besides, there was not the 
possibility that individual growers would expand their 
acreage of cotton in 1933 in response to the higher prices 
expected to result from the program. 

When the. 1934 and 1935 cotton acreage reduction 

• Myers and Cooper, Cotton Statistics imJ Related Data fo,. Agri
cultu,.al W o,.kers, p. 94. 
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contract was presented to farmers early in 1934, how
ever, non-signers were supposed to be free to increase 
their cotton acreage although pressure of public opinion 
and threat of a tax under the proposed Bankhead bill 
may have made plans for an increase seem unwise. There 
was at least an opportunity to increase the acreage of 
cotton planted. Consequently the government offer for 
1934 and 1935 must be considered not merely as a 
rental for a specified acreage of cotton land, but also as 
compensation tb the farmer for not increasing his acre
age of cotton above his base acreage. For instance, a 
farmer with a base of 20 acres might compare his esti
mated income from 12 acres of cotton, plus rental and 
benefit .payments with the income from 20, 25, or 30 

acres of cotton, making allowance for the estimated dif
ference in his expenses for fertilizer, cotton picking, gin
ning, and purchases of food, feed, and other products. 

Many of the factors involved in actually determining 
the profitableness of signing or not signing a contract 
were exceedingly difficult to measure. A 40 per cent 
reduction in acreage of cotton meant a great deal less 
work, even if food and feed crops were increased as much 
as the acreage of cotton was reduced. Then, too, .a re
duction in acreage of cotton would probably result in 
better care of the acreage grown. Soil conditions might 
also be improved by planting less cotton and more food, 
feed, or soil-improving crops. 

The effect on a farmer's expenses of a 40 per cent re
duction in acreage of cotton would naturally vary a 
great deal. As pointed out above, those normally apply
ing large amounts of commercial fertilizer would be 
saved this expense on the reduced acreage. There would 
also be a saving in the picking, ginning, and other costs 
of large producers who did not depend upon family 
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labor for any of this work. The government offer was 
therefore less advantageous to the small producer than 
to the large grower. 

Naturally the economic advantage of signing such a 
contract would decrease in proportion to the success of 
the sign-up campaign. With a large sign-up and a re
duction in 1934 cotton acreage of approximately 40 per 
cent, the individual farmer would obviously stand to 
gain more by not signing than with only a small sign-up. 
This is true of all reduction programs by means of volun.,. 
tary contracts; but it was particularly true of the cotton 
program because it required such a large reduction by 
each contract signer. 23 

In appraising these features of the so-called voluntary 
control-program it should be appreciated that the AAA 
was pioneering in the field of production control and 
was laying the foundation for a program that might be 
continued over a longer period of years. Once satisfac
tory acreage and production bases were established for 
each cotton farm they might be continued unchanged 
over a long period of time. . 

The hurried initiation of such a program, however, 
necessitated the adoption of measures which were not 
expected to be continued. Uniform rates of payment for 
taking land out of cotton production in all parts of the 
Cotton Belt were not expected to be continued indefi
nitely. Neither were uniform percentage reductions. 
These provisions were considered temporary measures. 

• See Chap_ IX for a consideration of the variation in advantage of 
government offers to landlords and tenants. 



CHAPTER V 

ADMINISTRATIVE ORGANIZATION 

The attempt to reduce cotton production outlined in 
Chapter III was a tremendous undertaking. The policy 
itself had to be formulated and worked out in detail. 
The reasons for such a drastic program had to be ex
plained to more than 2 million cotton growers as well as 
to the general public, and the tc;rms of the contracts ex
plained in detail to each grower. Each contract had to be 
inspected by persons familiar with the production his
tory of the farm, checked for errors, and properly signed 
and witnessed. 

In the I933 cotton plow-up program, for instance, 
it was necessary to inspect the acreage of cotton grown 
by each farmer desiring to participate, to select repre
sentative fields to be plowed up, and to estimate their 
prospective yields. When a tenant or cropper desired 
to sign a contract, the consent of the landlord was re
quired. Likewise a grower having outstanding liens 
against his crop had to make satisfactory arrangements 
with each lien holder. In the I934-35 program the acre
age, yield, and production of cotton from I928 to I932, 
and in some cases I933 as well, had to be obtained for 
each farm and adjusted for inaccuracies. Finally, the 
compliance of each contract signer in both programs had 
to be checked and payments made. Supplementary phases 
of the program included administration of the Bankhead 
Cotton Control Act, collection of processing taxes on 
cotton and certain competing products, a tax on the gin
ning of cotton, the making and handling of IO- and I2-

67 
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cent loans, and the handling and marketing of cotton 
acquired from the Farm Credit Administration. 

In order to carry out these widely divergent under
takings simultaneously and quickly, special administra
tive machim:ry had to be called into action. Although 
heavy drafts were made upon old-line government ser
vices, new local as well as federal units were incorporated 
into the organization built up to carry out the cotton 
program. To begin- with, we shall consider what ways 
and means of accomplishing the desired results were in 
existence at the time the program was inaugurated. 

AVAILABLE FACIUTIES 

While the adjustment program was in many respects 
an extreme departure from previous activities of the 
United States Department of Agriculture, it nevertheless 
represented a departure in the direction this Department 
had been moving for a number of years. The term "a 
state directed agriculture" had been familiar to some 
members of the Department, particularly in the Bureau 
of Agricultural Economics, ten years before the passage 
of the Agricultural Adjustment Act: The term was used, 
however, merely as an expression of a point of view 
in the consideration of agricultural economic problems. 
These problems were being analyzed from the stand
point of the economic welfare of the people in the state, 
the region, or the nation as a whole, as well as of the 
individual farmer. There was, for instance, the ques
tion whether the production of dairy products, wheat, 
or cotton was too large or too small, and whether it 
would be to the best interest of farmers and of the na
tion as a whole to expand or contract these enterprises. 
But it was not proposed to influence or speed up agricul
tural adjustments except through educational processes. 
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"Agricultural Outlook" reports were made each year 
to advise farmers regarding probable trends of produc
tion and prices, and the character and sometimes the 
amount of change they could advantageously make in 
their production program in the ensuing year. The 
preparation of such reports involved intensive research 
into the relation of prices of individual farm products to 
supplies and other factors, and the relationship of pro
duction to prices.' The results of this research work 
formed the foundation for much of the program. More
over, the Bureau of Agricultural Economics was called 
upon frequently by the AAA for special economic and 
statistical reports pertaining to current acreage, removal 
of surpluses, and marketing agreements. 

Equally important from the standpoint of operating 
the adjustment program was the work of the Division 
of Crop and Livestock Estimates. Its reports on pro
duction and prices, in connection with those of the Di
vision of Statistical and. Historical Research, furnished 
the basis for the analysis of supply-price relationships 
referred to above. Its county, state, and national esti-

I Attempts were also made to direct, by education and suggestion, the 
year-to-year changes in production of farmers in different areas that 
should be made in view of the agricultural price outlook. A number of 
states were divided into areas, called type-of-farming areas, within each 
of which farming conditions were fairly uniform and where most of the 
farmers were following a similar type of farming. A number of rep
resentative farms were usually selected in each of these areas, and 
changes in their organization worked out that appeared to be profitable 
in view of the agricultural price outlook. Such changes were taken as an 
indication of the changes that should be made in the entire area rep
resented. The whole United States has now been divided into type-of
farming areas, on the basis of 1930 census data, a knowledge of local 
conditions, and other factors. This work, which was well under way 
at the time the Adjustment Act was passed, was done under the direc
tion of F. F. Elliott who, as director of the Division of Program 
Planning of the AM, later attempted to use it in planning the adjust
ments that should be made in the production of agricultural products 
in the United States. 
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mates of acreage, yield, and production of cotton fur
nished the means for checking and holding in line the 
production estimates of contracting farmers. All of this 
research work and the research men formerly engaged 
in it played a vitally important role in the formulation 
of the cotton and other programs of the AAA.2 Besides, 
the methods of procedure developed in this Division 
for determining bias, checking inaccuracies, etc., proved 
exceedingly valuable in formulating the methods of 
procedure to be followed in checking individual con
tracts. 

The educational agencies built up over a long period 
of years by the Department of Agriculture in co-opera
tion with state and county governments and farmers were 
almost ideally adapted to carrying out the cotton pro
gram. At its inception, 733 or 77 per cent of the cotton
growing counties participating in the cotton plow-up 
campaign already had county agricultural extension 
agents who regularly helped farmers with their produc
tion, marketing, and organization problems. Many of 
these had been in the same counties .for ,a number of 
years. They knew the farm leaders and the men who 
could be depended upon to put the program across 
effectively. Their activities were guided by the state agri
cultural extension services and the Agricultural Exten
sion Service of the United States Department of A.gri
culture. 

• A number of the men who had much to do with the formation of 
the AAA and many of the key men in the organization were formerly 
contemporaries in farm management research work in the Bureau of Ag
ricultural Economics. They include M. L. Wilson, assistant secretary 
of agriculture; H. R. Tolley, formerly director, Division of Program 
Planning; Mordecai Ezekiel, economic adviser to the Secretary; Jesse 
W. Tapp, director, Division of Marketing Agreements and Licenses; 
J. B. Hutson, director, Division of Tobacco, Sugar, Rice and Peanuts; 
and F. F. Elliott, director, Division of Program Planning. 
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In addition to the county extension workers, local 
communities in 522 or about 65 per cent of the impor
tant cotton-growing counties also employed one or more 
vocational agriculture teachers whose activities were 
guided by state and federal boards of vocational edu
cation. These workers taught agriculture in the schools 
and conducted educational work for adult farmers. 
In the year ending June 30, 1933, more than 50,000 
farmers were regular attendants at their evening classes, 
and a much larger number attended irregularly. These 
teachers evidently had the confidence of many farmers 
and were in an excellent position to explain the cotton 
program to them and assist in other ways. 

The experience and aid of the Bureau of Internal 
Revenue of the Treasury Department were invaluable 
in connection with the collection of taxes levied under 
the program. Other government agencies which had had 
experience in lending money on cotton, or in handling 
and marketing it, were likewise called upon for aid in 
formulating and carrying out the cotton program. 

NEW FEDERAL ORGANIZATIONS 

The supervision and direction of all activities under 
the Agricultural Adjustment Act, the Bankhead Act, 
and other related legislation were placed in charge 
of the Agricultural Adjustment Administration, a new 
organization set up within the Department of Agricul
ture under the Secretary. The diagram on page 73 
shows the component parts of this new unit, together 
with their relation to other branches of the Department 
of Agriculture. The Division of Cotton shown in this 
chart (prior to the reorganization of 1935 known as the 
Cotton Production Section and commonly referred to as 
the Cotton Section) was charged with major responsibil-
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ity for the formulation and direction of the cotton pro
duction control program.8 

Since the cotton program was only one part of a larger 
under~aking, other sections and divfsions of the AAA, 
together with other government units, played an impor
tant part in its formulation and execution. Many details 
of the program such as those relating to use of land 
taken out of cotton production, landlord-tenant rela
tionships, etc., had to be more or less closely c(}-ordinated 
with other crop control programs. Also, each cotton con
tract and each record of compliance had to be analyzed, 
checked, and tabulated by a contract record unit set up 
in the AAA under the general direction of the Comp
troller's Office before rentaJ, benefit, or parity payments 
were made. Furthermore, the Cotton Section was not 
officially responsible for the government policy of lend
ing 10 and 12 cents on cotton, even though this policy 
vitally affected the production control program. These 
loans were handled by the Commodity Credit Corpora
tion.4 The cotton obtained through the Farm Credit 
Administration on which producers hold options was 
handled by the Cotton Producers Pool, which is re
sponsible to the Administrator of the AAA and to the 
Secretary of Agriculture. As stated in the preceding sec
tion, the processing taxes on cotton and certain competing 
products as well as the tax on cotton ginning were col
lected by the Bureau of Internal Revenue. 

• Cully A. Cobb, formerly co-editor of the Georgia-Alabama edition 
of the Progressive Farmer, was director of the Division and served as 
chief of the Cotton Section from the date of its creation. 

For a discussion of the reorganization of the Agricultural Ad
justment Administration as a whole, see D. A. FitzGerald, Livestock 
under the A A A, pp. 42.-46. 

• See Chap. XI. 
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THE SET-UP FOR FIElD SERVICE 

The field work connected with the cotton program 
was carried on mainly under the general supervision 
of the Agricultural Extension Service_ At the time of 
announcing the cotton program in 1933 the Secretary 
of Agriculture, under instructions from the President, 
drafted the Agricultural Extension Service and its force 
of state and local workers to form this field organiza.:. 
tion_ The state directors of extension in the South, or 
persons appointed by them, were placed in charge of 
the campaign in their respective states, and the county 
agents were assigned to the county work, an arrange
ment which was continued with few changes in carrying 
out the acreage reduction program and the Bankhead 
program during 1934 and 1935- In so far as possible all 
directions and instructions from the Cotton Section to 
extension workers engaged in acreage reduction were 
transmitted through the state director or his designated 
representative. . 

There was no provision for state boards of any kind 
to assist with the 1933 plow-up campaign. The contract 
offers were sent directly to Washington when approved 
by the county officials. In 1934 and 1935, however, the 
director of extension in each state was instructed to ap
point, subject to the approval of the Cotton Section, a 
state board of review consisting of three or more mem
bers. The federal statistician for each state acted as an 
adviser to the board. It became the duty of this board to 
review the summaries of contracts in each county and to 
determine whether the total production, acreage, and 
yields reported by the producers were in line with the 
official figures for each county. If they were not, the 
board instructed the county committee what action to 
take.& 

I "Administrative Rulings and Instructions Relating to the 1934 and 
1935 Cotton Acreage Reduction Plan," AAA Form No. Cotto" 5. p. 3. 
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The general scheme of organization included a county 
committee of three members and a system of community 
committees composed of three members each. The 
county committees were expected to review all offers or 
contracts, secure adjustments or corrections where neces
sary, and make recommendations to the Secretary con
cerning the advisability of entering into a contract with 
each producer. Community committeemen were ex
pected to assist in obtaining, preparing, checking, and 
approving all offers or contracts, checking compliance, 
and doing other work connected with the program. 

In 1933 county agents in cotton counties were in
structed to appoint both the county and the community 
committees. This was mainly to avoid the delay which 
would have attended their election by producers. How
ever, some members of the Cotton Section considered 
appointment the better procedure in any case. In 1934, 
nevertheless, each county agent was directed to create 
a production control association "for the purpose of 
co-operating with the Secretary of Agriculture in mak
ing effective the provisions of the Agricultural Adjust
ment Act •.• in their application to cotton and for no 
other purpose."s This association was designated as the 
agency for the administration of the act in relation to the 
production of cotton in each county and was required to 
operate under the general supervision and direction of 
the Cotton Section. T 

• "Articles of Association of the Cotton Production Control Associa
tion," AAA Form No. Cotton J, Nov. 2.9, 1933. 

• There was some fear that these county production control asso
ciations would form state and national organizations which would com
pete with existing farm organizations in influencing farm legislation 
or the AAA program, particularly with respect to government payments 
and loans on cotton and other agricultural commodities. Such possi
bilities may have been the reason for including the following declaration 
in the articles of association of the cotton production control associations: 

"It is a fundamental principle of the organization of the association 
that the Secretary of Agriculture may, in hi. IDle discretion, at any time 
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All producers who became parties to a 1934-35 cotton 
contract were declared members of this association dur
ing the life of their contracts. But the county agents were 
instructed to appoint as charter members those producers 
"eligible to participate in the 1934 and 1935 cotton 
acreage reduction plan and in so far as possible ... those 
committeemen who served in the 1933 cotton acreage 
reduction campaign."s The number of charter members, 
although not expressly stated, was expected to equal the 
number of committeemen needed to carry out the pro
gram-about one for every hundred cotton growers. 
These charter members, instead of the county agent, 
were authorized to elect a county committee of three 
members from their own number. This committee and 
the county agent then divided the county into an appro
priate number of communities with approximately 300 

cotton producers each, and assigned a committee of 
three charter members to each community. If any vacan
cies occurred in the county committee they were filled 
by election from charter members of the association. 
Vacancies in the community committees, however, were 
to be filled by election, from all members of the associa
tion in the respective communities. Thus the charter 
members of the association appointed by the county 
agent were placed in control of the association during 
1934· 

when it shall appear to him that the conduct of the association or its 
further existence is not furthering the purpose or intent of such acts, 
or that the association is no longer necessary to effectuate the declared . 
policy of such acts, withdraw his approval, whereupon the association 
shall cease to exist. The Secretary, at his discretion, may order the or
ganization of a new association to take the place of any association that 
has ceased to exist." The same. 

• "Instructions for 1935 for the 1 934 and 1935 Cotton Acreage Ad
justment Plan," AAA Colton 1°5, Feb. 20, 1935, p. s. 
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In 1935 the more democratic procedure of electing 
community committeemen by popular vote of all mem
bers of the association in each respective community was 
adopted for cotton. But the privilege of voting on county 
committeemen was reserved for the elected community 
committeemen, and even this privilege was strictly 
limited. It was provided that two members of each 
county committee in 1934 were to be continued in 1935, 
and the elected community committeemen were merely 
permitted to select these two by vote. A third member 
was then elected by majority vote of the community 
committeemen from their own number and the remain
ing member or members of the county committee who 
served in 1934. 

The new articles of association for cotton production 
control associations issued in December 1935, when it 
was expected that the program would be continued in 
1936, provided that two members of each community 
committee serving in 1935 were to serve in 1936 also. 
The selection of the two members to be carried over, 
as well as of the third member, was to be by popular 
vote. The county committee was to be chosen in the same 
manner as in 1935. 

These changes in method of selecting committeemen 
did not materially affect the working of the cotton pro
gram. The principal function of community committee
men after 1934 was to check compliance and handle the 
routine work of filling out the required forms. Prac
tically all of the acreage and production bases for each 
farm were established in 1934 in connection with the 
acreage reduction and Bankhead programs. These bases 
largely determined how much each farmer was per
mitted to plant, the amount of rental or benefit payments 
he would receive from the government, and the amount 
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of cotton on which he would be issued tax exemption 
certificates. Furthermore, all requests for changes were 
handled by the county committee. 

The procedure followed in selecting committeemen 
was criticized by those who favored election by farmers 
or contract signers (as in the wheat and corn-hog pro
grams). The reasons for appointing committeemen in 
1933 have already been noted. After that year it was 
considered advisable to retain a fairly large. number of 
eXperienced committeemen but at the same time to work 
toward a plan under which all committee members 
would be elected. The result was that the cotton pro
gram in each county was in charge of committees selected 
chiefly by charter members of the association, who in 
turn were appointed by the county agent. 

In general, the committeemen selected, particularly 
the county committeemen, were relatively large farmers 
and landowners. In eight representative counties9 in the 
central part of the Cotton Belt all 28 of the county 
committeemen in 1933 were landowners or were en
gaged in occupations other than farming. Only two of 
them owned no land and they were dropped in 1934. 
Fifteen were large landowners, having an average of 
1,268 acres in crops in 1933, and having no OCcupation 
other than farming. All of these men continued to act 
as county committeemen in 1934. The remaining eleven 
committeemen were landowners engaged in farming 
and other occupations. Three of these men having an 
average of only 88 acres in crops were dropped in 1934. 
Those retained were larger farmers, having an average 
of 604 acres in crops in 1933. 

The community committeemen in these counties were 
also large operators, as shown by the table on page 79. 

• Data reported by the county agents in these counties. 
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While 20 per cent of the total were classified as renters, 
they were operating considerably larger farms in 1933 
than the owners. In all or most cases they sub-rented a 
large part of the cotton land to croppers and other ten
ants. 

Of the total number serving as community committee
men in 1933, 148 were dropped in 1934 and 68 new 
committeemen appointed. Both those dropped and those 
added operated considerably smaller farms than the 
average of those appointed in 1933 and retained In 

1934.10 

FAIlMING STATUS OF COMMUNITY COHMlTTEEMEif8 

ServiDg in 1933 ServiDg in 1933 
but Dot in 193' 

Semog iD 193' 
but Dot in 1933 

Farming 
Status Num- Average AC

e
:::

e 
Num- Average Ac":o":e Num- Average ACo::g

e 

ber . Acres Acres ber . Acres Acres ber . Acres Acres 
m Farm in Farm In Farm in Farm In Farm :n Farm 

----'------------1-----
Owner, , , , , , 163 640 421 93 470 262 47 469 316 
ReDter .. "" 44 1,287 749 14 347 291 17 300 183 
OwoOfand 

renter" " , 12 635 522 1 720 430 
Neither .... , __ 9_~ _" '_ ~ _"_' ___ "_' ___ 4 ___ "_' __ '_"_ 

Total, , , , , , , 228 148 68 
Engaged in 

other oc
cupations 
also""", U 42 5 

• Data reported by the county agenla of eight representative counties in Mississippi, 
Louisiana, and Arkansas, 

Administration of activities under the Bankhead Cot
ton Control Act, other than the collection of taxes, was 
placed under the jmmediate supervision of the Cotton 
Section and its organization for handling the cotton 
acreage reduction plan. County and community commit
teemen handled the receiving, checking, and adjusting 
of producers' applications for tax exemption certificates 

10 Similar data for a county in Georgia and one in northwest Texas 
showed much the same farming status of committeemen. A larger pro
portion of renters would, of course, be found on committees in areal 
where the proportion of managing share tenants is large. 
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in much the same manner as they did cotton contracts. 
They sent approved applications to a state allotment 
board of three members appointed by the state director 
of extension with the approval of the Chief of the Cotton 
Section.11 These boards computed allotments and issued 
. tax exemption certificates on the basis of the information 
submitted in the applications, notified each producer of 
his allotment of certificates, and mailed the certificates 
to the cotton production control association for distri
bution. They also kept such records and accounts as were 
prescribed by the Cotton Section.12 They were given 
a freer hand in handling these applications for tax ex
emption certificates than were the state review boards 
in handling the cotton contracts. The applications were 
not sent to Washington for approval but were approved 
by the state allotment boards. is 

After the passage of the Bankhead Cotton Control 
Act, directors of extension in the cotton states were 
authorized to employ, subject to the approval of the 
Chief of the Cotton Section, an assistant in cotton adjust-

U Some of those appointed had also served on the state review board. 
None of the federal statisticians, however, were appointed. 

11 "Instructions and Regulations pertaining to the Cotton Act of Apr. 
11,1934," AAA Form No. B.A. 19. 

11 These adjustment programs greatly increased the work of county 
agents and the demand for agents in counties formerly without them. A 
total of 247 emergency agents for counties not having agents and assis
.tant agents for heavy producing counties were appointed in 1933 to sup
plement the 733 already employed in the cotton counties of these states. 
Many of these emergency assistants were former employees of the Fed
eral Extension Service; some were experienced vocational agriculture 
teachers; and others were experienced in lines of work which qualified 
them to assist in a campaign of this kind~ All of them were required to 
take "unassembled" civil service examinations. Since the 1933 campaign, 
many of these emergency agents have been replaced by more or less 
permanent agents. By June 1935 the number of regular agents employed 
in cotton counties was greater than in May 1933. Negro extension work
ers were assigned groups of counties where they aided in holding meet
ings for negro growers. 
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ment for each county in which cotton was produced on 
250 or more farms as indicated by the 1930 census. 
These assistants worked under the immediate super
vision of the county agent and the cotton production con
trol association. Their duties were to keep such records as 
were delegated to them by the county agent, the cotton 
production control association, and the Cotton Section.'· 

A number of vocational agriculture teachers were 
appointed during the plow-up campaign as special in
spectors serving under state supervision to check out-of
line yield estimates of farmers and local committeemen, 
make investigation of complaints, and carryon other 
work of a similar nature. Some of them were also used 
as special inspectors or investigators under regional 
supervisors appointed by the Cotton Section in Wash
ington to check the compliance of farmers with their 
contracts. As a rule, each special inspector covered 
three counties. The remaining vocational teachers as
sisted in other ways during the plow-up campaign, by 
acting as county or local committeemen, holding meet
ings, and the like. They did not take as active a part in 
the 1934 and 1935 programs as in the preceding one, 
but nevertheless were an excellent medium for inform
ing farmers in regard to the program . 

.. On Dec. 31, 1935 there were 836 assistants in cotton adjustment 
working in 1,52.5 counties. 
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PROMOTIONAL CAMPAIGNS 

Each important phase of the cotton program was 
presented to cotton farmers and other people in the 
United States amid a tremendous flood of facts and 
theories. The process has been called "Informing the 
Public about the AAA." It might as appropriately be 
called "Selling the AAA to the Public," and in the case 
of cotton high-pressure salesmanship has not been 
barred, although sometimes frowned upon. Great effort 
was made from the start to create a strong public opinion 
favorable to the program. Many farmers were unques
tionably induced to sign a 1933 cotton contract by pres
sure of public opinion. Although such pressure was not 
so strong in 1934, other forms of persuasion were sub
stituted for it. 

The AAA was not unmindful of some of the dangers 
involved in this ~ourse of developing sentiment for 
the program amon.g farmers by appealing to their in
dividual desIres for financial gain, their interests in the 
"good of the South," and their spirit of co-operation. 
Nevertheless a strong, favorable public opinion was es
sential to the success of the so-called voluntary pro
gram. As the degree of its success increased, the degree 
of compulsion could also be expected to increase. A vol
untary cotton program calling for reduction in acreage 
of 30 to 45 per cent by co-operating producers, at the 
rates of payment specified in Chapter IV, could not be 
expected to avoid causing antagonism towards non-co
operating producers. 

For years, cotton growers have believed that their 
8:a 
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immediate income from cotton would be increased by 
reducing the amount of cotton produced in the United 
States. But prior to the AAA their attempts to secure 
reductions had been handicapped by the fact that non
co-operating cotton growers would profit more than co
operating growers from such efforts. This limitation was 
partially removed by government offers of rental Or 
benefit payments under the cotton program of the AAA, 
which were intended to give the co-operating producer 
at least as good a deal as the non-co-operating producer. 
But as noted on page 66 the financial advantage of 
co-operating in a cotton reduction program declines as 
the proportion of cotton growers co-operating increases. 
Under such conditions the contracting farmers might 
be expected to exert all possible pressure on non-signers 
to prevent them from expanding their production. This 
pressure, over which the AAA could have little control, 
might be applied in varying degrees and by a wide va
riety of methods, including, in some and perhaps many 
communities, both social ostracism and physical violence. 

The extent to which abuses of this character might 
develop under the so-called voluntary method of con
trolling cotton production, although indicated by events 
in 1933, has not been fully determined. The passage 
of the Bankhead Act early in 1934 removed practically 
all possibility that non-co-operating growers would fare 
better than co-operating growers. Thus by adopting 
what is usually considered a compulsory cotton control 
program the government removed an important cause 
of local antagonism between contract signers and non
sIgners. 

The danger of such abuses was much greater under 
the cotton program than under the wheat or corn-hog 
programs. Under the wheat program the reduction in 
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acreage required of co-operating producers and the ex
pected effect on wheat prices were small. Under the 
corn-hog program the benefit of any reduction in pro
duction by co-operating producers was expected to be 
largely offset so far as non--co-operators were concerned 
by the effect of the processing tax upon prices. There 
was consequently little reason for antagonism to develop 
between co-operating and non--co-operating producers 
under either of these programs. 

ECONOMIC JUSTIFICATION CLAIMED FOR COTTON 
PROGRAM 

The Adjustment Administration's view of its "educa
tional" program has been expressed by Mr. Stedman, 
assistant administrator, as follows: 

Devising a program requires reasoning from the facts, and 
presenting a program to farmers involves interpretation and the 
placing of greater emphasis upon some facts than upon others, 
according to experience and judgment of their relative im
portance. Hence, while we try at all times to keep the· facts 
conspicuously in the foreground, we do depart from the objective 
attitude by devising and supporting a positive plan of co-opera
tive action which is intended to improve the economic condi
tion of agriculture. We are not neutral about carrying out the 
purposes declared by Congress in the Adjustment Act.1 

One of the central theories about which discussion of 
the cotton program revolved was that the "old economic 
system" of unrestrained competition (unrestrained at 
least for farmers) was breaking down. Low cotton prices 
were not resulting either in increased consumption or 
decreased production. Stocks of American cotton had 
piled up to record levels-enough to last a year without 
additional production-in spite of low cotton prices. As 
a matter of fact, low cotton prices were said to be causing 

1 "Informing the Public about the AAA," address at annual meeting of 
American Political Science Association, Chicago, Dec. 27, 1934. 
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farmers as individuals to increase their production of 
cotton in order to obtain sufficient income to pay taxes, 
interest on debts, and other more or less fixed expenses. 
Administrator Davis of the AAA expressed the prevail
ing opinion as follows: 

Did 7-cent cotton, or 6-cent cotton, or at length 5-cent cot
ton, put the brakes on over-production? Anything but: Low 
prices proved on the contrary, a powerful and poisonous stimu
lant to further competitive plantings; and so long as the indi
vidual cotton farmer had to stand and fight the thing alone, it 
was certain that overplanting would go on to the bitter end. 
For this, quite plainly is what actually happened, and what is 
certain to happen again, unless you people hold fast to the pro
duction control machinery that you have now set up; and make 
that machinery stronger and more useful from year to year.2 

A somewhat different point of view was e~rlier ex
pressed by Secretary Wallace, as follows: 

I venture to predict, that if our present effort to adjust pro
duction to effective demand'does not succeed, the result will 
be food scarcity within eight or ten years. That is what always 
happens, if we proceed on the theory of the so-called automatic 
economic adjustments. The' adjustment takes place, all right, 
but the movement always proceeds so far beyond the proper 
point as to involve a terrific toll in human lives and human 
spirit. It is our hope that the new national legislation-notably 
the Farm Act and the Recovery Act-can help build a social 
organization competent to do what the so-called automatic 
economic adjustments have failed to do.8 

The extreme drop in agricultural prices compared 
with only a relatively mild decline in prices of industrial 
products was pointed out as evidence of the failure of 
the "old economic system" (see page 20 for a discus-

>"The 1934 Cotton Campaign," AAA Press Release No. '1569-H, 
Jan. 9, 1934-

• "Trends and Shifts in World Agricultural Production," A A A Press 
Release No. 235-H, Aug. 3, 1933. 
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sion of this evidence). Manufacturers were able to main
tain prices on a relatively stable level by reducing their 
production. Farmers, it was argued, should follow the~ 
same procedure.4 

Secretary Wallace, Administrators Peek and Davis, 
Chief Cobb of the Cotton Section, and many others have 
pointed out that the AAA was merely seeking to enable 
farmers to do what industry had always done-namely, 
adjust production to effective demand. According to the 
Secretary of Agriculture: 

Adjusting production downward when demand falls is not 
new. It is the normal, and in fact, the compulsory course. Indus
try follows it more generally and more successfully than does 
agriculture. Manufacturers, immediately check or cease pro
duction when they can no longer sell their goods. They do so 
largely at the expense of labor, which loses its employment. 
Agriculture cannot quickly readjust its production downward 
for reasons familiar to everyone. • . • Co-operative planning 
under federal guidance can in part overcome these difficulties. 
It provides a definite mechanism through which farmers ~an 
work together for the control of production.5 

And Mr. Peek in an early radio address stated that: 
In adopting this plan, the government is adapting to agri

culture a method of control which the industrialist long has 

• In the past farmers had frequently attempted to do so through co
operative effort. In 1905, 1915, 19:&1, and 19:&7 they conducted mild 
campaigns to bring about a voluntary and unsubsidized decrease in 
cotton acreage planted in the United States. Moreover, in 193 I the 
Farm Board suggested that farmers plow up every third row of cotton. 
But these efforts, while perhaps resulting in some decrease in produc
tion, must be classified as failures, and it is obvious why they failed. 
Few intelligent farmers would reduce their production under such con
ditions because the non-co-operator would reap most of the benefit. The 
fact that farmers showed interest in these campaigns, however, indicated 
clearly that their attitude would be favorable towards a government 
plan that would assure co-operators benefits equal to or greater than 
those accruing to non-co-operators. The cotton program, with its rental 
or benefit payments, gave· co-operating farmers that assurance. 

• Yearbook of Agriculture, U. S. Dept. of Agriculture, 1935, p. :l. 
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used. Rather than produce more than the market could absorb 
the manufacturer often has closed down his plant, or else re
stricted his output. This is the method now being proposed for 
farmers. If the plan works, the growers will receive more money 
for less output.8 

Our foreign trade policy formed another widely pub
licized reason for a reduction program. Farmers and the 
public were told many times that high tariffs had pro
tected industry but that farmers had been forced to buy 
in a protected market and sell in an unprotected one. 
It was also pointed out that our change from a pre-war 
debtor nation paying out about 200 million dollars in 
interest annually to a post-war creditor nation earning 
about one billion dollars a year in interest reduced the 
purchasing power of foreign countries for our export 
products. A large volume of imports was required to pay 
interest on these debts. Our high tariffs made such pay
ments extremely difficult and at the same time reduced 
the purchasing power of foreign countries in our markets 
for agricultural and other export products. The simple 
fact that countries must either sell goods here before 
they can buy, or else buy on credit, has been broadcast 
over the country. Furthermore, it was argued, these 
restrictions on imports of goods into the United States
together with the high tariffs, import quotas, and other 
international trade barriers raised by foreign countries, 
partly in retaliation against our policy and partly for 
other reasons-have reacted more unfavorably upon 
agriculture than upon industry, since about 18 per cent 
of our agricultural products were exported as compared 
with only 5 per cent of our industrial products . 

. It was claimed that if prevailing tariffs and other 
foreign trade policies were continued, the pro~uction of 

• AAA Press Release No. 1363-33, June 19, 1933. 
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agricultural products would have to be drastically re
duced, and that such a reduction by competitive processes 
would be too painful. Some form of control was there
fore needed in order to secure the reduction at once and 
give farmers somewhere near a normal income. Then, 
when international trade barriers had been lowered, 
production could be stepped up and perhaps all control 
removed. The processing taxes which would make this 
control of agricultural production possible were de
scribed as "the farmers' tariff." Inquiries as to the length 
of time processing taxes were to be continued were some
times answered with the statement "as long as high 
tariffs are continued." 

Another argument for the cotton program which 
found ready acceptance in the South, particularly by 
many cotton farmers, was that by increasing the income 
and purchasing power of cotton farmers the whole 
country would be benefited by their increased expendi
tures. Cotton farmers were told that the government 
was going to give them some money to spend, partly for 
their own good but largely for the good of the country
to put people back to work. 

Another extremely appealing idea advanced was that 
of "parity" prices.' It seemed so simple and obvious and, 
besides, so hard to refute. Why should farmers not 
receive as much in terms of purchasing power as they 
had before the war? Why should it be necessary for 
farmers, as a group, to receive less than a "fair" price 
or income? City workers wanted a "fair" wage and per
haps considered such a wage above that prevailing in the 
years 1910-14. 

All of these views were so developed and enlarged 
upon by the AAA that they now stand out in the public 

'See p. 10 for definition. 
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mind as the basic principles and justification for the 
control program. Many of them coincided with the 
thinking and opinions of a great body of farmers and 
others that existed before the origin of the AAA. They 
were presented to cotton farmers through "informa
tional campaigns" planned by AAA workers. As will 
appear from the following section, however, public opin
ion sometimes became coercive collateral of these cam
paigns. 

INFORMATIONAL CAMPAIGNS AND ATTENDANT 
CIRCUMSTANCES 

Instruction was considered a vital necessity in all 
AAA production control undertakings. Administrator 
Davis described the whole program as a "venture in 
economic democracy which cannot succeed without edu
cation and without the public support that we hope will 
spring from that education." With regard to the cotton 
program the Cotton Section declared: 

It was realized that if the cotton program were to succeed it 
would not only have to be economically sound, but it would 
require the support of cotton producers, based upon a knowledge 
of the cotton situation both in the United States and in foreign 
countries.s 

In supplying producers with information the Cotton 
Section co-operated with established educational agen
cies, particularly the Extension Service and departments 
of vocational agriculture. County agents and other ex
tension workers conducted district, county, and com
munity informational meetings with producers. They 
also supplied material and information, and trained 
members of county control associations to conduct infor
mational meetings in their local communities.9 Voca-

I Agricultural Adjustment in 1934. AAA, June 17, 1935', p. 61. 
• See p. 75 for description of these committees. 
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tional agriculture teachers went over the material pre
pared by the Cotton Section both with farmers who 
attended their evening classes and with their high-school 
students. 

Preparatory to undertaking a sign-up campaign/o a 
week or more was set aside for county and local com
munity meetings at which farmers ana others were told 
many of the reasons for a control program-particularly 
the necessity for reducing the large supplies of cotton on 
hand. Most of the time, however, was devoted to an 
explanation of the details of the government offers to 
cotton farmers. 

Few farmers openly expressed any objections to the 
program at these meetings. At those held preparatory 
to the plow-up campaign in 1933, for instance, not over 
one or two in each county on the average objected to the 
program. These commonly demurred either from the 
standpoint of justice to humanity or because of religious 
principles against destroying growing cotton. There 
may, however, have been considerable silent opposition 
to the program. 

While a great effort was made to convince farmers 
that they would gain more by signing a contract than by 
not signing, these campaigns did not stop there. Every 
effort was made to develop public and local community 
opinion favorable to the program. Appeals were made 
to farmers to sign contracts for patriotic reasons as well 
as for personal gain. President Roosevelt wrote Secre
tary Wallace on July 8, evidently for wide publicity use: 

I want you to make it very clear that I attach the greatest 
possible importance to the cotton adjustment campaign. It is 
our first major attack on the agricultural depression • 

.. See Chap. VII. 
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There are two reasons why every cotton grower should go 
along with the government's national responsibility. The first is 
the patriotic duty of making the plan a success for the benefit of 
the whole country; and the second is the personal advantage to 
every cotton grower in helping as an individual to reduce an 
oversupply of cotton and thereby obtaining a better price for what 
he grows.ll 

Farmers and local business men responded readily to 
such appeals. Local opinion became quite strong against 
non-signers in many instances. Frequently, expressions 
of this opinion were carried much further than desired 
or sanctioned by administrators of the program in Wash
ington. Night riding and the destruction of non-signers' 
cotton occurred in few instances, but rumors of such 
activities no doubt caused a number to sign who would 
otherwise have refused. In general there was a str'Ong 
feeling of resentment against non-signers throughout 
the Mississippi Delta, Georgia, and South Carolina, and 
in parts of Texas. In many localities throughout the 
Cotton Belt public opinion became especially strong 
against large growers who failed to sign. Often little 
effort was made to secure the co-operation' of small 
growers. In northwest Texas, however, the offers ap
peared so good that producers were considered foolish 
for not signing. 

Another factor which probably caused some farmers 
to sign, particularly in the central part of the Cotton 
Belt, was the rumor that government credit would not 
be granted to non-signers. The well-publicized request 
for names of all non-signers lent support to this rumor 
and made it more effective.u 

U AAA Press Release No. 38-34. 
U On July 11, 1933 the Chief of the Cotton Section telegraphed 'each 

extension director in the Cotton Belt stating: "In the interest of more 
complete co-operation on part of all growers and as a guide for future 
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Because of the improvement in economic conditions 
throughout the South in 1933, the appeal to patriotism 
and emphasis upon the pressure of public opinion was 

. much less in 1934 than it had been in 1933. A more 
effective form of pressure, however, was available. 
Whereas in 1933 there were only rumors that govern
ment credit would 'not be granted to non-signers, early 
in 1934 the Farm Credit Administration announced that 
no loans would be made to farmers who were not co
operating in the program.13 Such a course was necessary 
in order to co-ordinate the agricultural credit and ad
justment programs. Nevertheless, it tended to force 
farmers to sign cotton contracts. The government also 
offered eligible farmers who would agree to sign a two
year cotton acreage reduction contract a loan of 10 cents 
per pound on cotton produced in 1933, and on cotton 
options received by farmers for plowing up cotton in 
1933, which was somewhat more than the current market 
value during 1933. Cotton farmers were told over and 
over again that the Secretary intended to see that signers 
fared better than non-signers. Threat of the high cotton 
ginning tax provided by the pending Bankhead bill was 
held as a club over the heads of those who would have 
preferred not to sign. Naturally the demand for such a 
compulsory program increased as the sign-up pro
gressed: once a farmer had signed a contract agreeing 
to limit his own production he had everything to gain 
and nothing to lose, from a monetary standpoint, by 
forcing other farmers to reduce their production as much 
as possible. 

action please communicate immediately with county and community 
leaders requesting that they secure and list names of growers not 
co-operating giving reasons for non--co-operation when possible." 

II Farm Credit Administration Presl Release No. 4-83. Feb. 1. 1934. 
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When the sign-up campaign in 1934 had been com
pleted and the Bankhead Act had been passed, a more 
intensive informational campaign was undertaken. A 
barrage of facts and interpretations of them was laid 
down on the farm front. Between April 6, 1934 and 
January I, 1935 seven publications "dealing primarily 
with the economics of the present cotton situation and 
with certain attempts to regulate the production of cot
ton" were issued under the general heading of Cotton 
Production Adjustment.i

• 

These rather voluminous publications contained de
tailed data on the production, consumption, and prices of 
cotton in the United States and foreign countries during 
recent years. Annual acreage, yield, . production, con
sumption, carry-over, price, exports, alternative crops, 
previous cotton reduction campaigns, and international 
trade barriers were reviewed and explained. These pub
lications were intended as aids to persons acting as con
ference leaders in directing the discussion at meetings of 
the cotton production control associations, as well as to 
vocational agriculture teachers in conducting their eve
ning classes. In addition to statistical data, they con
tained directions for leading the group discussion on 
various questions. A more specific idea of the content of 
these publications may be gained from the table on pages 
94-95· . 

County agents, vocational agriculture teachers, county 
and community committeemen, and other leaders of 

.. "Cotton Situation under Voluntary Program," April 6; "The 
Economics of the Bankhead Law," April :04; "Production and Supply 
of Cotton in Foreign Countries and World Production and Supply," 
June 1 I; "The Cotton Processing Tax," September 13; "How Much 
Cotton to Grow in 1935," September :06; "How Much Cotton tq 
Grow in 1935," October 10; "How Much Cotton to Grow in 193~ 
(In the Light of the Foreign Cotton Situation)," Decemher u. 
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TYPES OF DATA AND QUESTIONS 

nata Supplied by the AAA 

U. S. cotton statistic:a--annual acreage, yield, production, consumption, carry
over, price, and export data, 1920-21 to 1934-35. 

Foreign cotton statistics, 1920-21 to 1934-35 (practically the same .. for the 
United States). 

World cotton acreage and production by countries, 1921-22 to 1933-34. 

Acreage, production, carry-over, supply, and consumption of American, Indian, 
Egyptian, sundries, foreign, and all growths of cotton, from 19Z1-ZZ to 1933-
34 (revised as of October 29, (934). 

Average monthly prices of certain grades of American, Indian, Egyptian, and 
Chinese cotton, 1931-32 to 1933-34. 

Relative monthly prices of· cotton and some important alternative crops in 
Egypt, India, China, and Brazil in 1933-34 .. compared with 1932-33. 

Acreage of cotton and lome important alternative crops in India, Egypt, Russia, 
and Br;uil, 19Z1-ZZ to 1934-35. 

Relative prices of cotton and some alternative crops in Egypt, India, China, and 
Brazil (1933-34 as a percentage of corresponding month in 1932-33). 

Indezel of business activity, 1928-32, and relative prices of cotton, varioul farm 
products, and ail commodities (annually 1909-14, and monthly from 1932 to 
date). 

Record of previous cotton reduction campaigns. 

Acreage of all crops and of cotton per worker in the United State. and certain 
foreign countries. 

Price in Liverpool of specified types of cotton (Egyptian, Indian, and Brazilian) 
expressed as a percentage of the price of American cotton for the corresponding 
period. 

International trade barriers for cotton: import duties, surtaxes, and other meal
urel affecting trade in raw cotton between the United States and certain speci
fied foreign countries as of October 1934. 

Exports, price per pound received by producers, farm value of cotton exports, 
yield per acre, and acres required to produce quantity of cotton exported by 
seasons, 1900-01 to 1934-35. 

American exports, domestic consumption of American cotton, and world con
sumption of American cotton, by months, 1933-34 and 1934-35 • 

• Adapted and collated from the seven informational publications of the 
AAA listed in note 14, p. 93. 
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USED IN PROMOTIONAL CAMPAIGNS· 

Que.tion. U.ed to Promote Discu •• ion 

To center thinking On cotton production in competing countrie.: 

What are the principal foreign countriel that compete with the United States 
in cotton production I 

What percentage of the world'. cotton crop i. produced by foreign countries I 

What are the factors that inlluence cotton production in foreign countries I 

To bring out inte .... relation.hip between dome.tic and foreign cotton .ituatiou 
(with India u an enmple of procedure followed for other cotton-producing 
countrie.) : 

How will the pre.ent price of cotton in India in term. of Indian currency 
affect the acreage of cotton for the 1934-35 .ea.onl 

How doe. thil price .ituation for Indian cotton compare with the price .itua
tion for American cotton in the Vnited State. I 

How much wal India'. 1933-34 acreage above lowe.t acreage in any year 
for the .ame 13-year period I 

What i. the greatest increase in cotton acreage in India an)' one year over 
the previoul year! 

How will India'. phy.ical factors, such a. ginning. equipment, available land, 
machinery, climate, and transportation affect the 1934-35 cotton acreage in 
India I 

How will the human factor, such at amount of labor available, knowledge 
of and eI'perience in cotton production, aggressiveness, farming 8tatu8, and 
living Itandardl affect the 1934-35 acreage of cotton I 

What waa India'. average yield for the 5-year period 19~8-3~1 

Instructions to Group Leaders 

Have group e.timate, in light of your discu.sion, the probable 1934-35 acreage 
of Indian cotton, and record on blackboard the estimated change in acreage 
lince 1933-34. 

V.e the average yield per acre in 1 9~8-3 ~ and the estimated change in acreage 
computed to e.timate the change in volume of production between 1933-34 and 
1934-35· 

In light of information brought out, discu •• the probable future trend of pro
duction in India and itl effects on foreign market. for American cotton. 
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discussion groups in each cotton county were given spe
cial instruction in the use of these publications. Repre
sentatives from the Cotton Section in Washington met 
with state extension and vocational leaders at regional 
meetings and they in turn instructed county agents and 
vocational agriculture teachers at the state and district 
meetings. The county agents then instructed their COU!1ty 
and community committeemen and placed them in 
charge of local meetings, and the vocational teachers in
structed their evening classes and high-school students 
along the same lines. At the local meetings and in the 
classroom the definite problem "How Much Cotton 
to Grow in 1935" was stated and the discussion was di
rected along the following lines: 
Should the acreage of cotton be determined by a consideration 
of the needs of each producer independently, or by a considera
tion of the needs of all cotton producers? 

By what means may cotton producers as a group adjust the 
acreage and production of cotton to the best interest of the 
individual and of the group? 

What should be the 1935 acreage of cotton in a given state, 
In light of the foreign cotton situation. 
In light of labor, business, and cotton situations in the United' 

States. 
In light of processing tax. 

What should be the total United States cotton acreage in 1935 r 
In a given county, on a given farm? 15 

These publications were later supplemented by five 
"Cotton Information Leaflets" which clearly stated the 
position of the AAA on all of the more important ques
tions raised in the earlier reports, as follows: 
Continuation of the cotton control program is necessary in 

,. "How Much Cotton to Grow in 1935," Cotton Production Ad;ust
ment, AAA, Sept. 2,6, 1934. 
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order to prevent new surpluses, even though the total supply of 
American cotton for the 1934-35 season is about normal. 

Consumers are paying the processing tax but are nevertheless 
obtaining their cotton product at a fair price. The processing 
tax is for the protection ot agriculture, while the tariff is for 
the protection of industry. 

The foreign production and market oudook may be sum
marized as follows: 

a. American cotton farmers have natural advantages for 
cotton production which are not now equalled anywhere else 
in the world. 

b. American growers' economic stake in foreign markets is 
vital because nearly 60 per cent of their crop ordinarily is sold 
abroad. 

c. Abandonment of American production and price control 
measures and the probability of recurrence of 1932-33 price 
levels for the entire crop would not assure the maintenance of 
foreign markets for American cotton. 

d. Maintenance of foreign markets for American cotton is 
dependent primarily upon the ability of foreign cotton-consum
ing countries to purchase and pay for United States exports of 
cotton. Related factors include: (I) the level of business activity 
abroad; (2) shifts in textile activity from Europe to the Orient; 
(3) the price and supply of American cotton relative to the 
prices and supplies of foreign cottons; and (4) trade agreements 
among other nations and exchange restrictions. 

e. The ability of foreign customers to buy and pay for Amer
ican cotton depends in a greater degree than ever before upon 
the amount of goods and services that this country will accept 
from them in exchange. 

f. Foreign countries which are unable to sell goods and 
services to the United States are (I) turning for their cotton 
to other cotton-exporting nations which will accept imports, 
(2) seeking to develop their own production of cotton or cotton 
substitutes, or (3) enforcing outright restrictions on total im
ports. 

g. The American cotton farmers' future income depends, 
first, upon production control to avoid piling up new surpluses 
and to maintain fair prices; second, upon increased buying 
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power of American consumers; and, third, upon revival of 
foreign trade with the United States. 

Continuation of the Bankhead Act during 1935-36 would 
probably result in a United States cotton crop one million bales 
smaller than if it is not continued.Is 

One million copies of each of these five leaflets were 
prepared and distributed and discussed at community 
meetings of producers called during October and N 0-

vember 1934 by the local cotton production control asso
ciations. Between September I and December 15, 1934, 
over 12,500 county and local community meetings were 
conducted by county agents and committeemen with a 
total attendance of more than 855,000. Vocational teach
ers also conducted around 18,000 cotton informational 
meetings between July and December with a total at
tendance of 750,000.11 

These meetings and the "informational" campaigns 
accompanying them surely stimulated discussion among 
farmers and others on vitally important issues in the 
economic life of this country. Certainly the major ques
tions at issue were raised and a wealth of related sta
tistics distributed to county agents, committeemen, and 
farmers. 

There may be food for thought in all of this material, 
but when thrown at farmers and the general public 
within a short time it seems designed to force public 
opinion in a particular direction. There is food value in 
apples, but apples may also be used effectively to drive 
people in a particular direction if thrown in sufficient 
quantities and with sufficient force and skill. 

Such campaigns, however, are probably an inevitable 

11 "Foreign Cotton Production and the American Markets Abroad," 
AAA Cotto" Leaflet NO.3, Oct. :lS, 1934. 

11 Agricultu,.al Aa;ustment i" '934, AAA, p. 61. 
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part of a control program, particularly a voluntary pro
gram involving individual contracts with a million or 
more farmers. Some may consider them to have con
siderable educational value in themselves, irrespective 
of the program adopted or being carried out. Others who 
no doubt consider such campaigns exceedingly objection
able will need to balance their objections against possible 
gains or losses from other phases of the programs. Cer
tainly it would be foolish to blame those in charge of 
the program. Opponents did not hesitate to use any sta
tistics or theoretical analysis that seemed likely to hinder, 
obstruct, or destroy the program. It was to some extent 
a case of fighting fire with fire. 



CHAPTER VII 

THE CONTRACT SIGN-UP 

The promotional campaigns were in general designed 
to acquaint farmers with the details of the cotton pro
gram and to induce them to sign contracts agreeing to 
reduce their acreage of cotton. The huge task of filling 
out, signing, checking, and adjusting the cotton contracts 
in 1933 and 1934 got under way in most counties dur- ' 
ing the second week of the campaign. In this chapter, 
the methods of procedure followed and the results at
tained are discussed. 

METI-IODS OF PROCEDURE 

In most counties one or. more offices were opened 
where farmers could obtain contract forms and receive 
aid from clerks and committeemen in filling them out. 
Cotton farmers were invited to fill out and sign contracts 
at these central offices, but many failed to do so. A large 
number, particularly in the East, waited for committee
men to visit them and ask them to accept the government 
offer. In some cases committeemen made numerous trips 
to individual farms, because the farmer was not at home 
or because he was uncertain whether he wanted to sign a 
contract. 

After a contract had been filled out and signed by a 
grower, with the aid of a committeeman, it had to be 
checked carefully and adjusted for any apparent inac
curacies. The 1933 plow-up contract, for instance, called 
for the location of the farm, the name and address of 
the signer of the contract, and his relation to the farm. 
It also called for the written consent of all holders of 
liens (including landlords or tenants) against the cot-

100 
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ton offered to the government, as well as the acreage 
and production of cotton in 1932 and the acreage and 
estimated production in 1933 on the farm. It became 
the duty of the local committeemen to see that these 
requirements were met by each contracting grower. 

One member of the local committee was required to 
inspect personally each farm offered for acreage reduc
tion and to estimate the yield of cotton on lands offered 
to be taken out of production, to fill in certain informa
tion as to planting date, stand, and condition of crop at 
time of inspection, and to sign such offers as he approved. 
Two other members of the local committee, including 
the chairman if he did not make the original inspection, 
were also required to sign the contract offer. Some of the 
local committees examined the contracts before signing 
them and some did not. Two copies of all the contract 
offers approved were required to be delivered to the 
county agent at the close of each day. 

Members of the county committee in co-operation 
with the county agent were instructed to: 

••• check: the offers sent in by the local committees, as to the 
merits, as to detaJ1s of calculation, and as to execution; recom
mend the acceptance of those offers which meet their approval; 
and return the rejected, inaccurate, or incomplete offers to the 
local committees, with notations of the reasons for their return. 
A producer whose offer has been returned may submit a new 
offer, but not later than July 8, 1933.1 

In practice, in some counties the checking was done 
by clerks in the county agent's office, the county com
mitteemen merely signing their names to signify their 
approval. In most counties, however, the clerks checked 
the contracts for errors and the county committees 

• "1933 Cotton Adjustment Program~ Instructions to Field Workers," 
AAA Press Release No. z82f6z" -33' 
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looked over the yields; and in a few counties all of the 
checking was done by the county committeemen. 

All of the incomplete contracts and most of the con
tracts questioned by the county committee because of 
yield or acreage estimates were sent back to the local 
committee for completion or adjustment. A number of 
them, however, were turned over to special inspectors, 
often with instructions to work with the local committee
men and arrange an adjustment between them and the 
farmers. 

The county agent and two members of the county 
committee signed all contract offers approved by them, 
forwarded the original copy to Washington, and placed 
the other copy on file in the county agent's office. The 
agent was instructed to prepare a report on each contract 
signed, to post one copy of this for public inspection, and 
to mail another copy to the state extension director. 

In Washington the contract offers were again care
fully examined and inspected before approval. If lacking 
in essential information they were sent back to the county 
agents, or letters requesting the necessary information 
were written to the agents. All of the calculations shown 
on the contract offers were proved twice, and inspected 
by several persons. Special attention was naturally given 
to the reasonableness of yield estimates, and to large 
offers. Each offer had to be passed by two reviewers and, 
if questioned by either, had to be passed upon by two 
expert examiners who were familiar with the conditions 
under which cotton was produced in different parts of 
the Cotton Belt. Contracts thus approved were also 
scrutinized by the chief expert examiner, and, if passed 
by him, were sent to be tabulated. Contracts rejected by 
the expert examiners were placed on file and the county 
agents notified. When the rejections were not due to 
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attempted fraud, however, the producer was permitted 
to make a new offer if the time limit had not .expired. 

The contract offered farmers in 1934 and 1935 called 
for much more production data than did the 1933 plow
up contract.' Every contract signer, for instance, was 
required to state the acreage and production of cotton 
planted each year from 1928 to 1933. He was also re
quired to report the total acreage of the farm in 1932 
and 1933, as well as the acreage iI). each important crop 
and the total crop acreage. All three members of the 
community committee were required to sign each con
tract offer and to state whether it was correct to the best 
of their knowledge and belief.' 

The accuracy of production claims submitted by con
tract signers in 1934-35, therefore, could not be checked 
by committeemen as easily and quickly as in 1933. Most 
of the contract signers themselves did not know the exact 
acreage, yield, and production of cotton or other crops 
on their farm each year during the base period.· Some 
had not personally operated the farm during the en
tire base . period. Relatively few had actual records of 
acreage and production, while a somewhat larger num
ber had kept their gin tickets or had obtained a record of 
their ginnings from local gin companies. The great ma
jority of the growers, however, filled out their contracts 
from memory. Naturally production claims, especially 
for the earlier years of the base period, were subject to 

. considerable error because of failure to remember the 
correct acreage and production. Local committeemen 
could, of course, catch many of the extreme errors in 
producers' claims because of their knowledge of the cot-

• See Chap. IV for a description of the contract offers. 
• "1934 and 1935 Cotton Acreage Reduction Contract." A A A F o,m 

No. Cotton z. 
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ton planted and harvested on each farm in their com
munity during the base period. 
. The county agent and county committeemen were 
also required to review all contract offers forwarded by 
the local committeemen and to advise the Secretary 
concerning the desirability of signing each contract. This 
involved a careful check of every contract offer for in
correct information or improper form. Particular atten
tion was paid to the variation in the acreage, yield, and 
production of cotton from year to year on different 
farms in the same community. In order to facilitate such 
comparisons these data were tabulated on special forms 
in the county office,4 the data for farms in each com
munity being tabulated in separate groups. When com
pleted these forms indicated at a glance the farm-to
farm and year-to-year variations. For instance, pro
ducers who reported the same yield or acreage for all 
years could be picked out easily. So could those report
ing high yields in years of virtual crop failure in the 
community. Such claims were not always inaccurate, but 
they required some explanation from the producer. 

Such inspection and checking of producers' claims, 
however, were inadequate. The principal check on these 
claims was the official estimate of acreage, yield, and 
production of cotton for each county and state during 
each year of the base period. The use of this check, how
ever, required that production data be obtained for all 
farms. Consequently a special cotton survey card was 
sent to every cotton farmer, 5 requesting his total farm 
acreage, crop acreage, and acreage of cotton planted and 
harvested in 1933, as well as the acreage of cotton 
planted and the number of bales of cotton produced in 

• AAA Form No. Cotton 10. 

a AAA Form No. Cotton 2. 
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each year of the base period, or at least during 1932 and 
1933. Local committeemen were instructed to collect 
these cards. In cases where operators refused to furnish 
this information, the committeemen were instructed to 
fill in the data for 1932 and 1933 from their own 
knowledge or from estimates obtained from operators of 
neighboring farms. The data collected for farms not 
covered by contract offers were tabulated in the county 
office and combined with the totals for farms covered 
by such Contracts. 

After completion of tabulation and adjustment in the 
county office, summaries of the results were sent to the 
office of the state board of review. Here the figures were 
reviewed and the aggregate totals for all contracts com
pared with the official acreage and production figures 
provided by the United States Department of Agricul
ture. 

If the aggregate cotton acreage and production claims 
of all producers from whom reports could be obtained 
in each county as adjusted by county and community 
committeemen, plus an allowance for farms on which no 
data were obtained, did not exceed the official county 
totals, the contracts were usually approved and the 
county committee was instructed to send the contracts to 
Washington. If, on the other hand, they exceeded the 
official totals, as they usually did, the state board re
turned the tabulation to the county committee with in
structions to make downward adjustments in producers' 
production claims on an individual contract basis if pos
sible, but, if necessary, by a blanket downward adjust
ment of all contracts sufficient to bring the county totals 
in line with official estimates.6 All of the adjustments 

• All adjustments of one-year contrac~ signed in 1 93S had to be made 
on an individual farm basis. In 1934-, one or two state hoards of review 
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made, of course, had to be approved and initialled by the 
, producers affected before the contracts were acceptable 

in Washington. f 
There was considerable variation from county to 

also refused to approve contracts from counties where blanket adj ust
ments, had been made. 

'This general procedure was based upon the theory that local com
mittees, because of their intimate knowledge of the operations on indi
vidual farms in their communities, could and would adjust producers' 
claims so as to put them all on a comparable basis. The state board of 
review and the AAA in Washington were expected to compel each county 
and state to adjust the total claims of contract signers to a comparable 
basis between counties and between states by making them come within 
the official estimates of the U. S. Dept. of Agriculture. 

Official estimates of cotton production by states and counties are con
sidered to be more accurate than those of any other major crop. Final 
estimates by the Federal Crop Reporting Board are based upon the 
amount of cotton ginned as obtained from the cotton gin operators by 
representatives of the U. S. Census Bureau. The chief limitation of these 
estimates from a county standpoint results from inter-county ginning. 
A gin located in one county may gin cotton produced in other counties. 
Special effort has been made to determine the amount of this inter
county ginning as accurately as possible. For the 19Z9-30 season the 
amount of cotton produced as reported by farmers to census enumerators 
was checked against the reports of cotton ginned in each county. In 
November 1933 an inquiry card was left with each cotton gin operator 
by the representative of the Census Bureau requesting him to estimate 
the amount of cotton he ginned in 1930-31, 1931-3z, and 193Z-33, 
and the amount produced in each county. A positive report was received 
covering about 95 per cent of the gins. Similar information was re
.quested of each cotton gin operator in 1933-34 along with the amount of 
cotton ginned. And in 1934-35 each cotton gin operator was required 
to report such information to the Bureau of Internal Revenue in con
nection with the Bankhead Cotton Control program. 

Few changes were made in the official estimates of cotton production 
in each county from 19:&8-3:&, in response to the claims of contract 
signers, and the ones made were of a minor nature. Subsequent informa
tion received as to the volume of inter-county ginnings necessitated few 
changes. 

Official estimates of the average yield and acreage of cotton each year 
from 19:&8 to 193:& did not rest on as solid a foundation as did estimates 
of total production. A number of changes were made in response to 
claims of producers and other information brought out after the con
trol program was first undertaken. Such changes are of minor importance 
in evaluating this program.' 
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county in the method of procedure followed in 1934 in 
reducing production claims to the maximum permitted 
by the state boards of review. In the chart on page 107 

the percentage reduction accepted by individual pro
ducers in 25 representative counties is shown. In some 
counties all producers were required to accept the same 
percentage reduction in their production claims. In 
others there was a wide variation. Ten per cent of the 
producers in a number of counties, particularly in the 
western part of the Cotton Belt, accepted a base produc
tion 40-50 per cent below their original claims, while a 
considerable number in the same counties were required 
to make less thana 10 per cent reduction. This record 
indicates that in most counties adjustments were made 
on an individual basis. Nevertheless, there was consider
able dissatisfaction over the adjustments for many farms. 
Naturally, in counties where a uniform or flat percentage 
reduction was made in the production claims of all con
tract signers, some growers-particularly those having 
actual records and the more honest and sincerely co
operative ones-were penalized. While the chart on 
page 107 indicates that adjustments were made on an 
individual farm basis in most counties, even those so ad
justed were often inaccurate. In numerous cases, because 
of the pressure of public opinion, and because the cotton 
program even during the 1934 sign:-up campaign was 
to some extent compulsory, farmers agreed to accept 
acreage and production bases below what they were 
really entitled to receive. There was always the threat 
of compulsory control, of refusal of government credit. 
or of penalties of a local nature for not signing. 

In 1935, however, a state adjustment board was es
tablished in each state and a national cotton. adjustment 
board appointed by the Secretary of Agriculture was es-
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tablished in Washington. A producer dissatisfied with 
the recommendation of his county committee regarding 
final figures of acreage and production could request 
in writing that the recommendation be reviewed by the 
state adjustment board. If dissatisfied with the decision 
of this board, under certain conditions the producer 
could appeal to the National Cotton Adjustment Board.8 

Local committees were also instructed to review all 
contracts in effect for 1934 to ascertain whether adjust
ments should be made by amendment. They were told: 

••• As a result of measuring land in 1934 and securing addi
tional information, it may be apparent that the adjusted average 
production, and/or base acreage, and/or yield per acre recom
mended by committeemen in 1934 for some contracts may be 
higher than the facts justify. Producers having such contracts 
may agree to have these figures reduced in accordance with 
the facts, either of their own accord or at the suggestion of 
committeemen. The adjusted average production, and/or base 
acreage, and/or yield per acre figures should, however, be 
adjusted downward only in those cases where the county com
mittee is convinced beyond reasonable doubt that the figures 
in the contract are higher than justified by the facts. In some 
instances producers suffered injustices because of accepting ad
justments in 1934. In such cases the county committee may 
recommend increasing the figure(s) originally accepted by the 
producer. The county committee should recommend upward 
adjustment(s), however, only in those cases where the pro
ducer can furnish evidence to prove beyond reasonable doubt 
that the average(s) accepted in 1934 was (were) lower than 
justified by the facts. 

Limitations were, however, placed upon revisions of 
contracts by the requirement that "the total upward 
adjustments of the contracts in any county ..• cannot 

• The number of individual producer appeals to the state boards is 
not known at this time, but less than 30 appeals to the national board had 
heen received by Oct. 1,1935. 
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exceed the total downward adjustments." The adjust
ment or revision of the base acreage and production 
established in 1934 and 1935 was consequently a 
pressing problem that would probably have increased in 
importance if the program had been continued.9 

Originally, many believed that complaints by farmers 
about high acreage or yield estimates for neighboring 
farms would be effective in securing more accurate esti
mates. To encourage this, county agents in 1933 were 
instructed to post publicly the acreage and yield esti
mates on each offer. These instructions were not gener
ally followed, but even where posted they seem to have 
had little effect. Few farmers complained, and the com
plaints of those who did were often the result of per
sonal quarrels. It may be that farmers did not realize 
the full effect on their own contract figures of high esti
mates for other farms in the same county. 

In any case, the publication of production data for 
individual farms was dropped in 1934. Any cotton pro
duction control association desiring to post such data 
was even required to obtain the approval of the Cotton 

• Dissatisfaction with the accuracy of base acreage and production 
established represents only one type of complaint, although a very im
portant one. Others involve the injustice of allowing one farm a large 
base because it had planted an unusually large acreage of cotton dur
ing the base period, when an adjoining farm equally well adapted to 
cotton production was allowed only a small base because it had planted 
only a small acreage of cotton during the base period. Furthermore, 
such variations are in some cases due to accidental causes. There may 
have been a large family temporarily on the farm with a large base, 
while· the other farm may have been operated by a young farmer 
with a small family and a small amount of working capital. Then too. 
as pointed out earlier, the Extension Service has for years been urging 
farmers to diversify their farming operations, cut down on their cotton 
acreage, and increase their acreage of other crops. Under the cotton 
program, however, those who had followed this advice were penalized 
for having done so. For an analysis of proposed measures for remedying 
this situation see p. 3:U. 
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Section in Washington. Nevertheless, the cotton acreage 
and production figures reported in contracts in each 
county were declared open at all times to the inspection 
of members of the cotton production control association 
of that county. 

In 1935 this policy was again changed. County com
mittees were instructed to furnish each community com
mittee with a list showing the adjusted base acreage and 
average yield figures for each producer within the com
munity who signed a 1934 and 1935 cotton acreage re
duction contract in 1934 and the acreage and yield fig
ures originally submitted by each producer within the 
community making a contract offer in 1935. The com
munity committee was required to post these lists in a 
conspicuous place in the community where they would 
be protected from the weather and remain accessible for 
examination by the public.10 

OVERSTATEMENTS IN CONTRACI'S AND 
ALLOWABLE OVERRUNS 

Growers applying for cotton contracts greatly over
estimated their production of cotton. Contract signers 
in 1934 claimed an average production of 16.3 million 
bales of cotton annually from 1928 to 1932 inclusive, 
or about 10 per cent more than the official estimate of 
14.6 million bales produced by all cotton growers in the 
United States. 

When allowance is made for cotton produced by non
contract signers it appears that growers applying for 
1934 and 1935 cotton acreage reduction contracts over
estimated their production of cotton at least 22.6 per 
cent on the average-6.6 per cent for acreage and 15.0 

»"Administrative Rulings Applicable for 1935," AAA Form No. 
COlton 106, Ruling No. 13. " 
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per cent for yields. Similar data for each state are shown 
in the accompanying table. Over-estimates of production 
were particularly large in Oklahoma and relatively 
small in Louisiana. Such differences, however, are ex-

OvEIl-ESTIMATES OJ' COTTON ACIlEAGE AND PIlODUCTION BY PIlODUCEIlS. 
(As percentages of official estimates for the states) 

Division and State 

United States ........................ . 

Major cotton-growing states: 
North Carolina .................... . 
South Carolina .................... . 
Georgia ........................... . 
Alabama .......................... . 
Mississippi. ....................... . 
Tennessee ......................... . 
Louisiana ......................... . 
Arkansas .......................... . 
Oklahoma ......................... . 
Texas ............................. . 

Min~r .c<?tton-growing states: 
Vlrgtma ......•...........•.•....... 
Florida ........................... . 
Kentucky ........ , ................. . 
Illinois ............................ . 
Missouri .......................... . 
Kansas .......................... .. 
New Mexico ....................... . 
Arizona ........................... . 
California ......................... . 

Acres 

6.6 

12.8 
16.8 
13.8 
4.9 
5.1 

17.8 
2.7 
5.9 
9.8 
3.0 

2.0 
0.5 

15.1 

0.0 
6.8 
0.0 

Lint 

22.6 

24.6 
26.8 
25.0 
20.6 
13.0 
27.3 
12.1 
21.6 
46.2 
21.1 

22.4 
25.3 
30.2 

5.9 
8.7 
0.0 

• Unpublished report of Joseph A. Becker, Division of Crop and Livestock 
Estimates, U.S. Dept. of Agriculture, June 30,1934. These are preliminary 
percentages but final figures will be practically the same. They indicate the 
percentages by which producers' claims exceeded official figures adjusted for 
allowable overrun. (Ser. the table on p. 116.) 

plained largely by the fact that both yields and acreage 
of cotton planted in 1933 were unusually high in Okla
homa whereas in Louisiana yields were low and the 
acreage of cotton planted was practically the same as in 
1932. Over-estimates of producers in the minor cotton
growing states, as calculated, were more erratic as, a 
result of special circumstances. 
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Strangely enough, growers over-estimated their acre
age claims much less than their yields, although they 
had more to gain by over-estimating the former as long 
as estimates of total production remained the same. Take 
the case of a farmer having the base acreage, yield, and 
production of cotton shown under A' below: 

Al 
Total base production (in pounds) . 2,390 
Total base acreage . . . . . . . . . . . . . 10 
Average lint yield per acre (in 

A2 
2,390 

15 

A8 

2,390 
20 

pounds) ................... 239 159 120 
Percentage of base acreage rented. . 40 40 40 
Acreage rented . . . . . . . . . . . . . . . . 4 6 8 
Average payment per acre ....... $10.76 $7.17 $5.38 
Total rental and parity payments .. $43.02 $43.02 $43.02 
Acres of cotton permitted . . . . . . . 6 9 12 

If he rents 40 per cent of his acreage to the govern
ment and reports a base production of 2,390 pounds his 
payments remain the same regardless of how he divides 
the production between acreage and yield as shown by 
Al and A 8• By reporting 20 acres of cotton in place of 15 
and making a corresponding reduction in yields, total 
production is kept the same, but he is permitted to plant 
12 acres in place of 9. Furthermore, such over-estimates 
of acreage and under-estimates of yield would be rela
tively difficult to discover for individual farms-much 
more so than over-estimates of total production, because 
ginning records might be obtained for the latter. Partly 
for this reason, at the beginning of the 1934 sign-up 
campaign the Division of Crop and Livestock Estimates 
expected larger over-estimates of acreage than of yield. 

The fact that yields were over-estimated more than 
twice as much as acreage suggests that cotton growers 
as a group did not deliberately attempt to calculate the 
over-estimates in yield and acreage that would be to 
their greatest advantage. A large part of the overstate-
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ment can be attributed to other factors. For instance, 
many farmers in 1933 discovered that their previous es
timates of the acreage of many fields were incorrect. 
The measurement of cotton acreage plowed under in 
1933 gave farmers a more accurate basis for estimating 
acreage during the base period than they had for esti
mating yields. It also tended to make farmers conscious 
of the fact that their acreage of cotton could and prob
ably would be checked. Besides, the cotton acreage on 
individual farms fluctuates much less than yields and 
can therefore be remembered more accurately. Further
more, average annual yields of cotton in the United 
States from 1931 to 1933 inclusive were 23 per cent 
above those the first three years of the base period. 

Naturally, farmers tended to base their yield esti
mates more on the yields of recent years than on those 
of earlier years. In general, over-estimates of both acre
age and yield were larger for early years of the base 
period than for late years. Over-estimates of yield were 
also larger for years when yields were low than for 
years when they were high. Such tendencies, however, 
had already been noted in the reports of farmers to the 
Crop Reporting Service of the Department of Agricul
ture prior to 1933. While these tendencies may have 
been exaggerated in the acreage and yield claims of 
farmers in their cotton contracts, in large part they ex
plain the overstatements of farmers and the variation 
in overstatement between acreage and yields and be
tween states. 

The aggregate base production of contracting growers 
was allowed to exceed the estimated production of cotton 
on these farms by an amount not greater than "the pro
portionate overrun which is attributable to the use, on 
some individual contracts .•. of a base period other than 
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the five-year base from 1928 to 1932:"'1 For instance a 
farm on which 25 acres of cotton were planted each year 
of the base period 1928-32 and a farm on which 25 acres 
of cotton were planted in 1933 but on which no cotton 
was planted during 1928-32 were both entitled to a base 
of 25 acres, or a total of 50 base acres. Yet the total base 
for these two farms that would be comparable with offi
cial estimates for all farms was only 25 acres. Under 
such circumstances the allowable overrun was looper 
cent. The allowable overrun for each county was calcu
lated in a similar manner by dividing the county total of 
producer's base acreage and production claims by the 
average annual acreage and production of cotton in the 
county as computed from the same data. These allow
able overrun percentages varied a great deal from state 
to state, as shown in the table on page I 16. They were 
considerably greater in most of the minor cotton-grow
ing states than in the major ones because of greater fluc
tuations in acreage and production. They were also some
what larger in Texas and Oklahoma than in other major 
Cotton Belt states, because these states contain relatively 
new and expanding cotton-growing areas. 

The omission of production claims by many growers 
for years when their production was small would of 
course tend to increase the percentage overrun allowed. 
However, the deliberate omission of production claims 
for any year would probably be more common during 
the early years of the base period, and their effect may 
have been entirely offset by greater over-estimates of 
production during the early years of the base period than 
during the later years. The average overrun in produc
tion of 5.8 per cent allowed, therefore, seems reasonable. 

U"Arnendment to Administrative Ruling NO.4," AAA Form No. 
Cotto" S-B. 
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In Mississippi, where the record is dominated by pro
duction in the Delta, the overrun allowed was only 3.1 
per cent. It seems very likely that the percentage differ
ence between actual production on farms covered by con
tracts and the correct base production would be equally 
large. 

There was not the same assurance that the acreage 
ALLOWABLE OvERRUN, BY STATES· 

State 
Percentage Overrun Allowed 

Acres Lint 

United States ........................ . 5.8 5.8 
Major cotton-growing states: 

North Carolina .................... . 4.0 3.6 
South Carolina .................... . 3.8 3.4 
Georgia .•.......................... 
Alabama .......................... . 

4.9 4.7 
3.9 3.6 

Mississippi ........................ . 
Tennessee .•........................ 

3.3 3.1 
4.6 4.7 

Louisiana ......................... . 5.1 5.0 
Arkansas .•......................... 5.6 5.7 
Oklahoma ......................... . 6.5 6.5 
Texas ............................ . 6.6 6.3 

Min~r .CC?tton-growing states: 
VirgInIa •••••••••..•.....••••.•...•• 
Florida ........................... . 

7.0 6.3 
11.4 10.4 

Kentucky ......................... . 
Illinois ............................ . 
Missouri .......................... . 

6.0 6.7 

14.4 ij:7 
Kansas ........................... . 
New Mexico ...................... . 23:7 17.7 
Arizona ...•........................ 40.2 37.8 
California ......................... . 71.3 65.2 

• Unpublished report of Joseph A. Becker, Division of Crop and Livestock 
Estimates, U. S. Dept. of Agriculture, June 30,1934. These are preliminary 
percentages but final ligures will be practically the same. 

and production of non-signers were correctly estimated 
in 1934. While an attempt was made to secure produc
tion data for all non-signers in 1934, it was not entirely 
successful. No record was obtained for a considerable 
number of farms on which cotton had been grown dur-
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ing the base period. Although most of these farms indi
vidually had been growing only a small acreage of cot
ton, their combined acreage was fairly large. In de
termining the base acreage of contract signers in 1934 
it was estimated that an average of 5.1 million acres had 
been planted on the farms of non-signers each year from 
192.8 to 1933 inclusive. This is equivalent to a base of 
5.4 million acres, if allowance is made for an average 
overrun of 5.8 per cent. In the same year, however, non
signers were given a base of 6.4 million acres in their 
applications for allotments of tax exemption certificates 
under the Bankhead Act." Even the base acreage al
lowed non-signers in applying for certificates may have 
been too low. Some of their claims were cut severely. 
Inspection of the cuts made in such claims in a few 
counties, however, does not indicate that they were ma
terially different from the cuts made in the claims of con
tract signers. Contracting cotton growers in 1934 were 
required to reduce their production claims an average of 
19.5 per cent before their contract offers were accepted. 

SUMMARY OF TIm SIGN-UP CAMPAIGNS 

In reviewing the results of the sign-up campaigns, 
some attention must be given to the confusion and delay 
incident to getting the cotton program under way. Most 
of those connected with the sign-up campaigns worked 
long hours under pressure. Yet the preparation of forms 
and instructions was always behind schedule. There 
were also delays in printing and many of the forms and 
instructions were mis-sent in the mails. Co-ordination of 
the printing and the sending out of AAA forms was 
particularly poor. Often the Cotton Section could not 
find out what forms had been sent out or to whom they 

U See Chap. X for further details. 
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had been sent. Complaints from the field were often 
the first indication that forms had not been sent accord
ing to schedule. Some of this difficulty was due to the 
procedure of sending the forms and instructions direct 
to the county agent in 1934 in order to save time. Later 
the policy was adopted of sending them direct to the 
state offices, from which they were distributed to coun
ties. A more important cause of delay, however, was the 
fact that during 1933 and 1934 each copy of most mul
tiple forms was made up in a different color. For in
stance, the copy to be sent to Washington was one color, 
the copy to be retained by the county committee another, 
and that to be given to the farmer still another. This 
procedure was expected to facilitate the handling of 
these forms. Actually,'it increased the confusion in mail
ing and handling them. Some counties received a large 
supply of forms of one color and none of the others. 

There was also considerable confusion over the de
termination of policies to be followed and interpretations 
of them. Landlord and tenancy problems probably 
caused the most difficulty, but there were many others. 
Even where policies were clearly defined in the instruc
tions issued there were many misinterpretations or mis
takes. County agents and others in the county were 
,working under pressure. Many of them did not have 
sufficient time to study instructions carefully. In most 
counties more than one program was under way at the 
same time. Besides, policies had to be developed in re
sponse to situations that arose during the campaigns. 
This was true in both 1933 and 1934, because the prob
lems involved were quite different. The contract offered 
in 1934 and the problems related to it were much more 
complicated than in the 1933 program. 

Furthermore, the personnel of a great many county 
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offices was not trained to handle a large volume of con
tracts and related material. Few county agents had had 
previous experience in organizing work of this kind. 
Many of the local offices had inadequate space and office 
equipment for dle efficient handling of a large volume 
of schedules and contracts. 

Under ordinary circumstances such handicaps might 
have been fatal to the program. But circumstances were 
not normal in 1933 or 1934. As pointed out earlier, 
farmers were in desperate financial circumstances in the 
spring of 1933. They were, as a group, willing to co
operate in a program that gave such promise of aiding 
them, and were impatient with those who attempted to 
disrupt it. Furthermore, the county agents and local and 
national officials were willing to work long hours under 
pressure, and often under very trying circumstances, to 
put the program across. This was partly because it meant 
saving their position and income but also because many 
of them felt that it was to the best interest not only of 
themselves and of farmers but also of the nation as a 
whole. The official figures on sign-up may be summar
ized as follows: 

Number of contracts 
accepted18 

..•.•• 

Rented acres18 
•••• 

Percentage of cotton 
land under con-
tract ........ . 

1933 

1,032,000 
10,497,000 

73.2 

1934 

1,004,400 
14,550,000 

85.614. 

1935 

1,300,000 
14,200,000 

There was considerable variation in the percentage of 
cotton acreage under contract in the different states each 

.. Cotton Proauction AJiunment '934-35. AAA, No. 25. December 
1935, Table 18, p. 8. 

U See note " to table no p. 120 for derivation. 
aI See note b to table on p. 120 for derivation. 
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year, as shown by the accompanying table. Among the 
ten major cotton-growing states the range in 1933 was 
from 50.5 per cent in North Carolina to 79.5 per cent in 

COTION ACREAGE CONTRACTED, 1933--35, AS A PERCENTAGE OF TOTAL 
COTION ACREAGE PLANTED 

Division and State 1933 1934" 1935b 

United States ...................... 73.2 85.6 94.4 
Major cotton-growing states: 

North Carolina .................. 50.5 83.9 96.4 
South Carolina .................. 70.1 89.6 96.5 
Georgia ......................... 72.2 88.6 96.2 
Alabama ........................ 14.5 90.2 96.7 
Mississippi ...................... 76.0 93.0 95.7 
Tennessee ....................... 68.2 85.6 92.6 
Louisiana ....................... 79.5 91.9 97.1 
Arkansas ........................ 78.8 92.S 97.1 
Oklahoma ....................... 72.9 73.8 90.0 
Texas .......................... 74.6 83.3 93.2 

Min~r .lX!tton-growing states: 
36.4 69.0 92.7 VI!"gIDla ......................... 

Florida ......................... 45.4 80.5 97.5 
Kentucky ....................... 55.4 83.8 
Illinois .......................... 

ii:6 
37.0 

Missouri ........................ 84.2 94.3 
Kansas ......................... 35.7 73.6 
New Mexico ..................... 65.2 80.0 93.2 
Arizona ......................... 45.8 80.1 94.9 
California ....................... 20.7 61.8 87.7 

• Ratio of the base acreage allowed contract signers in their applica
tions for allotments of tax exemption certificates> under tbe Bankhead 
Act to the total base acreage allowed all applicants for allotments of 
tax exemption certificates in 1934 on all farms on which cotton had been 
grown from 19:&8-33 inclusive. 

b Ratio of the base acreage allowed contract signers in their applica
tions for allotments of tax exemption certificates in 1934 plus the base 
acreage allowed on new one-year contracts signed in 1935 to the total 
base acreage allowed all applicants in 1934 for allotments of tax ex
emption certificates on all farms on which cotton had been grown from 
19:&8-34 inclusive. 

Louisiana, and in 1934 from 73.8 per cent in Oklahoma 
to 93.0 in Mississippi. Among the minor cotton-growing 
states the range was considerably greater than this in each 
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year. For the three major regions of the Cotton Belt, 
the percentages were as follows:18 

1933 
Eastern ................. 68.9 
Central ............. ... 76.4 
Western ................ 73.4-

1934 
88.4 
91.4 
81.1 

1935 
96.4-
96.0 
92.5 

These figures indicate a striking change in attitude 
toward the government offers on the part of farmers in 
the three regions. The proportion of total acreage signed 
up in the eastern area in 1933 was quite low---only 68.9 
per cent-but in 1934 it jumped to 88.4 per cent. Farm
ers in the western area, however, came out stronger for 
the 1933 program but were relatively less enthusiastic 
for the 1934 offer. Farmers in the central belt where 
the large cotton plantations are concentrated were fairly 
strong for both offers. 

Another measure of participation is the percentage of 
their cotton or cotton acreage which the contracting farm
ers offered to destroy or rent to the government. These 
percentages for the United States and the three principal 
regions of the Cotton Belt were as follows: 

1933 
(Destroyed) 

United States. . . . . . . . . .. 35.1 
Eastern ............... 33.8 
Central ............... 32.7 
Western .............. 36.9 

1934 
(Rented) 

38.9 
39.5 
39.1 
38.4 

1935 
(Rented) 

32.7 
33.3 
32.3 
32.9 

In general, the participation of cotton growers seems 
to have been directly related to the relative advantages 
and disadvantages of the offers. As explained earlier, 

• See footnote to chart on p. 70S for a list of the states included in 
each region. 
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these varied rather widely from section to section of 
the Cotton Belt, particularly in 1933.17 

In 1934 the offer favored the eastern part of the 
Cotton .Belt, a fact which is definitely reflected in the 
sign-up. Only 81.1 per cent of the cotton acreage planted 
during the base period in the western region was on 
farms covered by the cotton contracts signed in 1934, 
compared with 88.8 per cent in other Cotton Belt states. 
This difference occurred in spite of a strong possibility 
at the time of the sign-up campaign that a semi-compul
sory cotton control plan would be passed by Congress 
in the spring of 1934. 

A lower sign-up in 1934 in the western region than 
in the eastern was to be expected because (I) the sav
ing in cash outlay would be less; (2) the opportunity 
for expansion of cotton acreage was greater; and (3) 
the acreage of cotton planted in 1933 was 1.4 per cent 
greater than in the base period whereas in the eastern 
region it was 8.0 per cent smaller and in the central 
region 0.5 per cent smaller. In order to make the same 
percentage reductions from base period plantings, west
ern cotton growers therefore had to make an appreciably 
larger reduction from the acreage planted in 1933 than 
cotton growers in other parts of the Cotton Belt. 

Nevertheless the sign-up was large in all areas. Threat 
of a Bankhead Act was held over the heads of non
signers. They were faced with the possibility of paying 
a tax equal to 50 per cent of the market value of cotton 
produced in excess of an allotment approximately equal 
to their permitted acreage (55-65 per cent of their 
base acreage) under a cotton contract times their average 
yield, ~ithout receiving any government payments. Cot-

II For an analysis of this relationship, see H. I. Richards, Cottoll 
under the A gNeullural A Jiustment Act, pp. 37-44. 
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ton producers were also told that they could not obtain 
federal crop production loans or seed loans unless they 
signed a cotton contract agreeing to reduce their produc
tion or obtained a certificate from the county production 
control association stating that they were not increasing 
their production contrary to the program of the AAA. 
This was a powerful factor, particularly in the Missis
sippi Delta area, tending to force farmers to sign up. 
Public sentiment also tended to force some farmers to 
sign contracts in 1934 but was not nearly so important 
a factor as in the 1933 cotton plow-up campaign. 



CHAPTER VIII 

CHECKING COMPLIANCE 

When the cotton program was adopted, a great many 
people were dubious as to the extent to which farmers 
would, or could be forced to, comply with the terms of 
their contracts with the government. They maintained 
that the number of farmers who would accept the gov
ernment checks and then violate their contracts would 
be sufficient to break down the program within a short 
time. It seemed inconceivable to them that the govern
ment could adequately check on a million or more cotton 
farmers scattered over a third of the United States. 
Their skepticism appeared reasonable in the light of 
recent experiences in the enforcement of national pro
hibition. 

These skeptics, however, misjudged two important 
factors. One was the disposition on the part of farmers 
to co-operate in the enforcement of the AAA program 
as a result of their conviction that enforced reductions 
in cotton production were desirable from the farmers' 
standpoint. The other important and unforeseen fac
tor was the care with which the procedure for check
ing compliance would be planned by the AAA. The 
Adjustment Administration fully appreciated the fact 
that careless or weak enforcement of the program at'the 
start would soon result in failure. And those in charge 
had been planning a long-time program and not a tem
porary one. The method of procedure followed in check
ing compliance and the results obtained during the first 
two and one-half years, as described in this chapter, 
should therefore be considered from the standpoint of 
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their possible continuance over a long period of time. 
Each farmer's compliance with the terms of his cotton 

contract with the government was supposed to be checked 
by some person, commonly called a supervisor, having 
no personal interest in the farm represented. Most of 
these supervisors had formerly served as committeemen 
in the same community. In general they checked three 
major phases of the cotton contract-the acreage of cot
ton planted, the use of rented acres, and compliance with 
the landlord-tenant provisions.1 

nIH ACREAGE OF COTTON PLANTED 

The usual procedure in checking the compliance of 
farmers with the terms of their 1933 contract was to 
measure the acreage of cotton offered to be plowed up 
by means of steel tapes, grass ropes, and other devices, 
or by "stepping off" the boundaries of the fields. No 
definite instructions were furnished by the Cotton Sec
tion as to the method of checking the acreage of cotton 
destroyed on each farm. Practices consequently varied 
a good deal. 

A more careful check on the compliance of farmers 
with the cotton acreage limitations of their contracts was 
made in 1934 and 1935. The usual procedure was to 
measure carefully the acreage of land in cotton with a 
steel tape, chain, or other device approved by the Cot
ton Section. "Stepping off" the boundaries of cotton 
fields was not considered an acceptable method of meas
urement. In some states the boundaries of the cotton 
fields were measured and the angles determined by 
supervisors, and these figures were reported to the county 
office where the acreages were calculated. Other states 

1 The test of compliance with landlord-tenant provisions will be 
discussed in Chap. IX, where the whole tenancy problem is reviewed. 
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at first made such measurements but abandoned the pro
cedure because of the high cost involved. In 1935 the 
acreage of cotton on farms not covered by contract was 
also measured. 

Practically all violations of the terms of the cotton 
acreage adjustment contracts were officially considered 
as unintentional and the violators treated leniently. If 
a farmer was found to hav~ planted more than his per
mitted acreage of cotton, he was usually given an op
portunity to plow up the excess cotton; to cancel his 
contract and return to the government all payments 
already received; or, if the excess was slight, to harvest 
the cotton and receive a smaller adjustment payment. 
In 1934, a grower who harvested excess acreage received 
adjustment payments based on his actual reduction from 
his adjusted base, providing he did not grow in excess 
of 65 per cent of his base acreage. Thus a grower who 
agreed to make a 45 per cent reduction and actually re
duced only 35 per cent received the smaller payment 
which was provided for the lower rate of reduction. 
The penalty for harvesting cotton from acreage in ex
cess of 65 per cent of the base acreage was set at 6 cents 
per pound of cotton produced on the excess acreage, 
computed at the yield per acre upon which the contract 
was accepted. In many cases growers were allowed to 
harvest the acreage of cotton planted in excess of their 

. allotments and give it to relief agencies, although this 
was not authorized by regulation. 

Measurements of the acreage of cotton planted on 
farms covered by contract and all other available evi
dence indicate that farmers as a group destroyed the 
cotton offered to the Secretary in 1933 and restricted 
their plantings in 1934 and 1935 to considerably less 
than the acreage of cotton permitted by their contracts. 
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In 1933, 1,03Z,000 farmers offered to destroy cotton 
on 10,497,000 average or representative acres. The best 
evidence that we have of their having complied with the 
terms of these offers is provided by census data and esti
mates of the Crop Reporting Board of the United States 
Department of Agriculture. On July 8, before any cot
ton had been plowed up,- the Crop Reporting Board 
estimated that there were 40,798,000 acres of cotton in 
cultivation on July I, 1933. It later estimated that 
379,000 acres of cotton which had not been accepted 
by the Secretary were abandoned after July 1 and that 
Z9,978,000 acres had been harvested, yielding a total 
of 13,047,z6z bales2 or an average of 208.5 pounds of 
lint cotton per acre. Adding the acreage of cotton which 
farmers offered to destroy, the estimated acreage aban
doned, and the acreage harvested, the total is 40,854,000 
acres, or 54,000 acres more than the estimated acreage 
in cultivation on July I, 1933. These two estimates are 
surprisingly close. They indicate that farmers actually 
plowed up the cotton offered to the Secretary. 

Of course it may be charged that these estimates were 
made to agree. A 1 3-million bale crop might result from 
many combinations of acres and yields per acre. -By 
varying the yield estimate it would be possible to bring 
the figure for acreage harvested in line with the earlier 
estimate of acreage in cultivation less the acreage offered 
to the Secretary or abandoned. However, the estimate 
of a z08.5 pound yield per acre, which was not made 
until May zz, 1934, was only 10.1 pounds aqove the 
August I, 1933 estimate of '198.4 pounds. The earlier 

• This estimate (as of May 2.2, 1934) is based upon a record of the 
amount of cotton ginned as obtained from the cotton gin operators by 
representatives of the u. s. Census Bureau. It is considered a very 
accurate estimate of the size of the 1933 cotton crop. 
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estimate was made on the basis of reports submitted by 
about 10,000 cotton crop reporters, most of whom had 
been making such reports for a number of years on land 
in their immediate vicinity, of the estimated condition of 
the crop, stand, boll weevil infestation, and fertilizer 
used, and on other information such as the relation of 
yield to weather conditions, etc. Only a small amount 
of cotton offered to the Secretary had been plowed up 
when the August 1 estimate was made, and hence these 
reports probably indicated the condition of the entire 
crop. Furthermore, revised estimates of yield for the 
1933 crop, as of May 22, 1934, were lower than the 
August 1 estimate in six out of the ten major cotton
growing states. And in the four other states, particularly 
Texas and Oklahoma, where most of the increase in 
yield occurred, weather conditions were unusually fav
orable after August I. In the central and eastern parts 
of the Cotton Belt, private as well as government reports 
indicate that the crop deteriorated to some extent. 

Of course the August 1 estimate of yield may have 
been too high because of the cotton reduction program. 
Crop reporters, most of whom were farmers, may have 
been led to over-estimate the condition of cotton at that 
time. However, practically all of the trade reports indi
cated that the condition of the cotton crop on August 1 

was considerably above normal.s 

In 1934 contract signers were permitted to plant 23.5 
million acres of cotton. Careful measurement of the 
acreage actually harvested by contract signers indicates 
a total of only 20.7 million acres, or 2.8 million acres less 
than they were permitted to plant. These farmers had 
agreed to reduce their cotton acreage 15.0 million acres 

I For a more complete analysis of compliance in 1933, see H. I. 
Richards, Cotto" under tM Agricultural Adiustmenl Act, pp. 54-59. 
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below that in the base period. Actually they reduced it 
17.8 million acres, or I9 per cent more than necessary. 
It was to be expected that some farmers would plant 
less than their permitted acreage in order to be on the 
safe side, or for other reasons, and if no contract signer 
was allowed to harvest more than his permitted acreage, 
the total acreage would consequently be somewhat less 
than the total permitted acreage. For one Louisiana 
parish (the only data available) the distribution of con
tract farms according to the ratio of planted acres to 
permitted acres was as shown in the chart on page I30. 
Only 3.5 per cent of these farms planted more than their 
permitted acreage and only 1.6 per cent overplanted 
by more than 10 per cent. On the other hand, 1.9 per 
cent of these contract signers did not plant any cotton 
and 6.5 per cent had 50 per .cent or less of their per
mitted acreage in cotton. As a group these farms planted 
19 per cent less than their permitted acreage. 

Additional evidence that farmers as a group restricted 
their cotton acreage in I934 to less than that permitted 
under their contracts is furnished by census data and 
estimates of the Crop Reporting Board. On May I7, 
I935 the United States Census Bureau placed final gin
nings of the 1934 cotton crop at' 9,636,073 bales and on 
May 22, I935 the Crop Reporting Board estimated that 
this cotton was harvested from 26,987,000 acres yield
ing an average of 170.9 pounds of lint cotton per acre. 
Assuming the estimate of total production to be correct 
since it was based mainly on a record of actual ginnings, it 
is apparent that if the estimate of acreage harvested in 
I934 was too low the yield estimate must have been too 
high. While no actual appraisal of the accuracy of these 
estimates can be attempted here, a number of pertinent 
facts may be cited. In the first place, the estimated yield \ 
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in 1934 was only 8.8 per cent greater than the lowest 
average yield since 1923-157 pounds per acre in 1930. 
It is true the drought greatly reduced yields in 1934, 
but an enforced reduction in cotton acreage tended to 
cause farmers to plant cotton on their better land and to 

OVER- AND UNDER-PLANTING BY CONTRACTING FARMERS 

IN ONE COUNTY, 1934" 

'lIfMBER DF' CDNTRACTS 
0 

NIJMBER DF' CDNTRACTS 
00 

I 
I 
I 
I ~ 

/ 
4 , 

I 
I 
I 

I If 

:1 
r 

40 DO 

3D 00 

20 01) 

10 0 
Ji 

00 

/' iAVE~ iA6E 

-V I 
0. o w ~ ~ ~ ~ ~ ro ~ ~ ~ M ~ 

PERCENTA6E DF' PERMITTED ACREA6E PLANTED 

" Data obtained from compliance records in the county agent's office. 
Number of contracts charted is cumulative. 

take better care of their crop. Under normal growing 
conditions, better than average yields could have been 
expected. These circumstances do not indicate that the 
yield estimates were unusually high. 

Assuming that 26,987,000 acres of cotton were har
vested as estimated by the Crop Reporting Board, it is 
apparent that if contract signers planted the entire 23.5 
million acres of cotton permitted under their contracts, 
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non-signers must have planted only 3.5 million acres. 
During the sign-up campaign in 1934, however, it was 
estimated that non-signers planted an average of 5 mil
lion acres annually in 1928-32, and additional evidence 
indicates that this estimate was too low. In other words, 
if contract signers planted their full permitted acreage 
of cotton or more, then non-signers must have greatly 
reduced their plantings. As a matter of fact non-signers 
are estimated to have harvested 7.1 million acres or 
slightly more than the base acreage granted them under 
the Bankhead program. 

In 1935 the Crop Reporting Board estimated that 
the acreage of cotton in cultivation on July 1 was 
27.9 million acres or practically the same as on July I, 

1934. Contract signers in 1935 were permitted to 
plant 28.4 million acres, and the base acreage of non
signers was estimated at 2.8 million acres. In other 
words, if the estimated acreage of cotton in cultivation 
on July 1 was correct, either contract signers'as a group 
planted less than their permitted acreage of cotton or 
non-signers voluntarily reduced their cotton acreage 
without receiving any government payments. 

USE OF RENTED ACRES 

In 1933 farmers agreed to destroy cotton planted 
on 10.5 million acres, while in 1934 and 1935 they 
rented to the Secretary of Agriculture 14.5 and 14.2 
million acres of cotton land respectively. In 1933 the 
cotton contract limited the use of the cotton land plowed 
under to "the production of soil-improvement or erosion
preventing crops or food or feed crops for home use." 
The 1934 and 1935 cotton acreage reduction contracts 
specified that the producer should: 

••• not increase on this farm in 1934 above 1932 or 1933 
(a) the total acreage planted to crops, including the rented 
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acres; (b) the acreage planted to each crop for sale, designated 
in the act as a basic commodity, except as may be permitted 
under the contract between the producer and the Secretary; 
(c) the number and kind of livestock designated as a basic com
modity in the act (or a product of which is designated) kept 
for sale (or the sale of a product thereof). 

Use the rented acres only for: soil-improving crops; erosion
preventing crops; food crops for consumption by the producer 
on this farm; feed crops for the production of livestock or live
stock products for consumption or use by the producer on this 
farm; or fallowing; or such other uses as may be permitted by 
the Secretary or his authorized agent." 

Practically no attempt was made to check on the use 
made by farmers of the land on which cotton was de
stroyed in 1933. In 1934 little attempt was made to 
measure or mark the a,creage of land rented to the Sec
retary mainly because all of the restrictions on the use 
of the rented acres for producing feed crops were re
moved by an administrative ruling announced on August 
2, 1934 but also because the acreage of land in food and 
feed crops was usually much in excess of the rented 
acres. Each contracting producer was merely required 
to certify that the terms of the contract had been com
plied with and to report any excess acreage of basic crops 
or numbers oflivestock in 1934 over 1932 or 1933. It 
was expected, however, that the supervisors would catch, 
any flagrant violations of the contract in these respects. 

In 1935 the rented acres were measured and a few 
cases were found in each state where the acreage of cot
ton and other basic crops under contract plus the rented 
acres was greater than the cultivated acreage in the farm. 
But on most farms the acreage of food and feed crops 
was so much in excess of the rented acreage that actual 
measurement of them was of little significance in check-

• 1934 and 1935 Cotton Acreage Reduction Contract. 
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ing compliance. Each contracting producer, however, 
was required to certify that he had complied with the 
terms of his contract, to report imy excess acreage of 
basic crops or increase in numbers of livestock in 1935 
over 1933 or 1934, and to report the acreage of wheat, 
rice, peanuts, and tobacco planted in 1935. 

This apparent laxity in the enforcement of the con
tract requirements with respect to use of rented land was 
in large measure unavoidable, except where wheat, to
bacco, or corn and hog contracts were entered into with 
the government. The acreage of potatoes or feed crops, 
or the number of cows and hogs on a farm might be 
greater in 1934 or 1935 than in 1932 or 1933 and the 
products reserved for home consumption. A supervisor 
could not determine the use made of these products 
by one visit to the farm. 

The use actually made of the rented acres in the 
major regions of the Cotton Belt is best indicated by the 
published estimates of the Bureau of Agricultural Eco
nomics.1 These estimates indicate that the acreage of the 
principal crops, other than cotton, harvested in the 
eastern and central portions of the Cotton Belt where 
weather conditions were normal or better in 1934 and 
1935 was about 15 per cent above that in 1932. In the 
western portion, where the drought was unusually 
severe in 1934 there was a marked drop in acreage of 
crops other than cotton from 1932 to 1935. 

The acreage of land planted to important crops other 

• For cotton acreage, see Crops and Markets, U. S. Dept. of Agricul
ture, December 1935 and Yearbook of Agriculture, U. S. Dept. of 
Agriculture, 1932.-35. For acreage of otber principal crops, see the De
cember issue of Crops and Markets, 1932.-35. The states included in the 
various divisions of the Cotton Belt are: eastern-North and South 
Carolina, ,Georgia, and Alabama; central-Tennessee, Mississippi, 
Louisiana, and Arkansas j western-oklahoma and Texas. 
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than cotton, however, was relatively large in 1932 in all 
parts of the Cotton Belt. As the acreage of cotton de
clinedfrom 1929 to 1932 in response to relatively low 
prices, the acreage of food, feed, and other crops in
creased. But when cotton acreage was reduced by gov
ernment action about 8.6 million acres below the acreage· 
for 1932, farmers apparently did not consider it de
sirable to increase their acreage of other crops much 
above that in 1932. In other words, these figures indi
cate that of the 14.2 million acres rented to the Secretary 
in 1935, perhaps half were planted to other crops. 



CHAPTER IX 

THE LANDLORD-TENANT PROBLEM 

One of the extremely difficult problems involved in 
the cotton reduction program was that of controlling its 
effects as between landlords and tenants. There were two 
major aspects of this problem. One was the protection of 
tenants from being displaced, or from having their tenure 
status reduced, by landlords who contracted with the gov
ernment to reduce their acreage of cotton. The other 
was the division of government payments and other bene
fits resulting from the program between landlords and 
tenants. This problem was of particular importance in 
the case of cotton because of the large reductions in acre
age of cotton required of contracting farmers and because 
of the landlord-tenant relationships which characterize 
the tenancy situation in the South. 

LANDLORD·TENANT RELATIONSIDPS 

In general, tenants on cotton farms are of three more 
or less distinct types, customarily called share croppers, 
share tenants, and cash or "standing rent" tenants. Their 
usual economic relationship to their landlord is well 
shown by the accompanying table. 

While share tenants and cash or standing rent tenants 
are common to all parts of the United States, the share 
cropper, commonly called cropper, is found principally 
in the South. He occupies a tenure status between that of 
wage hand and share tenant. The typical cropper is with
out work stock, equipment, or other capital. The land
lord furnishes him everything, including food while 
"making" a crop. Such advances are charged against th~ 
cropper's account and settlement is made when the crop 
is marketed. Only labor is furnished by the typical crop-

1]5 
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ECONOMIC RELATIONSHIP OF LANDLORD AND TENANT IN THE SOUTH" 

Landlord-Tenant Share Cropping Share Rentin~ Cash Renting 
Participation (Croppers) (Share tenan ts (Cash or standing 

renters) 

Landlord fur- Land Land Land 
nishes: House or cabin House or cabin House or cabin 

Fuel Fuel Fuel 
Tools One-fourth or 
Work stock one-third of 
Feed for work fertilizer 

stock 
Seed 
One-half of fer-

tilizer 

Tenant furnishes: Labor Labor Labor 
One-half of fer- Three-fourths or Fertilizer 

tilizer two-thirds of Work stock 
fertilizer Feed for work 

Work stock stock 
Feed for work Tools 

stock Seed 
Tools 
Seed 

Landlord receives: One-half of crop One-fourth to Fixed amount in 
one-third of cash or lint 
crop cotton 

Tenant receives: One-half of crop Three-fourths to En tire crop less 
two-thirds of fixed amount 
crop 

" E. A. Boegar and E. A. Glldenweiser, "A Study of the Tenant Systems 
of Farming in the Yazoo-Mississippi Delta," U. S. Dept. of Agriculture 
Bulletin 337, 1916. 

per. And this labor is directed and supervised by the 
landlord to almost as great an extent as that of wage 
hands. The cropper; however, is paid a share of the crop 
at the end of the season in lieu of cash wages. His com
pensation is therefore somewhat closely related to his 
care of the crop. 

Shifts from croppers to wage hands can be made quite 
easily since the landlord typically owns all of the. work 
stock and equipment. Presumably the only change in
volved is in the method of paying for labor. Experience, 
however, has proved the cropper system to be better 
adapted to certain conditions existing in the South than 
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either the share tenant or the wage hand system. Under 
the wage system the landlord assumes a somewhat 
greater risk, exercises a slightly greater amount of super
vision, and perhaps on the average has a slightly lower 
grade of labor. 

Share tenants and cash or standing rent tenants typi
cally furnish their own work stock, feed, equipment, and 
other production capital. There is, however, a wide vari
ation in the supervision of their operations. On cotton 
plantations they are supervised to a large extent, al
though not so fully as croppers or wage hands. Ad
vances of fertilizer, food, and other supplies are cus
tomarily made to such tenants throughout the older parts 
of the Cotton Belt. In the western and newer part of 
the Cotton Belt, however, share and standing rent ten
ants customarily operate an entire farming unit with 
little or no supervision by the landlord and without ad
vances of food and other supplies by him. Such share 
tenants were called "managing share tenants" in the cot
ton contract for 1934 and 1935. 

In 1934 applicants for allotments of tax exemption 
certificates who operated farms covered by cotton con
tracts, reported the following number of farm operators 
in each tenure class, by regions: 

Tenure Class Eastern 
Owners ........ 243,913 
Cash tenants. . .. 81,823 
Standing rent ten-

ants . . . . . . . . . 9,128 
Managing share 

tenants ...... 39,957 
Other tenants-

principally share 
croppers and 
non - managing 

Central 
207,490 
35,135 

905 

40,326 

Western Total 
176,943 628,346 
17,403 134,361 

437 10,470 

126,920 207,203 _ 

share tenants . 285,264 377,201 113,301 775,766 
Total ......... 660,085 661,057 435,004 1,756,146 
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These data show that approximately 65 per cent of 
the total number of farm units covered by 1934-35 cot
ton contracts were being operated by tenants in 1934 and 
that about 45 per cent were operated by share croppers 
and non-managing share tenants. Nearly 20 per cent of 
these farm units were being operated by cash and stand
ing rent tenants. 

DIVISION OF BENEFIT PAYMENTS 

In working out the division of benefit payments be
tween landlords and tenants for taking land out of cotton 
production in 1934 and 1935 the AAA was confronted 
with the fact that landlords controlled the use made of 
their land. Their co-operation was necessary. If the reduc
tion program was to succeed it was necessary to have a 
large proportion of the cotton-producing farms under 
contract. Naturally a larger sign-up could be obtained 
by making an offer that favored the landowner rather 
than one which favored the tenant. 

Furthermore, even if a large sign-up were secured, 
there was still the serious and unknown possibility that 
a large number of tenants would be displaced or their 
tenure status reduced. And the greater the proportion 
of the benefit payments made to tenants, particularly 
share croppers and non-managing share tenants, the' 
greater the danger that landlords would displace some of 
them in order to obtain a larger share of the payment. 

Another factor that carried some weight was the claim 
that landlords were entitled to a relatively large share of 
any payments made for taking land out of cotton pro
duction on their farms. They claimed to have borne the 
brunt of the depression. They had had to pay taxes and 
interest rates that were abnormally high in relation to 
current income. The tenancy system is paternalistic in 
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a large part of the Cotton Belt and many landlords had 
"carried" their tenants through years when the income 
from the tenants' share of the crop was less than the 
amount of "furnish" advanced. Many tenants expected 
their landlord to look after them-to see them through 
the depression. At the same time it was argued that if 
the reduction program succeeded and approximately the 
same percentage reduction was made on each farm unit, 
the income of tenants would be increased by the increase 
in price even though they received no part of the bene
fit payments. 

The situation was different with respect to the division 
of payments for plowing up cotton in 1933. At that time 
there was little danger of any tenant displacement. Prac
tically all of the crop had been planted when the pro
gram was announced, and both landlords and tenants had 
an interest in the crop. 

In formulating plans for 1936 the AAA was also con
fronted with a different situation from that existing 
when the 1934 and 1935 programs were formulated. In 
the first place, the Bankhead Act made it practically cer
tain that nearly all farms would be covered by contracts 
if the program were continued in 1936. Besides, the AAA 
did not think that many cotton tenants had been dis
placed or their tenure status reduced during 1934 and 
1935, and did not expect such developments in 1936• 

It is impossible to say how these factors were weighed 
in formulating the provisions relating to division of pay
ments between landlords and tenants each year. But the 
change in division of payments from year to year reflects 
the changes in basic conditions. In 1933 the payments 
were divided between landlords and tenants according 
to their interest in the crop. This division naturally fav
ored the tenant since his labor and expenses were re-
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duced much more than those of the landlord. In the 
government offer for 1934 and 1935, however, land
lords operating with share croppers or non-managing 
share tenants were offered nearly 90 per cent of the total 
payment for taking land out of cotton production on their 
farms in 1934. But in the plans announced for 1936 share 
croppers were to receive 25 per cent of the payment for 
taking land out of cotton production on farms operated 
by them, and non-managing share tenants-were to re
ceive 50 per cent. 

DANGER OF DISPLACEMENT OR CHANGE IN TENURE 

The Adjustment Administration realized that even 
though the division of benefit payments in 1934 and 1935 
favored the landlord, there was still considerable danger 
that tenants would be displaced or their tenure status 
reduced. It therefore took steps to prevent such develop
ments. To this end, every cotton acreage reduction con
tract of .1934 and 1935 obligated the signer to: 

Endeavor in good faith to bring about the reduction of 
acreage contemplated in this contract in such manner as to 
cause the least possible amount of labor, economic and social 
disturbance, and to this end, in so far as possible, he shall effect 
the acreage reduction as nearly ratably as practicable among 
tenants on this farm; shall, in so far as possible, maintain on 
this farm the normal number of tenants and other employees; 
shall permit all tenants to continue in the occupancy of their 
houses on this farm, rent free, for the years 1934 and 1935, 
respectively (unless any such tenant shall so conduct himself 
as to become a nuisance or a menace to the welfare of the 
producer); during such years shall afford such tenants or em
ployees, without cost, access for fuel to such woods land belonging 
to this farm as he may designate; shall permit such tenants the 
use of an adequate portion of the rented acres to grow food and 
feed crops for home consumption and for pasturage for domes
tically used livestock; and for such use of the rented acres shall 
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permit the reasonable use of work animals and equipment in 
exchange for labor.1 

We may all agree with Professor Bruton of the Duke 
University School of Law that "with no stronger obliga
tion imposed upon them to keep their tenants than that 
contained in this section, it is to be expected that many 
landlords will reduce their acreage in the easiest and 
most economical manner.,,2 But just what is "the easiest 
and most economical manner"? What did a landlord 
have to gain by displacing some of his tenants or reduc
ing their tenure status? 

The potential gains of a landlord from displacement 
or reduction in the tenure status of his tenants varied 
with the landlord-tenant relationship at the time the cot
ton program was undertaken. These gains might be de:
rived from two sources: (I) the tenallts' share of the cash 
benefit payments; and (2) the tenants' share of other 
benefits from the program. The first may be illustrated 
by a single farm unit having the following contract 
record: 

Base acreage of cotton 0 0 0 0 0 0 0 0 0 0 0 • 0 0 0 0 0 • 0 0 • 0 0 15 acres 
Acreage rented to the government 0 0 0 0 0 0 0 •••••• 0 6 acres 
Acreage of cotton operator is permitted to plant. 0 •• 9acres 
Average yield of lint cotton per acre allowed. 0 0 0 200 pounds 
Rental payment (1,200 pounds at 3.5 cents). 0 0 0 ••• $42.00 
Parity payment (1,200 pounds at 1 cent). 0 .0 ••••• $12.00 

Total payment 0 0 •• 0 0 0 0 0 • • • • • • • • • • • • • • • • •• $54.00 

1 Par. 7 of the contract. According to plans which were developed for 
1936, contract signers were to be required to agree "in so far as is eco
nomically practicable, to keep the number of tenants or share croppers 
that were kept the preceding year and to allow them the percentage of 
land which they had in 1935." "AAA Announces New Four-Year Cot
ton Adjustment Program," AAA Press Release No. 993-36, Dec. 3, 
1935· 

• Paul W. Bruton, "Cotton Acreage Reduction and the Tenant 
Farmer," Law and. Contemporary Problems, June 1934, p. 290. 



142 COTTON AND THE AAA 

The division of the $54 government payment between 
landlord and tenants provided in the cotton contract for 
1934-35 was as follows under the specified types of 
tenure: 

Tenure Class Landlord Tenant 
Owner, with or without hired labor ....... $54.00 
Share croppers, receiving half of crop. . . . .. 48.00 6.00 
Share tenants, other than managing share 

tenants, receiving two-thirds of crop .... 46.00 8.00 
Managing share tenants, receiving three-

fourths of crop ... . . . . . . . . . . . . . . . .. 24.00 30.00 
Cash or standing rent tenants. . . . . . . . . . . 54.0Q 

It is clear from this illustration that the landlord's 
share of the government payment would be increased 
only $6.00 by displacing share croppers operating the 
farm indicated above, or by reducing them to the status 
of wage hands. Furthermore, the amount of government 
payments received by the landlord would be increased 
only $2.00 by reducing share tenants (other than man
aging share tenants) to share croppers. 

The potential gains from the second source were, of 
course, much greater than the tenants' share of the gov
ernment payments. Landlords who displaced tenants 
or reduced them to a wage status might profit most from 
obtaining the tenants' share of other gains from the pro
gram. But the attainment of such gains was more dif
ficult. It involved claiming a larger share of the crop 
from each tenant. For instance, if a landlord having 
a base of 150 acres and permitted to raise 90 acres of 
cotton reduced the number of croppers from ten to 
six, he would gain nothing unless he raised the rent. This 
would be difficult to do in secret, even though it might 
be to the advantage of both the landlord and the six 
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tenants. Nevertheless, it is conceivable that the rent paid 
by the six croppers retained might be increased by the 
amount of net income that would have been received by 
the four displaced croppers. In other words, if l8,000 
pounds of lint cotton had been produced on this farm by 
ten croppers who received one-half of the crop, their 
average income from this cotton at 12 cents per pound 
would have been $108 and the increase in rent tl,1at 
might have been obtained by displacing four of them 
would have been $432. This is assuming, of course, that 
the value of the cottonseed produced would equal the 
cash out-of-pocket costs of producing cotton. 

The potential gain to landlords from reducing their 
tenants to the status of wage hands on farms covered by 
a cotton contract was proportionately the same as the 
gain from displacing some of them and raising the rent 
demanded of those retained. In order to obtain such 
gain, however, a landlord either had to displace four of 
the ten tenants or else divide the work among the ten 
and pay them the usual wages of six tenant families. 
Such a shift either with or without displacement of any 
tenants would, however, have necessitated changes in 
management and method of farming; and it seems prob
able that sheer inertia, plus the penalties for contract 
violation, would have prevented any appreciable change 
of this sort during the past two seasons. Over a longer 
period of time, however, the probability of such shifts. 
would be greater. 

There is less danger of a net displacement of manag
ing share tenants within a short period. Replacing such 
tenants with laborers would increase the landlord's share 
of the government payment by $30, but the difficulties 
of operating individual farm units, often widely separ
ated, with hired labor would almost preclude such a shift. 
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Changing from a managing share tenant to a share crop
per basis would be more practicable, however, and would 
give the landlord all but $6.00 of the government pay
ment. Since there is strong competition for farms in areas 
where managing share tenants predominate, such ten
ants might well offer to accept a lower classification or to 
turn over all or most of the payment to the landlord in 
order to keep their farms. Such arrangements could be 
made privately in such a way as to leave little basis for 
checking them. This was especially true since the cotton 
contract did not clearly differentiate a managing share 
tenant from other share tenants.s In most cases the de
cision as to tenure status was left almost entirely to the 
landlord and tenant, with the result that there were wide 
variations in the classification of tenants. 

Another possibility was that landlords might displace 
managing share tenants and either discontinue operation 
of their farms or have them operated by neighboring 
farm owners. For instance, a few of these farms might 
be rented to sons of neighboring farmers and operated 
largely with work stock and equipment from the home 
farm. Where both farms were covered by contract with 
about the same base acreage of cotton, and cotton was 
the principal crop, the labor, work stock, and equipment 
required to operate the home farm would be sufficient 
in many cases to operate the neighboring farm also. The 
permitted acreage of cotton on both farms would be 
only slightly larger than the base acreage for the home 
farm, particularly if 45 per cent of the base acreage was 
rented to the government. Such tenants could, of course, 
afford to pay the usual rent for cotton and other crops 
produced and allow the landlord to receive all of the 
government payments. In fact, they could afford to pay 

• See p. 14-7. 
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additional rent for this privilege.& Such competition for 
farms might tend to force rents up and to elicit offers of 
higher rents from managing share tenants, perhaps sur
rounded by a great deal of secrecy. 

There was, of course, much greater danger of dis
placement or reduction in tenure status of .share or stand
ing rent tenants on plantations and on producer units 
closely associated with other producer units operated by 
the same landlord. Cotton plantations, for instance, often 
produce some cotton with wage hands as well as with 
croppers, share tenants, and cash or fixed rent tenants. 
Under such conditions, some tenants might be displaced 
and the permitted cotton acreage grown to a larger 
extent with wage hands. The actual acreage grown by 
wage hands might be no greater than during the base 
period. In that case no extra equipment or work stock 
would be needed by the landlord, and the entire reduc
tion could be effected by displacing share tenants. Such 
a shift would, of course, have been in violation of the 
contract, but it might have been difficult to prove that 
the landlord forced these tenants to move.5 

It must be evident, therefore, that the potential gains 
of landlords from displacing some of their tenants or 
from reducing their tenure status were fairly large. There 
was also an opportunity for some landlords to achieve a 
part of these gains without.great risk of being detected. 

• Take, for instance, a farmer with a 50-acre cotton base renting 
2.0 acres to the government and planting 30 acres. He has the labor 
and equipment to produce 50 acres of cotton, a part of which will 
not be fully used if he plants only 30 acres. Furthermore, he expects 
the price of cotton to be fairly high because of restricted production. If 
under such conditions he rented 2.0 acres for the production of cotton 
from a neighbor, his additional costs would be relatively low and his 
returns relatively high even though he received no part of the rental 
payments. 

• For penalties incurred by violation, see p. J 47. 
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But for most landlords such gains could be attained only 
by obviously violating their cotton contracts and there
by endangering the benefits to be derived by respecting 
the contract provisions. 

The cotton contracts of 1934 and 1935 unquestionably 
favored the landlord. As noted on page 140, those pro
ducing cotton with share tenants received about 90 per 
cent of the total government payment. Furthermore, if 
the reduction program increased the value of cotton pro
duced such landlords would receive one-half of the in
crease. Many of them would also gain from the payment 
of old debts, otherwise uncollectible, by tenants whose 
income was increased. 

INVESTIGATION OF COMPLAINTS 

Numerous complaints were received by the AAA from 
tenants all over the Cotton Belt who claimed they were 
managing share tenants but had not been allowed to 
sign the contract along with the landlord. Others claimed 
that they had been displaced by landlords in violation 
of the contract; that their tenure status had been re
duced; or that landlords were withholding benefit pay
ments. Early in May 1934 an adjustment committee 
was established to investigate these complaints. One rep
resentative was called in from each major cotton-grow
ing state except Texas (where complaints were handled 
by district agents within the state) to go over com
plaints and select those that seemed to need investiga
tion. These representatives were then sent into the field 
to make the investigations in one or more states outside 
of their own. 

The representatives worked closely with the county 
agents and committees. No public announcement of their 
arrival was made and the investigations were conducted 
with as little publicity as possible. Usually, the investi-
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gator called on the complainant personally and obtained 
his version of the case. If there appeared to be a viola
tion of the contract, it was discussed with the landlord 
and an adjustment was made if the landlord could fur
nish a satisfactory explanation. Otherwise, cancellation of 
the contract was recommended. These field representa
tives were active from May 1 to August I, 1934. Since 
then, the county committees have taken charge of the 
investigations of complaints. 

A large proportion of the complaints came from those 
who claimed to be managing share tenants but who were 
not permitted to sign a cotton contract as such. Many 
were due to misunderstandings. The contract merely de
fined a managing share tenant as a "share tenant who 
furnishes the work stock, equipment, and labor used in 
the production of cotton and who manages the opera
tion of this farm." Field representatives, however, were 
given the following "more definite interpretation ..• as 
a general guide." 

The term "managing share tenant," as used in the 1934 
and 1935 cotton acreage reduction contract, and in the adminis
trative rulings and instructions relating thereto, shall mean a 
share tenant who: 

(a) occupies and operates a definite and distinct tract of land 
or operating farm unit, which is possible of description as re
quired in the contract, which has its own cropping system, and 
which is operated independently of any other tract, regardless 
of whether it is a part of a larger piece of property or comprises 
an entire holding in and of itself, and 

(b) performs or directs all labor incident to production and 
harvesting of crops on the tract of land described in clause (a) 
above, without direct supervision by the owner, being account
able to the owner only for rentals and for the general welfare 
and condition of the farm property according to an initial 
agreement or understanding;, provided, however, that designa
tion at the beginning of the year or at seasonal intervals of the 
acreages of crops to be grown, instructions as to time and place 
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of ginning and marketing cotton, by the owner or landlord, or 
an agent of the owner, or landlord, and occasional visits to the 
farm by the owner, or landlord, or an agent of the owner or 
landlord, to talk with the tenant about said matters shall not 
within themselves constitute "direct supervision" within the 
meaning of those words as used in this clause.s 

Up to June 29, I935, 3,068 complaints had been in
vestigated. Of these I,945 were considered unjustified 
and due largely to a misunderstanding of the contract. 
However, 836 of them were adjusted by the county 
committee a.I).d 249 by field representatives, while 38 
contracts or I.2 per cent of the total number investigated 
were recommended for cancellation. 

Only a few complaints were received from most coun
ties-probably not over three or four per county on the 
average. Most of them came from a few counties, par
ticularly in the newly developed areas along the Missis
sippi Delta in the northeastern corner of Arkansas. About 
25 per cent of all complaints on the landlord-tenant 
phase of the cotton program came from this small area, 
where the number of farms in I935 reported by the 
United States Census was over IO per cent greater than 
in I930. Several factors apparently combined to cause 
trouble in this section. "Chief among them," according 
to a New York Times correspondent, "are the high per
centage of white share croppers in this area; a surplus of 
labor created by the lure of the fertile bottom lands for 
the farmer on the submarginal land to the west, and the 
fact that the tradition of the soil is less deeply rooted 
in the share cropper of this region than it is in other 
cotton-growing states to the south."T Normally, large 

• Letter from Administrator Davis to district agents and others assisting 
with the landlord-tenant problem, May 5, 1934. 

'F. Raymond Daniell, "AAA Piles Misery on Share Croppers," New 
York Times, Apr. 15,1935, p. 62. 
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numbers of white people from the hills and mountains 
of Arkansas and adjoining states come down into the rich 
bottom lands to pick cotton. The drought in 1933 and 
1934 caused larger numbers to migrate than usual. Many 
of them decided to stay, perhaps because they thought 
it would be easier to secure help from relief agencies. In 
any case the supply of tenants seems to have been greatly 
increased. Besides, a considerable number of negroes re
turned from the North after the end of the "prosperity 
era," and there seems to have been some tendency for 
plantation owners to substitute them for the white ten
ant. It was in this situation that the Southern Tenant 
Farmers Union was formed, and to a considerable extent 
succeeding difficulties revolved around this organization. S 

The main issue seems to have arisen over the Union's 
attempt to force plantation owners by court action to keep 
the same tenants in 1934 and 1935 as in 1933.9 Such 
demands were rejected by the Supreme Court of Arkan
sas and on February 12, 1935 Secretary Wallace ruled 
that "Section 7 of the cotton contract does not bind own
ers to keep the same tenants.,,10 

• This organization was formed shortly after the sensational charge 
by Normal Thomas that: " •.. under the operation of the AAA hundreds 
of thousands of them [share croppers] are either being driven out on 
the roads without hope of absorption into industry or exist without land 
to cultivate by grace of the landlord in shacks scarcely fit for pigs." 
(American Guardian, Mar. :I, 1934, p. 1.) 

• A major contention of the Union also was that its members were 
discriminated against by the administrators of relief. It was on this 
issue, and not displacement of tenants by the cotton program, that Ward 
Rodgers ran afoul the law when he declared at Marked Tree, Ark.: 
"Relief will not come until the government of the United States abolishes 
the plantation system. • • • I could lead a lynch mob. I don't want 
to do that. But, gentlemen, if these people are not fed I will lead that 
lynch mob and lynch every plantation owner in Poinsett County." (Steno
graphic copy in the AAA of remarks made by Ward Rodgers.) 

.. There was also a division of opinion on this question within the 
AAA, prior to its reorganization early in 1935. Various outside organi
zations also undertook studies of the situation, most of them bei~g directed 
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CHECKING COMPUANCE 

As stated in Chapter VIII, definite prOVlSlOn was 
made for ascertaining whether or not contract signers 
were living up to their contract obligations. The com
plaints of violation of the landlord-tenant provisions of 
the contract, together with the dangers to tenants known 
to be inherent in the program, made a careful check for 
possible displacement or demotion of tenants doubly 
desirable. Although the data available for checking are 
not free from the suspicion of bias, or are not adequate 
to tell a convincing story, they are worthy of review for 
such light as they shed on the problem. 

AAA checks. In the late summer and fall of I934, 
every contracting producer was required to certify that 
the terms of the cotton contract had been carried out; 
to report the number of his tenants,11 share croppers,'2 
and wage hands in I933 and I934; and to state the rea
sons for any change in their number. The committee
man or other inspector checking compliance of the con
tracting producer was required to certify: "I am 
acquainted with the farm . . . and have examined and 
considered the representations made by the producer 

at the operation of the AAA cotton program in the Arkansas section. 
The most comprehensive of these studies is that made by the Committee 
on Minority Groups in the Economic Recovery, financed by the Julius 
Rosenwald Fund. Others have been made by the Federal Council of 
Churches of Christ in America, the League for Industrial Democracy, 
and the Socialist party. Each group found evidence of low standards 
of living among share croppers, and discovered that many were on relief, 
as well as on the road. Each report of these studies pointed out that 
this situation prevailed while a cotton reduction program was in opera
tion, and either stated or implied that the two are closely related. The 
Bankhead Farm Tenancy bill (S. 2367) seems to have been an out
growth of these studies and the agitation that accompanied them. 

U All tenants who had furnished their own work stock and equipment 
but had not signed the contract. 

U All tenants who had not furnished work stock and equipment but 
had furnished labor in exchange for a share of the crop. 



THE LANDLORD-TENANT PROBLEM 151 

•.• and have found the statements made •.. to be correct 
to the best of my information and belief.nts 

Such evidence, however, is not conclusive, partly be
cause most of the local and county committeemen in 
charge of checking compliance were landowners, as 
shown on page 79. Contracting producers who deliber
ately violated the spirit, if not the exact terms of the con
tract, would surely not have hesitated to falsify their 
claims as to number of tenants, particularly in 1933, 
when misstatements would be exceedingly difficult to 
check. It must be admitted, however, that local commit
teemen would know of most, if not all, changes in num
ber of tenants or tenure status made by producers in their 
community. These committeemen, therefore, may have 
done an excellent job of reporting on the compliance of 
producers with this phase of their contract, or they may 
have done a very poor job. One simply cannot tell from 
the records. 

This potential bias in compliance records was clearly 
recognized and the AAA has repeatedly undertaken 
other investigations of the problem. In the summer of 
1934 it co-operated to some extent with the Federal 
Emergency Relief Administration in an analysis of the 
reasons why families were on relief in a number of se
lected cotton counties throughout the South. Informa
tion obtained from 100 to 200 families selected at ran
dom in each county indicated that only a small proportion 
claimed to be in distress as a result of the AAA cot
ton program. A more extensive and detailed analysis 
covering 52 typical cotton counties in the eleven principal 
cotton states was later undertaken jointly by the AAA 

U "Supplementary Representations of Producer to County Committee 
and Report of Supervisor for 1934," AAA Form No. Cotton 21, 

z6-'3'0, June IS, 1934. 
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and FERA. From the relief rolls of these counties from 
January I, 1934 to March 15, 1935 were selected the 
names of every tenant who had operated a farm in 1933 
or 1934 which was covered by a 1934-35 cotton contract. 
The total number of tenants and other persons on relief 
was also obtained. Information was then obtained as to 
the residence, tenure status, or displacement of these 
tenants, together with the tenure status of any new ten
ant who had replaced them each year from 1932 to 
1935 inclusive/& If any displacement of tenants or reduc
tion in their tenure status was indicated, the landlord 
concerned was visited and asked to state the number of 
cash tenants, share tenants, share croppers, laborers, and 
others on his farm each year from 1932 to 1935.15 In 
some instances the tenants then on the farm were also 
interviewed. 

In the 52 counties included in this survey there were 
175,661 persons on relief. Of this number 86,339 were 
classed as rural relief cases-43,893 as tenants, 14,320 
of whom were on farms in 1933 or 1934 which were 
covered by a 1934-35 contract. In other words, the total 
number of tenants and former tenants of farms covered 
by cotton contracts (90 per cent of all cotton farms) 
made up only 32.6 per cent of all persons on relief who 
were classed as tenants or former tenants. Furthermore, 
some of the 14,320 tenants on relief who; in 1932 or -
1933 operated farms later covered by 1934-35 cotton 
contracts, may have been displaced by families return
ing from occupations other than farming. 

While the study of tenants on relief was under way, 
a supplementary survey of all farms covered by a cot
ton contract in 1934 was made in one civil district in 

•• ''Tenant Schedule," AAA Form No. D. C. 4,8-8765 • 
.. ''Farm Schedule," AAA Form No. D. C. 3, 8-8767. 
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each of 23 counties. This survey showed_ a net increase 
in the number of each type of tenant between 1932 and 
1935. The following numbers were reported: 

Type of Tenant 1932 1935 
Cash tenants. . . . . . . . . . . 417 571 
Share tenants .......... 1,411 1,649 
Share croppers. . . . . . . . .. 3,960 4,155 
Farm laborers. . . . . . . . . . 321 622 
Others1s .. ........... 273 336 
All tenants. . . . . . . . . . .. 6,382 7,333 

The results of these studies furnished only a partial 
and inconclusive test of net displacement of tenants or 
reduction in their tenure status. In the first place, they 
were made by the AAA, which had conducted the pro
gram. In the second place, it was necessary to accept the 
word of landlord or tenant to a considerable extent in ob
taining the data. Landlords may have forgotten some 
of the tenants on their farms during the period under 
study or may have intentionally reported them incor
rectly. Furthermore, the analysis of relief cases was 
limited by the fact that most landlords could have op
erated their farms in 1934 with a smaller number of 
tenants than in 1933 without evicting any of them. Many 
tenants normally move of their own accord. Besides, 
some of those evicted or forced to move because of the 
cotton programs may have secured other farms and thus 
replaced tenants who failed to secure farms and were 
consequently forced on relief. The AAA has conse
quently failed to find a convincing answer to charges of 
tenant displacement. 

Other checks. More reliable indications of the net 
displacement of tenants and croppers or reduction in their 

»Families not associated with cotton production. 
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tenure status, however, may be gained by less direct 
methods of analysis. Any appreciable displacement of 
croppers or tenants would tend to create a surplus of 
labor, work stock, and equipment. If there were a net 
displacement of share, cash, or standing rent tenants, 
there would tend to be a corresponding amount of dis
placed work stock and equipment. Even a net displace
ment of croppers would reduce the work stock and equip
ment required by landlords to produce the acreage of 
cotton permitted by the cotton contract. A 40 per cent 
reduction in cotton acreage· planted by croppers on a 
plantation, if accompanied by a 40 per cent reduction in 
number of croppers growing cotton, would tend to create 
a corresponding surplus of work stock and equipment, 
whether the croppers continued to live on the place or 
not. Any appreciable net displacement of tenants should, 
therefore, be ac:companied by relatively low wages and a 
surplus of work stock and equipment. 

There has, however, been a more active market for 
horses and mules in the Cotton Belt states during the past 
two years than at any time in the last 15 years. During 
the year ending July 3I, 1934, receipts of horses and 
mules at public stockyards in the Southern states were 
130,807. A year earlier they had been only 67,528 and 
during the boom ·year 1928-29 only II3,800. In the 
year ending July 31, 1935 they increased to 172,334. 
Practically all of these receipts were from outside of 
the Cotton Belt. Furthermore, prices were relatively 
high. The average price of horses and mules on farms 
in the ten major Cotton Belt states on January I, 

1935 was $86.77 a head as compared with $51.03 on 
the same date in" 1932 and $71.67 in 1929. In other 
words, farmers in these states were buying more horses 
and mules at higher prices in 1934 and 1935 than in 
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1928-29, even though the acreage of cotton planted was 
35 per cent less. While deferred demand from earlier 
years of low income could have accounted in part for this 
active market, it would not by any means have equalled 
the reduction in demand resulting from a 35 per cent re
duction in the cotton acreage planted if any appreciable 
net displacement of tenants had occurred. It is true the 
number of horses and mules had been declining in the 
South as well as in the United States for a number of 
years, as the use of automobiles, tractors, and other motor
driven equipment increased, but that decline had not been 
any greater during the depression than in earlier years. 
The number of horses and mules reported on farms in 
the ten major Cotton Belt states on January 1,1935 was 
only 3 per cent less than on January I, 1933, as compared 
with a decline of 4 per cent from 1927 to 1929. 

These records would appear to be reliable since there 
was no reason for reporters to exaggerate or reduce their 
estimates. So far as the evidence goes, it points toward 
the conclusion that there was no considerable displace
ment of tenants or reduction in their status to that of 
laborers in the Cotton Belt. We may therefore turn to 
our next check-that of wage rates. 

In 1932 a simple average of the average wage rates 
paid in the ten major cotton states in January, April, July, 
and October was 80 cents a day. It was 75 cents in 1933 
and 89 cents in 1934, an increase of 18.6 per cent. Com
parable rates for the United States as a whole were $1.29 
per day in 1932, $1.12 in 1933, and $1.28 in 1934. The 
October rates in the South were 75 cents per day in 1932, 
87 in 1933, and 92 in 1934, compared with $1.19, $1.25, 
and $1.34 respectively for the United States as a whole. 
The percentage increase in these wage rates of hired 
farm labor has thus been considerably greater in the 
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South than in the United States as a whole during 1932-
34/T Some, perhaps all, of this gain may have resulted 
from the establishment by the Civil Works Administra
tion and the Public Works Administration of wage rates 
that were relatively higher for the South than for other 
parts of the United States. Nevertheless, any surplus of 
farm labor created by the cotton program did not prevent 
farm wage rates from rising more in the South than in 
other parts of the United States. ' 

As a matter of fact, the index of available farm labor 
published by the Bureau of Agricultural Economics 
shows a decline from 117 per cent of normal in January 
1932 to 102.3 in January 1934 and 97.8 in January 
1935. This index is based upon the estimates of a se
lected group of regular and special reporters, scattered 
throughout the South, to the Division of Crop and Live
stock Estimates. While subject to considerable error and 
not to- be considered a reliable measure of the exact 
amount of change, it establishes beyond much question 
that farmers in the Cotton Belt thought the supply of 
farm labor in the South to be smaller in relation to de
mand in January 1934 and 1935 than in January 1932. 
This prevalent opinion does not lend color to the belief 
that tenants have been displaced by the cotton program. 
Coupled with the fact that the total farm population in 
the South increased by something like 6 per tent between 
January 1932 and January 1935, the decline in the 
available supply of farm "labor for hire by the day or 
month would seem to indicate that tenants were either 

II Estimates by the Bureau of Agricultural Economics of available 
supply of farm labor and average wages paid to hired farm labor per 
day without board tell much the same story. They do not indicate a 
large surplus of labor in the South. 
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not displaced by the AAA program or, if displaced, were 
not seeking employment on farms.18 

Numerous empty tenant shacks in the cotton states 
would have been a good indication of net displacement 
of tenants, but there was no evidence of an increase in 
vacancies. In Alabama a survey shows that there were' 
fewer empty shacks in 1934 than in 1933, and through
out the South persons familiar ~th the local situations 
seem to think: that there were fewer empty tenant shacks 
in 1934 than in 1932 or 1933. Many of those working 
with the Relief Administration attempted to locate emp
ty shacks for persons on relief but were unable to do so. 

Some of the occupants of these shacks may, of course, 
have been displaced from regular farming operations. 
They mayor may not have had a few acres of land for 
a garden and a few days' work chopping or picking cotton 
or doing odd jobs. Without regular tenant status, how-

.ever, many of them would have been on relief. Any 
appreciable net displacement of tenants from regular 
farming operations would consequently tend to increase 
the total number of families on relief, particularly in 
the agricultural South where the industrial population is 
relatively small. Yet, as shown by the table on page 
158, the number of families receiving emergency relief 
in eight of the major cotton-growing states, omitting 
Texas and Oklahoma where drought is known to have 
been the major factor affecting the demand for relief, 
showed no marked change between July 1933 and 

.. To the extent that reporters excluded farm workers on relief rolls 
from the available labor supply, the index overstates the decline in the 
number of people able to work. The fact that the monthly relief pay
ments were high may have caused many abte-bodied men to refuse 
to work on farms. Consequently the reporters could not include them 
as available labor. 
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March 1935, while for the industrial Northeastern part 
of the United States there was a marked increase. The 
record is somewhat blurred by the Civil Works program 
but on the whole indicates fewer recipients of relief 
rather than more. 

COMPARISON OF RELIEF RECORD OF MAJOR COTrON-GROWING AND NORTH
EASTERN STATES· 

1. Cotton-Growing Statesb 

Number of Persons 
Number of Families on Relief Rolls· Employed on Relief 

Quarter Projects 

1933 1934 1935 1933 1934 . 
First ...... ... 502,486 562,299 . .. 488, 252d 

Second .... 703,014 524,193 534,595 ... ... 
Third ..... 513,948 605,589 369.968 ... . .. 
Fourth .... 483,401 534,494 ... 386,881" ... 

2. Northeastern Industrial States' 

First ...... ... 1,346,429 2,264,296 . .. 1,587,591d 

Second .... 2,102,456 1,950,099 2,126,599 ... ... 
Third ..... 1,629,361 1,925,184 1,915,524 ... ... 
Fourth .... 1,534,739 2,101,770 ... 1,011,525" . .. 

• Compiled from records of the Federal Emergency Relief Administration. 
b Texas.and Oklahoma have been omitted from the analysis because the 

drought was the major factor creating demand for re1iefin these states. 
" Average of the number reported each mon th of each quarter. 
d Average number employed each week-Nov. 23 to Dec. 28, 1933 inclu-

sive. . 
• Average number employed each week-Dec. 28, 1933 to Mar. 29, 1934 

inclusive. 
f New England, Middle Adantic, and East North Centi-al states. 

In 1934 the average number of families on relief each 
month during the second and third quarters of the year, 
in the eight Southern states, was 6 per cent less than in 
1933. While the average number reported on relief 
during the first quarter of 1 935 is 12 per cent larger than 
in 1934, the two figures are not comparable because the 
Civil Works program was at its height during the first 
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quarter of 1934. The number reported on relief during 
the fourth quarter of 1933 is also lower than it would 
have been without the Civil Works program. Some of 
those employed on Civil Works projects were also re
ported on the relief rolls, and so the total of the two 
would not give an estimate of the relief load comparable 
with that for other periods. Nevertheless, these two sets 
of relief data do not indicate any increase in the number 

. of families on relief in the major cotton-growing states 
outside the drought areas. 

AVEIlAGE MONTHLY PAYMENTS TO FAMILIES ON RELlEr IN 
SELECTED COTTON STATES, 1933-35" 

Quarter 1933 1934 1935 

First .................... $ 8.84 $15.45 
Second ................... $ 7.06 12.32 16.64 
Third .................... 7.70 13.18 14.96 
Fourth ................... 9.83 14.47 

• Average expendi tures of public emergency relief funds for direct relief 
and earnings of relief persons per month divided by the average number of 
resident families on relief. These expenditures do not represent the exact 
amount received by resident families reported because expenditures for sin
gle persons on relief have not been deducted. Such deductions, however, 
would probably not change the totals or trends appreciably. See preceding 
table for reference to states included. 

Furthermore, the increasing liberality with which re
lief has been extended in the South since the early part 
of 1933 has no doubt kept many on relief who would 
otherwise have accepted available work. As shown by 
the accompanying table, the average monthly payment 
to families on relief more than doubled between the sec
ond quarter of 1933 and the second quarter of 1935· 
These payments may be compared with the $10 to $25 
per month which a share cropper or tenant would have 
received from a plantation owner or operator as credit 
or "furnish" money. 

From 80 to 90 per cent of those employed on Civil 
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Works projects in the South received 30 to 50 cents per 
hour. None was paid less than 30 cents an hour in an 

. area where the average wage paid for agricultural labor 
was reported to be less than a dollar a day without board 

. in 1934. It is true the days and weeks were short, but 
the average weekly pay on relief projects in these states 
was $9.50 to $10.00. Such earnings may appear low, 
but they looked very attractive to many in the South, and 
the shorter work period may also have been considered 
an advantage by many workers. 

While this analysis of relief activities in the South 
bears only indirectly upon the question of displacement 
of tenants, it suggests that any displacement which oc
curred may have been the result of activities of the 
FERA rather than those of the AAA. The relatively 
high wages to be obtained on relief projects, together 
with the relatively high monthly stipend given to fam
ilies on relief, served to render ordinary work unattrac
tive to those who could benefit by the federal relief 
activities. Moreover, the availability of federal relief 
no doubt prompted landlords to shift the burden of 
supporting idle tenants, or even those still at work, to 
the government. Ie High relief expenditures did not mean· 
high property taxes for them, since over 95 per cent 
of the costs were paid with federal funds. 

A survey of the situations of 1,70J families in 
five North Carolina counties by the Division of Rural 
Sociology, North Carolina Agricultural Experiment Sta
tion, showed: "The conditions of croppers and renters 

.. Special surveys made by the FERA in representative cotton counties 
in the summer of 1933 indicated that landlords were refusing to "furnish" 
food and clothing for members of their tenant families unable to 
work, and that these families were being forced on relief. Other reports 
indicated that landlords were refusing to carry their tenants through the 
winter and were helping them to get on relief. 
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in North Carolina have been substantially improved un
der the New Deal .... There has been a marked and sig
nificant shift of such groups (renters and croppers) up the 
'agricultural ladder.' Renters have been enabled to buy 
homes, croppers have been enabled to buy work stock 
and become renters. On the other hand, the number of 
farmers who have lost their tenure status, i.e., those who 
have dropped down the 'agricultural ladder,' have been 
relatively small during 1934 and 1935.,,20 

Taken as a whole, therefore, the available evidence 
does not substantiate the alarmist statements which have 
been widely circulated that a great number of tenants 
and croppers have been displaced or their tenure status 
reduced. While this evidence does not constitute con
clusive proof, it does indicate that there has not been 
any appreciable displacement of tenants or reduction in 
their tenure status as a result of the AAA cotton pro
gram. Nevertheless, on farms operated by share crop
pers or non-managing share tenants, the major portion 
of any increase in income from cotton and government 
payments for taking land out of cotton production was 
received by the landlord, even though no tenants were 
displaced or their tenure status reduced. 

There is nevertheless considerable uncertainty as to 
the prospects of tenant farmers in the South under a con
tinued cotton reduction program. A reduction in the 
acreage of cotton normally means a reduction in the 
number of tenants. Efforts were being made to prorate 
the permitted cotton acreage among the usual or normal 
number of tenants and, at the same time, induce them 
to produce more food and feed for home use. Perhaps 

.. C. Horace Hamilton, The Relation of the Agricultural Adjustment 
Program to Rural Relief Needs in North Carolina, p. I (report of the 
North Carolina Agricultural Experiment Station). 
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such efforts would have succeeded over a long period of 
time. There are admittedly certain advantages to ten
ants and perhaps to landlords from such practices. 
Nevertheless, few realistic thinkers interested in this 
problem believe an appreciable reduction in cotton acre
age can be secured by government action over a number 
of years without a significant reduction in the number 
of tenants. As their mules and machinery wear out, 
many landlords are likely to get along with a smaller 
number of working units. 



CHAPTER X 

THE BANKHEAD ACT AND OPERATIONS 
UNDER IT 

On April 21, 1934, the Agricu1tural Adjustment Act 
was supplemented in so far as cotton was concerned by a 
new piece of legislation commonly referred to as the 
Bankhead Ace Whereas the former legislation at
tempted through voluntary methods to give the federal 
government effective control of the volume of cotton 
produced and marketed, the Bankhead Act invoked prac
tically compulsory measures. But both ~imed at "the 
restoration of the cotton industry to a sound commercial 
basis by creating an effective balance between the pro
duction and consumption of cotton." And the underly
ing philosophy of the Agricultural Adjustment Admin
istration was to the effect that "this balance· ... can only 
be brought about by reducing current production, in 
order that consumption may reduce to a normal level the 
supply [carry-over] of cotton that is now depressing 
prices received by producers.,,2 

GENERAL ME1HOD OF OPERATION 

The essential features of the Bankhead Act were a 
large tax levy on the ginning of cotton and the issue of 
tax exemption certificates for the desired national amount 
of cotton. These certificates were issued to individual 
growers who applied for them, in proportion to their 
production during a specified base period. 

Section 6 of the act provided, however, that: 

'48 Stat. L. 598. 73 Cong., Public No. 169. 
• "Instructions and Regulations Pertaining to the Cotton Act of Apr. 

21,1934," AAA Form No. B.A. 19, July 14, 1934, p. I. 
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•.. No certificate of exemption shall be issued and no allotment 
shall be made to any producer unless he agrees to comply with 
such conditions and limitations on the production of agricul
tural commodities by him as the Secretary of Agriculture may, 
from time to time, prescribe to assure the co-operation of such 
producer in the reduction programs of the Agricultural Adjust- . 
ment Administration .•.. 

The Secretary, however, did not place any limitation 
on the production of cotton as a qualification for receiv
ing tax exemption certificates. They were issued to non
contract signers on the same basis as to signers. But 
each grower's allotment was considerably less than his 
production during the base period and all cotton pro
duced on a farm in excess of its allotment of certificates 
was subject to the tax, which was expected to exceed any 
increase in price resulting from the program.3 Conse
quently the cotton ginning tax was expected to prevent 
non-signers from profiting by an expansion of their cot
ton acreage or by producing their customary amount of 
cotton while contract signers were reducing their acre
age. By thus removing the price incentive to expansion 
of production by non-signers on the one hand and offer
ing benefit payments to contract signers on the other, it 
was expected that practically all cotton farmers would 
be induced to sign the cotton acreage reduction contract. 

The act was also intended to deter contract signers 
from attempting to increase their cotton production by 
large applications of fertilizer, better than usual care of 
their crop, or· by planting more than their permitted 

• It was frequently claimed that cotton prices in 1934-35 would have 
been about 6 cents per pound if there had been no cotton program, in
stead of about u cents. Consequently, it was maintained that a tax of 
6 cents per pound, So per cent of the market price, would not penalize 
the non-signer but merely prevent him from sharing in the benefits of 
a program in which he refused to co-operate. 
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cotton acreage in violation of their contracts with the 
Secretary of Agriculture. 

In general, operations under the Bankhead Act were 
made to conform as closely as possible to those under the 
cotton acreage reduction program of the AAA. The base 
period specified under each of these programs was 
similar and every effort was made to have the volume of 
tax exemption certificates issued to contract signers equal 
their permitted acreage times their adjusted average 
yield. 

Administration of the Bankhead Act, other than the 
collection of taxes, was placed under the immediate 
supervision of the Cotton Section of the AAA. As in the 
voluntary programs, the act was administered through 
the extension service and the cotton production control 
association in each county. County and community com
mitteemen handled the work of receiving, checking, and 
adjusting applications for tax exemption certificates in 
much the same manner as they did the cotton contracts. 

As originally passed, the Bankhead Act applied only 
to the crop year 1934-35. Provision was made .for its 
continuance during 1935-36, however, if the President 
found that the economic emergency in cotton produc
tion and marketing continued to exist and if the "over
whelming sentiment" of cotton farmers favored it." 
Amendments approved on August 24, 1935 sought to 
extend its operations during 1936-37 and 1937-38. 

The act fixed the rate of the tax to be levied on the 
ginning of cotton at 50 per .cent of the average central 
market price (ten spot markets) per pound of yg-inch 
middling cotton as determined and proclaimed by the 
Secretary from time to time, but in no event to be less 

• For referendum to determine sentiment, see pp. 186-93. 
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than 5 cents per pound. On May 25, 1934 a price of 
11.34 cents per pound was announced as the base for 
determining the rate of tax, making the tax 5.67 cents 
per pound. On June 18, 1935 this cotton ginning tax 
was increased to 6 cents per pound on cotton produced 
in 1935 on the basis of a central market price of 12 
cents per pound, but on October 21, 1935, when prices 
had declined to about 10.9 cents, the tax was reduced 
to 5.45 cents. No specific day, however, was used for 
determining the central market price used as a basis for 
calculating the rate of tax. 

As already explained (page 163), an amount of cot
ton necessary to meet probable market requirements 
was to be exempted from this tax by the issuance of 
tax exemption certificates. The act provided for the issu
ance of a national quota of such certificates for 10 million 
bales of cotton harvested in 1934 and the Secretary of 
Agriculture set the quota for 1935 at 10.5 million bales 
of 500 pounds net weight of lint, or 10,460,251 and 
10,983,264 bales respectively of 478 pounds each-the 
standard net weight of cotton bales. & Besides these quotas 
allotted to growers in proportion to their production 
during a specified base period, there were four special 
exemptions from the tax, as follows: 

I. Cotton harvested prior to the crop year 1934-35. 
2. Cotton harvested by any publicly owned experiment sta

tion or agricultural laboratory • 
3. Cotton having a staple length of 1.5 inches or more. 

(Practically all of this cotton is grown in Arizona.) 

• An increase in allotment of tax exemption certificates to Illinois in 
1935-36 and subsequent years (see note, p. 168), provided in an amend
ment to the act approved Aug. 9, 1935, represented an addition to the na
tional quota. After 1935-36, any increase in allotment of certificates 
resulting from the establishment of a minimum allotment for New 
Mexico and for small farmers in all states was to be in addition to the 
national and state quotas. (See note 8, p. 168, and p. 366.) 
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4. Lint cotton not in excess of I 10 pounds produced by or 
for any producer and retained for domestic use in his house
hold. (In 1935-36 and subsequent years only.)6 

The proceeds from the cotton ginning tax as well as 
the tax exemption certificates were handled by the Com
missioner of Internal Revenue. Ginners and other per
sons liable for the tax were required to make monthly 
returns under oath in a manner prescribed by the Com
missioner, and to pay the tax at the time of making the 
reports. T Any taxes collected were made available to the 
Secretary of Agriculture for the purpose of carrying 
out the cotton program of the AAA and for administra
tion expenses and refunds of taxes under the act. 

Postponement of the tax at the time of ginning was 
permitted on cotton to be stored either on the farm or at 
other places designated by administrators of the act. Such 
cotton, however, was subject to a non-interest bearing 
lien in favor of the United States for the amount of the 
tax, which was payable with tax exemption certificates 
issued in following years. 

This ginning tax was not expected to yield any ap
preciable amount of revenue to the government, being 
designed rather to force all cotton growers to co-operate 
with the government in its effort to restrict production. 
The tax exemption certificates were, however, expected 
to be a source of income each year to farmers having less 

• Sec. 4(h) added by Sec. 4" of Public No. 32.0, 74 Cong., approved 
Aug. "4, 19l5. 

• In effect, the ginners were made agents of the Bureau of Internal 
Revenue for the collection of this tax. They were required to keep detailed 
records of the taxes paid and the tax exemption certificates received from 
each farmer and report them to the Bureau. They received no compensa.
tion for this additional work in 1934-35. An amendment to the Bank
head Act approved Aug. "4, 1935 authorized the Secretary of Agricul
ture to make certain payments to ginners for such work but the bill 
containing an appropriation for this purpose was killed in the Senate. 
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than average yields for their farms. The act provided 
that "any and all certificates of exemption may be trans
ferred or assigned in whole or in part in such manner 
as the' Secretary of Agriculture may prescribe." They 
could also be used in following years. Growers having 
more certificates than they needed to pay the tax on their 
cotton could therefore be expected to sell them to others 
at a slight discount below the tax or to hold them over 
until the following year. 

ALLOTMENT OF TAX EXEMPTION CERTIFICATES 

The national quota of tax-exempt cotton estab
lished in a given year was divided among the cotton
producing states in accordance with the ratio of the 
average number of bales produced in each state during 
the five years 1928-32 to the average number of bales 
produced in all cotton states during the same period.8 

Each state allotment was divided into two portions. One 
portion consisting of not more than 10 per cent was set 
aside as a "state reserve" for special classes. The re
maining portion, or "regular allotment," was divided 
among the counties within the state in a manner similar 
to the apportionment of the national quota among states, 
although special consideration was given to counties hav
ing unusually low yields during some year of the base 
period because of "uncontrollable natural ~uses." The 
regular county allotments were in turn apportioned to 
farms then growing cotton and on which cotton had 
been grown at some time during 1928-32. Each farm 
was given an allotment basis in accordance with the pro-

• Sec. 5 (a) of the act. Every state producing Z50,000 or more bales in 
any year of the base period, however, was given a minimum allotment of 
zoo,ooo bales. California and Missouri were the only states affected by 
this provision. 

Amendments to the act in August '935 also established minimum allot
ments of 4,000 bales for Illinois and 80,000 bales for New Mexico. 
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visions of the act. For farms covered by a cotton con
tract these bases corresponded quite closely to the maxi
mum permitted acreage times their adjusted average 
yield. Allotment bases for other farms were calculated 
in a similar manner. Special consideration, however, was 
given to small producers.8 

When allotment bases had been established by the 
county committee for all applicants in a county and ap-

. proved by the state allotment board, allotments of tax 
exemption certificates to each applicant from the regular 
county allotment were computed. This was done by 
multiplying each applicant's regular allotment basis by 
the ratio (sometimes called the "correction factor") of 
the regular county allotment of certificates to the county 
total of these allotment bases. These ratios varied con
siderably from county to county. In some counties they 
were more than 100 per cent and in others considerably 
less. For the United States as a whole, the ratio was 
about 92 per cent. In other words, farmers signing the 
cotton contract in 1934 received tax exemption certifi
cates from the regular allotment for an average of about 
8 per cent less than their permitted acreage times their 
adjusted average yield. This created considerable dis
satisfaction among farmers who could not qualify for a 
portion of the state reserve. In some counties such farm
ers received an allotment of certificates for only 80 per 
cent or less of their base production. 

It is rather generally recognized that the use of a 
uniform rate of production during any past period as 
the basis for distributing tax exemption certificates re
sults in injustice to some farmers. Neighboring farms 
equally well adapted to production of cotton may vary 
widely in the amount of cotton grown during any par-

t For details of procedure in making allotments, see Appendix C. 
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ticular past period. Under a voluntary reduction" pro
gram financed with benefit payments any farmer who 
felt that it worked hardship upon him could refuse to 
co-operate and still benefit by any price increase effected 
by the program. But under a semi-compulsory program, 
similar to the one in effect during the past two seasons, a 
farm receiving a low base might be severely penalized. 

Several different bases for the allocation of tax exemp
tion certificates (in effect, the right to grow cotton for 
sale) were suggested as preferable to the historical one 
actually applied/o Some would have liked to distribute 
them in proportion to the acreage of cultivated land on 
each cotton farm, or in proportion to the amount of cot
ton each farm would have produced during a fair repre
sentative period if all cultivated land had been planted 
to cotton. This latter basis, in fact, was specifically au
thorized by the act. It would, of course, tend to penalize 
growers having a large proportion of their cultivated 
land in cotton, and favor those with only a small pro
portion.Some, also, suggested that the apportionment 
be made on a per plow, per mule, or per family basis. 
Others thought that farms on which the cotton acreage 
had already been reduced considerably, perhaps at the 
suggestion of the Extension Service and the Department 
of Agriculture, should not be penalized even though
and perhaps because--they represented the marginal 
cotton producers. Still others, largely for sentimental 
reasons, thought that farms growing cotton where the 
risks of production "due to uncontrollable natural 
causes" were great should be favored with an extra or 
additional allotment of tax exemption certificates. And 

.. In fact, Sec. 7 (b) of the act specifically stated that after the crop year 
1934-35 the apportionment should not be on the basis of "a percentage of 
the average annual cotton production of the farm for a fair representative 
period"-the basis established by Sec. 7(a) (I). See p. 358. 
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finally, there were those who considered it essential to 
provide for the issuance of certificates to new producers 
even though no provision was made for increasing the 
allotment basis of old producers who wanted to increase 
their cotton acreage. 

It was in response to criticisms of the historical base 
that the act set aside 10 per cent of each state quota 
of tax exemption certificates as a "state reserve" for 
special classes.ll The types of special classes, the approxi
mate allotment base established for each group, and the 
quantity of certificates allocated to each group expressed 
as a percentage of its total allotment base are shown in 
the accompanying table. 

Allotment 
Special Classes Base 

. (In millions 
of pounds) 

New 1933 producers . . . . . . .. 109 
New 1934 producers . . . . . ... 138 
Affected by uncontrollable natu-

ral causes . . . . . . . . . . . . . .. 211 
Prior voluntary reduction . . . . . 51 
Less than a third of cultivated 

land in cottqn ........... 524 

All special classes ........... 1,033 

Ratio of 
Certificates to 

Allotment 
Bases 

94-
53 

62 
53 

31 

48 (av.) 

There was wide variation from state to state in the 
ratio of certificates issued from the state reserve to the 
allotment bases established for each special class. In 
some states, each of these allotment bases was considered 
to have an equal claim on the state reserve, while in 
others there was considerably more inequality. Ap
proximate differences for the United States as a whole 

u For a list of special classes and the allotment bases established for 
each, see Appendix C, pp. 361-65. 
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are shown in ,the last column of the table. Pro
ducers growing cotton in 1933 for the first time since 
1927 were given preferential treatment in .all states, 
whereaS new 1934 producers did not fare so well. Farms 
on which yields were low because of uncontrollable 
natural causes and farms on which the cotton acreage 
was voluntarily reduced fared about the same, while 
farms having less than a third of their cultivated land 
in cotton received proportionately less from the state 
reserve than any other special group. 

Nevertheless, farms with less than a third of their cul
tivated land in cotton received an initial apportionment 
of about one-half of the total state reserves. New pro
ducers received about 10 per cent, while those with low 
yields because of uncontrollable natural causes received 
about 20 per cent of the total. Only a small proportion, 
however, was for farms claiming to have reduced their 
cotton acreage voluntarily. Those classified as new pro
ducers received allotment bases in both 1933 and 1934 
for about 2 per cent' of the "regular" allotment bases 
established for all cotton producers. 

Provision for all these special cases represented a 
more uneconomic method of distributing tax exemption 
certificates than that used for the "regular allotment." 
In' general it tended to stimulate cotton production 
in marginal areas and to reverse such shifts in pro
duction as comparative advantages may have caused, 
even though some provision was made for new pro
ducers. It also tended to stimulate production in areas 
where yields fluctuate widely and on farms having only 
a small proportion of their cultivated land in cotton, 
even though there is no evidence to indicate that such 
stimulation was economically desirable. 

The initial allotment of tax exemption certificates 
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made in accordance with the allotment bases thus set up 
resulted in allotments to some farms which were in 
excess of the maximum they were ultimately permitted 
to receive. This maximum was defined in 1934 as the 
adjusted average production of lint cotton during the 
base period.12 Special provision was made for the reap
portionment of the excess.13 It was used to equalize, so 
far as possible, the ratio of tax exemption certificates 
issued to the regular allotment bases established under 
Section 7 of the act for each farm and county. 

All the tax exemption certificates14 were issued by the 

12 This occurred most frequently because of large allotment bases estab
lished under Sec. 8 (a) for farms having less than a third of their 
cultivated land in cotton. For instance, if a farm with a base production 
of 5,000 pounds, a "regular allotment basis" of 5,000 pounds, and a 
special allotment basis of 9,000 pounds were issued certificates for 3,000 
pounds from the regular county allotment and 2,700 pounds (9,000 
times 30 per cent, the United States average) from the state reserve, it 
would receive 5,700 pounds. The maximum this farm could receive was 
5,000 pounds, the base production. The difference of 700 pounds was 
called "frozen cotton." 

13 No provision was made in the original act for reapportioning such 
cotton on any different basis from either tax-exempt cotton. An amend
ment to the act, approved June 20, 1934, however, added Sec. 25(b), as 
follows: 

"(b) Whenever after apportionment under Sections 7 and 8 any sur
plus number of bales remain of the amount allotted to any county under 
Section 5 (b) such surplus bales shall be allotted, in such quantities as 
the Secretary of Agriculture determines, to such other counties within the 
state as the Secretary of Agriculture determines have an insufficient allot
ment. Said bales shall be apportiOI\ed, pursuant to Secs. 7 and 8, within 
the respective counties to which allotted, but in no case shall any farm 
receive any of such allotment so as to receive a total allotment in excess 
of its estimated production for the crop year in which such allotment is 
made." 

14 In 1934 these certificates were printed in the form of coupon books 
representing the tax on 5,000 pounds of cotton-slightly more than ten 
bales. Each coupon, representing the tax on five pounds of cotton, was de
tachable. Whenever the allotment to a producer was less than 5,000 
pounds or a multiple thereof, enough coupons were detached from one 
of the books to make the remainder express the exact allotment to the 
nearest five pounds. In 1935 the coupon books contained certificates for 
only 3000 pounds of cotton. 
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state allotment board and distributed to producers in 
each county through a local "assistant in cotton adjust
ment." The percentage of exemption certificates to 
be received by each tenant and/or cropper and the 
landlord was determined by the share of each in the esti
mated normal production of cotton on all land planted 
to cotton on the entire farm during the current year. 
Cash, standing, or fixed rent tenants were expected to 
sign the application forms and receive all of the tax ex
emption certificates. 

The certificates were not issued in I934, however, un
til much of the cotton had been harvested and ginned. 
The Bankhead Act was not approved until April 2 I, 

I934 and an appropriation of funds to carry out the act 
was not approved until May 25, I934. The determina
tion of allotment bases and issuance of tax exemption 
certificates in time for the I934 crop was a tremendous 
task to accomplish in so short a time. There were also 
innumerable delays in printing and distributing forms. 
Many of them were missent in the mails. The resulting 
shortage of tax exemption certificates at ginning time in 
many counties made it necessary to issue interim certifi
cates which were later replaced with regular tax exemp
tion certificates. 

All producers, including both landlords and tenants, 
were entitled to receive their share of the certificates 
direct from the assistant in cotton adjustment. Permis
sion was granted, however, to landlords and share 
tenants or share croppers on farms having two or more 
producer units, to appoint a trustee to receive their certifi
cates and use them in paying the tax on their cotton. 
Before such a procedure was permitted, however, a ma
j ority of the producers on a farm had to agree in writing 
to the appointment of a trustee, who would consent in 
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writing to serve. But any producer on such a farm who 
did not agree to the appointment of a trustee might re
ceive his certificates directly from the assistant in cotton 
ad j ustment.15 

TRANSFER OF CERTIFICATES 

The allotment of tax exemption certificates to each 
farm in any year was not expected to correspond exactly 
with its current production. The national quota of tax 
exemption certificates was decided upon each year prior 
to the planting of cotton, and, as explained above, was 
allotted to farms on the basis of past production records. 
Practically every cotton grower was therefore expected 
to have either more or fewer certificates than were re
quired to pay the tax on cotton produced in any given 
year. Those with a surplus were to be permitted to sell or 
transfer them, or to hold them over until the following 
year. Those with a deficit could pay the tax, purchase tax 
exemption certificates, or store their excess ginned cot
ton, giving the government a lien on it for the amount 
of the tax. Furthermore the total production of cotton 
could be expected in some years to exceed the national 

10 The appointment of trustees was authorized in an amendment to the 
original regulations, issued Sept. 5, 1934, because "the physical labor 
of making the computations required by the F orm No. B. A. 9 (and IO 

where used) cannot be performed in time to make a first issue of certifi
cates separately to individual share tenants and/or share croppers and 
landlords available to them at the time needed .... " ("Amendment Add
ing Art. VIII to the Regulations under the Cotton Act of Apr. 21, 1934," 
AAA Form No. B.A. '9-B, p. 1.) The same procedure, however, was 
retained in 1935. Some arrangement of this kind was needed on many 
farms in the South in order to protect the interests of tenants, who were 
ignorant of the significance of such certificates. Yet arrangements for the 
appointment of trustees suggested by the Cotton Section were at first 
rejected by others. in the AAA, apparently because they seemed to favor 
the landlord and because the act specified that "the Secretary of Agri
culture may make regulations protecting the interests of share croppers 
and tenants in the making of allotments and the issuance of tax exemp
tion certificates under this act." Sec. 15 (b). 
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quota of certificates issued, and vice 'Uersa. When a na
tional deficit of certificates existed, individual farmers 
having a surplus for sale could expect to receive a rela
tively high price for them-or in other words sell them 
for only slightly less than the amount of the tax. Many 
farmers having more cotton than tax exemption certifi
cates, however, might store their excess ginned cotton 
subject to the government lien for the amount of the tax, 
thus reducing the demand for certificates. When a na
tional surplus of certificates occurred, their sale or trans
fer price would tend to be low, unless the government 
exercised monopoly control over them. 

If the plan were continued in operation many years, 
some farmers would tend. to hold their surplus certifi
cates over until the following year or years and others 
would buy up extra certificates to be used the following 
year. Speculators might also enter the market for them. 
Strict monopoly control over the sale of certificates 
would therefore not be essential in a long-time program 
of this kind although it might be desirable. 

In 1934 the national quota of tax-exempt cotton ex
ceeded production by approximately 824,000 bales. State 
quotas, however, exceeded production in only four states, 
Texas, Oklahoma, Louisiana, and Arkansas, where yields 
were low because of the drought. The quotas of these 
states exceeded production by 1,422,000 bales. In all of 
the other states, production exceeded the state quota, as 
shown in the table on page 181, by a total of 598,000 
bales. 

If all the surplus certificates in the four western cot
ton states had been thrown on the market without re
striction, their price would have dropped to practically 
nothing. There would have been little demand for them 
from persons expecting to hold them over until the fol
lowing year, because continuation of the program during 
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1935-36 was not announced' until February 28, 1935. 
Cotton growers in these states, where yields were low be
cause of the drought and incomes were small, would have 
been unable to obtain any appreciable income from the 
sale of surplus certificates. Growers in other states 
would also have been able to purchase any additional 
certificates needed at a low cost, and might have .ex
panded their acreage of cotton the following year with 
the expectation of again being able to purchase them at 
a low price. Strict monopoly control over the sale of 
these certificates was therefore particularly necessary in 
1934-35· 

The national quota of tax exemption certificates for 
1935-36 plus those carried over from the 1934-35 
season also promised to be greatly in eXCess of the 
amount needed to pay the tax on cotton produced in 
1935. On December 8 the,government estimated the 
1935 crop at 10,734,000 bales. The national quota of 
new tax exemption certificates to be allotted to growers 
in 1935 was roughly II million bales. And, in addition, 
most of the 1934-35 surplus of tax exemption certificates 
for approximately 824,000 bales of cotton was available 
for use in 1935-36. Monopoly control over the sale 
of these certificates was therefore considered necessary 
during the 1935-36 season. 

The price at which all certificates could be sold in 
both 1934 and 1935 was fixed by official regulation. On 
September 5, 1934 the Secretary set the price at 4 cents 
per pound, or 1.67 cents below the tax rate. No change 
in this price was made during the 1934-35 season. For 
the following season the price was originally set at 5 
cents, or one cent below the tax. On October 21, how
ever, when the tax was reduced to 5.45 cents, the trans
fer price was reduced to 4 cents. 

Every effort was made to prevent sales at less than the 
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official price. The transfer· of certificates was closely 
supervised and controlled. Only transfers between pro
ducers on the same farm were authorized without the 
approval of an assistant in cotton adjustment/6 Anyone 
desiring to sell or transfer certificates to producers not 
on the same farm was required to certify that the certifi
cates offered were in excess of the amount needed by 
him to pay the tax on his cotton. Such surplus cer
tificates' could be entered in a national pool or sold 
locally at the price fixed by official regulations. Each 
local sale was supposed to be approved and recorded by 
an assistant in cotton adjustment. 

Considerable attention was also given to preventing 
speculation in exemption certificates. For instance, no 
certificate was to be received' for inclusion in the national 
pool "except from the person to whom originally issued 
(or reissued) or unless the producer so offering it 
shows to the satisfaction of the county committee, in 
case it was not originally issued (or reissued) to him, 
that it is surplus either because his production has been 
lessened by natural cause .•. or because his estimate of 
certificates needed by him was too high.))lT Furthermore, 
regulations were issued declaring the 1934 tax exemp
tion certificates unacceptable as payment of the cotton 

.. An amendment to the original act approved Aug. :&4, 1935 provided 
that "no rule or regulation of the Secretary of Agriculture shall pro
hibit the transfer or assignment by a cotton producer of certificates issued 
or reissued to him if such transfer or assignment is to another cotton 
producer who is a resident of the same state." (74 Cong., H.R. 849:&, 
Pub. No. 32,0, Sec. 41.) But regulations were issued requiring that every 
sale or transfer of certificates within a state be made through the county 
office. For instance a producer wishing to sell or transfer his surplus 
certificates to another producer in the same state was first required to turn 
them in to the county office and obtain new certificates made out in the 
name of the producer to whom they had been sold. 

""Amendment Adding Art. IX and X to the 1935 Regulations under 
the Cotton Act of Apr. :&1, 1934." AAA Form No. B.A. zg C. Sept. 5. 
1934. p. 3· 
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ginning tax on the 1935 crop but stating that all 1934 
certificates turned in by producers to whom they were 
originally issued, or who had acquired them in accord,.. 
ance with the regulations issued, would be replaced by 
new 1935 certificates/8 These regulations made it ex
tremely difficult for speculators who had purchased 1934 
certificates to obtain new certificates usable in 1935. 

A National Surplus Cotton Tax Exemption Certificate 
Pool was formed in 1934 and continued over into the 
1935-36 season to facilitate the transfer of certificates 
from surplus to deficit areas and at the same time permit 
more effective control over their sale. This pool was 
operated by a pool manager under the general super-
vision of the Chief of the Cotton Section.19 

. 

All certificates surrendered to the pool were cancell!!d 
and reissued in the quantities purchased. Unsold cer
tificates in the pool at the end of the season were either 
reissued to producers for use in 1935-36, in proportion 
to the amount of certificates surrendered by them to the 
pool, or entered in a special pool created for the sale of 
unsold 1934 certificates early in the 1935 season. 
Entrance of certificates in the special pool was optional 
with producers. It was also open to all producers holding 
1934 certificates which had not previously been surren
dered to the national pool. Any unsold certificates in the 
special pool when it was closed on October 21, 1935 

liThe same, AAA Form No. 2r9, Amendment r, Apr. 2., 1935, p. 2.. 

II The regulations issued in 1935 authorized the formation of state 
surplus cotton tax exemption certificate pools, upon the recommendations 
of the state allotment boards, with· the approval of the Chief of the 
Cotton Section. Any and all certificates not sold by the state pool were 
to be placed in the national pool and credited to producers participating 
in the state pool in proportion to the amount of certificates surrendered 
by them in the state pool. Any unsold certificates in the national pool 
were to be prorated to participants in the same manner as in the 1934--35 
season. None of the state allotment boards, however, recommended the 
formation of state pools. 
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were prorated back to participants,20 or the participants 
were allowed to transfer their equity to the national pool 
for 1935. 

The volume of certificates transferred directly from 
farmer to farmer or to some private purchaser and re
ported to the Tax Exemption Certificate Section in 
Washington, together with the volume entering the na
tional pool, is shown in the table on page 181. A con
siderable volume of direct transfers was reported in 
states producing more cotton in 1934 than their quota 
of tax exemption certificates. In other words, many 
farmers in local communities had a relatively small 
cotton crop and a surplus of certificates while other 
farmers in the same communities had a relatively large 
crop and a deficit of certificates. Even in the four west
ern states where average yields were low because of the 

. drought, some farmers had to buy extra certificates 
because of good crops. In general, the national pool ac
quired most of its certificates from the four drought states 
and sold them in the other states. Certificates of tax 
exemption for a total of 1,222,000 bales of cotton were 
surrendered to the pool. Of this number certificates for 
837,000 bales were sold, compared with direct transfers 
of certificates for 658,000 bales. At the end of the 1934-
35 season the national pool still held certificates for 
386,000 bales. Certificates for 250,000 bales were en
tered in the special pool. If estimates of production in 
1934 are correct there should have been additional cer
tificates of tax exemption for 438,000 bales of cotton 
outstanding at the end of the season. Many of them, 

.. Certificates were entered in the special pool under an agreement 
that they would not be sold for less than S cents per pound. Consequently, 
when the transfer price of certificates was reduced to 4 cents on Oct. 2I, 

1935, it was necessary to close the pool immediately. It was originally 
planned to keep the pool open until Nov. 7, 1935. 
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TaANSFEE OF TAX ~XEMPTION CEU'lnCATES, 1934-35. 
(Both production and certificates are in terms of thousands of bales) 

Cotton Produced Disposition of Transferred Tax Exemption Certificates 

States Deficit (-) Surren- Purchased Trans- In Surren_ 
Estimated Tax or Surplus dered to 

Total Exempt (+) of dered to from ferred Pool Special 
Certificates Poolb Poolb Directly Unsoldb 

Pool 

MAJOIl COTTON-GIlOWING 
STATES: 

North Carolina ........ 629 529 -100 • 103 20 • • 
South Carolina ........ 681 602 - 79 3 80 45 1 • 
Georgia ......•........ 968 875 - 93 9 111 65 3 • 
Tennessee ............. 404 337 - 67 · 68 22 • • 
Alabama ...•.......... 950 884 - 66 2 81 66 1 • 
Mississippi. .....•.•... 1,143 1,099 -44 11 74 141 3 1 
Arkansas ........•..... 867 952 + 85 94 62 43 30 31 
Louisiana ..•••........ 485 525 +40 34 16, 32 11 7 
Oklahoma: .....••...... 317 783 +466 328 • 15 104 48 
Texas ................. 2,406 3,237 +831 734 94 188 230 163 

MINOIl COTTON-GIlOWING 
STATES: 

Virginia ............... 35 32 - 3 • 4 1 • • 
Florida ..•............ 28 25 -3 1 4 2 · • 
Missouri ...•.......... 242 209 -33 2 36 7 1 • 
New Mexico .•......... 89 64 -25 2 24 4 1 • 
Arizona ............... 117 91 -26 2 15 2 1 • 
California ............. 259 209 -50 • 55 5 · · All othersd ...•......... 16 7 -9 • 10 . · · 

Total ............•...... 9,636 10,460 +824 1,222 837 658 386 250 

• Preliminary unpublished data of the Tax Exemption Certificate Section, Division of Cotton, AAA. Final figures for amount 
of certificates transferred will be only slightly larger than the ones shown in this table. 

b National Surplus Cotton Tax Exemption Certificate Pool. 
o Less than 500 bales. 
d Illinois, Kansas, and Kentucky. 
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however, may have been lost or destroyed and not re
placed, or, contrary to regulations, transferred to specu
lators and others who were unable to exchange them 
for certificates usable in 1935-36. 

These sales of certificates in 1934-35 were an impor
tant source of income to many farmers, as shown by the 

RELATION OF INCOME FROM SALE OF TAX EXEMPTION CERTInCATES TO 

VALUE OF COTTON PRODUCED, 1934-35 
(Dollar items are in thousands) 

Net Payments Net Remittance 
Esti- from to Pool for Cer- Value at 4 

mated National Pool tifica tes Sold Cents Fer 
Value Poundo Tu 

States of Percent Percent Exemption 
Cotton agtof age of Certificates 
Pro- " Amountb raJut iAmountb raJUt Directly 

duced° of of Transferred 
Cotton CoUon 

MAJOR COTTON-
GROWING STATES: 

North Carolina $ 41,275 $ 5 0.01 $1,979 4.79 $ 385 
South Carolina 44,480 43 0.10 1,529 3.44 863 
Georgia ••.••. 62,685 119 0.19 2,124 3.39 1,242 
Tennessee •••. 25,132 1 0.004 1,306 5.Z0 412 
Alabama •.••. 59,830 30 0.05 1,545 Z.58 1,252 
Mississippi .•.• 73,280 140 0.19 1,406 1.9Z 2,685 
Arkansas ..... 54,688 1,221 Z.Z3 1,181 Z.16 827 
Louisiana ••••. 30,988 441 1.4Z 309 1.00 604 
Oklahoma .... 19,175 4,256 ZZ.ZO • - 292 
Texas .•.••.•. 150,885 9,430 6.Z5 1,791 1.19 3,591 

MINOIl COTTON-
GROWING STATES: 

Virginia •.•.•. 2,418 1 0.04 81 3.35 29 
Florida ••••.•. 1,722 12 0.70 74 4.30 38 
Missouri ••..•. 15,068 21 0.14 681 4.5Z 139 
New Mexico .. 5,934 27 0.46 455 7.67 88 
Arizona •••... 7,755 26 0.34 290 3.74 41 
California .••. 16,448 4 O.OZ 1,054 6.41 94 
All others •••• 1,037 1 0.10 200 19.Z9 1 

BOTH •....•••.. $612,800 $15,778 Z.57 $16,005 Z.61 $ 12,583 

° Ytar&ooA: of Agriculture, U. S. Dept. of Agriculture, 1935, p. 427. 
b Preliminary unpublished data of the Tu Exemption Certificate Sec

tion, Division of Cotton, AAA. Final estimates from sale of certificates will 
be only slightly larger than the figures shown in this table. 

° Less than 500. " 
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table on page 182. The national pool made payments of 
approximately 16 million dollars to cotton growers sur..: 
rendering certificates to it. And if the direct transfers 
of certificates were made at the official price of 4 cents 
per pound they yielded an additional 12 million dollars. 
Farmers having a surplus of certificates because of a 
small crop, therefore, probably received close to 28 mil
lion dollars for them in 1934-35. Other farmers with a 
relatively large crop paid this amount in order to have 
their cotton ginned. In other words, this plan resulted in 
the transfer of something like 28 million dollars from 
farmers who were fortunate enough to obtain good yields 
to those who were less fortunate. 

While this transfer of 28 million dollars amounted 
to only 4.6 per cent of the estimated value of cotton 
produced in 1934, it nevertheless represented a rela
tively large increase in the income of farmers with low 
yields. In Oklahoma, for instance, net payments from 
the pool amounted to 22 per cent of the estimated income 
from the sale of cotton produced, as shown by the table 
on page 182. On a large number of farms in the drought 
area it amounted to 50 per cent or more of the income 
from cotton. 

THE ENFORCEMENT PROBLEM 

The enforcement of the Bankhead Act, contrary to 
. some predictions, did not prove especially difficult. 
Regulations issued by the Bureau of Internal Revenue 
governing the sale and transportation of cotton under 
this act made it extremely difficult to bootleg cotton. 
These regulations required that all cotton on which the 
tax had been paid or tax exemption certificates surrend
ered be identified by a specified non-detachable tag 
affixed to each bale. Lint cotton lacking such a bale tag 
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could not be transported (except for storing or ware
housing as provided in special regulations) beyond the 
boundaries of the county where produced. The purchase 
or sale of a bale of cotton without such a tag affixed was 
also prohibited "unless the seller of the cotton delivers 
to the purchaser at the time of the sale a certificate of 
tagging." In other words all papers indicating owner
ship of cotton moving through the normal channels of 
trade had to be accompanied by a certificate of tagging. 
This provision was more effective than the bale tags 
themselves in preventing the movement of cotton on 
which the tax had not been paid. 

The year 1934-35, however, did not furnish a good 
test of enforcement difficulties under this type of control 
program. The great majority of cotton farmers were 
issued sufficient certificates in 1934 to pay the tax on the 
cotton they produced. 

Enforcement would probably be more of a problem in 
years when the volume of certificates issued was less than 
the amount of cotton produced in the United States, for 
most farmers would have cotton in excess of the amount 
of certificates issued to them. Even then, however, no 
serious difficulty should be encountered. The potential 
gains from bootlegging cotton would be comparatively 
small and the risks relatively great. Cotton is bulky and 
the tax per pound, particularly in the form of seed 
cotton, is low. 

Few farmers would attempt to do their own boot
legging. In time some organizations having trucks, gins, 
cotton mills, and export facilities might have gone into 
the business. Any organization that did attempt to boot
leg cotton would probably buy the seed cotton, the tax 
on which at the 1934-35 rate would be only $38 per ton. 
But farmers having cotton in excess of the exemption 
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certificates issued to them would not be under pressure to 
sell. They could have the cotton ginned without paying 
the tax, store it on the farm or in an approved ware
house, and merely give the government a lien on it 
for the amount of the tax. Exemption certificates issued 
the following year could be used to pay this lien. Conse
quently, bootleggers would be compelled to pay farmers 
considerably more than the going market price less the 
tax. At least they would probably have to split the tax 
with the farmer in order to get very much cotton. This 
would reduce the potential gain from bootlegging to $ 1 9 
per ton of seed cotton, which can hardly be considered a 
sufficient inducement for "big money" to get into the 
game. The penalty for most types of violation is a fine 
of not more than $ 1 ,000 or imprisonment for not more 
than one year, or both, and the risks of being caught boot
legging are great-particularly with the "overwhelming 
sentiment" . of farmers in favor of the program. Few 
secret sales of untagged cotton could be made in any 
community. This would be particularly true if the total 
amount of tax exemption certificates issued to or pur
chased by each cotton producer were published or 
posted.21 

ATTITUDE OF COTTON FARMERS TOWARD THE ACT 

Demand for some form of compulsory control of cot
ton production came from the "grass roots," and not 
from the AAA. At. the time plans for the 1934-35 acre
age reduction program were being formulated-even 
after the voluntary plow-up program of 1933 had been 
effectively carried out-the predominating demand of 
cotton growers at most meetings in the South was for 

II There was no provisiqn made for publishing either the allot
ment bases used in determining quotas of tax exemption certificates or the 
allotments of certificates to individual .farms. See Appendix C, p. 369. 
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compulsory control. Particular emphasis was put upon 
some limitation on the amount of cotton to be ginned.22 

Although members of the Adjustment Administration 
were "very skeptical about approaching the agricultural 
problem in a compulsory manner," they realized that 
such an approach would present fewer administrative 
difficulties than a voluptary one. The Secretary of Ag
riculture, in fact, assured the Senate committee work
ing on the Bankhead bill that "the moment it is demon
strated beyond all shadow of doubt that there is su1:r 
stantial unanimity on the part of the South, the Admin
istration will be only too happy to help to push it 
along further.,,28 

While the Bankhead Cotton Control bills (S. 1974 
and H. R. 8402) were being considered in Congress, the 
Division of Crop and Livestock Estimates of the Depart
ment of Agriculture sent a questionnaire to 40,000 per-

II There had also been some earlier agitation for compulsory control. 
At a South-wide cotton conference on Nov. 2.3,1931, called by Governor 
Bilbo of Mississippi and Governor Parnell of Arkansas, the principle of 
cotton acreage control by legislative enactment of individual cotton 
states was endorsed. Texas, Mississippi, Arkansas, Louisiana, and South 
Carolina passed laws restricting the planting of cotton in 1932. to not 
more than 30 per cent of the land in each farm, to become effective 
providing states producing 75 per cent of the cotton of the United 
States enacted similar laws. Other states, however, refused to pass such 
laws. On Dec. 2.9, 1932., Governor Connor of Mississippi called a second 
governor's conference at Memphis, Tenn., at which a gin control plan 
similar to the Bankhead Act was presented by Dr. Tait Butler as chair
man of the steering committee. This plan was rejected in favor of 
acreage control by individual state enactment. Practically the same plan 
was later introduced in Congress by C. G. Smith and again rejected. Early 
in March 1933 the Louisiana Agricultural Extension Service proposed a 
plan for controlling cotton production by a limited issue of ginning per
mits to each cotton grower. See Tait Butler, "Gin Control up to Con
gress," Progressive Farmer, Georgia-Alabama ed., February 1934, p. 12.. 

II 73 Congo 2. sess., To Regulate the Production and Gi""ing of Cotton, 
Hearings before the Committee on Agriculture and Forestry on S. 1974, 
Jan. 15-2.0, 1934, p. 66. 
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sons, chiefly cotton growers, asking the following ques
tions: 

I. Do you favor a plan of compulsory control of cotton pro
duction to compel all producers to c()-operate in the adjustment 
program? (In 25,000 replies to this question 98 per cent of the 
committeemen, 99 per cent of the county agents, and 93 per 
cent of the crop reporters reporting answered "yes.") 

2. Approximately what percentage of the cotton farmers in 
your community are in favor of compulsory control and would 
c()-operate in its enforcement? (In reply the committeemen and 
county agents both reported an average of 87 per cent, and 
crop reporters 81 per cent.2~ 

These replies, as well as reports from Department of 
Agriculture observers and others, all indicated an "over
whelming sentiment" among cotton growers for some 
form of compulsory control. Administration support was 
therefore swung to the Bankhead bills. On February 
16,1934 President Roosevelt wrote Honorable Marvin 
Jones, chairman of the House of Representatives Com
mittee on Agriculture: "My study of the various meth
ods of securing crop limitation suggested leads me to 
believe that the Bankhead bills in principle best cover 
the situation." 

Along with the growing demand for compulsory con-

.. These questionnaires were sent to the following groups of people in 
the South: ]0,000 to government crop reporters, about 1,000 to county 
agents, and the remainder to committeemen. Naturally the replies from 
those attempting to put the 1934- sign-up campaign across would tend to 
be biased in favor of compulsory control. This would not be so true, if 
at all, of the replies from government crop reporters. But in spite of the 
fact that these conditions do not indicate an entirely fair test, the an
swers were so predominantly in favor of compulsory control as to leave 
little question that the majority of cotton producers favored it as a 
means of compelling all producers to co-operate in the cotton adjustment 
programs. For a copy of the questionnaire and the accompanying letter, 
see H. I. Richards, Cotton under the Agricultural Adjustnutlt Act. 1934, 
Appendix. 
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trol of cotton production, more open skepticism was 
expressed of the effectiveness of voluntary measures. On 
February 12, 1934 Mr. Cobb, chief of the Cotton Sec
tion, frankly told the House Committee on Agriculture: 

I think that the voluntary plan has been very successful, but 
I do not believe that the voluntary plan can be made a con
tinued success. I believe the voluntary plan will break down, a 
voluntary plan which is now successful will not remain a success 
when a fair price for cotton is obtained. There is every evidence 
now to that effect.25 

And later in the same hearings he stated: "1 do not think 
the present voluntary plan is going to hold up in the 
future." 

Many in the AAA, however, did not agree with this 
statement. They admitted, of course, that a program 
calling for a 40 per cent reduction in cotton acreage by 
contract signers in 1934 furnished a very severe test of 
voluntary control measures. But they held that future 
programs would probably not call for anything like as 
large a reduction. Nevertheless, after the Bankhead Act 
had been in effect for several months, there was general 
agreement that it had considerably lightened the task of 
reducing acreage and production even while it had con
siderably increased the amount of reduction obtained. 

On December 14, 1934, after one season's operations 
under very trying circumstances, cotton farmers were 
given an opportunity to vote on whether or not they 
wanted to continue under the Bankhead Act during 
1935-36. Any person having the "legal or equitable 
right as owner, tenant, share cropper, or otherwise to 
produce cotton on any cotton farm, or part thereo£ in the 
United States" in 1935-36 was entitled to vote. Of the . 

II 73 Congo z sess., Bankhead Cotton Control Bill, Hearings before 
the House Committee ori Agriculture on H. R. 8402, p. 18. 
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estimated total number of eligible voters, 57 per cent 
(1,521,954) availed themselves of this privilege. Of 
this number, 90 per cent (1,361,418) voted in favor of 
continuing it, and only 10 per cent (160,536) voted 
against continuing it. Such an overwhelmingly favorable 
vote came as a surprise to many closely associated with 
the operation of the program, as well as to many of its 
opponents. Many thought that the delay and confusion 
incident to getting the plan in operation would cause 
more farmers to vote against such governmental inter
ference with their activities. 

More than 90 per cent of the votes in all states 
favored continuing the act during 1935-36. The opposi
tion was largely concentrated in a few Oklahoma and 
Texas counties, as shown by the map on page 189. Most 
of the counties with 50 per cent or more of the votes 
against continuation are minor cotton counties, many of 
which are along the border of the Cotton Belt. It is also 
significant that the percentage of favorable votes in states 
and counties tended to increase as the percentage of 
eligible voters voting increased. In Oklahoma, for in
stance, only 60 per cent voted in favor of continuance 
and only 29 per cent of the eligible voters registered, 
whereas in the Cotton Belt as a whole 60 per cent of 
those eligible voted and 90 per cent of them in favor of 
continuance. This relationship was interpreted as evi
dence that a large proportion of the farmers not voting 
favored continuing the Bankhead program.28 

Arrangements for voting and for counting the votes in 

.. Some opponents insisted that the ginning tax could not be levied in 
1935-36 unless two-thirds of the eligible voters actually voted in 
favor of it. The original act required the assent of "two-thirds of the 
persons who have the legal or equitable right to produce cotton," but 
amendments of August 1935 limited the requirement to "two-thirds of the 
producers voting." 
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each county were placed in charge of the county and 
community committeemen of the cotton production con
trol association. The county committee was instructed 
to provide each community committeeman with a list of 
eligible voters in his community. The voting was by 
secret ballot. The ballot was simple and easily under
stood. It was accompanied by a letter from Secretary 
Wallace pointing out some pertinent features of the act 
and that "it is for the cotton farmer to choose." 

There have, however, been charges that cotton farm
ers were influenced to vote in favor of continuing the a:::t 
by the propaganda activities of the Cotton Section and 
others directly connected with the operation of the pro-

- gram. For four months prior to the referendum, an 
intensive, well-organized informational or propaganda 
campaign was carried on throughout the Cotton Belt. It 
has been estimated by the Cotton Section that between 
September I, 1934 and December IS, 1934 over IZ,500 
county and loCal community meetings, having a total 
attendance of more than 855,000, were conducted by 
county agents and committeemen. Between July and 
December 1934 vocational teachers also conducted some 
18,000 informational meetings having a total attendance 
of 750,000.21 At all of these meetings farmers were told 
of the large carry-over of American cotton, the probable 
effect of the Bankhe~d program in reducing the supply 
of cotton, the probable increase in cotton production by 
farmers who did not sign a cotton acreage reduction 
contract, the low cotton prices existing prior to 1933, and 
the probability of low prices again if the Bankhead oper
ations were discontinued. Most of the arguments were 
worked out prior to the meetings by those in charge of 
the program. Although some attempt was made to have 

If Agricultural Adjustment in 1934, AAA, ] one 17, 19 3S, p. 6 I. 
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the information supplied and the discussions on a high, 
unbiased, educational plane, it could not be _ expected 
that both sides of the questions would receive equal at
tention. The answers were naturally favorable to the 
program. 

Nevertheless, an intensive propaganda campaign, 
even if biased as critics charge, does not fully explain a 
90 per cent favorable vote. A large proportion of cotton 
farmers would surely have voted for the act without any 
campaign. There is reason to believe that the percentage 
of favorable votes would have been practically as large 
without the meetings. But the total vote would probably 
have been considerably smaller, and a large vote was 
desirable. 

The fact is, farmers controlling about 90 per cent of 
the cotton acreage had everything to gain and nothing 
to lose by continuation of the Bankhead Act during 
1935-36. Their farms were covered by contracts limit
ing the acreage of cotton that could be planted on them. 
A Bankhead program would tend mainly to reduce the 
acreage of cotton planted by non-signers, although it 
would also tend to check increases in yields by contract 
signers and prevent violations of contracts. Reductions in 
production by non-signers would, of course, tend to in
crease cotton prices and benefit contract signers. Further
more, on December 4, 1935· President Roosevelt an
nounced his intention to recommend that Congress 
exempt small growers having a base production of two 
bales of cotton or less from payment of the gin tax.28 

• President Roosevelt on Dec. 4, J 935 issued the following statement 
at Warm Springs, Ga.: "If the Bankhead Act is continued in effect for 
another year it is my purpose to recommend to the Congress an amend
ment granting an exemption for the full amount of his base production 
to each farmer who has an established base production of not more than 
two bales of cotton." 
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An estimated 200,000 small cotton growers were thus 
told that they could vote on the continuation of a pro
gram which would benefit them (if the President's rec
ommendation were carried out) by causing a reduction 
in the' production of larger growers· without affecting 
their own. 

There is, furthermore, a strong probability that a large 
proportion of cotton farmers favor compulsory control 
of cotton production if it does not interfere too much with 
their individual activities. There have been a number of 
voluntary farmer movements in the past with the ob
jective of controlling and reducing cotton production. 
A great many farmers think: that they should combine 
and force others to pay "their" price for cotton. There is 
considerable logic to their position, particularly with 
respect to cotton. For years the Extension Service and 
others have been telling farmers that a small crop of 
cotton brings more than a large one. It is only natural, 
therefore, that many farmers would be willing to cut 
their crop 10 or 20 per cent, or even more, if given the 
definite assurance that all other cotton farmers would be 
forced to do likewise. Who wouldn't, if the small crop 
would bring more than the large one? Only the few who 
were preparing or prepared to -expand their cotton acre
age. The immediate short-time features of the Bankhead 
program were definitely favorable to the farmer, and its 
advantages were easily recognized by him. The unfavor- . 
able features were more intangible and more distant in 
their effect. They will be discussed in Chapter XV. 



CHAPTER XI 

GOVERNMENT COTTON AND 
COTTON LOANS 

The cotton plow-up campaign of 1933 and the acre
age reduction programs of 1934 and 1935 supplemented 
by the Bankhead Act tax on over-quota cotton were ex
pected to increase cotton prices by reducing the produc
tion of cotton. These efforts were further supplemented, 
however, by a cotton loan and marketing program which 
has tended to increase cotton prices by holding cotton off 
the market. 

While the government has been blazing a new trail in 
the operation of its cotton production control program, 
it has been conforming more closely to previous lines of 
government activity in its cotton loan and marketing 
program. The "commodity marketing" movement which 
began about 1922 laid great emphasis on equalization 
of market supplies throughout each season and from 
season to season by holding operations on the part of 
producers financed by the government through co-opeta
tive organizations. Belief in the desirability of such 
"orderly" marketing was one of the major influences 
back of the demand for passage of the Intermediate 
Credit Act of 1923. The movement was carried still 
further under the Agricultural Marketing Act of 1929, 
with its Federal Farm Board designed to promote na
tional co-operative marketing organizations for the pur- . 
pose of ordel-ly marketing (and according to the text of 
the act "orderly production" as well) facilitated by Farm 
Board loans and supplemented by the still more ambi
tious holding operations of the "stabilization corpora
tions." 

194 
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The holding operations of the Faum Board, however, 
were attended with disastrous results. When cotton prices 
began to decline sharply in 1929 the Board offered to 
lend farmers, through the cotton co-operatives, roughly 
16 cents per pound on their cotton. The following year it 
offered to lend roughly 10 cents per pound. But prices 
continued to decline, and the Board was left holding 
approximately 3.4 million bales of 1929 and 1930 crop 
cotton as security for its loans. Attempts to sell this cot
ton on the market also met with considerable opposition 
from farmers and the trade because. they tended to de
press prices. Prior to the passage of the Agricultural 
Adjustment Act, the Board had been able to sell only 
about a million bales of this cotton on the market and a 
large part of these sales were forced by a shortage of 
operating funds. An additional 844,063 bales had 
been given to the American Red Cross by acts of Con
gress in July 1932 and February 1933. The Agricultural 
Adjustment Act and amendments thereto sought to pro
vide a satisfactory method of disposing of the remaining 
1.6 million bales together with about 0.8 million bales 
held as security for seed and crop production loans in 
1930 and 1931 by offering them to producers in lieu of 
cash for making a corresponding reduction in the pro
duction of cotton. 
Th~ Adjustment Act was therefore expected to liqui

date the lending and holding operations of the Farm 
Board and other government agencies. No provision was 
made in the act for continuing the Board's lending policy. 
Nevertheless, the policy of offering loans to farmers 
on cotton for approximately the full market value was 
again adopted in the fall of 1933, under the authority 
of Section 220 of the National Industrial Recovery 
Act. Furthermore, amendments to the Agricultural Ad-
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justment Act, approved August 24, 1935, not only 
authorized such loans but also provided that any cotton 
acquired by the government, as a result of such loans, 
might be offered to farmers in lieu of cash as "rental pay
ments for taking land out of cotton production. This is 
now known as the Ever Normal Granary plan--a term 
applied originally with reference to food products. Un
der it, production control and market control were to be 
closely linked together. The significance of the govern
ment's lending program is, therefore, much greater than 
the profit and loss that may be shown on the books for 
. these operations alone. In this chapter these various 
phases of the government's lending and marketing pro
gram will be discussed. 

GOVERNMENT COTTON 

Procedure for disposing of government cotton. The 
Agricultural Adjustment Act directed the Federal Farm 
Board and all departments of the government, not in
cluding the Intermediate Credit Banks, "to acquire full 
legal title to all cotton on which money has been loaned 
or advanced by any department or agency of the United 
States, including futures contracts for cotton or [cotton] 
which is held as collateral for loans or advances" and to 
sell such cotton together with that already owned by 
them "to the Secretary of Agriculture at such price as 
may be agreed upon, not in excess of the market price.))1 
Shortly after the passage of this act, however, the vari
ous government departments which had made these 
loans or advances on cotton were absorbed by the Farm 
Credit Administration.- This new organization acquired 

• Sec. 3. 
• Prior to passage of the Agricultural Adjustment Act on May u, 

1933, an act of March 3, 1933 had authorized the President to re
organize the execu.tive agencies of the federal government. On March 
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title to 2,476,311 bales of cotton from the following 
sources:' 

Futures: 
Cotton Stabilization Corporation ......... . 
Staple Cotton Co-operative Association ..... . 
American Cotton Co-operative Association .. . 
Seed and crop production loan agencies 

Spot: 

19,300 
214-,800 
221,100 
371,800 

Staple Cotton Co-operative Association 28 
American Cotton Co-operative Association ... 1,128,774-
Seed and crop production loan agencies. . . . .. 520,509 

Spot and futures .......................... 2,476,311 

27,1933 he exercised this authority by consolidating within one organiza
tion the powers and functions of all federal agencies dealing principally 
with agricultural credit. This ruling did not become effective until 
May 27, 1933, at which time the Farm Credit Administration came into 
existence. See L. F. Schmeckebier, New Federal Organizations, pp. 24-:.5. 

I Unpublished data from the Agricultural Adjustment Administration 
and the Farm Credit Administration. Data for seed and crop produc
tion loan agencies obtained by subtracting the amount of cotton ob
tained from other agencies, as reported by the Farm Credit Administra
tion, from the total amount. received by the Secretary of Agriculture, 
as reported by the Agricultural Adjustment Administration. On May 
27, 1933, when the Farm Credit Administration· began to function,. 
797,000 bales were held as security for seed and crop production loans 
made prior to 1933. On June 7, 1933, when the agreement was made 
between the Secretary of Agriculture and the Farm Credit Administra
tion for transfer of this cotton, it was estimated that 788,000 bales of 
cotton were being held as security for such loans. With the rise in cotton 
prices during the summer of 1933, however, some farmers wanted to pay 
off their loans and obtain title to the cotton or sell the cotton and apply 
the proceeds on their loans. By September 1, this had been reduced to 
588,000 bales. It became apparent, however, that a more rapid method 
of liquidating these loans was needed and on September :'0 it was decided 
to pool this cotton and sell it for the account of the producer. Later the 
Secretary of Agriculture agreed to accept the remaining cotton in the 
pool (471,340 bales) on the basis of 10 cents per pound. 

Where the cotton held as security for these loans was sold to the 
trade either by the producer or from the pool, an equivalent quantity 
of cotton futures was purchased and transferred to the Secretary of Agri
culture. 
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Transfer of this cotton from the Farm Credit Admin
istration to the Secretary of Agriculture was made on the 
basis of 9.5 cents per pound for middling fi-inch cotton, 
with due allowance for differences in grade and staple4 

and for location of the cotton delivered, in accordance 
with an agreement made on June 7, 1933, when central 
market prices were about 9 cents per pound.5 Of this 
amount, however, only 5 cents per pound was paid by 
the Secretary of Agriculture. The additional 4.5 cents 
per pound was paid out of the 100 million dollar fund 
appropriated by the National Industrial Recovery Act, 
on an order from the President allocating 60 million 
dollars for this purpose.6 By this arrangement the Secre
tary conformed with the terms of the Agricultural Ad
justment Act, which required him to pay not more than 
the market price for the cotton, and the Farm Credit 
Administration received about 5 million dollars more 
than the market price. 

The Secretary of Agriculture was authorized by an 
amendment to the original act approved June 16, 1933 
to offer this cotton to producers for taking land out of 

• The classification of the American Cotton Co-operative Association 
was accepted as the basis for calculating the allowance for grade and 
staple of practically all the spot cotton. Most, if not all, of the cotton 
held as security for seed and crop production loans had been classed by 
this association prior to the making of the loan. 

I The average price on ten markets for ~-inch middling upland spot 
cotton on June 7, 1933 was 9.04 cents per pound and New York futures 
(July delivery) were 9.15 cents per pound. (Report of the Bureau of 
Agricultural Economics.) 

• In order to finance the initial purchase of cotton by the Secretary of 
Agriculture, arrangements were made with the Chase National Bank and 
the Guaranty Trust Co., both of New York City, for a maximum loan 
of 73 million dollars or 6 cents per pound on all actual cotton acquired 
by the Secretary at 1 ~ per cent interest per annum payable at maturity. 
The obligation was evidenced by notes of the Secretary of Agriculture 
drawn to mature July I, 1934, and secured by the pledge of the cotton 
acquired and to be acquired by the Secretary of Agriculture. A griculturlll 
Adiustment-MIIJ Z9JJ to February Z9Jf. AAA. P. a6. 
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cotton production (see page 4 for the terms of this 
amendment) or to sell it at his discretion provided "he 
shall dispose of all cotton held by him by March I, 

1936." He chose to offer options to buy this cotton at 6 
cents per pound to growers who agreed to plow up an 
equivalent amount of their 1933 crop as explained on 
page 44. A total of 575,974 producers accepted this 
offer and obtained options on 2,446,929 bales of cotton. 
Each of these producers was then offered the following 
alternative methods of disposing of this cotton.7 

I. Request the Secretary to sell his option cotton on 
any specified date prior to May I, I934.8 This was the 
only procedure stated in the specimen copy of the cotton' 
option contract shown to producers at the time of the 
sign-up campaign. 

2. Request the Secretary to extend the option from 
May I, 1934 to May I, 1935.8 If such a request were 

'The specimen copy of the option contract shown producers during 
the plow-up campaign stated that the options could not be exercised prior 
to Dec. 1, 1933 at less than 9.5 cents per pound. As a matter of fact, 
growers were given no opportunity to do so until after Dec. 18, 1933 
owing to delay in sending out the option contracts. Since the market 
price of cottlin in September, 'October, and November was below 9.5 
cents this delay made no difference. 

• "Request of Exercise of Option," A A A Form No. C-S-A. This for
mal request stated that the Secretary at his discretion might sell for the 
account of the producer either: 

a. Cotton held by the Secretary in an amount covered by this option, 
on any ~cognized spot market at the earliest practicable date, having in 
view the condition of the spot markets, at any time after the date in
dicated in the notice; or 

b. Future contracts held by the Secretary covering an amount of 
cotton specified in this option. If future contracts were sold, the price was 
fixed as of the close of the New York Cotton Exchange for the nearest 
generally quoted cover month on the date specified in the notice, unless 
the notice was received after 4:30 P.M. eastern standard time on the 
date specified, or unless the Exchange was closed on the date specified, 
in either of which events the price was fixed as of the first opening of 
the exchange thereafter. 

• "Request for Extension of Option," AAA Form No. C-S-B. 
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made, the producer agreed to accept a charge of 40 cents 
per bale for each month or fractional part of a month for 
which the option was extended. He further agreed that 
the Secretary of Agriculture might, at his discretion, at 
any date after May I, 1934 sell the cotton represented 
by the extended option at not less than 12.5 cents per 
pound. In announcing the provisions for the extension 
of the cotton option on July 25, 1933, shortly after the 
close of the sign-up campaign, the Director of Finance 
of the AAA (Oscar Johnston) stated~ 

As in the cotton reduction campaign. the Administration is 
placing the handling of the options directly up to the producers 
themselves. The Secretary of Agriculture, under the terms of 
the contract as now revised, has made it possible for producers 
to withhold this cotton from the market for a longer period.10 

3. Request the Secretary to enter the option cotton in 
the 1933 Cotton Producers Pool at any time prior to 
January 15, 1934 (later extended to February 5) and 
obtain an advance of 4 cents per pound together with a 
transferable participation trust certificate entitling him 
to share ratably in any profits from the sale of the cotton 
held by the pool, after the actual cost to the pool and all 
liens against the cotton had been paid Off.ll In order to 

,. AAA Press Release No. 156-34. July :IS. 1933. 
11 "Cotton Pool 1933," AAA Form No. C-5-C and AAA Form No. 

C-5-D. 
When the u-cent cotton loan was adopted on Aug. :11, 1934 (see p. 

:II 7), an additional advance of :I cents per pound was offered to pool 
members. A carrying charge of $:1.40 per bale (30 cents per bale per 
month from Feb. 1 to Oct. I, 1934) was to be deducted. AAA Press Re
lease No. 140]-]5, Jan. 17, 1935. 

In order to finance the 4-cent advance, arrangements were made with 
the Commodity Credit Corporation for a maximum loan of 48 million 
dollars. This loan has all been repaid. Since July .1. 1934, the cotton pool 
has been borrowing from New York banks, at o.S per cent, the money 
needed for operating expenses and for carrying its cotton. This extremely 
low rate was the direct result of an amendment to the Agricultural 
Adjustment Act approved June 19. 1934 authorizing the Secretary of the 
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obtain this advance, which amounted to $20 per bale, the 
option holder, if eligible and requested so to do, was 
required to execute the 1934-35 cotton acreage reduction 
contract. Each producer entering cotton in the 1933 pool 
gave the following authority to the manager of the pool: 

In the event that the cotton held by the pool or any part 
thereof including cotton futures contracts can be marketed on 
the basis of 15 cents per pound middling U-inch cotton, to sell 
and make delivery of such cotton upon such basis subject to 
the approval of the Secretary, and after July 31, 1934, to sell 
and make delivery of all or any part of the cotton including 
cotton futures contracts held by the pool at such price, upon 
such terms, and under such conditions as he with the approval of 
the Secretary may deem proper. 

4. Pledge his option contract and authorize the Secre
tary of Agriculture to "settle with the said pledgee in 
accordance with the terms of the contract."'2 Originally 
the AAA planned to prevent any transfer of these op
tions in order to prevent producers from selling them 
at less than their full value. The specimen copy of the 
option contract shown to producers during the sign-up 
campaign stated: "The option is non-transferable." 
Nevertheless, the option contracts finally issued allowed 

Treasury "to advance, in his discretion, out of any money in the Treasury 
not otherwise appropriated, the sum of $100,000,000 to be available, 
until Mar. I, 1936, to the Secretary of Agriculture, for paying off any 
debt or debts which may have been or may be incurred by the Secretary 
of Agriculture and discharging any lien or liens which may have arisen 
or may arise pursuant to Part 1 of this title [Cotton Option Contracts] . 
• •• " (The time limit on this advance, Mar. I, 1936, was later eliminated 
by an amendment approved Aug. 24, 1935.) In other words; if any 
losses are incurred as a result of the advance of 6 cents per pound (12-cent 
loan), they will be paid from the United States Treasury. 

U "Notice of Exercise of Option," AAA Form No. C-S-A. Assignment 
Was not formally set up by the AAA as a procedure whereby the pro
ducer could convert his option cotton into cash. The clause in the con
tract itself which allowed the holder to pledge it, however, automatically 
provided for this fourth method of exchanging an equity in option 
cotton for cash. 
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them to be "pledged or used as collateral." As a result 
of this provision assignment of a large number of con
tracts became de facto sales and led on January 9, 1934 
to a protest from Mr. Johnston as follows: 

There has come to my attention reports from throughout the 
South that various persons are engaged in buying cotton options 
from the holders. In some instances, I am advised, these pur
chases have been made at a loss to the optionee of as much as 
100 points under March quotations. I would call public atten
tion to the fact that the sale of these options is prohibited. The 
Secretary of Agriculture is not required to recognize pledgees 
and where it appears a pledge has been made as a cloak to con
ceal an actual assignment, suitable investigation will be made 
to determine the circumstances surrounding such pledge or 
assignment. Where advantage has been taken of the producer, 
proper action will be contemplated to remedy the situation.18 

This position, however, was somewhat modified on 
January II by the supplementary statement: 

Department prefers options be exercised and sent in by pro
ducer to whom option originally issued. Will recognize exercise 
of option by hona fide pledgee where produ<;er will receive full 
benefit of proceeds of option. In view of fact that some options 
have heretofore been purchased, Department has ruled that if 
purchasers will exercise options prior to January 18 settlement 
will be made on basis January New York contract and pro
ceeds remitted by check to properly authorized and designated 
assignee. This will only apply to options purchased prior to 
January I I. Assignments after that date will not be recog
nized.1& 

Under this ruling, purchasers of a relatively small num
ber of options were permitted to exercise them. The as
sumption was that in these cases the transfer had prob
ably been an accommodation to the optionees rather than 
a source of profit to the purchasers. Not all who had pur
chased a large volume of contracts, however, were per-

Il AAA Press Release No. 1572-3-#. 
"AAA Press Release No. 1590-34. 
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mitted to exercise them, even though they had paid full 
market value for them.15 Practically all landlords and 
other pledgees or assignees who agreed to sign a cotton 
acreage reduction contract were permitted to receive the 
4-cent advance and to enjoy the privileges and benefits 
afforded by the pool agreement on any options acquired 
by them. 

While intended to protect the rights of the producers 
entitled to receive options, these restrictions on their sale 
actually have been a protection and perhaps a source of 
profit to landlords, local bankers, merchants, and other 
local creditors and buyers. They have limited the effec
tive market for contracts and thus curtailed a grower's 
opportunity to sell them advantageously. Although any 
grower could obtain the full market value for his option 
cotton by instructing the Secretary of Agriculture to sell 
it, receipt of his proceeds would be delayed. In cases 
where money was needed immediately, such sales did 
not afford relief. In many cases creditors probably in
sisted upon a pledge or assignment of the option con
tracts. With no other market for options the holders 
were forced to meet creditors' demands and face the 
possibility of sale on a restricted market.16 

.. Comptroller General McCarl ruled on Jan. 19, 1934 that no ob
jection would be raised to the recognition of assignments of a small 
number of option contracts but required that a thorough investigation be 
made of all cases where a considerable number of such assignments were 
in favor of one individual, firm, or corporation. 

A number of large transfers had been made prior to this ruling. 
And on Aug. 24, 1935 amendments to the act were approved stating
that "notwithstanding any provisions contained in option contracts here
tofore issued andi/or any provision of law, assignments made prior to 
Jan. II, 1934 of option contracts exercised prior to Jan. 18, 1934, shall 
be deemed valid upon determination by the Secretary that such assign
ment was an assignment in good faith of the full interest in such con
tract and for full value and is free from evidence of fraud or specula
tion by the assignee." 

II An investigation by the AAA of purchases by one large cotton firm 
which had been erroneously informed that the option contracts were 
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This experience brings into clear relief two divergent 
views with respect to protection of producers' interest 
in benefits resulting from government action. One view 
is that the government should by regulation prevent any 
transfer or assignment of the rights to such benefits. The 
other is that such transfers cannot be prevented and 
that producers should consequently be accorded the pro
tection of a freely competitive market. Either view 
would seem more tenable than a combination of the two. 
There is, however, something to be said for the proce
dure adopted. When producers had cotton for sale their 
creditors could take steps to protect their interests. Cred
itors would have had more difficulty in protecting their 
interests if the option contracts received by growers for 
plowing up cotton in 1933, for instance, could have been 
sold freely to anyone. 

The only one of these plans under which growers 
could obtain an advance of 4 cents per pound (equiv
alent to a loan of 10 cents per pound since the govern
ment already held a lien of 6 cents per pound on this 
cotton) required them to enter their option cotton in the 
cotton pool. Since the average price of middling :%-inch 
spot cotton at ten markets in the United States was less 
than 10 cents per pound when these plans were formu
lated, it is obvious that they were designed to force most 
producers to enter their option cotton in the pool where 
its marketing would be under government control. Cot
ton prices on these markets did not rise materially above 
10 cents during January 1934. 

The reason sometimes given for forming this pool 
was that it would prevent the sudden dumping of option 

transferable, disclosed the fact that in communities where such purchases 
had been made the market value of options had been substantially in
creased. 
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cotton on the market by people "who wanted their 
money.J)1f The formation of a government operated 
pool, however, was not necessary to accomplish this re
sult. An advance of 4 cents per pound under the la-cent 
loan plan, without any pool agreement, would have 
enabled growers to obtain approximately the current 
market value for this cotton and still retain title to it. 
Such an offer would surely have prevented the sudden 
dumping of this cotton on the market. 

Results and conclusions. Options on 2,446,929 of the 
2,476,3 I I bales of cotton obtained from the Farm Credit 
Administration were sent to 575,974 producers. The re
maining 29,382 bales have been sold and the receipts 
turned in to the cotton account of the Secretary of Agri
culture in the United States Treasury. 

Producers receiving options on this cotton have exer
cised them as follows: 

Number of Number of 
Plan Chosen Producers Bales 

Sale by Secretary prior to May 1, 1934 
Extension of option ............. . 
Pooling of cotton .............. . 

123,685 452,500 
6,495 29,700 

443,419 1,951,465 
Not heard from by October 31, 1935 

or otherwise undetermined ..... . 2,375 13,264 

Approximately 80 per cent of the option cotton was 
entered in the pool. Most of the remainder was sold by 
the Secretary prior to May I, 1934. Options on only one 
per cent of this cotton were extended until May I, 1935. 
Since participants in the pool were offered approximately 
the current market value for their option cotton and yet 
permitted to share in any further rise in cotton prices, it 
may seem strange that 20 per cent of this cotton was not 

Sf See Mr. Johnston's statement in 73 Congo z sess., Agricultural De
partment Appropriation Bill fot' 1935, Hearings before the House Com
mittee on Appropriations, p. 1040. 
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entered in the pool. It will be remembered, however, 
that some options were assigned or sold by the original 
holders, and that purchasers were required to have op
tion cotton thus acquired sold by the Secretary prior to 
January 18, 1934. Data on the volume of option cotton 
transferred or assigned that was affected by this ruling 
are not available, but in the short time between Decem
ber 18, 1933 when the AAA began sending out the 
option contracts, and January 18,1934, a total of 68,181 
options covering 242,03 I bales of cotton were exercised 
by a request that the cotton be sold. It is likely that a 
considerable part of these sales resulted from the private 
assignment or sale of option contracts. No doubt some 
growers also declined to enter their cotton in the pool 
because of the necessity of agreeing to sign a 1934-35 
cotton acreage reduction contract. Still others may have 
thought that cotton prices would continue to rise and 
thus enable them to get more by holding the option cot
ton than by entering it in the pool. 

The net returns received by producers thus far under 
the different plans have varied considerably. Those re
questing that their cotton be sold prior to May I, 1934 
received a net payment of 5.1 cents per pound after de
ducting the cost of the option (6 cents per pound). The 
few growers having their options extended received the 
largest net payment-6.7 cents per pound. is Those en
tering their cotton in the pool have already been 
advanced 5.52 cents per pound18 and are still entitled 
to share in any profits made by the pool. Total advances 

.. All option contracts outstanding on Mar. :u, 1935 were called by 
the Secretary at n.s cents per pound less the carrying charge of 40 
cents per bale per month agreed to by producers who requested option 
extensions. The charges were reckoned from May 1, 1934 . 

.. Four cents per pound when entered in the pool and an additional :& 

cents per pound less accrued carrying charges of $2.40 per bale (30 cents 
per month per bale from Feb. 1, 1934 to Oct. 1, 1934) early in 1935. 
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on option cotton in the pool, under the 10- and 12-cent 
loan plan, plus payments made to producers on option 
cotton not entered in the pool, had amounted to 
$66,012,052.24 by November I, 1935, and holders of 
options on cotton in the pool were entitled to an addi-
tional $1,005,115.08. . 

Some participants in the pool have, however, realized 
more than 5.52 cents per pound on their option cotton. 
When the announcement was made in September 1934 
that the 12-cent loan plan would be applied to cotton in 
the pool, the pool manager offered to buy participation 
trust certificates at the price quoted on the Cotton Ex
change for October futures until October IS, 1934, and 
thereafter until December IS at the market price for 
December cotton, less carrying charges of 30 cents per 
bale per month since February I, 1934.20 This offer has 
since been extended on the basis of market price for near
month futures. Certificates for 342,888 bales were pur
chased in this manner. As these certificates were pur
chased, the pool manager sold a corresponding amount 
of spot cotton and cotton futures. 

When these plans were announced on September 2 I, 

1934, closing. prices for October futures were quoted on 
the Cotton Exchange at 12.78 cents per pound. In other 
words, on this day holders of participation certificates 
were offered an advance equivalent to 12 cents per pound 
if they continued to hold them, and 12.78 cents if they 
sold them to the pool. And during the fall of 1934 the 
price of near-month cotton futures hung around the same 
level. It is; therefore, not surprising that the sale of cer
tificates or exchange of them for cotton in the pool was 
relatively small. Furthermore, most of the transactions 

.. Oscar Johnston, What to Do with Your,. Cotton ProJucers Pool 
Certificates. radio talk. Sept. :n, 1934. 
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that were made resulted from a set of circumstances sim
ilar to those causing the sale of option cotton prior to 
May I, 1934. As a result of making the participation 
-trust certificates transferable, some five or six firms of 
cotton shippers acquired certificates covering about 
221,000 bales. When it came time to make an advance 
of 2 cents per pound on cotton in the pool, it did not seem 
advisable to make it on option cotton held by these firms. 
Some persons also claimed that there was a "possible 
danger to the market from the accumulation of a con
siderable quantity of participation trust certificates.,,21 
On December 6, 1934 Mr. Johnston entered into an 
agreement with these shippers in which they agreed "to 
turn these certificates over to me immediately allowing 
me to call them and fix the price at the market, and at 
my discretion, when, as, and if the certificates can be 
absorbed by the market without injurious effect."22 All 
of these certificates had been called by January 8, 1935. 

In general, the marketing rate of pool cotton has been 
limited to the sale of certificates to the pool or ex
change of them for pool cotton. Of the 1,951,465 bales 
of cotton entered in the pool there had been a net sale of 
only 342,775 bales by October 31,1935, as shown by the 
table on page 209. The Federal Surplus Relief Corpora
tion took 50,000 bales of low-grade cotton for use in 
making mattresses and other products. The remaining 
net sales were covered by certificates surrendered to the 
pool as indicated above.28 A large part of the spot cotton 

II Cotton Trade Journal, Dec. IS, 1934. 
liThe same. 
II Small offerings of certificates have limited the sales of cotton from 

the pool. In September 1934, members of the cotton trade were invited 
to "submit to the cotton pool manager offers for the purchase of cotton, 
and at the same time to invite holders of certificates who are desirous of 
selling their certificates against the purchase of cotton to submit offers 
to the pool manager agreeing to sell, at the manager's call, participating 
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entered in the pool, however, has been sold and replaced 
by futures. As shown by the accompanying table, on 
October 31, 1935 the pool still held 628,190 bales of 
spot cotton and 980,500 bales of cotton futures-a total 
of 1,608,690 bales. 

Entered in the pool .. . . . . ... . 
Sales ..................... . 
Purchases ................. . 
Difference subject to adjustment 

Spot Cotton Cotton Futures 
(Bales) (Bales) 

1,951,465 
1,383,190 224,100 

59,736 1,204,600 
179 

On hand October 31, 1935 .... 628,190 980,500 
Entry requested by producers but 

not yet entered by Secretary . . 250 

The cotton to which title was acquired by the Farm 
Credit Administration and transferred to the Secretary 
of Agriculture continued to be handled largely by the 
American Cotton Co-operative Association.24 Under a 
contract with the Secretary of Agriculture entered into 
on September 1 1,1933, the association agreed to receive, 
insure, and warehouse this cotton25 and sell it on local 

trust certificates and agreeing to buy pool cotton at the manager's call." 
(Cotton Trade Journal, Sept. 29, 1934.) In response to this invitation, 
160 bids were received from the trade for a total of 813,268 bales. 
These bids were opened on Oct. 3, 1934, at which time Mr. Johnston 
stated: "From the bid. made, we might easily have sold at satisfactory 
prices 250,000 or more bales of cotton had holders of participation 
certificates cared to surrender their certificates to the pool." (Cotton 
Difaest, Oct. 6, 1934.) Only 46,189 bales of cotton were sold, however. 

Incorporated under Delaware law in January 1930 as a central 
agency for marketing cotton handled by the state co-operatives. The ar
ticles of incorporation stipulated that as long as the ACCA was indebted 
to the Farm Board, its president, its manager, and other principal officers, 
and the members of its 'executive committee must be acceptable to the 
Board. (74 Congo 1 sess., Activities and Operations of the Federal Farm 
Board, S. rep. 1456, July 29, 1935, p. 19.) It is consequently closely 
connected with the government. 

• The Secretary reserved the right to "exclude from the terms of this 
Contract all or any part of not exceeding 75,000 bales of long staple 
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spot terms (except as the Secretary might otherwise di
rect) where located, for a selling fee of 50 cents per bale 
and a carrying charge of 25 cents per bale per year 
payable on all cotton not sold by July 31,1934. Storage 
charges and all proper expenses for "compression, insur
ance, freight, trustee's expenses, if any, and weighing and 
sampling if any" were assumed by the Secretary. 

This contract permits the ACCA as a merchant to com
pete with the cotton trade in bidding for the cotton 
which it handles for the Secretary provided it does not 
purchase at a bid which is equal to or less than a com
petitor's bid. A catalogue of this option cotton giving 
accurate description of it by class, grade, and weight has 
been prepared by the association and distributed to the 
trade so that every person desiring to purchase any part 
of it may have the opportunity to do SO.26 

The cotton trade has severely criticized this selling 
and handling arrangement on the grounds (I) that the 
co-operative is virtually acting in dual capacity of seller 
and buyer and has an advantage over outside bidders 
inasmuch as the cotton offered for sale was originally 
classed by its own men, and (2) that the service charges 
were too high. The trade seemed to favor the sale of this 
cotton by the AAA itself or through private factors and 
brokers on a competitive basis. It argued that under 
either of these arrangements, selling costs would be low
er and more freely competitive bidding would result in 

cotton now stored at Mississippi Delta points, Yazoo City, and Memphis 
and future contracts for cotton." As a matter of fact, the Staple Cotton 
Co-operative Association, whose members are largely producers of long 
staple cotton, has handled the sale of 105,646 bales of long staple cot
ton for a commission charge of 3 per cent on net sales and carrying 
charges estimated at 15 cents per bale per month for storage and in
surance only. 

• AAA Press Release No. Z99-H, July 31, 1933. 
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higher prices. IT To these criticisms Mr. Johnston replied: 
I. To reclass this cotton would involve a large expense to 

the department, probably in excess of $500,000, whereas the 
ACCA already had a complete class of the cotton. 

. . . . . . . . 
2 •••• all of the other firms [in addition to the American 

Cotton Co-operative Association] who had organizations capa
ble of handling this amount of cotton [were asked] to bid on 
handling and selling it for the department. They all refused to 
handle it with the exception of Anderson, Clayton, and Co., 
and they only if the Department would agree not to sell any 
of the cotton for export. The ACCA offered to handle the cot
ton for 50 cents.28 

The experience of the AAA in disposing of the 2.5 
million bales of cotton acquired by the Secretary of Agri
culture under the act has been similar to that of the Fed
eral Farm Board. Both have been politically unable to 
sell very much cotton on the open market except when 
forced to do so by unusual circumstances. When the 
Adjustment Act was passed it was thought that a way 
had been found for disposing of this cotton, most of 
which the government had been holding since 1929, 
1930, or 1931. But the plan of giving it back to farmers 
who agreed to reduce their production an equivalent 
amount, and letting them sell it or determine the date 
of its sale, has not been successful. On October 3 I, 1935, 
the government still held 1,608,690 bales of this cotton. 
Further!p.ore, the sales made have been due largely to 
accident or to unusual circumstances. More than half of 
them have probably resulted from complications arisipg 
out of two different phases of the government's pro-

• CottOtl Trade ]ouNltll, Mar. 3, 1934. This arrangement suggested 
by the trade would have meant the utilization of a number of factors 
located at different points where cotton was stored. 

DThe same, Feb. 3, 1934. . 
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gram-authorizing the transfer of option contracts and 
participation trust certificates and advancing 10- and 
12-cent loans on cotton. It would not have looked well 
for the government to advance 10 and 12 cents per 
pound on cotton held by speculators. Consequently it was 
necessary to require that cotton represented by such 
contracts or certificates be sold. Additional sales resulted 
from uncertainties over the cotton reduction program, as 
pointed out on page 206. And 50,000 bales were sold to 
the Federal Surplus Relief Corporation but an equiva
lent amount of cotton futures was purchased. Conse
quently it is necessary to conclude that the AAA has not 
demonstrated its ability to dispose of government cotton. 

GOVERNMENT COTTON LOANS 

Undaunted by the Federal Farm Board experience, 
the government. again offered to lend more than the 
market value on cotton in the fall of 1933. A year later, 
a&er cotton prices had advanced, the loan offered by the 
government was raised to approximately the market 
level, and continued at the same rate a&er market prices 
had fallen below the loan value. The loan offered by the 
government on the 1935 crop, however, was slightly less 
than the current spot prices of cotton. 

Conditions, however, were different. Farm Board 
loans, for instance, were made when prices were declin
ing, in order to prevent a further decline. But prices con
tinued to decline and cotton production continued large. 
The Farm Board had no power to control production, 
although in 1931 some effort was made to persuade 
farmers to plow up every third row of cotton. It is very 
likely that the Farm Board would have forced farmers 
to reduce their production of cotton if it had had the 
power. 
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The present lending policy, on the other hand, was 
originally adopted in order to enable farmers to benefit 
from expected increases in cotton prices in the near 
future. There was a general feeling of optimism in ad
ministrative circles at this time. Cotton prices had ad
vanced about 50 per cent since the beginning of the year. 
More than 4 million potential bales of cotton had been 
plowed up in 1933 and plans were being formulated for 
drastically reducing the acreage of cotton planted in 
1934 and 1935. The Administration was considering 
monetary manipulations which were expected by many 
to raise the general level of prices, and the normal 
processes of business recovery seemed to have set in. 
Moreover, the Adjustment Administration was in a posi
tion stronger than that formerly occupied by the Federal 
Farm Board. Powers to employ various measures to force 
cotton prices upward were embodied in the legislative 
measures which Congress had passed. Government loans 
to farmers equal to or greater than the current market 
value of cotton, without liability of loss to them, seemed 
likely to enable a large number of farmers to share in 
this expected increase in cotton prices. 

The Io-cent cotton loan in I933. More specifically, 
the Ie-cent cotton loan policy of the government had its 
origin in the general discontent that existed throughout 
the South in the late summer of 1933 because of delay 
in sending out payments for plowing up cotton, the de
cline in cotton prices from recent peaks preceding cotton 
harvesting, and the rise in the prices of goods that cotton 
farmers and others in the South had to buy. Meetings ex
pressing demands for an expansion of the currency and 
higher cotton prices were being held throughout the 
South. The movement culminated when representatives 
from the South met in Washington and on September 
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18, 1933 formally presented their demands to the Pres
ident. The Administration responded by offering to lend 
IO cents per pound on cotton produced in 1933 and still 
in the possession of the producer or on option cotton re
ceived as rental for plowing up cotton, providing the bor
rower, if eligible, agreed to sign a 1934-35 cotton 
acreage reduction contract, which at that time had not 
been announced. 

The Commodity Credit Corporation, organized on 
October 17, 1933 to make loans or purchase agricultural 
or other commodities that might be designated by the 
President, was placed in charge of the cotton 10ans.29 Its 
capital stock of 3 million dollars was subscribed entirely 
by the Secretary of Agriculture and the Governor of the 
Farm Credit Administration out of funds allocated by 
the President under authority of the Bankhead amend
ment to the National Industrial Recovery Act. The Re
construction Finance Corporation authorized an initial 
loan of 250 million dollars and promised additional 
funds if needed.80 

The Credit Corporation agreed to make loans to cotton 
producers on the unsold portion of their 1933 cotton crop 
that classed low middling or better and was secured by 
approved warehouse receipts, at the rate of 10 cents per 
pound for cotton of Ji-inch staple or better and 8 cents 
per pound for cotton less than Ji-inch staple. Four per 
cent interest per annum was charged on these loans, 
payable 'at maturity (July 31, 1934) or when the cotton 
was sold or the loan paid. 

Local banks and other lending agencies were encour
aged to negotiate these loans with producers. The Credit 

.. This corporation was originally created by the President under au
thority granted by the National Industrial Recovery Act. By Sec. 7 of 
an act approved Jan. 31, 1935 (74 Cong., Pub. No. I), however, it 
acquired legal status independent of the NlRA . 

.. In June 1935 the loan was increased to 300 million dollars. 
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Corporation, however, underwrote the loans by agreeing 
to purchase eligible paper at par with accrued interest at 
the rate of 4 per cent per annum to the date of purchase, 
plus an additional allowance of 5 cents per bale for each 
month from October I, 1933 to the date of purchase to 
cover insurance charges incurred by the lending agency. 
Furthermore, warehouse receipts covering charges up to 
a specified maximums1 for receiving, tagging, weighing, 
storing, sampling, and turning out cotton incurred after 
October I, 1933 were given a first lien on receipts from 
the sale of the cotton securing the notes. 

The loans were especially attractive because the gov
ernment undertook to bear any losses but to pass any 
gains on to the borrower. If the sale price of pledged 
cotton was'less than its loan value, the borrower was not 
obligated to pay the difference. Contrariwise, if the sale 
price exceeded the loan value he was assured of the profit 
remaining after deduction of carrying charges and other 
loan costs. However, his potential profit was limited by a 
call provision in the note which made it immediately due 
and payable whenever the New Orleans spot market 
price of middling ~-inch cotton reached or exceeded IS 
cents per pound.82 

The cotton pledged as security for these loans did not 
have to be entered in a pool. There was a provision, how
ever, to the effect that after July 31, 1934 any holder 
of the notes could "place all or any part of said cotton 
in any pool or pools with any other cotton held by the 
holder under generally similar loan agreements, and, 

11 Not more than %5 cents per bale per month, or the percentage of 
the total yearly charges under the warehouseman's established tariffs in 
existence at the date of the receipts which equals the percentage of a year 
during which the cotton is stored. 

• "Cotton Producer'li Note," Commodity C,.edit Co,.po,.ation Cotton 
Fo,.m A. The note was also made callable upon discovery of any mis
representation by the borrower in connection with the loan, or upon his 
failure to sign a 1934-35 acreage reduction contract, if eligible. 
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either by pool or separate contract, to sell, assign, trans
fer, and deliver the cotton or cotton documents evi
dencing title thereto." The government was thus author
ized to include cotton obtained as a result of failure to 
repay the cotton loans in a cotton pool similar to the one 
for option cotton. 

This la-cent loan is considered by many to have been 
an unqualified success. They believe that it enabled 
many farmers to hold their cotton and to benefit from 
the rise in cotton prices that resulted from the crop re
duction -program, drought, and other factors. At the 
time the loan policy was adopted, the average price of 
]i-inch middling spot cotton on the ten spot markets was 
approximately 10 cents. Prices, however, had been ad
vancing steadily for a few days along with the increase 
in agitation for inflation. Shortly thereafter the price 
fell, and it was not until the middle of January 1934 
that the average price reached the loan value, plus the 
cost of handling and moving the cotton from the ware
houses to the central markets. Consequently, during the 
first half of the 1933-34 cotton' marketing year, farmers 
in most parts of the Cotton Belt could obtain a loan of 
more than the current market value. In sections like 
southwest Oklahoma and northwest Texas the loan 
value of ]i-inch middling cotton was at times as much 
as 1.5 cents per pound above the market value. The loan 
value of much of the cotton of higher grade and staple, 
however, was less than its market value. . 

The expected advance in cotton prices materialized. 
By the middle of January 1934 prices were above the 
loan value and by the middle of February they were 
about 12 cents per pound. From then until July 3 I, when 
the loans became due, cotton prices fluctuated around 
the I2-cent level. 

Approximately 160 million dollars was lent to pro-
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ducers on about 4.3 million bales. Of this amount 39 
million dollars was advanced on 1,949,553 bales of op
tion cotton at 4 cents per pound and 120 millions on 
about 2,339,000 bales of cotton secured by warehouse 
receipts. On July 31, 1934 the Commodity Credit 
Corporation still held cotton producers' notes for 
$57,321,339.89 on 1,113,123 bales of cotton, the ma
turity date of which bad been extended to February I, 
1935. The 4-cent advance on option cotton had been 
repaid but the Cotton Option Pool still held about 
1,951,317 bales of cotton. Only about a fourth of the 
cotton securing these loans had been sold when the notes 
came due on July 31, 1934.88 At the beginning of the 
1934-35 marketing year the ~overnment was, therefore, 
financing the holding of about 3 million bales of cotton 
or only a little less than the peak of holdings financed by 
the Federal Farm Board. 

The I2-cent cotton loan in I934. The results of the 
1933 loans of 8 and 10 cents did not prevent the Ad
ministration from deciding to extend and expand its loan 
program during the 1934-35 marketing season. On 
August 21, 1934 the President authorized the Com
modity Credit Corporation to make 11- and 12-cent 
loans on practically the same basis as the 8- and Io-cent 
loans of the previous year. One important change was 
introduced, however, under which cotton produced in 
any year was made eligible for a loan provided it had 
been continuously in the hands of the producer.84 Under 
this ruling producers holding participation trust certifi
cates for cotton in the Cotton Producers Pool and those 

• Including, of course, the option cotton. 
• Other changes included a reduction in the rate of interest which 

the Commodity Credit Corporation agreed to allow in purchasing eligible 
cotton producers' notes. A fiat rate of 4 per cent was to be allowed on 
the 10-eent loans made in 1933-34. In 1934-35 the CCC agreed to 
purchase notes evidencing 1 z-cent loans from the original lending 
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already having loans under the 1933 program could 
obtain an additional 2 cents per pound of cotton less 
carrying charges since October 1, 1933.85 

While the 1933 loan had grown out of an emergency 
situation, both economic and political, the 1 934 loan was 
instituted during a relatively prosperous period for cot
ton farmers. There was no vociferous demand for it on 
the part of farmers. Little was said about it in the news
papers, and cotton shippers vigorously opposed it. The 
reasons given by the Administration for adopting the 
12-cent loan policy in 1934 were the threat of a general 

strike in the textile industry, an actual decrease in cotton 
consumption compared with the preceding year, delay 
in getting tax exemption certificates to growers, and 
negotiations for a cotton agreement between India and 
Japan which might result in the loss of a good customer 
for American cotton.8S In announcing the 1934 loan the 
President also called attention to the probability that the 
large surplus of American cotton would be reduced by 
about 4.5 million bales during the year.ST 

agencies at par plus accrued interest at 3.5 per cent to the date of pur
chase. These notes might also be discounted with other private lending 
agencies. Country banks, for instance, were permitted to discount them 
with. city banks. But if such transfers were made, the CCC agreed to 
allow 3.5 per cent interest only during the period the notes ",ere held 
by the original lending agencies and 2..5 per cent for the remainder of 
the time until they were purchased. This variation in rate of interest 
payment was designed to keep the notes in country banks. 

When the maturity date of these notes was extended from July ]1, 

1935 to February I, 19]6, the Credit Corporation announced that it 
would purchase them with interest accrued on this basis to June ] 0, 1935 
plus accrued interest at 1.5 per cent per annum from June ]0, 1935 to 
the date of purchase. (CCC Z935 Circular Letter No.6, May 13, 1935.) 

II As drawn originally the notes matured on July 31, 1935. This date 
was later extended to Feb. I, 1936. 

'" Cotton Trade Journal, Aug. 2.5, 1934. 
ft It will be shown in connection with the analysis of the results of 

the control program that the actual reduction in carry-over was 1.6 
million bales. See pp. 2.8 5 and 2. 8 8. 
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When announced, the 12-cent loan seemed to have a 
more conservative base than the 1o-cent loan of 1933. 
Middling :?i-inch cotton was selling for more than 13 
cents a pound whereas the 1o-cent loan was announced 
when the central spot market price averaged 10 !,':ents per 
pound. Shortly after announcement of the 1934 loan, 
however, cotton prices dropped to about 12.5 cents per 
pound and stayed at that level with no material fluctua
tions until they dropped below I2 cents in March 1935. 
They have continued slightly below this level most of 
the time since. 

Recapitulation of IO- and I2-cent loans. In all, 
1,234,558 of these loans were made covering 4,631,810 
bales of cotton and totaling $282,643,977.97. The great 
majority were made through banks and lending agencies 
and relatively few were handled directly by the Credit 
Corporation. By August 1,1935, $280,021,821.79, rep
resenting 1,230,796 loans on 4,589,413 bales of cotton, 
was still outstanding. Including the 1.6 million bales of 
spot and futures cotton in the option pool, on which 
6-cent advances (equivalent to a 12-cent loan) had been 
made, on this date the government was financing the 
holding of about 6.2 million bales of cotton. This is 
nearly twice the peak holding financed by the Federal 
Farm Board. 

The government is liable for all losses on these loans. 
By December I, 1935, its investment in this cotton was 
roughly 13 cents per pound, or slightly more than one 
cent above the prevailing market price. A loss of one 
cent per pound or $5.00 per bale on the 4.6 million bales 
of cotton held as security for these government guaran
teed loans would amount to 23 million dollars. On the 
same basis the government would lose an additional· 8 
million dollars on cotton in the pool. If this cotton were 
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sold at the present time, however, the government would 
probably lose considerably more than 3 I million dol
lars. But even if the losses were hvice as large, this lend
ing program would cost the government only about half 
as much as the benefit payments made to farmers for 
taking land out of cotton production in I934. 

Public announcements of the AAA assert that the 
lending policy is not a price-fixing scheme. Nevertheless, 
it tended to establish minimum prices of IO and I2 cents 
per pound in I933-34 and I934-35 respectively. And 
the provisions of the loan agreement authorizing the 
holder of the note to declare the note due and payable 
when and so long as the price of middling fi-inch spot 
cotton shall be at or above I5 cents per pound, has tended 
to set an upper limit. The government has therefore 
rather effectively set the limits of cotton price fluctua
tions between IO and I5 cents per pound in I933-34 and 
I2 and I5 cents per pound in I934-35. 

These loans have tended to disrupt the usual relation
ship between spot and future prices for cotton. Spot 
prices have been held high relative to prices of futures, 
and the prices of near-month futures have been held 
high relative to prices for distant futures., Cotton mer
chants have consequently had difficulty in hedging their 
operations in the customary manner, as the spread be
tween near-month and distant-month futures is usually 
expected to provide for carrying costs. Under such cir
cumstances, consumers of raw cotton have tended to 
purchase only current requirements, and merchants have 
usually preferred to dispose of stocks rather than to 
acquire stocks for holding. , 

During I934-35, I933-34, and the ten years ending 
with I932-33, the average spreads between spot prices 
of middliI].g fi-inch cotton in ten markets and the aver-
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age price of New York futures for the nearest month 
have been as follows (in cents per pound): 

Period Spot Futures Difference 
1934-35 ............. 12.36 12.17 -0.19 
1933-34 ............. 10.81 10.85 +0.04 
10-year average, 1923-24 

to 1932-33 ......... 16.53 16.90 +.37 

It is sometimes pointed out that spot prices tend to 
rise above futures prices in years of small cotton crops, 
such as 1934. Secretary Wallace explained this as fol
lows: 

The short crops of 1921, 1922, and 1923, when there was 
no government program in effect, were each associated with a 
high basis, and in each of these years the prices of futures for 
delivery within the crop year tended to exceed the prices of 
more distant futures. For example, in November 1921, the price 
of y-s-inch middling cotton in the ten spot markets averaged 
17.43 cents per pound, whereas the prices of the various New 
York futures were as follows: 

December ........................... 17.61 
March .............................. 17.41 
July ................................ 16.76 
October of the following crop year ........ 15.94 

In January 1923 the price of middling y-s-inch cotton in the 
ten spot markets averaged 27.39 cents per pound, whereas prices 
for New York futures were as follows: 

January ............................. 27.18 
May ...................... : ... , ..... 27.66 
July .......................... , ..... 27.36 
October ................ · ............. 25.50 
December ........................... 25.2888 

The Secretary, however, neglected to say that both the 
crop and carry-over of cotton in 1921, 1922, and 1923 

• 74 Cong. 1 sess., testimony of Henry A. Wallace at Hearingl on 
1M Causel 0/ 1M LOll 0/ Export Trade and 1M Means of Reco'Uery, 
Senate Committee on Agriculture and Forestry, Jan. 3o-Feb• 7, 1935, 
pp. 7-8. 
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were small, whereas in 1934 only the crop was small, 
the carry-over being large and total cotton supplies nor
mal or above. High spot cotton prices in relation to 
futures prices cannot, therefore, be explained by supply 

RATIO OF PRICES OF FOREIGN COTTON TO PRICES 

OF AMERICAN COTTON, AUGUST 1921-NoVEMBER 19358 

f.ER CENT P£RCEN~ 

1924 ,926 192B 19~O 

• Data furnished by the Bureau of Agricultural Economics. Prices of 
Indian cotton are for middling and low middling; all others are for 
middling cotton. 

Due to differences in quality, Egyptian and Peruvian cottons usually 
bring a higher price than ~-inch American, while Indian usually 
brings a lower price and Brazilian a price not greatly different from 
American. Over short periods, however, the prices of different cottons 
within a given market may vary materially, depending upon the supply 
of and demand for the particular cotton at the time. 

conditions. They were caused mainly by the govern
ment's cotton loans and the holding of cotton in the pool. 

These loans have also held prices of American cotton 
further above prices of foreign cotton than the respective 
supplies of each would justify in an unrestricted market, 
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as indicated by the chart on page 222. Their effect on 
exports of American cotton is analyzed on page 265. 

The tightness of the spot cotton situation in the 
United States in 1934-35 is indicated by the following 
analysis for August I, 1935 (in millions of bales): 

Total carry-over of cotton in the United 
States ........................ 7.2 

Cotton held as security for 12-cent loans. 4.4 
Spot cotton in the cotton pool. . . . . . . .. 0.6 
Mill stocks and cotton in transit .. . . .. 0.7 

Total ..................... . 

Apparent "free" cotton ........... . 

S.7 

1.5 

Another effect of both the 10- and I2-cent loans has 
been the congestion of cotton in interior war~houses 
while port warehouses have suffered a falling off in 
business. It was to the immediate interest of producers 
to store pledged cotton in the· nearest accredited and 
approved warehouse so as to obtain the full amount of 
the loan without paying transportation and handling 
costs. Thus the government's failure to recognize loca
tion value in granting loans upset ordinary marketing 
practices.88 

The government's 10- and 12-cent loan policy has 

• The loan agreement, however, did make provision for the movement 
or reconcentration of this cotton. In July 1935 the Credit Corporation 
awarded a contract to the American Cotton Co-operative Association for 
the handling of the reconcentration of this cotton on the following basis. 

I. For the first 500,000 bales or any part thereof at a rate of 48 cents 
per bale. 

:I. For the second 500,000 bales or any part thereof at a rate of 45 
cents per bale 

3. For the third 500,000 bales or any part thereof at a rate of 40 
cents per bale 

4. For all cotton in, excess of 1,500,000 bales at a rate of 35 cents 
per bale. Cattail Trade Journal, July 6, 1935, p. I. 
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also favored growers far from market and producers of 
relatively low-grade cotton. Uniform loan rates were 
established for all cotton classed low middling or better 
and ~-inch staple or better regardless of location. Yet 
cotton"in northwest Texas and southwest Oklahoma in 
1929-30 was about a cent lower on the average than 
cotton of the same grade and staple in North Carolina. 
Furthermore, long-staple cotton normally sells for con
siderably more than cotton of ~-inch staple.~o 

The extent of this favoritism, however, is uncertain. 
Growers still hold title to the cotton. If prices of mid
dling ~-inch cotton rise above the loan value, producers 
may still receive a premium for high quality or favor
able location. If, however, the government takes title 
to this cotton in payment of the loan, no allowance is 
likely to be made for location, grade, or staple. 

The Io-cent cotton loan in I935. In spite of the large 
holdings of cotton being financed by the government on 
July 31, 1935, and the effect of this cotton loan policy 
on foreign and domestic consumption of American cotton 
and on the cotton production control program, there was 
a tremendous demand for a I2-cent loan on the 1935 
crop. Important cotton interests such as the American 
Cotton Co-operative Association and the Cotton Textile 
Institute favored a 12-cent or even higher loan.41 On the 
other hand, the AAA and certain sections of the cotton 
trade strongly opposed such a loan, which was about 
half a cent above the prevailing market price of cotton. 
In response to these divergent forces the Administration 
worked out a compromise policy. 

-In 1930-31. when the average price of middling Y'-inch cotton on 
the New Orleans market was 10.08 cents per pound. 13i-inch cotton 
commanded a premium of 1.83 cents per pound and 1 3/r6-inch cotton a 
premium of 3.08 cents per pound. 

a Cotto" Trade Journal, June :&2.. 1935. p. I. 
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On August 2.2., 1935 the Secretary of Agriculture and 
the Commodity Credit Corporation announced, with the 
approval of the President, a cotton loan of 9 cents per 
pound at the farm, without recourse on the borrower, on 
I 3/I6-inch low middling cotton or better. The AAA 
also agreed to make payments to cotton farmers to equal 
the amount, if any, by which the average price of ~-inch 
middling cotton on ten designated spot markets fell be
low 12. cents per pound during the period from Septem
ber 1 to January I. These payments were to be limited 
to the individual producer's actual production up to the 
amount of his Bankhead allotment~ Only growers al
ready co-operating in the 1935 acreage reduction pro
gram and agreeing to co-operate in the 1936 program 
could obtain these loans or payments. 

Strong opposition to the low rate announced imme
diately developed in Congress and resulted in an offer 
of 10 cents per pound on ~-inch middling cotton or 
better!· A new basis for calculating )ldjustment pay
ments was also set up. Under it each eligible producer 
could, by making application, obtain the amount per 
pound by which the official average price of ~-inch 
middling spot cotton on the ten designated markets was 
below 12. cents per pound on the date of sale of eligible 
cotton!· In no case, however, could the adjustment pay-

a An amendment to the third deficiency bill directing the Commodity 
Credit Corporation to lend 1Z cents per pound on cotton and 90 cents 
per bushel on wheat was passed by the Senate on August :13, but was 
killed in the House committee . 

.. "In the event cotton, on which a 10-cent loan is obtained under the 
1935 loan plan, is not sold by July 31, 1936 and is still under the loan 
on that date, an adjustment payment will be made to the producer co
operating in 1936 cotton program in the amount per pound by which 
the official average base price at the ten designated markets is below 1Z 

cents per pound on July 31. However, carrying charges which include 
interest, storage, and insurance will be deducted from the payment and 
paid to the lending agency." AAA Press Release No. 46z-36, Sept. 16, 
1935· 
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ment exceed 2 cents per pound. The maximum amount 
of cotton eligible for such payments was the producer's 
1935 allotment of tax-exempt cotton under the Bank
head Act. All persons by or for whom cotton was pro
duced in 1935 on a farm covered by a contract or who 
agreed to participate in the 1936 cotton adjustment 
program were declared eligible for these payments.44 

The adjustment payments are to be made from funds 
made available by Section 32 of the act of August 24, 
1935 amending the Agricultural Adjustment Act. 
Thirty per cent of the customs receipts for each fiscal 
year are segregated by this section and maintained in a 
separate fund which may be used to encourage the expor
tation and marketing of agricultural commoditieS. 

When the 9-cent loan plan was announced, spot 
market prices of cotton dropped at once from about 11.5 
cents per pound to about 10.5 cents. This drop of a cent 
a pound indicates conclusively that the 12-cent loan was 
holding up the price of American cotton. It was not until 
the first of December that prices rose to about 12 cents, 
and then the rise was partly due to reductions in the size 
of the United States crop. 

Under the loan plan adopted it is expected that cot
ton will move more freely in foreign and domestic 
markets during 1935-36 than during 1934-35. Prices of 
American cotton were definitely lower in relation to 
prices of foreign cotton from September to December 
1935 than in the same months of 1934, even though the 
supply of each was practically the same as in the preced
ing year. Exports of American cotton were also 44 per 
cent larger during the first five months of 1935-36 than 
in 1934-35. Furthermore, because of the provision for 

.. After Jan. 6, 1936, the requirement for co-operation in a control 
program were removed. 
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adjustment payments, growers will receive payment for 
their cotton at approximately the 12-cent level of prices. 

Relatively few IO-cent loans have been obtained on 
the 1935 crop. On December 3 I, 1935 only 56,000 bales 
of cotton were held as security for such loans. Further
more, there is a fairly good possibility of their being 
repaid in full by sale of the cotton. 

While the Secretary of Agriculture and the AAA 
generally'were opposed to a 12-cent loan on the 1935 
cotton crop, they favored a continuation of "government 
loans without recourse to cotton farmers who agree to 
accept cotton in lieu of cash whenever acreage reduction 
is necessary."u They were, in fact, instrumental in se
curing amendments to the Agricultural Adjustment Act 
specifically authorizing such a procedure!8 These 
amendments;however, authorized the removal of cotton 
from "the normal channels of trade and commerce" by' 
direct purchases as well as by loans, whenever the aver
age farm price of cotton was less than the fair exchange 
value. 

The objective of such a program (commonly called 
the Ever Normal Granary plan) would be the same as 
that of the production control program: stabilization 
of cotton prices and farm income from cotton from year 

.. Henry A. Wallace, New Frontiers, 1934, p. :tH • 

.. Sec. 8(3) of the act as amended states: "Subject to the provisions 
of subsection (1) of this section [see p. 34:t] the Secretary of Agri
culture shall make payments, out of any moneys available for such pay
ments, in such amounts as he finds, upon the basis of the investigation 
made pursuant to subsection (1) of this section, to be fair and reasonable 
and best calculated to effectuate the declared policy of this title: (a) to 
remove from the normal channels of trade and commerce quantities of 
any basic agricultural commodity or product thereof .••• " 

Sec. 7 provides further: "The Secretary shall have authority to enter 
into option contracts with producers of cotton to sell to or for the pro-' 
ducers such cotton held and/or required by him in such amount and at 
such prices and upon such terms and conditions as he, the Secretary, may 
deem advisable." 
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to year-CCa more uniform supply and a more uniform 
.price.,,4T When supplies of cotton are large in relation 
to demand, the government would be expected to main
tain the income of farmers from their cotton crop by 
pegging the price, either by means of loans or by direct 
purchases. Any cotton acquired by the government as a 
result of this procedure would be returned to farmers in 
.lieu of cash for taking land out of cotton production!8 

The experience of the AAA with the cotton option 
plan used in 1933 does not demonstrate that government 
cotton can be disposed of effectively by giving it to pro
ducers in payment for curtailing current production. It 
suggests rather that when such a plan is used, the fear 
that those who receive it will immediately dump the 
cotton on the market and depress prices leads to demands 
either that producers be financed in holding it off the 
market or that the government control the marketing 
of it. Either of these courses tends to bring the cotton 
back into the hands of the government. Furthermore, 
when the plan is used in combination with a loan pro
gram, political pressure may cause loans to be made so 
much in excess of the market value that government 
holdings are increased. It has already been noted that the 
loans in 1933 and 1934 were adopted because of this 
type of pressure and that, as a result, on December 31, 
1935, the amount of cotton held as security for loans 
guaranteed by the government was approximately 4.5 
million bales. This was in addition to the holdings of 
option cotton. 

The major danger of government loans on cotton in 
combination with a production control program is not 

" Wallace, New Frontiers, p. 2. 3S • 
.. F.or a discussi.on .of the limitati.ons and p.ossibilities .of this plan see 

pp. 3.oS-c8. 
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the direct loss that may be incurred but the influence they 
may have upon the amount of reduction sought. The 
sale, at a loss, of cotton acquired by the government as 
security taken over when its value did not equal the 
amount of the loans would not look well.,e It would 
resemble too closely the odious experience of the Farm 
Board. Therefore, having made loans on cotton in excess 
of its market value, political expediency would probably 
dictate still greater reductions in production in order 
to raise prices to the point where no loss would be in
curred. Furthermore, since farmers would still have title 
to the cotton held as security for the loan, any increase 
in price above the loan value would accrue to them. 
They would have more to gain (or less to lose) from 
drastic curtailment of production than they would have 
in the absence of a loan program. Under these circum
stances, they would naturally tend to use all the pressure 
at their command to influence the Adjustment Admin
istration to make the fullest possible use of its power 
to curtail production---a tendency which already exists 
in the Cotton Belt, as was pointed out on page 82. The 
combined influence of these forces might easily lead to 
an abuse of the power to force prices upward by limiting 
acreage and production. In fact, it appears that they have 
been responsible to a considerable extent for the large 
reductions which were required in 1935 and which were 
planned for 1936. , 

When the cotton program was first undertaken it was 
expected, as pointed out on page 39, that large reduc-

• On Aug. 8, 1935, Secretary Wallace announced that "there are ample 
resources available to carry present stocks financed by the government 
for an indefinite period," and pointed out that government stocks of 
approximately 5 million bales would not be available to purchasers ex
cept at a price in excess of 13 cents (approximately the loan value plus 
carrying charges). 444 Press Reletue No. 226-36. 
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tions in production would be made for only one or two 
years, after which they would be much smaller. The 
cotton contract offered farmers in 1934 in fact specified 
that tp.e maximum reduction that could be· required of 
contract signers in 1935 was 25 per cent, compared with 
35-45 per cent in 1934. During the summer of 1934 
it seemed likely that a 10 to 20 per cent reduction in 
1935 would be required of contract signers. After the 
12-cent loan policy was announced, there was an increas
ing demand for a larger and larger cut in 1935 produc
tion because of. reductions in exports and consumption 
of American cotton which fell off partly: because of the 
loan. On November 28,1934 it was announced that con
tract signers would be required to make the maximum 
reduction-25 per cent. They were also invited to rent 
an additional 5 per cent to the government. This was 
later raised to 10 per cent. In other words, the govern4 

ment offered to rent as much as 35 per cent of each con
tract signer's base acreage. Furthermore, the national 
quota of Bankhead tax exemption certificates was set at 
10,963,264 standard weight bales-35 per cent below 
the base production. As a result of this program, farm
ers planted practically the same acreage of cotton in 
1935 as in 1934. Moreover, the AAA planned to offer 
farmers benefit payments for taking 30-45 per cent of 
their cotton land out of cotton production in 1936. The 
exper!ence of the past two years, therefore, indicates that 
government loans on cotton tend to result in larger 
reductions in production than would otherwise be made. 



CHAPTER XII 

FINANCING THE. PROGRAM 

Adjustment programs authorized by the Agricultural 
Adjustment Act were expected to pay their own way. 
Whenever such programs were undertaken with respect 
to cotton or any other basic commodity the act provided 
for the levy of a tax upon the first domestic processing of 
that commodity, and under specified conditions, upon 
competing products. The rates of any such taxes were 
to be determined by the Secretary of Agriculture in the 
manner prescribed by the act and the taxes were to 
become effective upon his proclamation of certain find
ings, subject to the approval of the President. In general 
the rates were designed to increase or decrease with the 
needs for adjustment in the production of each basic 
commodity, and the revenue from such taxes was ex
pected to pay the cost of the adjustment programs under
taken, thus eliminating the necessity of annual appro
priations for them. Some additional funds, however, 
were appropriated by the act, by succeeding amend
ments, and by related legislation. 

Funds collected from processing taxes, however, were 
not allocated by the act to specific commodities. There
fore, it appears that proceeds from processing taxes on 
one commodity could have been used to finance pro
grams for other farm products under the provisions of 
the law. However, in administering the legislation the 
AAA has followed the general policy of using the pro
ceeds derived from processing taxes on each basic com
modity in financing the program for that same com
modity. Thus, budgets for the cotton program were 
based on the revenue expected from taxes on cotton and 

:13 1 
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on products competing with cotton, together with the 
funds assigned to cotton from other sources. 

COST OF THE PROGRAM 

The expected cost of the 1933,1934, and 1935 cotton 
production control programs is shown by the following 
table (in millions of dollars):l 

1933 1934 1935 Total 
Rental and benefit payments ......... 112.6 115.8 123.0 351.4 
"Option" cotton ................... 48.8 48.8 
Administrative expenses: 

Cotton acreage control program ..... 8.0 7.0 7.0 22.0 
Bankhead cotton control program ... 6.5 6.5 13.0 

Total government expenditures ....... 169.4 129.3 136.5 435.2 

Of the total amount of 435.2 million dollars, 92 per cent 
consisted almost entirely of payments made· to farmers 
for taking land out of cotton production. Administrative 
expenses have been running about 7 million dollars a 
year each for the voluntary and Bankhead programs, or 
about 8 per cent of total expenditures. 

According to data made available by the Comptroller's 
Office of the AAA, through October 31, 1935 these 
administrative expenses were incurred by the following 
agencies in Washington and in the field: 

I Unpublished figures of the Ways and Means Section, Division of 
Finance, AAA, Nov. 20, 1935, except for "option" cotton. The estimate 
of 48.8 million dollars for "option" cotton given in the second line of the 
table is based on the assumption that the option cotton offered to 
farmers at 6 cents cost the government 4 cents per pound (the base price 
of 9.5 cents at which it was transferred from the Farm Credit Administra
tion to the Secretary of Agriculture, plus half a cent per pound, carrying 
charge, less the 6 cents charged the farmers). Actually, of course, this 
cotton cost the government much more than 4 cents per pound, as pointed 
out in Chap. XI. Payments to farmers on their "option" cotton have also 
been larger than the amount shown here. By Oct. 31, 1935,66 million dol
lars had been paid to them, and holders of trust certificates were entitled 
to an additional million under the 1 'I-cent loan plan. 
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Agency Washington Field Total 
VOLUNTAIlY PIlOGRAM •• $5,545,352.62 $11,961,173.87 $17,506,526.49 
Division of Cotton ..... 5,045,034.10 5,045,034.10 
Extension Service.. ... 41,260.66 10,577,713.08 10,618,973.74 
Bureau of Internal Rev-

enue .............. 341,003.55 1,305,015.19 
Bureau of Agricultural 

Economics ......... 55,709.03 78,445.60 
United States Treasury. 61,503.78 
Bureau of the Census. . . 841.50 

BANKHEAD PROGRAM .. $1,442,180.61 $ 7,952,398.38 
Division of Cotton .... , 1,089,506.63 
Extension Service ..... 9,645.13 7,286,061.91 
Bureau of Internal Rev-

enue .....•........ 332,918.61 
Bureau of Agricultural 

614,640.91 

1,646,018.74 

134,154.63 
61,503.78 

841.50 

,9,394,578.99 
$1,089,506.63 

7,295,707.04 

947,559.52 

Economics ......... 10,110.24 51,695.56 61,805.80 
BOTH PROGRAMS •••••• $6,987,533.23 ,19,913,572.25 $26,901,105.48 

Of the administrative expense through October 31, 
1935, 6.1 million was incurred by the Division of Cotton 
in Washington and 17.8 million or 66 per cent by the 
Extension Service or under its general supervision. This 
latter item includes the compensation of local commit
teemen, the hiring of extra help by the county agent 
and county control association, travel of county agent, 
and other expenses connected with the program. In the 
1933 plow-up program, compensation of committeemen 
constituted about 75 per cent of the total expense of the 
Extension Service chargeable to the AAA. The rate of 
paying these committeemen was determined in Wash
ington and was uniform throughout the Cotton Belt. No 
deduction for such local expenses were made in the pay
ments to farmers in individual counties. 

The total expense of administering the cotton acreage 
control program in 1933 was about $7.75 per contract. 
In 1934 it was somewhat lower, being $6.96 per con-
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, tract. The cost of administering the Bankhead Cotton 
Control Act in I934, however, was equal to about $6.47 
per cotton contract signed in I934. While the total ad
ministrative expense for these cotton programs in I 935 
was expected to be practically the same as for the I934 
program, the number of contracts obtained was larger 
and the expense would probably have been somewhat 
smaller per contract if it had been fully carried out. 

These expenses may have been somewhat larger than 
would be required to carryon the same general program 
in future years, since a large part of the work bqth in 
Washington and in the field during the past three years 
has been connected with the establishment of individual 
farm production or allotment bases. While considerable 
revision of these bases would probably have been neces
sary, once they were definitely established administra
tive expenses should have been considerably less. 

The collection of processing taxes on cotton, jute, and 
paper by the Bureau of Internal Revenue has cost about 
1.6 million dollars, and the collection of the cotton gin
ning tax nearly one million dollars. 
, Actual expenditures under the program through De

cember 3I, I935, the latest date for which data are 
available, were as follows (see note I, p. 23'2): 
Rental and benefit payments " ............ $333,516,020.04 
"Option" cotton. . . . . . . . . . . . . . . . . . . . .. 48,800,000.00 
Administrative expenses: 

Cotton acreage control program. '. . . . . .. 19,150,417.82 
Bankhead cotton control program. . . . . . 10,596,895.10 

Total expenditures .................... $412,063,332.96 

The amount of rental and benefit payments due and 
unpaid on December 3I, 1935 are estimated to have 
been about I7.9 million dollars (351.4 minus 333.5). 
Additional administrative expenses necessary to wind up 
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the program will probably be in the neighborhood of 4 
million dollars. 

In addition to the costs of the cotton control programs, 
the price adjustment payments which the Secretary has 
agreed to make on the 1935 cotton crop, as explained on 
page 225, are expected to cost about 50 million dollars, 
of which about 3 million will be for administrative ex
penses. 

There is also a probability that relatively large losses 
will be incurred on the cotton 10ans.2 On January 29, 
1936, New York futures for October 1936 closed at 
10.45 cents per pound. By October of this year the gov
ernment will have an investment in cotton held as 
security for J2-cent loans of roughly 13.5 cents per 
pound, or about 3 cents per pound more than the present 
value of futures for that month. At this rate the loss on 
the 4.4 million bales held as security for such loans on 
December 31,1935 would be 66 million dollars. At the 
same rate the loss on cotton in the pool would be about 
22 million dollars. The income of the Secretary from 
cotton received· from the Farm Credit Administration, 
however, had exceeded expenses by about 7 million dol
lars on January I, 1936. Consequently the net loss on 
pooled cotton would be about 15 million dollars.s 

• It was expected that any losses on cotton loans would be paid out 
of processing tax funds under the authority of the following provision: 
ce ••• a sum equal to the proceeds derived from all taxes imposed under 
this title is hereby appropriated to be available to the Secretary of Agri
culture for (I) the acquisition 9f any agricultural commodity pledged as 
security for any loan made by any federal agency, which loan was condi
tioned upon the borrower agreeing or having agreed to co-operate with a 
program of production adjustment or marketing adjustment adopted un
der the authority of this title .•• " 74- Cong., Public No. 3zo, Sec. 3, 
approved Aug. z4, 1935 (amendment to Sec. neb) of the Agricultural 
Adjustment Act). 

" Of course, cotton prices may rise because of inflation, improvement 
in business, or reduction in production; or some of the cotton may be 
sold in the near future while prices are somewhat above the level of 
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When all these estimates are combined, it appears 
that the total cost of the cotton program of the last three 
seasons is likely to be about as follows, in millions of 
dollars: 
Rental and benefit payments .................. . 
"Option" cotton (48.8 + 15.0) .............. . 
Administrative expenses ...................... . 
Price adjustment payments . . . . . . .............. . 
Cotton loans . . . . . .. . . . . . . .................. . 

Total ................................ . 

SOURCE OF FUNDS 

351.4 
63.8 
33.8 
50.0 
66.0 

565.0 

On July 14, 1933 the Secretary of Agriculture pro
claimed his determination that rental and benefit-pay
ments were to be made on cotton and that the difference 
betweeri the fair exchange value' and current average 
farm price of cotton was 4.2 cents per pound net weight. 
A tax on the first domestic processing of cotton there
fore became effective on August I, 1933, in accordance 
with the following provisions of the act. 

Sec. 9 (a) When the Secretary of Agriculture determines 
that rental or benefit payments are to be made with respect to 
any basic agricultural commodity, he shall proclaim such de
termination, and a processing tax shall be in effect with respect 
to such commodity from the beginning of the marketing year 
therefor next following the date of such proclamation. The 
processing tax shall be levied, assessed, and collected upon the 
first domestic processing of the commodity, whether of domestic 
production or imported, and shall be paid by the processor." 

October futures. Middling spot cotton was selling on the New York 
market on Jan. 19, 1936 at 11.85 cents per pound. But if the govern
ment began selling an appreciable quantity of this cotton at the present 
time, it would depress the market and increase the cost of the price 
adjustment plan. Consequently the calculation made seems reasonable 
as of Jan. 19, 1936. 

• Cotto" Productio" AJiustment 1914-35, AAA, No. 13, May 1935, 
p.4, defines domestic processinlr as:· "First domestic processing--(a) 
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Sec. 9 (b) The processing tax shall be at such rate as equals 
the difference between the current average farm price for the 
commodity and the fair exchange value of the commodity ••.• 

Sec. 9 ( c) •••• the fair exchange value of a commodity shall 
be the price therefor that will give the commodity the same pur
chasing power, with respect to articles farmers buy, as such com
modity had during the base period specified in Section 2 [August 
1909-July 1914 in the case of cotton]; and the current average 
farm price and the fair exchange value shall be ascertained by the 
Secretary of Agriculture from available statistics of the Depart-
ment of Agriculture. . 

The rate of tax was determined on the basis of price 
data for June 1933, the latest date for which data were 
available in time to establish a tax rate that would be 
effective on August I, 1933. For this month the average 
farm price of cotton reported by the United States De
partment of Agriculture was 8.7 cents per pound and the 
fair exchange value or "parity" price of cotton was 12.77 
cents, making the gross tax 4.07 cents per pound of cot
ton (including bagging and ties), and 4-2 cents per 
pound net weight. The "parity" price was calculated by 
multiplying 12.4 cents per pound, the average farm 
price of cotton during the base period August 1909-July 
1914, by 103, the index of prices paid by farmers during 
June 1933. 

No change was made in the rate of tax on cotton even 
though the margin between farm and "parity" prices 
varied between 5.6 cents per pound (September 1933) 
and 2.4 cents per pound (August 1934), as shown by 
the chart on page 239. In June of each year from 

with respect to cotton that is to be spun, is every state of manufacture or 
processing up to the removal of the bobbin or cop from the spinning 
machine on which its yarn has been spun; (b) with respect to cotton that 
is not to be spun, is that amount and degree of manufacture or processing 
up to the point where the cotton is fashioned into an article, either to be 
packaged and sold as such, or to be used for further manufacturing into 
a different type of article." 
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1933 to 1935 the margin between farm and "parity" 
prices of cotton was as follows: 

1933 
Fair exchange or "parity" price 0 0 0 0 0 0 0 12.77 
Average farm price of cotton per pound 0 8.70 

1934 1935 
15.0 15.7 
11.6 11.8 

Gross margin per pound 0 0 0 0 0 0 0 0 0 0 0 0 4.07 3.4 3.9 
Net margin per pound on cotton, after de-

ducting 22 pounds from each 500-
pound bale for tare (bagging, ties, and 
patches) 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 4.20 3.6 4.1 

Amendments to the act approved August 24, 1935 
provided that in determining the fair exchange value of 
cotton the index of prices paid by farmers should "reflect 
current interest payments per acre on farm indebtedness 
secured by real estate and tax payments per acre on farm 
real estate, as contrasted with such interest payments and 
tax payments during the base period.,,5 This change in
creased the "parity" price of cotton very little. Fox: in
stance, on the old basis it would have been 15.6 cents 
per pound on July 15, 1935 and on the new basis it 
was 16.0 cents. Such an increase, however, amounted to 
approximately 10 per cent of the 4.07 processing tax 
on cotton. 

No precise instructions were given in the act as to 
when or how often the tax rate should be changed. Sec
tion 9 (b) merely stated that the tax should "equal the 
difference between the current average farm price for 
the commodity and the fair exchange value of the com
modity." Section 9(a) further specified that the rate 
should be determined as of the date the tax first took 
effect, and that "the rate so determined shall, at such 
intervals as the Secretary finds necessary to effectuate the 

• 74 Congo, Public No. 3zo, Sec. I (a), approved Aug. 24, 1935. 
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RELATION OF THE TAX RATE TO MARGIN BETWEEN FARM 
PRICE AND "PARITY" PRICE" 

I. Farm Price and "Parity" Price 
j~NTS PER POUND CENTS PER POv.~ 
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2. Margin between "Parity" Price and Farm Price, together 
with the Tax Rate 
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"Data furnished by the Cotton Section, AAA. "Parity" price is 
charted on the "old basis" specified in the original act; the "new basis" 
specified by amendment of Aug. 2.4, 19 3S is also indicated. See p. 2. 3 8 
for changes in definition of "parity" price under this amendment. 
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declared policy, be adjusted by him to conform to such 
requirements." The term "current average" farm price 
is susceptible of many different interpretations which 
would, greatly affect the amount of the tax. For instance, 
if average farm prices of cotton on July 15, 1933, as re
ported by the Bureau of Agricultural Economics on July 
27, had been used, the tax rate would have been only 2.7 
cents per pound, or one-third less than the tax of 4.07 
cents per pound established. On the other hand, if aver
age farm prices received for the entire 1932 cotton crop 
and the average index of prices paid by farmers during 
the year ending July 31, 1933 had been used, as in the 
case of tobacco,S the tax rate would have been 6.0 cents 
per pound or nearly 50 per cent larger than the tax 
actually levied. For the entire period from August 1933 
to September 1935, however, the tax rate closely ap
proximated the average difference between actual farm 
prices and "parity" prices, as shown by the chart on 
the preceding page. 

Nevertheless, a very definite official interpretation was· 
made of the provisions in the act regarding changes in 
the tax rate. In announcing-on July 31, 1934-that 
the cotton processing tax would be continued unchanged 
during the 1934-35 cotton marketing year, the AAA also 
stated that "with respect to the rate of tax, the act pro
vides that the rate shall be determined by the Secretary 
of Agriculture in accordance with the formula prescribed 
as of the date the tax first takes effect, and the rate so 
determined shall, at such intervals as the Secretary finds 
necessary to effectuate the declared policy of Congress 
be adjusted by him to conform to such requirements. No 
adjustment of the rate of tax may be made unless the 

• H. B. Rowe, Tobacco under the AAA, p. 186. 
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Secretary finds it necessary to make such an adjustment 
to effectuate the declared policy of the aq."' 

Furthermore, the formula set up merely fixed the 
maximum tax rate at the 'time of determination. Section 
9(b) of the act authorized a lower rate "if the Secretary 
has reason to believe that the tax at such [maximum] 
rate on the processing of the commodity generally or for 
any particular use or usesB will cause such reduction in 
the quantity of the commodity or products thereof do
mestically consumed as to result in the accumulation of 
surplus stocks of the commodity or products thereof or 
in the depression of the farm price of the commodity." 
No use was made of this power in the case of cotton. 
Generally speaking, textile manufacturers favored either 
maintaining a constant tax rate or eliminating the tax 
entirely. 

Provision was also made in Section 15 ( a) of the origi
nal act for refunding the tax on cotton used in the manu
facture of any class of products of any commodity of low 
value, if the Secretary found after investigation that the 
processing tax would "substantially reduce consumption 
and increase the surplus of the commodity." On June 
12, 1934 the tax on cotton used in making cotton bags 
of large size was removed in accordance with this pro
vision of the act. It seems likely that farmer opposition 
to this tax on bags was also an important reason for re
moving it. 

Refund of the tax was also allowed on cotton and cot
ton goods delivered to any organization for charitable 
distribution. These refunds amounted to about 1.5 mil
lion dollars during the fiscal year ended June 30 , 1935. 

, "Cotton Processing Tax to Remain Unchanged," A A A Prell RelellSII 
No. "34-35, July ]1, 19]4. 

• Italicized words inserted by Jones-Costigan Sugar Act of May 9.1934. 
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Cotton processed by or for producers for their own 
use was exempt from the tax. The amount of cotton used 
in this way, however, is very small. 

In <.>rder to prevent processing taxes from causing 
excessive shifts in consumption, provision was made for 
levying compensatory taxes on competing products. Sec
tion IS(d) specified: 

The Secretary of Agriculture shall ascertain from time to time 
whether the payment of the processing tax upon any basic agri
cultural commodity is causing or will cause to the processors 
thereof disadvantages in competition from competing commodi
ties by reason of excessive shifts in consumption between such 
commodities or products thereof. If the Secretary of Agriculture 
finds, after investigation and due notice and opportunity for hear
ing to interested parties, that such disadvantages in competition 
exist, or will exist, he shall proclaim such finding. The Secretary 
shall specify in this proclamation the competing commodity and 
the compensating rate of tax on the processing thereof necessary 
to prevent such disadvantages in competition. 

Long, expensive hearings were held at which very 
little information of value was obtained. They were 
largely a waste of time, money, and energy. The argu
ments presented by cotton textile manufacturers were 
especially weak. Largely on the basis of inv~stigation 
and analysis by the Cotton Marketing Section of the 
AAA, compensating taxes were first levied on December 
I, 1933 on jute and paper used in the manufacture of 
certain types of bags, twine, paper towels, and gummed 
paper tape." Later, on June 12, 1934, when the tax on 
large cotton bags was removed, the compensating tax on 
large paper and jute bags was also removed. At the same 
time, the compensating tax on jute fabric used in the 

• Paper Regulations, Series I, and Jute Regulations, Series I, AAA. 
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manufacture of bags and the tax on paper towels was 
reduced.10 

Considerable effort was also made by cotton textile 
manufacturers to have a compensating tax levied on 
other products competing with cotton, particularly rayon, 
but this effort proved unsuccessful. An amendment 
to this effect, levying a tax on rayon and silk of 5 and 
10 cents per pound respectively was introduced in the 
House of Representatives. in 1935 but was defeated in 
the .Senate. 

Taxes on the processing of both cotton and competing 
products were levied at equivalent rates on floor stocks 
when the tax first became effective. Stocks in the hands 
of retailers but not in warehouses were exempt from this 
floor tax if sold or otherwise disposed of within 30 days. 
The original act made no provision for adjustment of 
the tax on stocks in· the event of an increase or decrease 
in the rate of processing tax. Such an adjustment, how
ever, was provided by a later amendment.ll When the 

.. The tax rate on paper and jute products in effect prior to Jan. 6, 
1936, was (in cents per pound of jute or paper used in their manu
facture) : 

Jute products: 
Twine, unpolished and polished ..... . . . . . . . . . .. 2.1 

Paper products: 
Gummed paper tape. . . . . .. . . .. .. . . . . . . . . . . .. 4.06 
Paper towels ............................... 0.346 
Open mesh paper bags . . . . . . . . . . . . . . . . . . . . . . .. 2.14 

Paper bags having a sacking capacity of 4.5 pounds and over and less 
than 75 pounds, printed, labelled, or otherwise identified as bags designed 
and in form for use in the packaging of grain flours, com meal, sugar, 
salt, fertilizer, feed, or potatoes, were assessed a tax at the rate of $1.:&4 
to $7.91 per thousand. AAA Press Release No. 2835-34, June n, 1934; 

A compensatory tax (effective Nov. I, 1935) was also levied on the 
processing of reinforced paper fabric into reinforced paper' tape at the 
rate of u. 7 cents per thousand yards of one-inch reinforced paper fabric 
tape. AAA Press Release No. 793-36, Nov. 4, 1935. 

U Flannigan amendment approved June :&6, 1934 and applicable begin
ning June I, 1934. 73 Cong., Public No. 476. 
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processing tax was wholly terminated a refund was to be 
made of the tax on existing floor stocks. 

These processing taxes were not intended to affect ex
ports. or imports of cotton or cotton goods. Provision 
was made for refunding processing taxes paid on cot
ton worked into goods exported and for collecting them 
on goods imported.12 

All processing and related taxes were collected by the 
Bureau of Internal Revenue and paid into the Treasury 
of the United States. They did not, however, become an 
integral part of Treasury revenues. Section 12 (b) of the 
act provided that "the proceeds derived from all taxes 
imposed under this title are hereby appropriated to be 
available to the Secretary of Agriculture for expansion 
of markets and removal of surplus agricultural products 
and the following purposes under Part 2 of this title: 
administrative expenses, rental and benefit payments, 
and refunds on taxes." 

These processing taxes were due and payable on or 
before the last day of the month immediately following 
the month during which the processing occurred. For 
example, the return for the month of November was re
quired to be filed on or before the following December 
31. Floor-stock taxes were due and payable 30 days after 
they became effective. 

In order to temper the burden of these taxes on pro
cessors and distributors the Secretary of the Treasury was 

U In calculating refunds, or the amount of taxes to be paid on finisbed 
articles exported or contained in fioor stocks, the net weight of cotton, 
jute, or paper in each article was first determined. The amount of raw 
cotton, jute, or paper used in their manufacture was then estimated by 
multiplying the net weight by a conversion factor which was supposed to 
make allowance for non-spinnable waste removed in the course of process
ing. The conversion factor established for cotton products was 105.2 per 
cent. Other factors were established for the various paper and jute products 
taxed. 
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authorized in the original act to postpone payments for 
not over 90 days. A later amendment increased this to 
180 days. In administering this provision, the Secretary 
provided a blanket extension of 30 days in the date of 
payment. Later this was increased to 90 days by an 
amendment to the legislation. Processors and distribu
tors subject to these taxes were also made eligible for 

. loans from the Reconstruction Finance Corporation. 
The penalty for wilful failure to pay these processing 

taxes was imprisonment for not more than ten years or a 
fine of not more than $10,000, or both. Misrepresenta
tion as to the amount of tax involved was punishable 
by a fine of not more than $ 1,000 or by imprisonment 
for not more than six months, or b.,th. 

Other sources of funds included, as pointed out in 
earlier chapters, the 100 million dollars appropriated in 
the original act for administrative expenses and rental· 
or benefit payments. No specific part of this appropria
tion, however, was allocated to cotton. The National 
Industrial Recovery Act also authorized the President 
to allocate 100 million dollars to the AAA and the Farm 
Credit Administration. A total of 60 million dollars was 
allocated to the Farm Credit Administration in part pay
ment of cotton transferred to the Secretary of Agricul
ture. The Emergency Appropriation Act for 1935 
authorized an advance of anotherIOO million dollars 
for making loans or payment of losses on option cotton 
in the cotton pool.u And the 4 billion dollar Work 
Relief Act approved April8, 1935 stated that: "Funds 
made- available by this joint resolution may be used, in 
the discretion of the President for the administration of 
the Agricultural Adjustment Act, as amended, during 
the period of twelve months after the effective date of 

u 4 8 Stat. L JOS8. 
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their joint resolution.14 No part of the work relief fund, 
however, was used to carry out the cotton program. 
The tax levied on the ginning of cotton by the Bankhead 
Cotton Control Act was not expected to yield enough 
revenue to pay the cost of administering that act. 

Amendments to the Adjustment Act approved August 
24, 1935 also appropriated 30 per cent of the custom 
receipts each year for use by the Secretary of Agriculture 
to encourage by benefit payments the exportation of agri
cultural commodities, the diversion of such products 
from normal channels of trade, and adjustments in the 
quantity planted or produced for market of agricultural 
products. This appropriation amounted to from 90 to 
100 million dollars per year. No specific amount of these 
funds, however, was allocated to cotton. In fact, the 
amendments specifically stated that none of these funds 
could be used in making benefit payments on exports of 
unmanufactured cotton. The price adjustment payments 
noted on pages 224 and 227, however, are being paid 
from these funds.u 

.. 74 Cong., Pub. res. II (H. J. res. 117), Sec. I. 

u "Sec. 3:&. There is hereby appropriated for each fiscal year beginning 
with the fiscal year ending June 30, 1936 an amount equal to 30 per 
centum of the gross receipts from duties collected under the customs laws 
during the period January 1 to December 31, both inclusive, preceding 
the beginning of each such fiscal year. Such sums shall be maintained 
in a separate fund and shall be used by the Secretary of Agriculture only 
to (I) encourage the exportation of agricultural commodities and products 
thereof by the payment of benefits in connection with the exportation there
of or of indemnities for losses incurred in connection with such exportation 
or by payments to producers in connection with the production of that part 
of any agricultural commodity required for domestic consumption; (:&) 
encourage the domestic consumption of such commodities or products by 
diverting them, by the payment of benefits or indemnities or by other 
means, from the normal channels of trade and commerce; and (3) finance 
adjustments in the quantity planted or produced for market of agricultural 
commodities. The amounts appropriated under this section shall be ex
pended for such of the above-specified purposes, and at such times, in such 
manner, and in such amounts as the Secretary of Agriculture finds will 
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RECEIPTS 

Annual net receipts from processing taxes on cotton, 
paper, and jute processed, and the tax on cotton ginned· 
(not including floor-stock taxes) during the first three 
years were expected to average from 100 to 120 million 
dollars a year, as shown by the table on·page 248. This 
net income was not expected to equal the cost of each 
year's adjustment program. The deficit for the three 
years has been approximately 53 million dollars in 
addition to the cost of "option" cotton and the price 
adjustment payments. The deficit for each year's Bank
head program has been about 5.5 million dollars-re
ceipts amounting to 1.0 million and expenses to 6.5 mil
lion dollars. Indeed, receipts from the cotton ginning 
tax have barely equalled the cost of collecting it by the 
Bureau of Internal Revenue. 

The excess of estimated expenditures for the cotton 
control program over estimated net receipts from proc
essing taxes on cotton and competing commodities oc
curred partly because of over-estimates of cotton con
sumption. In February 1934, the AAA estimates of 
consumption from August I, 1933 to July 31, 1935 
averaged 6.1 million bales per year, whereas actual con
sumption averaged only 5.5 million bales. The causes of 
this' decrease in consumption are analyzed in the two fol
lowing chapters. 

tend to increase the exportation of agricultural commodities and products 
thereof, and increase the domestic consumption of agricultural commodi
ties and products thereof; Provided, That no part of the funds appropri
ated by this section shall b~ expended pursuant to clause (3) hereof unless 
the Secretary of Agriculture determines that the expenditure of such part 
pursuant to clauses (I) and (:&) is not necessary to effectuate the purposes 
of this section: Provided further, That no part of the funds appropriated 
by this section shall be used for the payment of benefits in connection with 
the exportation of unmanufactured cotton." 
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TAX RECEIPTS, REFUNDS, AND EXPENDITUIlES ESTIMATED ON THE BASIS 01' 
OPERATIONS DUlliNG SPEClnED MAIlItETlNG Y EAIlS-

(In millions of dollars) 

Item 1933-34 1934-35 1935-36 Total 
---

TAX IlECEIPTS (GIlOSS) •.•.....•..••••. 185.3 112.2 120.5 418.0 
Cotton processing ••...•.........•.. 114.0 107.2 116.0 337.2 
Cotton compensating .••......•.•.•. 1.2 1.8 1.5 4.5 
Cotton /Ioor stocks •••..........••.. 59.5 - - 59.5 
Jute and paper processing ........•.. 6.3 2.0 2.0 10.3 
Jute and paper compensating .•••••.. 0.9 0.1 b 1.0 
Jute and. paper /Ioor stocks •..•••.•.. 3.4 - - 3.4 
Cotton gtnrung .•••.•...•..•.••••.. - 1.1 1.0 2.1 

II.EFUNDS •••••.......... : .•..•.••••.. 68.4 8.2 8.2 84.8 
Cotton--exports ••.......•.••.•.•.. 3.6 3.6 3.6 10.8 
Cotton-charitable ••.•...•.••••.... 1.5 1.5 1.5 4.5 
Cotton-large bags •...•...•..•..... .4 3.0 3.0 6.4 
COtton-/Ioorstocks ......•.....•... 59.5" - - 59.5 
Jute and paper-exports ...•.....•.. b b b b 

ute and paper-charitable .......... b b b b 

Jute and paper overpayment and /Ioor 
3.4" 3.4 stocks .••••••............•..•••• - -

TAX IlECEIPTS (NET) •...........•.••.. 116.9 104.1 112.4 333.4 
EXPENDITUIlES •••••....•..•••.•••••.. 120.6" 129.3 136.5 386.4 
DEnCIT ••••••••....•••.••••..•.•••.. 3.7 25.2 24.1 53.0 

• Unpublished estimates by the Ways and Means Section, Division of 
Finance, AAA, as of Nov. 20, 1935. 

b Less than $50,000. 
• These refunds were not actually made in 1933-34, but are deducted 

here because they do not represent an addition to net income in this year. 

The net receipts from processing taxes on cotton and 
competing comIllo'dities to January 6, 1936, when they 
were declared unconstitutional, however, were con
siderably less than the 333.4 million dollars shown in 
the preceding table. This court decision in effect elim
inated processing taxes on all cotton and competing com
modities processed after August 31, 1935, since the tax 
on cotton processed after that date was not due until 
January 31, 1936. The decision also made it impossible 
to collect outstanding taxes on processing prior to Au
gust 31. It is estimated that these amounted to 51 million 
dollars. Refunds on floor stocks, however, will be much 
less than the 62.9 million dollars originally collected-
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probably not over 10 million dollars.16 Net receipts from 
these processing taxes through December 31, 1935 were 
246.8 million dollars. Since actual expenditures through 
December 3 I, 1935 for rental and benefit payments, and 
for administration of the Bankhead cotton control and 
cotton acreage control programs were 363.3 million dol
lars, the deficit as of this date was I 16.5 million dollars. 
If 10 million dollars is refunded on floor stocks, how
ever, the deficit will be 126.5 million dollars. The tax 
receipts, refunds, and expenditures through December 
31,1935 were as follows (in millions of dollars):1T 
TAX RECEIPTS (GROSS) ....................... . 

Cotton processing . . . . . . . . ................. . 
Cotton compensating ...................... . 
Cotton floor stocks . . . . . . . . . . . . . . . . . . . . . . .. . 
Jute and paper processing . . . . . . . . . . . . . . . . . .. . 
Jute and paper compensating . . . . . . . . . . . . . . . . . 
Jute and paper floor stocks .................. . 
Cotton ginning .......................... . 

REFUNDS ................................. . 

Cotton--exports ......................... . 
Cotton-charitable ............. .......... . 
Cotton-large bags ....................... . 
Jute and paper--exports ................... . 
Jute and paper-charitable ................. . 
Jute and. paper overpayment ............... . 
Cotton gmmng .......................... . 

260.3 
182.8 

4.0 
59.0 

8.7 
1.1 
3.3 
1.4 

13.5 
5.3 
2.4 
4.2 
0.1 

1.5 

U If floor stocks on Jan. 6, 1936 consisted of cotton, jute, and paper 
goods processed during the past six months, a much smaller amount 
would need to be refunded. Mill consumption of cotton during this 
period was :&.8 million bales, on which the processing tax, at $:&0 per 
bale, would have been 56 million dollars. Only $1,630,903.9:&, however, 
had been collected through Dec. 31, 19 3S. Of course, some floor stocks 
were processed prior to July I, 1935. 

II Data on tax receipts and refunds are those of the Bureau of Internal 
Revenue; expenditures are taken from the table on p. z 34. Items totalling 
less than $50,000 are omitted. 
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TAX RECEIPTS (NET) ........................ . 

EXPENDITURES ............................ . 

DEFICIT ............................. '. .... . 

OPPOSITION TO THE TAX 

246.8 
363.3 
116.5 

Opposition to the processing taxes on cotton grew 
rapidly. New England textile interests took the lead in 
the drive against the tax. They were backed to some 
extent by the cotton trade and others opposed to the 
entire production control program, particularly reduc
tion in production. Pressure from these interests was 
probably responsible for the provision in the Works 
Relief Act authorizing the President to use part of the 
4 billion dollar appropriation for administering the AAA 
program in 1935-36. After its passage, opponents of the 
processing tax attempted to force its abandonment and 
the use of work relief funds for rental and benefit pay
ments, partially no doubt on the theory expressed by 
Secretary Wallace that "once the cotton processing tax 
is removed the end would be in sight for the cotton plan 
and other farm programs.))l8 

The textile manufacturers, however, overplayed their 
hand. '9 They not only demanded elimination of the 

11 "The Cotton Program Carries On," AAA Press Release No. I9So
JSI.Apr. 13, 1935, p. 3. 

In response to this opposition of cotton textile interests, President 
Roosevelt in Apri119 35 appointed a cabinet committee composed of Secre
taries Hull, Roper, Wallace, and Perkins to hold hearings and study the 
effect of prQcessing taxes on cotton textile manufacturing. On Aug. 10, 

1935, this committee reported to the President that "During the economic 
emergency as reflected by existing price disparities, we recommend against 
the discontinuance of the processing tax, which, after due consideration of 
the alternatives, we regard as the most practical among the available means 
for securing to the cotton farmers of the nation a return from cotton 
equivalent in terms of purchasing power to that which existed in the pre
war period and which has enabled them to increase their purchases of the 
,products of other industries, including the cotton industry, thereby benefit
ing the workers in these industries." 74 Congo I Sess., S. doc. u6. 



FINANCING THE PROGRAM 25 1 

processing tax on cotton but also higher tariffs on imports 
of cotton goods. Thus they made doubly effective one 
of the strongest arguments for the processing tax-that 
it is the farmers' tariff, and that farmers are willing to 
give it up when industry gives up its tariffs. Secretary 
Wallace struck: out boldly and forcefully against such 
opposition to the cotton program in his Maine speech in 
April 1935, when, speaking extemporaneously, he said 
"the people of the South never got their fair share of 
the national income and have been exploited by the 
New England tariff policy in a damnably unfair way.,,20 

Claims of reduction in cotton consumption because of 
the tax were also answered by comparison of th~ activity 
of cotton mills and non-agricultural industries. The in
dex of cotton consumption from August 1934 to Janu
ary 1935 inclusive was 87 per cent of the 1923-25 
average, as compared with 57 for non-agricultural indus
tries. Manufacturers were also on weak ground because 
they were operating under an order to curtail operations 
25 per cent because of increased inventories. This point 
was made by Secretary Wallace when he charged that 
"the 'plowing out' of factory workers into the street by 
American industry in 1932 was a thousand times more 
unjustifiable than the 'plowing under' of cotton in 
1933·"21 

Opposition to the tax on these grounds was thus 
effectively countered. In fact, the American Cotton 
Manufacturers' Association at its annual meeting in 
Augusta, Georgia, on Apri127, 1935, adopted a resolu
tion stating that the AAA "program "of our President" 
must be gUarded, treasured, and made permanent,"22 

III As quoted in the editorial, "Mr. Wallace Speaks Out," Commercial 
APJeal, Apr. 19, 1935. 

The same. 
II Commercial Appeal, Apr. 28, 1935. 
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and calling for a continuance of benefit payments to, 
farmers. 

AMENDED TAX PROVISIONS 

Amendments to the Agricultural Adjustment Act ap
proved August 24, 1935 greatly broadened its tax pro
visions and at the same time attempted to provide a safer 
constitutional basis for processing taxes. 

As pointed out in Chapter I, these amendments 
provided for the levy of a processing tax on cotton and 
competing cotton substitutes, for the purpose of making 
(a) payments for adjustments (in place of reductions) 
in production; (b) loans on or purchases of cotton in 
order to remove any surplus from regular commercial 
channels; (c) export subsidies or other payments neces
sary to expand domestic or foreign markets; or (d) pay
ments to producers in connection with the production of 
cotton for domestic consumption, usually known as the 
original Domestic Allotment plan. Whenever the Secre
tary determined that the current average farm price of 
cotton was less than its fair exchange value or was likely 
to be less during the current or next succeeding market
ing year, and that anyone of these plans would tend to 
effectuate the declared policy of the act, he might put 
it into effect. 

These amendments also eliminated practically all pos
sibility of processing taxes on cotton being removed prior 
to December 3 I, 1937 unless declared unconstitutional. 
In the fi~t place, they provided that if the tax rates 
established by the Secretary of Agriculture pursuant to 
the original act or amendments thereto were declared 
unconstitutional because of improper delegation of the 
legislative authority, then the rates in effect on August 
24, 1935 were specifically levied by Congress. In the 
second place, they provided a basis for continuing the 
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tax on cotton regardless of whether farm prices of cotton 
exceeded "parity" prices. 

Iffarm prices of cotton from June 1935 to May 1936, 
or any corresponding period in later years, equalled 
or exceeded by 10 per cent or less the fair exchange 
value, the Secretary of Agriculture was authorized by 
these amendments to levy a maximum tax equal to 20 
per cent of the fair exchange value. The difference be
tween this rate and the rate existing at the time this 
amendment was approved was not great. For instance, on 
July 15, 1935,20 per cent of the "parity" price (16.0 
cents per pound) would have equalled 3.2 cents per 
pound compared with the actual rate of 4.07 cents. 
Furthermore, if cotton prices exceeded "parity" by IO 

to 20 per cent, or by more than 20 per cent, a maximum 
tax rate of 15 and 10 per cent respectively of the fair 
exchange value was authorized. These tax provisions, 
however, applied only until December 31, 1937. After 
that date the rate of tax was to be determined by the 
Secretary of Agriculture in accordance with the margin 
between current average farm prices of cotton and the 
fair exchange value. 

These amendments also tended to raise the maximum 
rate of tax that could be levied when farm prices of cot
ton were less than parity. As noted on page 238, a speci
fied change in the method of determining the fair ex
change value tended to increase it by about 10 per cent 
of the amount of the present tax of 4.07 cents per pound. 
In addition, the amendments provided that the rate of 
tax could be increased by such percentage of the differ
ence between the current average farm price and the fair 
exchange value, but not to exceed 20 per cent, as the 
Secretary of Agriculture might determine would result 
in the collection of an amount of tax equal to the esti-
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mated amount of credits or refunds that would be al
lowed or the amount of cotton consumed in the United 
States that was exempt from the tax. These refunds in 
1934-35 and 1935-36, as shown in the table on page 
248, were expected to be about 7 to 8 per cent of the 
gross receipts from processing taxes on cotton, paper, and 
jute, and taxes on cotton ginning. 

Thus it is clear that, had not the Supreme Court ruled 
such taxation for the purpose of controlling production 
unconstitutional, there would have been a foundation 
for the collection of even larger taxes for some time in 
the future. In fact, these amendments were designed to 
give the adjustment program, which began as a self
liquidating measure of farm relief, a more or less perma
nent fiscal foundation. 



CHAPTER XIII 

EFFECT ON FOREIGN MARKETS 

The cotton program described in preceding chapters 
was designed to increase the income from cotton re
ceived by farmers in the United States. The degree of 
success which it would have in accomplishing this objec
tive would depend not only upon the reductions secured 
in the size of the United States crop and the degree to 
which other phases of the program were carried out, but 
also to a large extent upon whether there was a result
ing decrease in consumption of American cotton and 
increase in the production and consumption of foreign 
cotton .. If these latter changes were large, the increase 
in prices would tend to be small, and the income of 
farmers in the United States from cotton would prob
ably be reduced. If, on the other hand, our cotton pro
gram should result in only a small increase in the pro
duction and consumption of foreign cotton, and only a 
small decrease in the consumption of American cotton, 
the income of farmers in the United States from cotton 
would probably be increased. As a first step, therefore, 
in appraising the results of. the cotton program of the 
AAA, we shall consider its effect upon the foreign 
market for American cotton. 

The cotton market is a world market. For many years 
the United States has produced more than half of the 
world's cotton. Usually more than half of our cotton is 
exported and sold in competition with foreign cotton. 
Mills in England, Germany, Japan, and a number of 
other countries have become accustomed to using large 
quantities of American cotton along with foreign cotton. 

2SS 
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In general, the proportion in which each is used depends 
to a large extent upon their relative prices. When the 
price of American cotton rises relative to that of foreign 
cotton a larger proportion of foreign cotton is used and 
vice versa. There is, however, a certain amount of re
sistance to such changes. Foreign cotton is not of the 
same grade and staple on the average as American cot
ton. Furthermore, competitive processes over a period 
of years have caused mills to adjust their operations and 
equipment to the use of cotton of particular grade and 
staple, in the production of goods of established brands 
and standards. Consequently, when the supply of Ameri
can cotton is decreased relative to that of foreign cot
ton, mills bid up the price of American relative to that 
of foreign cotton. But after adjustments have been made 
to a new set of supply conditions there is also some re
sistance to changing them back to the old basis. In order 
to recover markets already lost because of reductions 
in supply it would therefore be necessary to force prices 
of American cotton relatively low in comparison with 
those of foreign cotton. 

The possibilities of increasing prices of American cot
ton relative to those of foreign cotton therefore are dis
tinctly limited. Increases of more than one or 2 cents 
per pound could seldom be obtained at present price 
levels and even such an advantage could hardly be re
tained over any very long period. In general the move
ment of prices for American and foreign cotton are 
parallel within approximately those limits. Consequent
ly any increase in prices received by cotton growers in 
the United States as a result of our reduction program 
would be shared in large part by foreign cotton produc
ers. Our cotton program has, therefore, tended to stimu
late foreign cotton production by increasing the price 
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of foreign cotton. It has also increased the consumption 
of foreign cotton and reduced that of American cotton 
by increasing the price of American more than the price 
of foreign cotton. 

The direction of all these tendencies and influences is 
well known and generally admitted; only the relative 
importance of each is in question. The AAA has main
tained that expansion of foreign cotton acreage and pro
duction will be small, particularly if prices of American 
cotton are kept "reasonable." In general, the cotton trade 
has maintained that foreign cotton acreage and produc
tion will increase by approximately the amount that 
domestic acreage and production are reduced. In this 
chapter an analysis of the probable effect of these forces 
during the first two years of the cotton program is pre
sented, while consideration of future possibilities is re
served for Chapter XV. 

corrON CONSUMPTION 

During the past two marketing seasons, world con
sumption of cotton has averaged a million bales a year 
more than in 1932-33, but consumption of American 
cotton has decreased while consumption of foreign cotton 
has increased substantially, as shown by the table on page 
258. During 1933-34, the first year of the program, con
sumption of American cotton dropped 0.6 million bales 
below that of the preceding year while consumption of 
foreign cotton increased 1.4 million bales. Then in 1934-
35 world consumption of American cotton dropped 2.8 
million bales, or 20 per cent below 1932-33, while con
sumption of foreign cotton rose 4.2 million bales, an in
crease of 41 per cent above 1932-33. 

These changes in consumption of American and for
eign cotton correspond quite closely to changes in the, 
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world supplies of each, as shown by the accompanying 
table. World supplies of American cotton (carry-over 
plus crop) declined from 26.0 million bales in 1932-33 
to 20.3 million in 1934-35 while world supplies of for
eign cotton increased from 14.9 to 19.4 million bales. 

Not all of the change in consumption of foreign and 
American cotton, however, can be attributed to changes 
in actual supply. The government's 10- and 12-cent cot
ton loans and its restrictions on the marketing of "option" 

WOIlLD CONSUMPTION AND SUPPLIES OF AMEIliCAN AND FOIlEIGN COTION, 
1928-29--1934-35& 

Year 
Consumption Supplies 

American Foreign American Foreign 

1928-29 ......... 15.1 10.8 19.6 16.8 
1929-30 ......... 13.0 12.2 19.2 16.5 
1930-31. ........ 10.9 11.6 20.2 17.2 
1931-32 ......... 12.3 10.0 26.0 15.3 
1932-33 ......... 14.2 10.2 26.0 14.9 
1933-34 ......... 13.5 11.6 24.6 18.0 
1934-35 .......•. 11.3 14.4 20.3 19.4 

a Cotlon Production AdjuslmenI1934-J5, AAA, No. 25, December 193 5 
Tables 1 and 2, p. 3. 

cotton have probably been equally important factors. 
Their influence would naturally cause a reduction in the 
percentage of world supplies of American cotton con
sumed each year, as compared with that of foreign cot
ton. 

Normally, the percentage of American cotton supplies 
consumed each year should be about equal to the per
centage of foreign cotton used. If the marketing of both 
is unrestricted there is little reason why they should dif
fer materially over a period of years, although in indi
vidual years one or the other may be smaller if its pro
portionate share of the world supply is relatively large 
and vice versa. This expectation is borne out by records 
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of the supply and consumption of American and foreign 
cotton. From 1924-25 to 1928-29, the period for which 
most satisfactory data are available, the percentages of 
world supplies of foreign and American cotton consumed 
each year were approximately the same-the percentage 
for American cotton (73.9) being slightly higher than 
that for foreign cotton '( 69,6). Furthermore, during the 
entire period 1920-21-1929-30 a similar relationship 
existed, except for small variations that may have been 
caused by annual variations in the relative size of Ameri
can and foreign supplies. When the supply of all cotton 
or of either American or foreign cotton was relatively 
large the percentage of that supply consumed tended to 
be smaller although the amount consumed was larger. 

Since 1928-29, however, the percentage of world sup
plies of American cotton consumed each year has been 
considerably lower than for foreign cotton. From 1929-
30 to 1934-35 inclusive the average for American cotton 
was 55.3 as compared with 68.8 for foreign cotton. A 
number of factors may, of course, have caused this 
change, but the most important one seems to have been 
government loans on and holdings of American cotton. 
As pointed out in Chapter XI, the Federal Farm Board 
held prices of American cotton relatively high as com
pared with foreign cotton in 1929-30 and 1930-31 by 
offering to lend 16 and 10 cents per pound on cotton. 
This policy naturally tended to decrease the percentage of 
American cotton supplies consumed during each of these 
rears and to increase the percentage of foreign supplies 
consumed. Although this lending policy was not con
tinued during 1931-32 and 1932-33, the government 
still continued to hold much of the cotton received as 
security for the earlier loans. These holdings tended to' 
reduce the percentage of American cotton supplies con-
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sumed each year. Supplies of American cotton were also 
large because of unusually high yields in 1931 while sup
plies of foreign cotton were relatively small during these 
two years because of small crops and a small carry-over 
from the 1930-31 season. 

This analysis, therefore, leads to the general conclusion 
that the percentage of world supplies of American cotton 
consumed during 1934-35 would have been as large as 
the percentage of foreign cotton consumed if there had 
been no government loan on or holdings of American 
cotton. This conclusion seems reasonable, particularly 
since the supply of foreign cotton in 1934':'"35 was unusu
ally large while that of American was about average. In
stead, only 56 per cent of the American supply was con
sumed compared with 73 per cent of the foreign supply. 
If, however, circumstances such as foreign exchange diffi
culties tended to favor the consumption of foreign cotton 
outside of the United States, their influence would natur
ally affect this conclusion. But, as noted on page 266, the 
influence of foreign exchange on the consumption of 
foreign and American cotton does not seem to have been 
of importance in this respect. Besides, this conclusion 
might still be valid even though other factors did tend to 
favor foreign cotton a little, since the supply of foreign 
cotton was relatively large and the percentage consumed 
under circumstances otherwise normal would tend to be 
less than for American cotton. 

If the percentage of both American and foreign cotton 
consumed in 1934-35 had been equal and there had been 
no change in the total consumption of all cotton, the con
sumption of American cotton would have been ap
proximately 1.9 million bales larger than it was and 
consumption of foreign cotton correspondingly smaller. 
Not all of this estimated decrease, however, can be at-
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tributed to increased restrictions on the marketing of cot
ton embodied in the government's 12-cent loan and its 
control over the marketing of "option" cotton. As noted 
above, government holdings of cotton in 1932-33 prob
ably reduced the consumption of cotton in that year to 
some extent. Nevertheless, if the increase in percentage 
of foreign and American cotton supplies consumed be
tween 1932-33 and 1934-35 had been the same, roughly 
0.9 million more bales of American cotton would have 
been consumed. In view of the change in relative sup
plies of each, therefore, it seems reasonable to conclude 
that the government's policy of making 12-cent loans on 
cotton and its marketing of "option" cotton probably 
reduced the consumption of American cotton in 1934-35 
by 1.0 to 1.9 million bales. 

These estimates of reduction in the consumption of 
American cotton in individual years as a resJit of gov
ernment cotton loan and holding policies, however, fur
nish little indication of the net reduction that may re
sult from such policies alone. By net reduction in con
sumption is meant the reduction occurring in the period 
while prices are pegged plus or minus any later decreases. 
or increases in consumption themselves attributable to 
the pegging operations--such as the effect of increased 
stocks, or changes in consumption habits. In the first 
place such estimates are not cumulative. For instance, 
the government might acquire 3 million bales of cotton 
and hold it for five years. If this cotton were sold on 
the market in any of these years the consumption of 
American cotton in that year might be increased a mil
lion bales. But the holding of this cotton off the market 
could not reduce consumption a million bales each year 
for five years, since the total amount held is only 3 mil
lion bales. In the second place, the net reduction in con-
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sumption over a period of years may be much smaller 
than that indicated by the calculation for the year 1934-
35. Unless accompanied by enforced reduction in pro
duction, increased holdings of American cotton because 
of government ,loans and purchases may only postpone 
its consumption for a year or two. In the absence of pro
duction control, price-pegging loans would tend to raise 
prices of American cotton relative to foreign cotton, 
causing a temporary decrease in consumption of the 
former and an increase of the latter. The resulting prices, 
however, would tend to stimulate production of cotton, 
in the United States more than in foreign countries, and 
thus to increase the disparity between American and for
eign cotton supplies. When these increased American 
supplies were finally forced on the market, prices of 
American cotton would become low relative to prices 
of foreign cotton, tending to increase the consumption of 
the former and to reduce that of the latter, with the op
posite effect on production. As a result of such practices, 
there might, of course, be some reduction in the volume 
of American cotton consumed during the period as a 
whole, but it would be small compared with the decrease 
which would occur during the period when prices were 
being pegged. 

When price-pegging loans on cotton in the United 
States are combined with forced reductions in produc
tion the result is quite different. Then the reductions in 
consumption of American cotton which occur while prices 
are being pegged tend not to be offset by later increases. 
Both the production and consumption of foreign cotton, 
however, would be stimulated by the resulting increase 
In pnces. 

The effect of either one or both of these policies com
bined on consumption of American cotton is, of course, 
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accurately reflected by the net reduction in production 
that results over a period of years. The world cannot 
consume what is not produced. But the course of pro
duction may be changed without changing the total 
amount. Curr~nt reductions may be offset by later in .. 
creases in production. According to the analysis pre
sented in the next chapter, about 10.5 million bales less 
cotton was produced during the past three seasons as a 
result of the program, and prices of American cotton 
probably have been raised 3 or 4 cents per pound. But 
prices of foreign cotton have probably been raised by 
nearly the same amount. With an average or relatively 
large supply of American cotton on hand each year of 
this period there is little reason to expect such reductions 
by themselves to raise the level of price for American 
cotton materially above that of foreign cotton, except 
perhaps for certain grades.· Under such conditions a 
forced reduction in the United States cotton crop would 
not by itself cause any material reduction in the amount 
of American cotton consumed during the first year. But 
the resulting higher price would tend to stimulate for
eign production the following year, increase foreign cot
ton supplies, and force prices of foreign cotton lower in 
relation to prices of American cotton, thus causing a 
marked increase in consumption of foreign cotton if cot
ton growers in the United States continued to reduce 
their production by a large amount. If the reduction in 
size of the United States crop is secured by making bene
fit payments to farmers from funds collected by taxes on 
cotton domestically consumed, the combined effect 
might be to reduce consumption in the United States 
considerably. Such reductions, however, would increase 
the amount available for export but should not greatly 
reduce the amount of American cotton consumed if prices 
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are allowed to adjust themselves freely to the supply 
and demand situation. As a matter of fact the reduction 
in domestic consumption would increase the supply of 
American cotton on foreign markets, and tend to reduce 
the world level of prices and the disparity between 
prices of American and foreign cotton. 

When a price-pegging loan policy is combined with a 
reduction program the immediate effect on consumption 
of American cotton becomes greater and easier to under
stand. For instance, if the loan program reduced con
sumption of American cotton one million bales and our 
crop was reduced the same amount due to government 
efforts during the. same years, but foreign production 
was one millio;" bales larger than it would otherwise 
have been, it is obvious that the net re~,uction in con
sumption of American cotton would be one million bales. 

The actual net reduction in world consumption o£ 
American cotton to be expected from our cotton program 
is therefore indicated by estimates of its effect on cotton 
production in the United States and foreign countries as 
well as by the relation of consumption to the supplies 
and prices of each. Such estimates are presented in the 
following chapter. 

The situation in 1935-36, however, is somewhat dif
ferent from that existing in the two previous seasons. 
The government loan rate on the 1935 cotton crop was 
reduced to 10 cents per pound, as noted in Chapter XI. 
When the lower loan rate was announced, prices of 
American cotton fell in relation to prices of foreign cot
ton and there was some promise of a considerable in
crease in exports and consumption of American cotton. 
The increase that might result, however, without be
ing affected by the government's earlier 12-cent loan 
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policy, was limited largely by the size of the 1935 crop. 
On September 8, 1935, the Crop Reporting Board esti
mated that 11.5 million bales would be produced. This 
estimate was only slightly above the very low consump'
tion of American cotton in 1934-35 (11.3 million bales). 
And on December 8,1935 the Board estimated that only 
10.7 million bales were produced. With the government 
holding approximately 6.2 million bales of spot and fu
tures cotton on August I, 1935, out of a carry-over of 
9.0 million bales, it is apparent that the government's 
cotton marketing policy may be an even more important 
factor in 1935-36 than in the previous year. 

EXPORTS 

Exports of cotton from the United States have de
clined proportionately more than has the consumption of 
American cotton in foreign countries. In 1934-35 ex
ports were 43 per cent lower than in 1932-33, but the 
consumption of American cotton in foreign countries 
was only 24 per cent lower. The result has been a reduc
tion in stocks of American cotton abroad. 

During the 1935-36 season exports of American cot
ton are likely to be somewhat larger than in 1934-35, 
mainly because the reduction in the government ~oan 
rate on cotton from 12 to 10 cents per pound is permitting 
this year's crop to move freely in the market. In the first 
five months of this season exports were 3.5 million bales 
or 44 per cent larger than those of last season, although 
still 18 per cent less than for the same period in 1933 
and over 19 per cent less than the average for the ten 
years ended 1932-33. 

The principal reason exports declined so much more 
than consumption from 1932-33 to 1934-35 was that 
the government lent 12 cents per pound to farmers on 
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cotton stored in warehouses in the United States.t Ap
proximately 4.4 million bales of cotton were held in 
the United States on July 31, 1935, largely in interior 
warehouses, as security for such loans. Most of the 0.6 
million bales of cotton in the cotton pool were also 
being held in the United States. These two types of 
holdings accounted for 69 per cent of the total carry
over of cotton in the United States on August I, 1935 
and the cotton pool held futures for an additional mil
lion bales. Any appreciable increase in exports during 
1934-35 would, therefore, have had to come largely 
from such holdings. Only a rise in cotton prices above 
the government loan value or investment could have 
been expected to cause such a movement. 

It is claimed by some that the iecline in our exports 
has been caused mainly by a shortage of dollar exchange. 
The case of Germany is usually cited. But in this case, 
as in most others, shortage of dollar exchange has been 
accompanied by a shortage of all foreign exchange. Ger-' 
many's total consumption of all cotton was much lower 
in 1934-35 than in the previous year. But, due partly to 
barter arrangements with Brazil and' other foreign coun
tries, her consumption of foreign cotton was larger than 
in 1933-34. Germany offered to take American cotton 
under a barter arrangement but the offer was rejected, 
largely because of opposition by the State Department to 
the general policy involved. It may be said, therefore, 
that shortage of dollar exchange did cause Germany to 
reduce her imports of American cotton. But this reduc
tion of exports to Germany increased the supply of 
American cotton available for other countries and a large 

I The cotton trade also hesitated to make future commitments in 1934-
3S for shipments of cotton abroad because of the possibility that a bounty 
would be offered on exports of cotton. 
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part of it probably would have been exported to them 
if there had been no other restrictions. Our exports to 
practically all countries, however, were considerably 
lower in 1934-35 than in 1933-34. At the same time, 
the total volume of dollar exchange was much larger in 
1934-35 than in the previous year. 

Imports of merchandise and gold, the principal source 
of dollar exchange aside from credit, were 82 per cent 
larger in 1934-35 than in 1932-33. Furthermore, there 
was sufficient dollar exchange to finance an increase of 
44 per cent in the value of all merchandise exports dur
ing the same period. The value of unmanufactured cot
ton exported declined from 24 per cent of· all exports 
in 1932-33 to 16 per cent in 1934-35. Shortage of dol
lar exchange does not, therefore, appear to be a reason
able explanation of more than a small part (if any) of 
the decline in the volume of cotton exports. 

Furthermore, a shortage of dollar exchange would 
have tended to lower the price of American cotton in 
comparison with that of foreign cotton. And during the 
past two seasons the ratio of American cotton prices to 
foreign cotton prices has been much higher than in 1932-
33, as shown by the chart on page 222. The effect of any 
reduction in demand for American cotton on cotton 
prices due to a shortage of dollar exchange has there
fore been offset by our cotton program. 

FOREIGN AND DOMESTIC PRODUCTION 

There is perhaps no point on which the Agricultural 
Adjustment Administration, the cotton trade, and most 
agricultural economists are in fuller agreement with 
Secretary Wallace than on his analysis of the effect of 
our foreign trade policies, as well as those of other 
countries, on our export industries-particularly cotto~ 
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production. Exports must be paid for with imports or 
else exported on credit. Consequently if our foreign 
trade policy, by means of high tariffs and other barriers, 
is succe~sful in reducing the volume of imports that 
would otherwise be received, it must at the same time 
reduce the demand of foreign countries for our export 
products except on a credit basis. Our export industries 
as a group were therefore too large in the spring of 1933 
and could have been expected to decline unless inter
national trade barriers were removed or lowered. 

If this general conclusion were applicable to the case 
of cotton it would furnish a strong, though not conclu
sive, argument for the cotton reduction program of the 
AAA. In the first place, it would indicate that if noth
ing had been done a reductio12,\ in cotton production 
would have occurred anyway because of low prices. In 
the second place, if international trade barriers were 
greatly reducing the demand for cotton, their removal 
or reduction would greatly increase the demand for it. 
Under such conditions, since the administration was at
tempting to reduce these barriers by reciprocal trade 
agreements/ it might have been advisable to adjust cot
ton production downward to meet the current supply 
and market demand situation while maintaining and 
perhaps increasing the capacity of the South for produc
ing cotton later when demand had increased. 

But this general conclusion with respect to our for
eign trade situation cannot be applied directly to cotton. 
It implies a maladjustment in the distribution of cot
ton acreage in the world, with the United States having 
too large a proportion of the total. 

But merely showing that international trade barriers 
erected prior to the AAA reduced total world trade and 
may have been an important cause of the depression does . 

• AAA Press Release No. 1385-33, June a3, 1933. 
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not necessarily mean that the comparative advantage of 
cotton growers in the United States in competition with 
foreign growers was reduced. 

There are few restrictions on imports of ,cotton into 
foreign countries, mainly because the principal import
ing countries are not important producing countries. 
High international trade barriers on products other than 
cotton consequently tend to increase the comparative ad
vantage of producing cotton in the United States for 
export as compared with other products. Such important 
export products as wheat and lard, for instance, are sub
ject to the double barrier of lower foreign purchasing 
power due to high tariffs on imports into the United 
States and high tariffs or quota restrictions on imports 
into foreign countries, whereas cotton is subject to only 
the first barrier. Such circumstances should have reacted 
favorably on American cotton as an export product.8 

Furthermore, there does not appear to have been any 
such maladjustment in the c;listribution of cotton acreage 

I The probable effect of our high tariffs on foreign demand for our 
cotton is sometimes presented in a slighdy different form. It is argued 
that a country having knives for sale, for instance, and. wanting to buy 
cotton, will be able to exchange a given number of knives for more 
cotton in a country having no tariff on imports of knives than. in one 
having tariffs. But if perfecdy free competition aside from trade bar
riers is assumed, prices of knives and cotton would be uniform through
out the world after making allowance for differences in transporta~ion, 
marketing costs, etc. In other words, the price received by the manu
facturer of knives would be the same regardless of where sold. So would 
the price received for cotton by the grower. The free trade country, 
however, would grow more cotton and produce fewer knives than, if a 
tariff were levied on imports of knives. 

When production becomes adjusted to a given situation, howev~r, a 
change from free trade to high tariffs, or vice versa, creates a maladJust
ment. An increase in tariffs tends to injure producers of export goods. 
In the text of this book, however, it is argued that import duties and 
other barriers to imports of our products into foreign countri~s have 
created a situation in which cotton has an increased advantage In com
peting for the available foreign purchasing power in the United Sta~es. 
Consequendy, the United States may not have too large a, proportlOn 
of its productive 'forces engaged in growing cotton, even though our 
tariffs have been raised to high levels. 
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in 1933. While the percentage of the world cotton crop 
produced in the United States declined steadily from 
1890 to 1920 at the 'rate of about 0.2 per cent a year, 
after 1920 it tended to increase slightly. The percentage 
of the world's cotton acreage planted in the United 
States also tended upward from 1920 to 1931, as shown 
by the chart on page 23, but in 1931, 1932, and 1933 
it declined to a slightly lower level. The production 
trend was maintained, however, by relatively high yields 
in the United States! 

The United States was holding its own in the produc
tion of cotton from 1930 to 1933 inclusive in spite of 
currency manipulations in foreign countries and some 
government subsidies which tended to stimulate toreign 
production of cotton, althoug..~ partly because of high 
yields in the United States. As pointed out in Chapter 
II, trends in the acreage and production of cotton in the 
United States and foreign countries, and analysis of the 
factors affecting them, do not indicate that the propor
tion of the world's cotton acreage grown in the United 
States from 1930 to 1932 was too large, or that it would 
have been likely to decline if farmers had been left free 
to make their own adjustments. If anything, they indi
cate that an increase could have been expected when the 
temporary effect of currency manipulation in foreign 
countries wore off or were counteracted by currency ma
nipulations in the United States. Surely no one questions 
the fact that devaluation of the dollar tended to boost 
cotton prices in the United States in 1933 and 1934 
more than prices of most other products grown by cotton 
farmers, and more than wages, fertilizer, and other 

• See Chap. II for a detailed analysis of acreage and production trends 
in the United States and foreign countries. 
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costs, without increasing prices received by foreign cot
ton growers, and that this increase would have tended 
to increase the acreage of cotton planted in the United 
States in 1934. 

Cotton growers in the United States in the spring of 
1933 were therefore faced with a decline in total de
mand due to or accompanying the depression, and not 
with any important maladjustment in the distribution of 
cotton acreage throughout the world. It is true there 
was a larger accumulation of stocks of American cotton 
than of foreign cotton due mainly to the government's 
policy of holding cotton as security for earlier loans and 
the large crop in 1931. If this cotton had been allowed 
to move freely in the market, however, there is no ap
parent reason to expect either that it would not have 
been consumed at a fairly rapid rate, as shown in the 
following chapter, or that the acreage of cotton in the 
United States would have been reduced in the process 
relatively more than that in foreign countries. In fact 
the analysis presented in the following chapter indicates 
that the acreage of cotton planted in the United States 
would have increased relative to that in foreign coun
tries. Any stimulation of foreign cotton production by 
our cotton program has therefore tended to create rather 
than remove a maladjustment. 

In the past, foreign acreage of cotton has responded 
readily to changes in the level of cotton prices, as ex
pressed by the price (deflated) of American cotton in 
Liverpool, as shown by the chart on page 272. This 
dose relationship has continued during the past four 
years. After the deflated price of American cotton in 
Liverpool rose from 4.97 pence per pound in 193 1-32 
to 6.03 pence in 1932-33, foreign acreage of cotton out-
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side of Russia5 rose from 35 million acres in 1932-33 to 
40 million in 1933-34, an increase of II per cent. Prices 

RESPONSE OF FOREIGN ACREAGE TO PRICES OF 

AMERICAN COTTON IN LIVERPOOL THE 

PRECEDING YEAR, 1921-35" 

f'LLlONS OF ACRES PENCE PER POUNO 
12 

5m---------~--_\~--------------~--------------~0 

01L-~.u~~~~--~--~~--~~---L--~~--~--~~ 
1920 1925 1930 1935 

YEAR BESINNINS AUSUST I 

a Data for actual acreage and prices are from "Foreign Cotton Pro
duction," The World Cotton Situation (preliminary), Bureau of Agri
cultural Economics. Acreage and prices without program were estimated 
by the author. See p. :&73. 

of cotton in 1933-34, however, were slightly above the 
previous year and foreign producers responded to the 
increase by planting a 3 per cent larger acreage the fol-

• Russia is omitted because changes in acreage have little relation to 
price under the present form of government. 
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lowing year. In 1934-35 prices of American cotton in 
Liverpool were 4 per cent above the previous year and 
again foreign producers responded with an increase of 
4 per centS in their 1935-36 acreage of cotton. The rela
tionship of price changes to acreage changes in earlier 
years has been equally close. Production has exceeded 
previous levels even more than has acreage. In 1933-34 
the foreign cotton crop was 25 per cent larger than in 
1932-33. In 1934-35 there was a further increase of 3 
per cent and in 1935-36 an additional increase of 8 per 
cent.' 

It therefore seems reasonable to conclude that the 
amount of this increase attributable to the cotton pro
gram of the AAA is closely related to the resulting in
crease in price of American cotton in Liverpool. The 
rise in price attributable to our cotton reduction program 
in 1933 probably caused some increase in cotton acreage 
in areas such as southern Brazil, Argentina, and certain 
parts of India, where cotton was planted after our pro
gram was undertaken. A conservative estimate of the 
resulting increase in production would be 300,000 bales. 
If, as indicated by analysis in the following chapter, 
farm prices of cotton in the United States would have 
been only 6.4 cents per pound in 1933-34 and 7.4 cents 
in 1934-35 in terms of the new dollar, and the deflated 
prices of American cotton in Liverpool only 4.07 and 
4.86 pence respectively, or appreciably below the 1931-
32 price in the absence of our cotton reduction and cotton 
loan program, then it seems reasonable to conclude that 
the acreage of cotton planted in foreign countries· in 
1934-35 and 1935-36 would not have averaged any 
more than that planted in 1932-33. The chart on page 

• Preliminary. 
, Preliminary. 
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272 indicates that it might have been appreciably smal
ler. However, if the foreign acreage of cotton in 1934-
35 and 1935-36 had been the same as in 1932-33, for
eign production in these two years would have been 1.7 
million bales smaller in 1934-35 and 2.4 million bales 
smaller in 1935-36 than that actually harvested, assum
ing the same average yields per acre, or a total decrease, 
including 300,000 for 1933-34, of 4.4 million bales. 

If, however, farm prices of cotton in the United States 
. would have been even lower in the absence of our cot
ton reduction and loan program than those indicated 
above, then it is clear that the increase in acreage and 
production of cotton in foreign countries caused by the 
program has probably been greater than 4.4 million 
bales.8 

Some of this expansion of ~oreign cotton acreage and 
production has occurred in areas where cotton has not 
hitherto been grown. In Brazil, cotton production 
jumped from about 0.5 million bales in 1932-33 to 1.4 
million bales in 1934-35. Argentina and Mexico as well 
as some other countries also seem to be expanding their 
cotton acreage in new territory. But there has been an 
even larger increase in the older and more established 
cotton-growing areas of these countries and others. In 
India, the largest cotton-growing country outside of the 
United States, the acreage of cotton jumped from 22.5 
million acres in 1932-33 to a preliminary estimate of 
25 million acres in 1935-36, an increase of II per cent. 
And in Egypt the increase has been from 1.1 million 

• This analysis and conclusion regarding the response made by cotton 
producers in foreign countries to changes in the price of cotton are strongly 
supported by official statistical studies of the relation between prices of 
cotton and competing products and the acreage of cotton planted in India, 
Egypt, and Southern Brazil. See "Foreign Cotton Production," Tiu 
World Cotton Situation, Bureau of Agricultural Economics, Apr. :19, 
1935· 
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acres in 1932-33 to 1.7 million in 1935-36, or 54 per 
cent. Some of the increase in new areas might have oc
curred anyway, although 6 to 7 cents per pound for 
American cotton in terms of our new dollar would have 
meant a marked reduction in foreign cotton prices and 
would probably have given little or no stimulus to such 
expansion. 

This does not mean, however, that foreign cotton 
acreage and production have been permanently increased 
above what they would otherwise have been, by the 
amount of increase that has occurred during the last two 
years. If no attempt were made to control the production 
or marketing of cotton in the United States in the future, 
American cotton might soon regain the position in world 
markets that it would have had if no reduction program 
had been undertaken. The productive capacity of our 
cotton land in the South has not been impaired by our 
cotton program of the last three seasons; if anything, it 
has been improved. The United States might also regain 
its former position in world markets under a control pro
gram without forcing a reduction in foreign cotton acre
age and production but by preventing any further in
creases for a time. The trend of cotton production and 
consumption in the world has been upward for a long 
period of time and is likely to continue upward for some 
time in the future because of increase in population and 
for other reasons. The demand for cotton is also likely 
to increase as business activity throughout the world in
creases. For a time a large proportion of the increase in 
production might occur in the United States. 

Nevertheless, we must conclude that a large part and 
perhaps all of the reduction in consumption of American 
cotton caused during the past three seasons represents 
a loss that cannot be offset by future increases, un-
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less expansion of production is subsidized. This reduc
tion in consumption of American cotton has been accom
panied by a decrease in supply due to forced reductions in 
production while the resulting increase in consumption 
of foreign cotton has been accompanied by a marked in
crease in foreign production. Such production changes 
make the loss in consumption during the past three sea
sons a permanent, but not necessarily a recurring one. 



CHAPTER XIV 

EFFECT ON INCOME 

The cotton program of .the AAA was designed to in
crease the incomes of cotton farmers by direct govern
ment payments and by enhancing prices. The govern
ment's cotton loan program was also expected to sup
port prices. How fully these expectations of increased 
incomes have been realized and some of the repercus
sions upon incomes of farm labor, handlers, and others 
will be discussed in this chapter. 

INCREASES WHILE PROGRAM WAS IN OPERATION 

The income of farmers from cotton and cottonseed 
produced each year under the cotton program of the 
AAA has been 50 per cent or more above 1932 and 
higher than in any previous year since 1929-30, as shown 
by the accompanying table. In addition, farmers have 

INCOME 01' FARMERS I'ROM COTTON, 1925-35 

Cash Income" 
Prices Purchasinf 

(In millions of dollars) Power 0 
Year Paid by Total Cash 

Beginning Cotton Farmers Income (In 
August 1 and Benefit Total 

(1910-14 millions of 
Cotton- Payment =100) dollars 

seed 

1925-29 (av.) 1,461 - 1,461 153 955 

1930-31. .... 751 - 751 137 548 
1931-32 ...•. 528 - 528 117 451 
1932-33 ..... 464 - 464 103 450 
1933-34 ..•.. 716 179 895 118 758 
1934-35 ...•. 706 116 822 126 652 
1935-36b •••• 728 123 851 123 692 

• Collon Produc/ion Adjuslment 1934-35, AAA, No. 25, December 1935, 
Table 22, p. 9. 

b Preliminary. 
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received benefit payments of from I I6 to I79 million 
dollars each year for taking land out of cotton produc
tion. Nevertheless the total income of farmers from cot
ton, including benefit payments, has been about 40 per 
cent less than the average for I925-29. In terms of pur
chasing power for things that farmers buy, it has been 
about 25 per cent lower. 

The farm income of farmers in the South has also 
been much higher during the past three years than in 
I93I or I932, as is shown by the table given below. 

GROSS INCOME FROM FARM PRODUCTION AND BENEFIT PAYMENTS 
IN TEN PUNCIPAL COTrON STATES· 

Income Purchasing 
(In millions of dollars) Prices Paid Power of 

Year!> by Farmers Total In-
Farm Benefit (1910-14 come (In 
Pro- Pay- Total =100) millions of 

ductiono ments" dollars} 

1925-29 (av.) 3,141 - 3,141 153 2,053 
1930 2,128 - 2,128 137 1,553 
1931 1,622 - 1,622 117 1,386 
1932 1,302 - 1,302 103 1,264 
1933 1,642 185 1,827 118 1,548 
1934 1,799 163 1,962 126 1,557 

• Alabama, Arkansas, Georgia, Louisiana, ~ississippi, North Carolina, 
Oklahoma, South Carolina, Tennessee, and Texas. 

b Crop year for crops; calendar year for livestock and Ii vestock products. 
• Cotton Production Adjustment 1934-JS, AAA, No. 25, December 1935, 

Table 20, p. 9. 
o! Crops lind Markets, U. S. Dept. of Agriculture, July 1935, Table 11, 

p.276. 

The desperate financial condition of cotton farmers in 
the spring of I933 has therefore been relieved to a con
siderable extent. Incomes are not back. to the I924-29 
level, but they have recovered about 50 per cent from 
the depths of the depression.1 

• These gains are reflected in a rise of farm land values in the South 
of 19 per cent since 193:&, although easier credit conditions have doubt
less also been an important factor in the rise of land values. Purchases 



EFFECT ON INCOME 279 
MEASURING EFFECI'S OF PROGRAM 

Although all of this increase in income since 1932 can
not be attributed to anyone cause, nearly everyone will 
agree that part of it has been due to the cotton program 
of the AAA. The question is, How much? In attempting 
to answer this question, we must use estimates of supply, 
price, and consumption which are based upon statistical 
analysis of the relationship between these factors in the 
past, when no attempt was being made to control pro
duction. These statistical measurements, whether made 
by government departments or private agencies, are 
necessarily subject to two major limitations. One is that 
they may not reflect the precise relationship existing 
even during the period for which they were determined. 
The other is that such relationships, no matter how ac
curate for the period for which they were determined, 
are not fully applicable to conditions existing under a 
control program. For instance, an increase in price which 
was expected to be more or less permanent would natu
rally cause a greater reduction in the consumption of 
American cotton than an increase which was expected to 
be temporary. Also, a rise in price of American cotton 
accompanied by an announcement that the higher price 
was going to be maintained or forced still higher by re
duced production and restricted marketings of American 
cotton, would naturally tend to increase foreign cotton ' 
acreage more than a similar price rise due to a year of 
low acreage or yields occurring in the absence of any 
governmental program. On the other hand the reduction 

of automobiles, farm machinery, and otber industrial products in the 
South have also increased greatly. In J934-35 new automobile registra
tion in the ten major Cotton Belt states was J 3" per cen~ higher than 
in J 93"-33. Other industrial purchases have increased in something like 
the same proportion. 
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in price that would have been caused by an increase in 
supply in a given year can be estimated more accurately 
than prices can be forecast at the beginning of a season, 
since many other factors besides supply may affect cot
ton priCes. 

A series of estimates of what the annual production, 
consumption, and price of cotton from 1933-34 to 1935-
36 would have been in the absence of a cotton program 
are given in the following pages. The general method 
of procedure has been to select or determine curves ex
pressing the inter-relationship of these three factors that 
seemed best to explain changes in each during some 
past period. In spite of the limitations imposed by this 
methodology, which are discussed more fully in Appen
dix D, it is believed that the estimates given indicate 
in a general way what would have happened without a 
control program. Naturally the estimates for 1935-36 
are less reliable than for 1933-34, since they are made 
by a process of building estimate upon estimate. In any 
event, they illustrate the difficulties confronting anyone 
attempting to determine the effect of such a program 
on the income of farmers from cotton, or the amount of 
cotton that should be produced in the best interest of 
cotton farmers. ~ 

No attempt has been made to determine quantitative
ly the effect of dollar devaluation upon cotton prices. 
A considerable part of the rise in cotton prices since 
1932, however, is recognized as being attributable to de
valuation of the dollar. But this fact does not in any 
way affect the significance of the results presented in 
this chapter, which are in terms of the new dollar. If 
the dollar had not been devalued, the actual value of 
cotton produced and the estimated value of cotton that 
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would have been produced without the program would 
have been lower by the same percentage! 

Neither has any attempt been made to estimate the 
increase or decrease in value of cottonseed that has re
sulted from reducing the amount of cotton produced. In 
general it is thought that the value of cottonseed pro-

• In an article in the University of Texas Free News Semce (Sep
tember 1935), Dr. A. B. Cox, director of the Bureau of Business Re
search, University of Texas, attributes all the increase in cotton prices 
to devaluation of the dollar. As proof of this he cites the fact that in 
April 1933 the average price of middling 71'8-inch spot cotton in New 
Orleans was 6.88 cents per pound and that in April 1935 it was only 
6.91 cents per pound in terms of our old dollar,' although 11.70 cents 
in terms of the new dollar. He also cites the fact that on Aug. !:t, 1935 
the gold price of cotton in Havre, France was the lowest for any similar 
time throughout the depression, and concludes that "these data show 
very clearly that the world price of American cotton has not increased. 
Foreigners pay for commodities bought in this country in dollar ex
change based on gold." 

But Dr. Cox does not analyze how foreign countries obtain "dollar 
exchange based on gold." Dollar devaluation did increase the dollar 
price of gold held by foreign countries. But dollar exchange is ordi
narily obtained by selling goods to the United States. To the extent 
that prices of foreign goods have risen in terms of our new dollar, and 
to the extent that foreign countries have shipped gold to the United 
States, the purchasing power of foreign countries for our cotton and 
other export products has increased. It does not seem likely, however, 
that the increase in foreign purchasing power created by dollar devalua
tion would be sufficient to purchase the amount of export products and 
services that would otherwise have been exported, and at the same time 
pay a price about 70 per cent higher. Foreign countries cannot send 
the same quantity of goods to the United States as before our dollar 
was devalued and exchange them for the same quantity of cotton at a 
price 70 per cent higher, since prices of goods imported from foreign 
countries have not increased 70 per cent as a result of devaluation. But 
they have probably been increased to some extent, and our large imports 
of gold have added still more to the increase in purchasing power of 
foreign countries. 

It may also be noted that although Dr. Cox argues that our reduction 
program did not raise world prices of cotton, he also criticized it for 
having caused a marked expansion in foreign production. The analysis 
presented in the preceding chapter, however, indicates .that the. increase 
in foreign production occurred in response to a marked mcrease m world 
prices. . 
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duced has not been materially affected. Some estimates 
by members of the Bureau of Agricultural Economics 
indicate such a result. The income of farmers from cot
tonseed' however, was approximately three times as 
large in 1934-35 as in 1932-33. 

EFFEcr IN 1933-34 

In 1933, farmers harvested 13.0 million bales of 
cotton. They sold the lint for an estimated 664 million 
dollars, or an average of 10.2 cents per pound, and the 
cottonseed for about 53 million dollars, a total of 717 
million. If no cotton had been plowed up in that year, 
farmers would probably have harvested an additional 
4.2 million bales or a total of 17.2 million.3 Foreign pro
ducers, however, would probably have harvested a 
slightly smaller crop, since cotton was planted in south
ern Brazil and certain parts of India after our program 
had been undertaken. As pointed out in the preceding 
chapter, a conservative estimate of the resulting reduc
tion would be 300,000 bales. The total supply situation 
under both sets of circumstances would probably have 
been approximately as follows, in millions of bales: 

American Foreign Total 
With program (actual) .... 24.6 18.0 42.6 
Without program (estimated) 28.8 17.7 <'6.5 

What price and income would farmers probably have 
received for a 17.2 million bale crop in 1933? If such 
a large crop had been harvested, it would, of course, 
have been impossible to continue the government's Ia
cent loan program. Consequently, in making such esti
mates it is necessary to determine the extent to which 
farm prices of cotton in I 933 -34 were increased by (I) 

• For basis of estimatt', see H. I. Richards, Cotton unJer the A gricul-
tural AJiustment Act, pp. 53-59, 63. 
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the Io-cent loans; (2) anticipation of future reductions 
in the cotton crop; (3) a reduction of 4.2 million bales 
in the size of the 1933 crop. All other factors influencing 
price are assumed to have had the same effect under the 
program as they would have had without it. 

It seems likely that the Io-cent loan and anticipation 
of a crop reduction program in 1934 appreciably in
creased the average price received by farmers for their 
1933 crop. During the first half of the marketing year, 
prices were below the loan value of cotton. In fact, in 
the six months from August 1933 to January 1934 they 
averaged 9.35 cents per pound. The loan offer un
doubtedly enabled farmers to. borrow from the gov
ernment and hold cotton which they might have 
had to sell, thus tending to raise prices above the level 
that would otherwise prevail. Concurrent with the 10-
cent loan, anticipation of a marked reduction in produc
tion in 1934 tended to buoy the price received for the 
1933 crop. As the marketing year advanced, the pros
pects for a small crop in 1934gecame more certain, par
ticularly after it became more or less sure that a Bank
head Act or some form of compulsory production 
control would be inaugurated. These circumstances un
doubtedly influenced cotton prices, which by the middle 
of February had risen to 12 cents"a pound, where they 
fluctuated until the end of the marketing year. The re
sult was an average price of 10.2 cents per pound for 
the year's crop. Although it is impossible to determine 
at all accurately the effect of either the loan or anticipa
tion of a reduction of production on cotton prices in 
1933-34, it is reasonable to conclude that together they 
raised current prices about half a cent-from 9.7 to 10.2 
cents per pound. 

If an additional 4.2 million hales had been harvested 
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in 1933, prices would have been still lower. The supply
price curve selected indicates that they would have been 
reduced from 9.7 cents per pound to an average price 
of 6.4 cents per pound. At this price the lint from a 17.2 
million bale crop would be worth 550 million dollars, 
compared with 664 million dollars for the 13.0 million 
bales actually harvested and sold for 10.2 cents per 
pound. Other estimates of price range from 5.0 to 7.5 
cents per pound.4 

If there had been no processing tax on cotton in 1933-
34 and no government loan, and 17.2 million bales had 
been harvested in the United States, the world consump
tion of all cotton would have been greatly increased. 
The relationship between mill consumption and prices 
of cotton since 1920, together with other factors, indi
cates that removal of the processing tax would prob
ably have increased the consumption of cotton in the 
United States by about 400,000 bales in 1933-34. Re
moval of the government loan on cotton and an increase 
of 4.2 million bales in the size of the 1933 crop would 
probably have caused an additional increase in the world 
consumption of all cotton of about 1.6 million bales in 
1933-34. In other words, the cotton program of the 
AAA, including the ID-cent loan, according!"to these 
estimates, caused a 2.0 million bale reduction in world 
consumption of cotton.5 Since the estimated increase in 
production was 3.9 million bales, these estimates of in
crease in consumption indicate that the world carry-over 
of all cotton on August I, 1934 would probably have 
been 1.9 million bales larger if no cotton had been 
plowed up in 1933. 

If our cotton program had not been undertaken, world 
• If the dollar had not been devalued and a 17.1 million bale crop 

had been harvested, prices would have been still lower. 
• See Appendix D for the method of arriving at these estimates and -

their limitation's. 
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consumption of foreign cotton would probably have been 
reduced by about one million bales. In 1933-34 almost 
65 per cent of the world supply of foreign cotton was 
consumed as compared with only 55 per cent for Ameri
can cotton. As pointed out in the preceding chapter, if 
there had been no processing tax on cotton in the United 
States, and no government restriction on the marketing 
of American cotton, there is no reason why about the 
same percentage (59 per cent) of both American and 
foreign cotton should not have been consumed. Supplies 
of both American and foreign cotton were about equally 
large. Fifty-nine per cent of the actual world supply of 
foreign cotton in 1933-34 would have been 10.6 million 
bales, or 1.0 million less than the amount actually con
sumed. If the American supply had been increased by 
4.2 million bales it would seem likely that an even 
larger amount of foreign cotton would have been dis
placed. A reduction of 1.0 million bales in the consump
tion of foreign cotton would therefore appear to be a 
conservative estimate. These estimates indicate that the 
consumption of American cotton in 1933-34 would 
probably have been about 3 million bales larger if our 
cotton program had not been undertaken. They also in
dicate that the carry-over on August I, 1934, with and 
without our cotton program, would probably have been 
as follows, in millions of bales: 

American 
With program (actual) .... 10.6 
Without program (estimated) 11.8 

Increase without program. 1.2 

EFFECT IN 1934-35 

Foreign 
5.4-
6.1 

0.7 

Total 
16.0 
17.9 

1.9 

In 1934-35 farmers harvested 9.6 million bales of 
cotton, and sold the lint from it for an estimated 596 
million dollars and the cottonseed for about III mil-
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lion dollars. Foreign producers harvested 14.0 million 
bales, compared with 13.6 in 1933-34. If no cotton con
trol or cotton loan program had been undertaken in 
1933-34 or 1934-35, and no processing tax had been 
levied bn cotton in either year, how much cotton would 
have been produced and consumed in 1934-35 and how 
much income would farmers in the United States have 
received for it? 

In the past, the cotton acreage planted has responded 
rather consistently to changes in farmers' income from 
cotton, as compared with their expenditures in produc
ing it. One fairly satisfactory measurement of the rela
tionship that has existed during the period 1910-33 be
tween the acreage of cotton planted and (I) the gross 
income from cotton and cottonseed the previous year, 
(2) the average production expenditures of the current 
and previous years, and (3) the long-time trend of 
acreage is shown by the charts on page 381. If farmers 
had responded to these factors in 1934 as they did on 
the average from 1910 to 1933, and if a 17.2 million 
bale crop in 1933 had brought 6.4 cents per pound, 40.9 
million acres would have been planted, as shown in the 
table below: 

Price in 
1933-34 
(In cents 

per pound) 
With program (actual) ...... 10.2 
Without program (estimated) 6.4 

Acres ~ 
Planted in Bales 

1934 Produced 
(In millions) (In millions) 

27.3 9.6 
40.9 13.S 

Farmers actually planted only 27.3 million acres, on 
which they obtained an average yield of 171 pounds. If 
the larger acreage had been planted and if prices had 
been about 6 or 7 cents per pound, yields would probably 
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have been at least 5 per cent lower." By assuming a 
5 per cent reduction in yields, it is estimated that 13.5 
million bales of cotton would have been produced in 
1934 if there had been no cotton program in either 1933 
or 1934. 

If farm prices of cotton in the United States had been 
about 6 or 7 cents in 1933-34, the chart on page 272 in
dicates that cotton production in foreign countries would 
probably have been 1.7 million bales less than the 
amount actually harvested in 1934-35. 

A reasonable estimate of the production of cotton in 
the world in 1934 with and without our cotton program 
would therefore be as follows, in millions of bales: 

United States Foreign Total 
With program (actual). . . .. 9.6 14.0 23.6 
Without program (estimated) 13.5 12.3 25.8 

Difference ........... +4.1 -1.7 +2.2 

Assuming that the preceding estimates are correct, 
the total supply of American and foreign cotton for the 
1934-35 season, with and without a cotton program, 
would have been as follows, in millions of bales: 

American 
With program (actual) ..... 20.3 
Without program (estimated) 25.3 

Foreign 
19.4 
18.4 

Total 
39.7 
43.7 

Difference ........... +5.0 -1.0 +4.0 

In 1934-35, as in 1933-34, the price received by farm
ers for cotton harvested would probably have been 0.5 
to 1.0 cents per pound lower if there had been no gov-

• Average yields in.1934 might easily have been 10 per cent less than 
171 pounds if 40.9 million acres had been planted. The percentage of 
this larger acreage abandoned in 1934 would probably also have been 
greater than the average percentage actually abandoned in 1934. 
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ernment loan on cotton or any anticipation of a reduc
tion in production in 1935 as a result of government ef
forts for the same reasons as in 1933-34 (see page 
283. The removal of such stimulants to cotton prices, 
together with an increase in the supply of American cot
ton of 5.0 million bales and a decrease of one million 
bales in the supply of foreign cotton in 1934-35, would 
probably have forced prices down from- 12.4 cents per 
pound to about 7.3 cents. At this lower price, farmers 
would have received 488 million dollars for their lint 
cotton from a 13.5 million bale crop, or 108 million 
dollars less than they received for the 9.6 million bales 
actually harvested. 

A reduction in farm prices of cotton in 1934-35 from 
12.4 cents to 7.3 would have greatly stimulated the con
sumption of cotton. Analysis of the relation of consump
tion to prices and other factors indicates that an increase 
of 2.0 million bales would be a conservative estimate. 
The consumption of American cotton, however, would 
have been increased much more than that of all cotton. 
Analysis along the line followed on page 285 indicates 
that the consumption of foreign cotton would have been 
reduced 1.8 million bales and that the consumption of 
American cotton would have been incr~sed 3.8 million 
bales. Assuming that these estimates are correct, the 
carry-over on August I, 1935 with and with.out the cot
ton program might have been expected to be about as 
follows, in millions of bales: 

American 
With program (actual).... 9.0 
Without program (estimated) 10.2 

Increase without program. 1.2 

Foreign 
4.6 
5.4 

0.8 

Total 
13.6 
15.6 

2.0 
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EFFECT IN 1935·36 

Farmers harvested 10.7 million bales of cotton in· 
1935-36, for which they are obtaining roughly II.5 cents 
per pound for the lint. Foreign producers are expected 
to harvest about 14.9 million bales. 

The preceding estimates of price and income for the 
1934 crop indicate that if the government had not un
dertaken any of its production control programs, and if 
farmers had responded to changes in income as in the 
past (see Appendix D), the production of cotton in 
1935 would have been approximately as follows, in mil
lions of bales. 

United States Foreign Total 
With program (actual) .... 10.7 14.9 25.6 
Without program (estimated) 14.3 12.5 26.8 

Difference ........... +3.6-2.4 + 1.2 

According to these estimates, the world production of 
cotton in 1935-36 would have been only 1.2 million 
bales larger than it was had there been no cotton pro
gram in the United States. 

On the basis of the preceding estimates the world_ 
supply of cotton for the 1935-36 season would have been 
as follows, in millions of bales: 

American 
With program (actual) .... 19.7 
Without program (estimated) U.5 

Foreign 
19.5 
17.9 

Total 
39.5 
42.7 

Difference ........... +4.8 -1.6 +3.2 

The supply-price curve shown on page 372 indicates 
that 24.5 million bales of American cotton and 17.9 mil
lion bales of foreign cotton would probably have resulted 
in a United States farm price of about, 7.8 cents per 
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pound, or 56I million dollars for the entire crop. If the 
IO.7 million bales actually harvested under the reduc
tion program average II.5 cents per pound, farmers 
will receive 6 I 5 million dollars for their crop. 

SUMMARY 

The summary of these estimates shown in the table 
below indicates that the income of farmers from cotton 
was increased by about 276 million dollars, or an average. 
of 92 million dollars per year by the cotton reduction 
program of the AAA. While these estimates should not 
be taken too seriously, they suggest that the income of 
farmers from the sale of lint cotton was increased by the 
cotton reduction program during the past three seasons 
as follows, in millions of dollars: 
Crop Year With Without Increase 

Program Program with 
(Actual) (Estimated) Program 

1933-34 . 664 550 114 
1934-35 ........ 596 488 108 
1935-36 .... 615 561 54 

Total ........ 1,875 1,599 276 

These estimates were reached after allowing for an es
timated increase of foreign produ~ion as a result of the 
production control program of 0.3 million bales in I 933-
34, 1.7 million bales in I934-35, and 2.4 million bales 
in I935-36; and after allowing for an estimated decrease 
in consumption of all cotton of 2.0 million bales in I933-
34 and in I934-35. 

It is generally known among agricultural economists 
that the supply-price curves worked out for cotton do 
not always indicate a larger value for a small crop than 
for a larger one, in a particular year. The result depends 
not only upon the shape of the ,supply-price curve but 



EFFECT ON INCOME 

also upon the size of the carry-over. If the carry-over is 
exceptionally large, a small crop may sell for less than a 
large one. Nevertheless, practically all of these curves 
indicate that a reduction in the total supply of American 
cotton (crop plus carry-over) increases its value. 

When a large crop is harvested in any year, not all of 
its effect on prices is felt the first year. Consumption 
tends to increase because of lower prices but does not 
usually equal the increase in production. Consequently 
the carry-over is increased. It was noted on page 284 that 
if farmers had harvested 17.2 million bales of cotton 
in 1933 the world carry-over of cotton would probably 
have been increased about 1.9 million bales. This larger 
carry-over would have tended to depress prices in 1934-
35. Consequently the usual analysis of the relation be
tween size of crop and total value in only one year tends 
to understate the increase in value of cotton that re
sults from reducing the amount produced for a few years. 
Of course, any resulting increase in foreign production 
would partially or wholly offset reductions in the 
United States. Preceding estimates, however, indicate 
that foreign production was increased only 4.4 million 
bales during the three seasons 1933-34 to 1935-36 in
clusive compared with a reduction in the United States 
crop for the same period of 10.5 million bales--or a 
net reduction of 6. I million bales in the size of the world 
crop. 

These conclusions as to the effect of the cotton reduc
tion program of the AAA on the value of cotton pro
duced are exceedingly important. They indicate that 
even without benefit payments for reducing production 

. the program would have increased the income of cotton 
farmers during this period. They also indicate that the 
income of all tenants who produced their usual share of 
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the cotton crop in these years was increased by the cot
ton program even though they may have received little 
or none of the benefit payments. With benefit payments 
included, the tota1.increase in farmers' income from lint 
cotton· attributable to the program was as follows, in 
millions of dollars: 

Reduction in 
Cotton 

Crop Year Production 
1933-34 ....... 114 
1934-35 ....... 108 
1935-36 ........ 54 

Total ....... 276 

Benefit 
PaymentsT 

179 
116 
123 

418 

Total 
293 
224 
178 

695 

The net income of farmers from cotton was, of course, 
increased even more than the gross income by the reduc
tion in cotton production. Less fertilizer, equipment, and 
labor are needed to produce 10 or II million bales of 
cotton than to produce 14 million bales. The actual sav
ing-in cash costs during the first two or three years, how
ever, would be small. Moreover, farmers have had the 
use of the land, labor, and equipment released from 
cotton production under the program for the production 
of other crops. Although, as pointed out in Chapter 
VIII, they did not take full adv~tage of this opportu
nity, in 1935 they harvested about the same acreage of 
crops other than cotton as in 1932 when the acreage of 
cotton was very low. In other words, the acreage of crops 
other than cotton in 1934 and 1935 was probably 2 
or 3 million acres greater than it would have been 
without the cotton reduction program. 

The increase in income of farmers from cotton dur-

'Including profits on option cotton. The figure for 1935-36 is a pre
liminary estimate. 
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ing the past three seasons that has resulted from reduc
ing the amount produced is not a permanent gain. The 
AAA has not discovered any magic formula for increas
ing farmers' incomes from cotton. The increase, in a 
very real sense, is a loan which must be paid off in the 
future, probably with interest, as pointed out in the fol
lowing chapter. We know that the more prices of Amer
ican cotton have been increased by our cotton program, 
the more foreign production has been stimulated. There 
has been a remarkably close relationship between the 
price (deBated) of American cotton in Live!,pool and 
the acreage of cotton planted in foreign countries other 
than Russia, as shown by the chart on page 272. 

Furthermore, the preceding estimates and analyses 
indicate that if farmers in the United States produce 
only II million bales of cotton in 1936, they can expect 
to receive only a slightly higher price than they would 
have received for a 13 or 14 million bale crop if there 
had been no cotton reduction program from 1933 to 
1936 because of increases in the foreign crop due to our 
reduction program. Nevertheless, these same estimates 
and analyses indicate that an II million bale crop in 
1936 would probably bring farmers a larger gross, in
come from cotton than a larger crop since the effect of 
such a reduction on foreign production does not occur 
until later years. The claim can therefore honestly be 
made every year that a small crop for that year will 
bring farmers a larger gross income than a large crop, 
even though over a series of years small crops, say 1 1 

million bales per year, brought less than large crops, 
say 14 million bales per year. 

It will be noted also that the income of farmers from 
cotton, cottonseed, and benefit payments during the last 
three years has Buctuated very little-from 895 in 1933-
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34 to 822 in 1934-35. For this short period the AAA 
has, therefore, been successful in stabilizing the total in
come of all farmers from cotton--one of the objectives 
of the. program-partly, of course, from accidental 
causes. 

The income of individual farmers has also been sta
bilized by the cotton program. Farmers with poor crops 
have had their incomes greatly increased by benefit pay
ments an~ the sale or transfer of tax exemption certifi
cates. For instance, the benefit payments made to farmers 
in Oklahoma for taking land out of cotton production 
and the net payments received from the National Bank
head Tax Exemption Certificate Pool in 1934-35 
amounted to 65 per cent of the total income of farm
ers from the sale of their 1934 cotton crop. These pay
ments probably constituted an even larger proportion of 
the income of some farmers from cotton. 

While the income of farmers from cotton has been 
materially increased by the cotton program of the AAA, 
the income of other "cotton" workers has probably been 
reduced. A smaller amount of .extra hired labor has been 
needed to hoe and pick: the reduced cotton crops than 
would have been required for a full crop. A smaller 
amount of labor has also beett.required for ginning, mar
keting, compressing, insuring, and transporting cotton 
and for handling the cottonseed produced because of 
the reduction in the amount of cotton produced during 
the last three seasons (estimated at 26 per cent). Also, 
higher cotton prices and the processing tax have reduced 
the amount of cotton consumed in the United States by 
an estimated 17 per cent, thus reducing the number of 
persons employed in the cotton textile industry, and 
increasing the cost of textiles to consumers. 
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The number of persons engaged in some of the more 
important of these industries in 1934 was as follows.8 

EMPLOYEES IN INDUSTRIES DIRECTLY AFFECTED 

BY THE COTTON ADJUSTMENT PROGRAM ..... 

Compressing and warehousing . . . . . . . . . . . . 
Ginning (in season) ........ . 
Raw cotton trade ..... . 
Seed crushing .................. . 
Oil refining ...................... . 

160,000. 
20,000 
90,000 
20,000 
20,000 
10,000 

EMPLOYEES IN COTTON TEXTILE INDUSTRY . . . 765,000 
Cotton manufacturing . . . . . . . . . . . . . . . . . 450,000 
Cutting-up (making cloth) ... 300,000 
Dyeing and finishing. . . . . . . . . . . . . . 15,000 

The unemployment in these industries caused by the 
cotton program would not, of course, be in exact pro
portion to the reduction in production or consumption 
of cotton. Many of the business enterprises in these in
dustries require a minim)lm number of employees in 
order to operate satisfactorily even though only a small 
volume of cotton is handled. 

Nevertheless, if employment in these industries was 
reduced in direct proportion to the estimated reduction 
in production and consumption of cotton in the United 
States, 212,000 more persons would have been em
ployed in them if our cotton program had never been 
undertaken.8 Actually, of course, the increase would 
have been considerably less than this amount. 

The economic loss that has resulted from any reduc-

• Cotton Production Adjustment 1934-35, AAA, No. :u, May 1935, 
Table 2.0, p. 2.0. . 

• The reduction in consumption of American cotton resulting from 
our cotton program as estimated in this discussion may not be a net 
reduction. The AAA program may have stimulated business activity, 
as some advocates claimed that it would. If so, the actual net reduction 
would have been less than shown here. 
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tion in these industries caused by the cotton program, 
however, would be uncertain even thou,gh the number 
of employees displaced were known. Some of them have 
probably been able to obtain part-time or full-time work 
in some other industry. But their employment in other 
occupations may have displaced other employees. Be
sides, the value of their work is uncertain. While a com
plete analysis of this problem is beyond the scope of the 
present book, it may be pointed out here that the eco
nomic welfare of a large number of persons may have 
been adversely affected to a serious extent by the cotton 
program ot the AAA. 

Nevertheless, it seems very likely that the South as a 
whole has thus far received additional income because 
of the cotton program of the AAA (including benefit 
payments). The increase in income of farmers from cot
ton and benefit payments resulting from this program, 
as estimated in the preceding chapter, have probably 
much more than offset the loss in income of other em
ployees in the cotton in~ustry of the South. If this· is 
true, other business enterprises in the South have, no 
doubt, benefited from the increase. Whether or not the 
nation as a whole has reflected this benefit during the 
past three seasons is a question that goes beyond the 
scope of this book. Furthermore, the full effect of our 
cotton program on the income of cotton farmers and 
others has not yet been.ielt. The analysis is therefore 
continued in the riext chapter. 

It may be pointed out here, however, that if a tax 
equal to the margin between the preceding estimates of 
cotton prices "without program" and "parity" prices in 
1933-34, 1934-35, and 1935-36 had been collected and 
distributed to cotton farmers without requiring any 
limitation on the amount of cotton produced, their gross 
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income from cotton and benefit payments would have 
been as large as under the present program. Calculated 
on this basis, a processing tax of approximately 8 cents 
per pound could have been levied on cotton, or nearly 
twice the present rate of tax-net receipts from which 
during the first three seasons were expected to be about 
333 million dollars. The cost of cotton to the mills, 
however, would have been approximately the same as 
under the present program. There would also have been 
no question of losing foreign markets, stimulating for
eign production, displacing tenants, or reducing the in
come of cotton pickers, ginners, and other industrial 
cotton workers. The cotton carry-over, however, would 
not have been reduced as much as by the program 
adopted. 



CHAPTER XV 

POTENTIAL GAINS AND LOSSES 

On January 6, 1936 the experiment that we have 
been studying was suddenly terminated when the United 
States· Supreme Court declared processing taxes to be 
unconstitutional when the funds derived from them 
were used to control production.1 New legislation was 
promptly enacted which was designed to avoid running 
afoul of the Supreme Court's interpretation of constitu
tional limitations. It was also designed to enhance the 
incomes of farmers and to secure a measure of agricul
tural adjustment, particularly by promoting soil con
servation and the economic use of land. Hence the 
problem attacked by the old Agricultural Adjustment 
Act is still a national issue. 

In preceding chapters an extended analysis of the 
operation of this experiment and of the results obtained 
during the first three seasons has been presented. But the 
possibilities and limitations of such control measures 
have not been fully appraised. In the first place the full 
effect of reducing the amount of cotton produced and 
marketed during the past three seasons will not be felt 
for many years. These reductions) as already pointed out, 
have increased cotton prices and the income of cotton 
farmers, but they have .lalso stimulated foreign cotton 
production and increased the holdings of cotton by the 
government from 2.5 to about 6.0 million bales. The 

• The decision stated: "The act invades the reserved rights of the 
states. It is a statutory plan to regulate and control agricultural pro
duction, a matter heyond the power delegated to the federal government. 
The tax, the appropriation of the funds raised, and the directions for 
their disbursement are but parts of the plan. They are but means to an 
unconstitutional end." 

ag8 
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effect of such developments will be to hold down farm
er's incomes in the future. In the second place, if some 
form of the experiment we have been studying is con
tinued in the future many changes in procedure will 
probably be made as a result of past experience and of 
changes in the economic situation. Some of the weak
nesses which have already appeared may be eliminated. 
On the other hand, many new difficulties may arise. In 
order more adequately to appraise the possibilities and 
limitations of a continued cotton control program, it is 
necessary to consider the gains and losses which may re
sult, and the feasibility of continuing such a program. 

GROSS INCOME FROM COTTON AND BENEFIT·PAYMENTS 

The increase in value of cotton harvested during the 
past three seasons that has resulted from reducing the 
amount of cotton produced, estimated in the preceding 
chapter to be nearly 300 million dollars, is not a penna
nent gain. The value of cotton produced in the United 
States will be less for some time in the future because 
of our cotton program of the last three seasons regard
less of whether production control is continued. 

Foreign production has been stimulated by the higher 
cotton prices resulting from our program and will con
tinue for some time to be larger than it would have been 
if our cotton program had never been undertaken. In 
Chapter XIII it was estimated that our program may 
have caused an increase in foreign cotton production of 
2.4 million bales in 1935-36. In 1936-37 another ex
pansion of foreign production may result from the same 
cause, even if no further reduction is made in the United 
States. An increase in foreign supplies of 2.4 million 
bales could on the average be expected to reduce prices 
of American cotton about 2 cents per pound. In other 
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words, if control of cotton production is not continued 
and IS million bales are produced in the United States 
in 1936, the value ofthiscotton will probably be reduced 
about 150 million dollars because of increased foreign 
cotton production due to our cotton program of the past 
three years. 

The resulting lower prices would probably retard and 
tend to stop further expansion of foreign production. But 
the reduction of foreign production to the level that 
would have existed if our cotton program had never been 
undertaken would take a number of years. In gen.eral, 
foreign cotton production is increased more easily than 
it is reduced. For example, if an increase in cotton prices 
of one cent per pound causes an increase of one million 
acres in the foreign cotton acreage it will require a reduc
tion in price of more than one cent per pound to force 
foreign growers to reduce their plantings of cotton a 
million acres. 

Furthermore, to regain our former position in world 
markets, prices of American cotton must be forced rela
tively low in comparison with prices of foreign cotton. 
A considerable part of the increase in income of farmers 
. from cotton during the past three years was obtained by 
forcing prices of American cotton more than a cent per 
pound above their usual relation to prices of foreign cot
ton. This was possible because for a time foreign mills, 
accustomed to the use of a certain proportion of Ameri
can cotton, were willing to pay a premium for it rather 
than shift to foreign cotton (see page 256). Neverthe
less, some shift has been made in response to the changed 
price relationship: Foreign mills have increased their 
consumption of foreign cotton and decreased that of 
American cotton. In order to induce them to shift back 
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again, American cotton prices for a time must be forced 
below their usual relation to foreign cotton prices. 

The carry-over of cotton on August I, 1936, how
ever, will probably be less than it would have been in 
the absence of our restriction program. But if produc
tion is not effectively controlled, farmers in the United 
States may plant more cotton in 1936 than they would 
have planted if the reduction program had never been 
undertaken. The resulting increase in production in 1936 
might easily offset the decrease in carry-over. 

It seems likely, therefore, that even if no further at
tempt is made to reduce cotton production, the value of 
cotton produced in 1936 will have been reduced enough 
by oUf restriction program of the last three seasons to 
offset a large part of the estimated increase in income 
from cotton already realized by farmers because of the 
program.· And the total reduction in the income from 
cotton produced in 1936 and later years seems likely to 
be considerably greater than the estimated increase in 
income during the past three seasons if benefit payments 
are excluded. 

If we continue drastically to reduce the amount of 
cotton produced in the United States, foreign cotton 
production will be further stimulated. In the preceding 
chapter it was estimated that our restriction program had 
caused a decrease of 3.6 million bales jn the size of the 
United States crop in 1935 and an increase of 2.4 million 
bales in the size of the foreign crop. Such estimates, are, 
of course, only rough approximations. The actual in
crease in foreign production may have been larger or 
smaller. In any case the increase represents the more or 

• It may also be noted that these estimates of reduction in income are 
,made on the same general basis as the es~mates of increase in income. 
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less immediate response of foreign cotton growers to the 
higher prices resulting from our program during 1933-
34 ~nd 1934-35. It does not represent the long-time 
effect of attempting to maintain such an increase in prices 
over a period of years by curtailing production. 

The relationship of the acreage of cotton planted in 
the past to cotton prices or to changes in cotton prices 
furnishes little indication of the relationship of these 
two factors during a few years in which prices were main
tained on a slightly higher level by curtailing produc
tion. Formerly, when cotton prices rose a few cents above 
those of the preceding year, farmers realized that the 
following year they were likely to be lower. Hence their 
response in terms of acreage changes may have been less 
marked th~ it would have been had they thought that 
cotton prices were to be held at the higher level year 
after year and that prices of products competing with 
cotton for land, labor, and capital would not increase.-

A clearer picture of the potential effect of raising the 
level of cotton prices can be gained by considering its 

. probable effect on the acreage of cotton planted by an 
individual farmer. Suppose a farmer believes that cot
ton prices will average 6 cents per pound over a series of 
years, and is of the opinion that at prevailing prices for 
competing products the most profitable acreages of dif
ferent crops for him are 20 acres of cotton, 20 acres of 
corn, and.,15 acres of soybeans. Suppose now that he 
expects an average price of 10 cents for cotton and the 
same average price for competing crops as before. Is it 

• On the other hand, foreign growers may have over-estimated the 
effect of our restriction program on the prices they would receive for 
cotton. An increase in cotton prices accompanied by an announcement 
that cotton production in the United States was to be greatly reduced 
may have influenced foreign production much more than increases in 
price have usually done in the past. But such short-time variations do 
not materially change the long-time effects. 
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not reasonable to expect that he will greatly increase his 
acreage of cotton? Is it not also reasonable to expect that 
his increase in acreage of cotton will be much greater 
under such conditions than it will be if cotton prices in
crease to 10 cents per pound in one year because of a 
small crop due to low yields with the probability of only 
6 cents or less per pound the following year? Even an 
increase of one cent per pound in the general level of 
cotton prices, if prices of products competing for the 
same land remain the same, can in time be expected to 
cause a marked increase in the acreage of cotton planted 
in foreign countries. . 

The ability of the United States to increase the gen
eral level of cotton prices over a period of years by con
trol of production or marketing is therefore quite lim
ited. An increase of one cent per pound would be a 
great accomplishment. If we cut our production below 
what would otherwise be produced, we can expect that 
foreign producers will increase their cotton acreage 
within a few years by nearly the same amount, at least 
until our exports are very greatly reduced. 

Much has been written about the physical limitations 
or possibilities of expanding cotton production in foreign 
countries. Brazil is said to have more land suitable for 
cotton production than the United States. But much of 
it will have to be cleared and transportation facilities, 
gins, etc. will have to be provided. Such developments 
have been going on for some time. Naturally they will 
go on somewhat faster if the level of cotton prices is 
artificially and more or less permanently raised, but no 
one knows how much faster. Other countries are also 
developing new land suitable for cotton· production. 
Higher cotton prices would speed up such developments. 

These new developments are significant because they 
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represent a rather permanent expansion in the cotton
producing areas of the world. It will probably take ex
tremely low prices to force any new areas out of cotton 
production. But it does not seem reasonable to believe 
that such expansion intq new farming areas has been an 
especially important factor during the past two years. 
Nevertheless, if we were to cut our cotton crops during 
the next five or ten years as much as we have cut it 
during the past three seasons, such an expansion would 
surely be stimulated. 

The main cause of increased cotton acreage in foreign 
countries, however, has been and will probably continue 
for some time to be a shift from other crops to cotton on 
already established farms. Such possibilities are great 
enough for our analysis here without considering new 
areas. In 1932,40.6 million acres of cotton were planted 
in foreign countries. The total of the peak cotton acre
ages planted in each of these countries in any year since 
1920 was 50.2 million acres. In other words, foreign 
countries could have expanded their acreage 9.6 million 
acres without exceeding the previous maximum. 

If a reduction program is continued, the total value 
of American cotton will probably be reduced by nearly 
the same percentage as the size of the crop. A reduction 
from 14 to I I million bales in our average production 
over a period of years should raise prices of American 
cotton not over 10 per cent and perhaps not over 5 
per cent, or"from 10.0 to 10.5 or 11.0 cents per pound. 
However; the reduction in value of the crop might 
be offset by benefit payments. If an average annual 
crop of 14 million bales sells for 10 cents per pound 
or 700 million dollars, a crop of I I million bales could 
be expected to sell for only 10.5 or I 1.0 cents per pound, 
or 551 and 578 million dollars respectively. The annual 
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difference of 122 or 149 million dollars respectively 
would be only slightly more than the receipts that could 
be expected from a processing tax of 4.2 cents per pound 
on cotton consumed in the United States. Consequently 
it seems unlikely that the gross income of farmers fI:om 
cotton and benefit payments would be reduced by a pro
gram that provided annual payments of about 120 mil
lion dollars and required a reduction in cotton produc
tion of less than 25 per cent. Neither does it seem likely 
that the reductions in gross receipts from the sale of cot
ton over a period of years resulting from our restriction 
program of the past three seasons would be greater than 
the payments which have been received by cotton farm
ers from the government. During the past three seasons, 
as shown in the preceding chapter, benefit payments to 
cotton farmers have averaged over 150 million dollars 
a year, including profits on "option" cotton and the ex
pected "price adjustment" payments on the 1935 crop. 

STABIUZATION OF INCOME FROM COTTON 
While the preceding analysis indicates that a re

striction program, even with benefit payments, would 
not increase the gross income of farmers from cotton ap
preciably over a period of years, it might nevertheless 
tend to reduce the year-to-year fluctuations and longer 
time swings in that income. For instance, our restriction 
program increased the incomes of farmers during a de
pression period when they were at a low leve1. If this 
same program reduced the incomes of farmers from cot
ton at a later period when the level of incomes was 
higher, a certain amount of stabilization would be at
tained. 

Furthermore, the major purpose of the Ever Normal 
Granary plan as pointed out in Chapter XI would be to 
stabilize cotton prices and farm incomes from cotton. 
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This would be accomplished by government purchases 
of cotton in the market or by relatively high government 
loans to farmers on their cotton, in years when supplies 
were large and prices were low. It would be expected 
that these loans would induce farmers to hold their cot
ton for higher prices in later years when supplies were 
low and prices relatively high. 

Such practices might, of course, result in the govern
ment's acquiring title to a considerable amount of cotton, 
which it would have difficulty in selling on the open mar
ket. To overcome this difficulty, the Ever Normal Gran
ary plan provided for the use of any cotton acquired by 
the government in lieu of cash for benefit payments to 
farmers. In this way, it was hoped that the government 
could dispose of any cotton acquired and at the same 
time tend to stabilize cotton prices and farm incomes 
from cotton. 

Such a plan could probably be operated by the gov
ernment so as not to lose any money on its lending opera
tions after 1935. The cotton would in effect be purchased 
out of processing tax funds and given to farmers in lieu 
of cash. But farmers obtaining loans would retain title 
to their cotton. They would consequently have more to 
gain or less to lose by a large reduction in production 
than'they would if they did not hold this cotton, as has 
,already been pointed out. 

There are some possibilities-at least on paper---of 
stabilizing f~rm incomes from cotton by such a program. 
Statistical analyses of the relation of cotton prices to sup
plies of American cotton in the past show that when the 
American cotton carry-over is fairly close to normal, 
small crops of cotton sell for more money than large 
crops. If, therefore, the government could raise cotton 
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prices a little in years of large crops by cotton loans or 
purchases and lower cotton prices a little in years of 
small crops by sales of government cotton or cotton on 
which the government held loans, farm incomes from 
cotton migh~ be stabilized if all forecasts of prices and 
other related operations were perfectly calculated. 

The maximum stabilizing effect of such operations, 
however, is almost infinitesimal. Assume for a moment 
that the acreage of cotton planted each year was held 
constant by government control and that the only fluctu
ation in production resulted from variations in yield. 
Under such conditions, total production would very sel
dom fluctuate more than 15 per cent above or below the 
average-usually 10 per cent or less! With 13 million 
bales as a normal crop, such fluctuations in yield would 
cause variation in production from I 1.05 million bales 
to 14.95 million bales. Since supply-price curves indicate 
that cotton prices tend to increase less than a cent a pound 
for each decrease of one million bales in the supply of 
American cotton (see page 371), other conditions re
maining the same, the maximum variation in cotton 
prices to be expected because of such changes in supply 
alone would be from 14 to 10 cents respectively (using 
10 cents as abase) under present conditions. At these 
prices the small crop would sell for 773.5 million dollars 
and the large one for 747.5 million, or a fluctuation in 
income of 1.7 per cent above and below the average of 
the two. In order to achieve even this amount of stabili
zation, it is apparent that the amount of cotton trans
ferred to farmers would have to be varied according to 
the size of the crop. 

In effect, any stabilization of income under the Ever 
• J. D. Black, Agricultural Reform in the United States, p. 90 • 
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Normal Granary plan would be secured by varying the 
amount of benefit payments made for taking land out of 
cotton production. The government might more easily 
and effectively stabilize farmers' incomes by increasing 
their benefit payments in years when the crop is large 
and reducing them when the crop is small without in
terfering in any way with the marketing of the cotton. 

Something might, of course, be gained by interfering 
with the marketing of cotton. Speculative activity may, 
as some contend, be reducing the prices of cotton re
ceived by cotton farmers. But even if this is true, the 
Ever Normal Granary plan represents a cumbersome 
method of achieving the result, and past experience with 
government loans indicates that the plan should not be 
undertaken. It represents one of the greatest dangers to 
a control program. 

NET INCOME OF COTTON FARMERS 

While the gross income of farmers from cotton over 
a period of years will probably be lowered by reductions 
already made in the amount of cotton produced and 
marketed, there is more uncertainty as to the effect of 
such a program on the net income of farmers from their 
entire farming operations. As pointed out in the preced
ing chapter, our restriction program of the last three sea
sons has surely reduced the cash expenses of farmers for 
labor, fertilizer, and other materials and services in the 
production of cotton. Farmers have also had the use of 
land, labor, and equipment released from the produc
tion of cotton for producing other crops and products 
for use on the farm. Their expenses for food and feed 
products may have been reduced. Furthermore, their 
standard of living may have been increased more than 
their expenditures for food were reduced. 
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There is a possibility that farmers might gain by pro
ducing more food and feed crops for home use. In gen
eral the South is a deficit feed-producing area. A con
siderable quantity of vegetables and livestock products 
which could be produced locally are also shipped in. The 
Extension Service and other educational agencies have 
long been urging farmers to produce more of such prod
ucts themselves and thus cut down expenditures. Many 
farmers have no doubt followed this advice. The control 
program of the AAA was intended to increase such prac
tices. While only about half of the land taken out of 
cotton production in 1935 was thenused in the produc
tion of such crops, it is likely that such plantings would 
increase if this program were continued for a number 
of years. If such practices are economically desirable, the 
AAA can legitimately claim credit for the resulting eco
nomic gain. 

It seems very unlikely, however, that gains from this 
source would offset the loss of receipts from the sale of 
cotton if any marked reduction is made in the amount 
produced. There are few alternative opportunities in 
the South for the full use of land, labor, and equipment 
released from cotton production. According to estimates 
of the United States Department of Agriculture,S it re
quires only 43 per cent as many hours of labor to pro
duce an acre of corn in the South as an acre of cotton. 
Oats requires only 18 per cent, wheat 24 per cent, and 
hay 19 per cent as much labor per acre as cotton. Conse
quently, even though all of the land taken out of cotton 
production were planted to food and feed or similar 
crops, the labor requirements would be only about one-

i "Cotton Production in the United States," The World Cotton Situa
tion, Bureau of Agricultural Economics, Feb. 4, J 935, Pt. II (pre
liminary), Table u, p. 59. 
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third as much as for cotton. If the cotton program actu
ally reduced the cotton acreage in 1935 from 42 to 29 
million acres, it also reduced the labor required to pro
duce cotton by about 30 per cent and the labor required 
to produce all crops.in the ten major Cotton Belt states 
by about 20 per cent, or about one day a week. There 
would be little probability that, by reducing the amount 
of cotton produced 30 per cent, cotton farmers as a group 
would receive a larger net income from their farming 
operations (not including benefit payments) for 20 per 
cent less work. 

The cotton program of the AAA was also expected to 
increase th~ productive capacity of cotton farms by 
checking soil erosion, depletion of soil fertility, etc. 
This expectation was based on a number of theories and 
assumptions. In the first place, cotton is considered more 
exhausting to the soil than most other crops grown on 
cotton farms. In the second place, it is fairly well recog
nized that yields tend to decline on land that is continu
ously planted to the same crop. Rotation of crops or oc
casional rest is considered good soil management prac
tice. In the third place, it seems to have been expected 
that reductions in cotton production would automatically 
result in a corresponding increase in the acreage of food, 
feed, and erosion-preventing or soil-improving crops. 
Some also expected or hoped that some of the saving in 
labor required to produce cotton would be used in pro
ducing more livestock and livestock products for home 
use. If this had occurred, more manure would have been 
available for fertilizer. In the fourth place, it was 
thought that low farm incomes caused farmers to fol
low poor soil management practices and otherwise to 
neglect their farms or even to abandon them. 

There can be little question that reduction in cotton 
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production for a number of years under a control pro
gram similar to that of the last three seasons would tend 
to increase the productive capacity of cotton farms in the 
South. If the land taken out of cotton production were 
planted, to green manuring crops that were plowed un
der, an appreciable increase would result. If the land 
were allowed to lie idle, however, the increase would be 
small. In fact, on some farms such idle land might be;., 
come so infested with grass and weeds as to reduce its 
productive capacity. If the land were planted to food 
and feed crops there would also be some gain on the 
whole, because of rotation of crops and because corn, 
oats, and hay are not as soil exhausting as cotton. During 
the 1934-35 season, as pointed out on page 134, only 
about 50 per cent of the land taken out of cotton produc
tion by the AAA program was planted to other crops. 

This result indicates that farmers were not taking full 
advantage of the opportunity offered them to build up 
the productive capacity of their farms. Such a result, 
however, is not surprising. Planting land to soil-improv
ing crops is relatively expensive and returns are not 
secured immediately. Many farms were already growing 
sufficient food and feed crops for home use before the 
AAA program was adopted. Furthermore, soil erosion 
and depletion of soil fertility are due to a large extent 
to ignorance, neglect, or a short-time viewpoint on the 
part of the farm operator or owner. The government 
cannot hope to remedy such conditions merely by reduc
ing the acreage of cotton. But it might encourage cotton 
farmers as a group to take better care of their farms if it 
increased the incomes of farmers and at the same time 
greatly reduced their usual farm work. Improving the 
productive capacity of all cotton farms, however, can 
hardly be expected to increase their present sale value 
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if the productive capacity of the South for growing cot
ton is already too large in relation to current demand. 

DISTRIBUTION OF GAINS AND LOSSES 

Regardless of the effects of the program upon cotton 
farms in the aggregate, it is important to consider the 
distribution of those effects among groups and indi
viduals. It haS been noted that cotton farmers who had 
alr~ady diversified their farming operations were bene
fited least by the AAA program. They could not use the 
land taken out of cotton production to grow food and 
feed crops for home use but had to plant it to soil
improving crops or allow it to lie idle. In fact, if they 
had been producing food and feed crops for sale, their 
market may have been destroyed by the cotton program. 
Therefore, the cotton control program has tended to 
benefit least or injure most the better farmers who had 
been following the advice of the Extension Service prior 
to the passage of the Agricultural Adjustment Act. A 
similar tendency could be expected if the same type of 
control program were continued. 

Also, there are other causes of variation in the distri
bution of benefits among growers. Under the AAA pro
gram some farmers were given a relatively high base 
acreage and production because of having planted an un
usually large acreage of cotton during the base period, 
because of exaggeration of acreage claims, or for other 
reasons. Other farmers received relatively low bases for 
opposite reasons. Furthermore, the reduction program 
of the past three seasons has been relatively rigid and 
inflexible. Farmers who would have reduced their cotton 
acreage even if there had been no program have natural
ly gained more than those who were prepared to expand 
acreage. If an inflexible program were continued, shifts 
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in the comparative advantage of growing cotton from 
farm to farm and area to area would affect the distribu
tion of resulting gains and losses in the same manner. 

If the government continues to reduce the production 
of cotton, it seems only natural that the position of ten
ants on cotton farms will be endangered. Fewer tenants 
and other farmers are required to produce a small crop 
of cotton than a large one. As pointed out on page 310, 
the total amount of labor required to produce all crops 
on cotton farms is probably reduced 20 per cent by a 30 

per cent reduction in the acreage and production of cot
ton. Nevertheless, such a reduction in cotton production 
has been secured during the past three seasons with ap
parently little or no displacement of tenants. In fact, 
some studies indicate more tenants on cotton farms in 
1935 than in 1933. The provision of the cotton contract 
requiring farmers receiving benefit payments to keep 

I 
the same number of tenants and other employees may 
therefore have been effective in protecting the tenants' 
position, even though not very strong from a strictly 
legal $tandpoint. The fact is that the cotton program of 
the AAA has been benefiting farm owners so much that 
few considered it advisable to risk losing the benefit pay
ments by displacing some of their tenants or reducing 
them to a lower tenure status. Besides, landlords and 
other cotton farmers who did not co-operate in the con
trol program could have been required to pay the Bank
head cotton ginning tax on ,all cotton produced, although 
no regulations to this effect were ever issued. How long 
the fear of loss due to violation of contract would con
tinue to protect tenants is uncertain. But it seems likely 
that continuation of such a program would result in a 
net gain to farmers for a number of years, as pointed out 
on page 30 5. However, since these gains would decline 



314 COTTON AND THE AAA 

if restriction of the cotton crop were continued, tenants 
would tend to have their incomes reduced by such a 
program, even though they were not displaced by land
lords. 

As pointed out on page 304, a production control pro
gram cannot be expected to raise the world level of cot
ton prices more than a cent per pound---say from 10 to 
I I cents-for any appreciable length of ·time. Conse
quently, a cropper normally producing ten bales of cot
ton but limited by a cotton program to seven bales (as
suming average yields) would have his gross incomeS 
from cotton reduced from $250 to $192 (at 10- and 11-
cent prices respectively). He would, however, be en
titled to a benefit payment of $10.00 and $12.50 at the 
1934 and 1935 rates of payment respectively, bringing 
his total income to $202.00 or $204.50 respectively as 
compared with $250 without a program. Such a reduc
tion in income from cotton might cause many to seek 
other employment. Expenses for fertilizer, etc. would be 
reduced, however, and the tenant might have more time 
for producing vegetables and other crops and products 
for home use. 

It is apparent, however, that under such conditions a 
tenant's income would be increased by the program if 
he could continue to grow ten bales of cotton and receive 
his usual share of the receipts from cotton, even though 
he received none of the benefit payments from the gov
ernment. And the landlord would be certain to gain if 
he received his usual share of the crop and all of the 
benefit payments. In other words, a cotton reduction pro
gram creates a situation in which both tenants and land
lords in their struggle for a larger income tend over a 
period of time to force out or displace some tenants. The 

• Assuming that he is paying half of the crop as rent. 
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government might be able to check such displacement 
of tenants but could probably not prevent it. One serious 
difficulty would probably be the fact that on individual 
farms both landlords and the remaining tenants would 
be benefited by the reduction in number of tenants. 

There is also a possibility that landlords would shift 
from croppers and renters to hired labor for producing 
cotton. According to studies by the Bureau of Agricul
tural Economics,1 landlords producing cotton with hired 
labor in 1933 and 1934 were benefited by the reduction 
program considerably more than those producing it with 
croppers. If a reduction of 30 percent had been con
tinued, however, this difference could have been ex
pected to decline as the effect of the program on cotton 
prices declined and as other adjustments to the new 
situation occurred. Furthermore, such a shift would be 
an obvious violation of the cotton contract used during 
the past two seasons. Landlords attempting to increase 
their incomes by violating the terms of such a contract 
could find less conspicuous ways of doing it. 

While it is impossible to determine in any quantitative 
way the future effects of continuing a cotton reduction 
program along the lines of the past three seasons, the 
direction of its effect is clear. Such a program creates a 
surplus of tenants-not of landlords. The bargaining 
position of the landlord is strengthened and that of the 
tenant is weakened. Furthermore, the income of the 
landlord over both a short- and a long-time period is 
almost certain to be increased (if from 100 to 120 mil
lion dollars is distributed in benefit payments) while-the 
income of tenants as a group might be increased for a 
short time but would probably be decreased over a long
time period. 

'The World Cotton Situation. pp. 47-51. 



CHAPTER XVI 

FEASIBILITY OF CONTINUED CONTROL 

The analysis in Chapter XV indicates that the gross 
and net income of American cotton farmers as a group 
would be increased by a control program that provided 
for benefit payments of 120 million dollars a year for 
reducing their acreage and production of cotton less than 
25 per cene If no benefit payments were provided, 
however, the net income of cotton farmers from cotton 
and from their entire farming operations would in all 
probability be considerably reduced by curtailing the 
production of cotton 25 per cent over a period of years. 
Under such conditions, would it be feasible to continue 
the control of cotton production for many years by the 
method used during the last three seasons? Would con
tinued control over the production of cotton be feasible 
without the Bankhead Act or some equivalent measure? 
What limitations would there be to such control? These 
questions are discussed in this chapter. 

DEGREE OF CONTROL THAT COUlD BE MAINTAINED 

Experience to date demonstrates quite clearly that 
cotton production in the United States can be effectively 
controlled for a number of years, except for variations 
due to yields, by a continuation of individual farm con
tracts, benefit payments, and a high cotton ginning tax 
with exemptions for the desired amount of cotton. Such 

• Below what would otherwise be produced. In Chap. XIV it. was 
estimated that the reduction in production during the last three seasons 
due to the cotton program was about 26 per cent. The average reduction 
in production from the base period selected was roughly 31 per cent dur
ing this period. 
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methods have been severely tested during the past three 
seasons by the large reductions required of co-operating 
farmers. If this program had been continued, it was not 
expected that the government would attempt to secure 

. as large reductions in the future as in the past. Smaller 
reductions would mean that with the same funds larger 
benefit payments per acre could be made for land taken 
out of cotton production. And effective control by either 
voluntary or compulsory m~thods, or both, would be 
more feasible with relatively large benefit payments to 
co-operating producers than with relatively small ones. 
It would also be easier to secure a small reduction than 
a large one because the expected increase in price would 
be a smaller inducement to farmers not to co-operate and 
to expand their production. 

Aside from the question whether control of produc
tion was constitutional, the method of control adopted by 
the AAA contained some features which might have 
caused it to break down. One is that the processing taxes 
might have become so unpopular, particularly outside of 
the Cotton Belt, that Congress would have repealed the 
legislation. Another is that many farmers might have 
become dissatisfied with the contract program as the 
benefits derived from it declined. However, if such a 
program were continued, few farmers would be able 
to determine whether or not the program was helping 
or hurting them, and whether the benefits derived from 
it were increasing or decreasing. An upward trend in 
business activity accompanied by an increased demand 
for cotton might cause an increase in the value of cotton 
produced. Farmers and others consciously or uncon
sciously might attribute the increase to control. On the 
other hand, they 'might attribute a decrease in income 
to control when in reality it was due to a decline in de-
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mand. The fate of a control program that attempted to 
secure substantial reduction in cotton production over 
a period of years would therefore be very uncertain. But 
cotton farmers would always be certain of gaining by a 
program that provided payments of 120 million dollars 
for making only a small reduction in production. 

A great deal of dissatisfaction among growers devel-
. oped with respect to the individual acreage and produc

tion bases established by the AAA. But this probably 
would not endanger the program were it to be continued. 
In the first place, it is likely that many of the worst cases 
would be remedied in the near future. During the past 
two years, there has not been sufficient time or personnel 
to consider the complaints of farmers adequately. If the 
program were continued, however, a large part of the 
production data could be reviewed again and much of 
the dissatisfaction eliminated. 

Unless the program became very unpopular, enforce
ment difficulties would probably not endanger it if con
tinued, at least in the near future. Unreported violations 
of contracts with respect to the amount of cotton planted 
might increase in volume if individual farmers were 
able to make "deals" with committeemen. But such vio
lations would probably be relatively few in number and 
of no great importance. Potential gains would seldom 
justify the risks involved. Under a program having a 
tax comparable to that levied by the Bankhead Act, vio
lating farmers would run the double risk of being re
ported for violations of their contract and of having to 
pay this tax on the ginning of any cotton produced in ex
cess of their allotments. Squads of inspectors could easily 
check up on local tendencies toward mass violations. In 
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years when production considerably exceeded the vol
ume of tax exemption certificates issued, there might be 
some bootlegging of cotton. But, as pointed out in Chap
ter X, potential gains from bootlegging of cotton would 
be reJatively small compared with the risks involved. 

The greatest danger in continued control of cotton 
production is that growers and their representatives will 
exert effective pressure to keep production below the 
level that would be in the long-run interest of the grow
ers themselves. While analysis presented in the preced
ing chapter indicates that the long-time effect of reduc
ing the supply of cotton is to reduce the value of it, the 
immediate or short-time effect is to increase the value of 
it. Furthermore, farmers seem to think that the immedi
ate effect of reducing production is to increase the total 
value of the crop harvested. For this reason they are 
likely to demand large reductions in production. T~e dan
ger of large reductions would be particularly great if the 
Bankhead cotton ginning tax and the policy of making 
government loans to farmers on cotton were continued. 
With a large tax on the ginning of cotton in excess of 
specified quotas and with from 100 to 125 million dollars 
for benefit payments, it would be possible to secure re
ductions in cotton production of 25-30 per cent, and per
haps more, below what would otherwise be produced, 
for a considerable period of time. This danger of large 
reductions in the amount of cotton produced as a result 
of government effort would not be nearly as great under 
a voluntary program alone. The maximum reduction 
that could be attained with 100 million dollars annually 
for any appreciable length of time under a voluntary 
program would probably not be over 10-15 per cent. 
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DETERMINING WHERE COTTON SHOUlD BE PRODUCED 

In formulating the cotton program, practically no at
tempt was made to determine where cotton should be 
produced in the United States. The AAA merely de
cided the extent to which cotton production should 
be reduced and that every co-operating farmer should 
make about the same percentage reduction in acreage of 
cotton planted from that planted on the same farm dur
ing the base period. No provision was made for chang
ing the base acreage of an individual farm because of 
improvement in its productive capacity since the base 
period, or because a son had left home or returned. 
Nor was any allowance made for shifts from one area 
to another in the camparative advantage of growing cot
ton. The program adopted was relatively inflexible, al
lowing for only a small range in the acreage that could 
be rented to the SecretarY and other minor adjustments. 

When no attempt is made to control production a very 
slight shift in the comparative advantage of producing 
cotton may cause a considerable shift in the geographical 
location of cotton production. Cotton is not the only crop 
grown on cotton farms in the South. When a farmer has 
20 acres of cotton and 20 acres of corn it means that he 
thinks this combination will give him a more satisfactory 
income, . all things considered, than 21 acres of cotton 
and 19 acres of corn. Consequently a small decline in the 
cost of producing cotton in one part of the Cotton Belt 
will tend to cause a considerable increase in cotton pro
duction in that part. Cotton prices will tend to be forced 
downward. In other parts of the Cotton Belt, if costs 
remain unchanged, net incomes from cotton will be re
duced and farmers will tend to reduce their cotton acre
age and increase their acreage of other crops. Thu~ a 
small change in the comparative advantage of producing 
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cotton may cause' a marked shift in the geographical 10-
cation of cotton production if no attempt is made to con
trol or prevent such a shift. It seems unlikely that, un
less a mechanical cotton picker which is economical to 
operate is put on the market, any very large shift in the 
comparative advantage of producing cotton will occur 
in the near future. 

Probably shifts in the comparative advantage of pro
ducing cotton from farm to farm are nearly as important 
as shifts from area to area. The labor supply of many 
farmers changes considerably over a period of years due 
to the growing up of sons and daughters or their moving 
away from the farm. Likewise, the supply of capital and 
equipment changes. However, a fairly large proportion 
of the cotton produced in the United States is grown on 
farms operated by tenants, who move frequently anyway 
and can thus adjust themselves to, such changes by mov
ing to other farms. 

Under an inflexible control program, any variatiorts 
in comparative advantage which existed during the base 
period (either between areas or between farms), or any 
subsequent changes in comparative advantage, would 
cause some farmers to gain more than other farmers by 
renting land to the government. But such differerices 
would probably be small for many years compared with 
benefit payments and cotton ginning taxes, unless a suc
cessful mechanical cotton picker were developed. 

From an operative standpoint, therefore, lack of flexi
bility would not seem likeJy to be a serious difficulty 
under a semi-compulsory reduction program. Under a 
"voluntary" reduction program, it would be a larger 
limiting factor. But the limitations would be due mainly 
to the fact that a given increase in price is likely to cause 
a much greater expansion in cotton acreage in some areas 
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than in others, rather than a shift in the comparative 
advantage of growing cotton. 

From a national economic standpoint, lack of flexi
bility is of little significance in any cotton program that 
requires all cotton growers to reduce their acreage and 
production of cotton. Since there· are no satisfactory al
ternative farm enterprises in the South that require any
thing like as much labor as cotton does, any program 
that required a reduction in the amount of cotton pro
duced on all farms would result in a reduction in die 
amount of labor required to operate most cotton farms. 
Under such conditions, it is obvious that a program re
quiring all farmers to make a flat reduction of 30 per 
cent in their cotton acreage would not involve an eco
nomic loss significently greater than would result from a 
program which allowed some to make a 50 per cent 
reduction while others made only 10 per cent. 

Under an adjustment or planning type of program 
which did not attempt to reduce production appreciably, 
this problem of determining where cotton should be 
grown would be of greater economic importance. Vari
ous plans for solving this problem have been proposed. 
One type of plan is to determine by farm management 
studies the comparative advantage of producing cotton 
in each type-of-farming area of the Cotton Belt, and 
then attempt to force whatever adjustments seem neces
sary by varying the contract offer to farmers. For in
stance, farmers in areas where it seems desirable to re
duce cotton production a good deal might be permitted 
to rent 35-45 per cent or more of their cotton acreage to 
the government, while farmers in other areas might be 
offered benefit payments as a bounty for increasing their 
production of cotton. 
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The major difficulty with this plan is that of deter
mining where cotton acreage should be increased and 
where it should be reduced. In the absence of control, 
as pointed out on page 320, small shifts in the compara
tive advantage of growing cotton from area to area may 
cause relatively large changes in the acreage of cotton 
grown. In fact, it seems very likely that the probable 
error of determining changes or differences in compara
tive advantage would be as great. as the variation in 
adjustments that would be permitted. Such a plan would 
also be very difficult to administer. The reasons for vari
ations in adjustments would have to be explained over 
and over to farmers. There would be a great many com
plaints and few satisfactory answers to them. 

Another type of plan frequently mentioned is to per
mit a rather wide range in the percentage of their base 
acreages that all farmers are permitted to rent to the 
Secretary. Under this plan it is sometimes expected that 
those having the greatest comparative advantage in 
growing cotton will rent the smallest acreage possible 
to the Secretary and those with the lowest comparative 
advantage the largest acreage possible. Then after sev
eral years, new bases would be computed on recent aver
age acreages of cotton actually planted. 

But this is not the way such a plan could be expected 
to work, particularly if the program were a voluntary one. 
In order to secure a large sign-up, the benefit payments 
would have to be large enough to offset not only the in
come or profit that might be obtained by growing cotton 
on the acreage rented to the Secretary, but also the ex
pected profit that might be obtained from greatly in
creasing the cotton acreage on individual farms. Under 
such conditions all farms covered by contract-those 
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having the highest comparative advantage in growing 
cotton as well as those with the lowest-might rent as 
large an acreage as possible to the Secretary. 

Still another type of plan is to vary the percentage of 
a farm's base acreage that may be rented to the govern
ment according to the amount of soil erosion in an area. 
Naturally the extent to which erosion was prevented 
by such a program would depend largely upon the use 
to which land not planted to cotton was put. Consequent
ly, it has been suggested that benefit payments be varied 
according to the use of land taken out of cotton produc
tion. For instance, if land taken out of cotton production 
were planted to corn, one rate of payment would be 
made; if planted to soybeans, another rate; and if sown 
to a hay crop, still another rate. Under such a program 
the base acreage of all important crops would have to 
be determined and agreed to· by farmers in much the 
same way as the base acreage for cotton has _been deter
mined. Furthermore, the acreage of all cultivated crops 
would have to be measured each year in order to check 
compliance with the terms of the contract.· The entire 
cropping system of each farm covered by contract would 
be more or less under the control of the government. In 
fact, a plan was suggested of having only one contract 
per farm. In general, the idea behind this plan as ap
plied to cotton is to specify in each contract the maximum 
permitted acreage of cotton and of each major group of 
crops, such as cultivated feed crops, hay crops, and pas
ture, leaving farmers free to vary the proportions of 
crops in each group. It is apparent that a base acreage 
for each group of crops would have to be established for 
each farm, and that the acreage planted would have to 
be measured and reported each year. In this way the 
government might attempt not only to check the erosion 
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of soil on individual farms but also to control major 
adjustments in the farm organization of different/types 
of farming areas. 

Perhaps a clearer picture of this whole problem of 
control in relation to soil erosion, soil conservation, and 
shifts in the comparative advantage of growing cotton 
can be gained by looking at it from another point of 
view. As an extreme case, suppose that studies of all of 
these factors indicated that, if no attempt were made to 
control production, farmers in one county would in a 
few years entirely discontinue growing cotton and that 
in another county they would continue to grow about 
the same amount as they did in the base period. Under 
such conditions, if the government offered to rent all 
of the cotton land in the marginal cotton county and let 
farmers in the other county produce as much cotton as 
they wanted to, it is apparent that the adjustment of 
cotton acreage to existing conditions would be speeded 
up. It is also apparent that only marginal farmers would 
be subsidized. 

None of the preceding plans provides a very satisfac
tory way of determining where cotton should be pro
duced-where its production should be increased and 
where it should be reduced-either by leaving the deci
sion to farmers and adjusting contracts to changes made 
by them, ot by leaving it to the administrators and 
requiring farmers to adjust their operations to the con
tracts. The amount of soil erosion might furnish a physi
cal basis for such a determination, but how satisfactory 
this basis would be from an economic standpoint is un
certain. Furthermore, all of the preceding plans would 
involve the cumbersome individual farm contract 
method. 

The economic advisability of exercising government 
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control over the production of cotton, entirely aside from 
the question of its constitutionality, however,'cannot be 
successfully refuted on the ground of la~ of flexibility, 
administrative complexity, or inability to determine 
where cotton should be grown. All of these difficulties 
could be successfully met by the plan which follows. 
This plan, like the preceding ones, is presented here 
merely for the purpose of explaining the basic problems 
involved in attempting to control cotton production by 
government action. 

This plan consists of high tax levies on the ginning 
of cotton and the issuance of tax exemption certificates 
to farmers for the desired amount of cotton in practically 
the same manner as under the Bankhead Act. The orig
inal allotment of these certificates, however, would be 
made to the farm owner. Farmers would be permitted 
to transfer or sell the certificates received each year or 
the right to all future issues of such certificates. The 
amount of tax exemption certificates issued each ye~ 
would be determined by a central economic committee.-

The value or market price of tax exemption certifi
cates would depend upon the volume issued and the de
mand for them. If the volume issued was for a larger 
amount of cotton than farmers expected to produce, 
there might be no market for them at any price. If, on 
the other hand, tax exemption certificates were issued for 
only 10.0 or 10.5 million bales, their market value might 
be relatively large. Their maximum value, however, 
would always be the amount of the tax levy. 

Such a plan would tend to facilitate shifts in produc
tion from high-cost to low-cost areas and to eliminate 
marginal farms and producers. There would be no re
striction on the amount of cotton any individual farmer 
could produce. Furthermore, every producer would be 
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free to plan his farm organization in almost exactly the 
same manner as he would in the absence of control. The 
only difference would be that one more factor would 
have to be taken into consideration. Take for instance a 
farm owner-operator in South Carolina who normally 
grew ten bales of cotton each year and received tax ex
emption certificates for eight bales out of a national quota 
of 12 million bales. This operator might decide that if
certificates for only 12 million bales of cotton were is
sued, the price of cotton would be likely to be I I cents, 
and that at this price he could afford to pay 2 cents per 
pound for tax exemption certificates on two bales of cot
ton. On the other hand, if these certificates were selling 
for 3 or 4 cents per pound, he might decide to reduce 
his cotton crop to five bales, sell his certificates for three 
bales, and grow more corn. 

It is at once apparent that under such a plan a shift 
in the comparative advantage of growing cotton, say 
from the East to the West, would be reflected in the 
price offered for tax exemption certificates. If such a 
shift occurred, the Western grower could afford to pay, 
saY,3 or 4 cents for extra certificates, and some Eastern 
growers would find it more profitable to sell some or 
all of their certificates and grow a larger acreage of other 
crops or discontinue farming entirely. The additional 
income received from the sale of these certificates would 
facilitate such a shift. Furthermore, all owners of cot
ton farms would share in the economic gain resulting 
from a shift in the comparative advantage of producing 
cotton resulting from improvements in the means or 
methods of producing cotton, such as, for instance, the 
often mentioned cotton picker. 

Under a strictly laissez faire system of economy, on 
the other hand, the introduction of a successful mechan-
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ical cotton picker would greatly reduce the cost of 
producing cotton in some areas, and lead to greatly in
creased production of cotton. Prices of cotton would 
be forced down and cotton farmers in areas unadapted 
to the picker would tend to be forced out of cotton pro
duction. Also, expansion of cotton production in the new 
areas might be carried too far and low prices might force 
some new producers to discontinue growing cotton. 
When they had been forced out, cotton production 
would tend to decline and prices to recover. A large 
body of producers, however, would neither be forced out 
of cotton production nor encouraged to expand it 
greatly by such a shift. Their costs might be reduced 
enough to enable them to continue producing about the 
same amount of cotton. Nevertheless, their incomes from 
cotton would be reduced by the extremely low prices 
occasioned by the initial expansion of production on 
farms using the picker before high-cost farmers were 
forced to discontinue growing cotton. 

Under the plan outlined here, the consequences of 
such a shift in comparative advantage would be quite 
different. It would tend to be reflected largely in the 
market price of certificates rather ,than in the price of 
cotton, particularly at first. Suppose, for instance, that 
the volume of certificates issued each year remained the 
same while such a shift in comparative advantage was 
taking place. Under such conditions the production and 
price of cotton would tend to remain on the same level 
as before (eliminating the possibility of increased foreign 
production for the sake of simplicity). Every producer 
receiving his usual allotment of certificates could con
tinue to grow his usual amount of cotton and sell it for 
the usual price. His income would consequently remain 
unchanged. However, decreases in the cost of producing 
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cotton on some farms would enable their operators to 
offer a higher price than usual for additional tax ex
emption certificates. At the higher price some other pro
ducers whose costs had not declined might decide that 
their incomes would be increased by selling all or a por
tion of their certificates and growing corn, wheat, or 
some other product, or by discontinuing farming opera
tions entirely. Under such conditions all cotton pro
ducers would share in the economic gains resulting from 
the introduction of a cotton picker or of other improve
ments. But if cotton production and prices remained the 
same, the rest of the nation would not gain appreciably 
from the improvement. Actually, of course, the economic· 
committee could gradually increase the volume of tax 
exemption certificates issued so as to permit a gradual 
increase in production that would tend to force prices 
down in line with the new level of costs. 

The administrative machinery required to carry out 
a plan of this kind would be relatively simple. There 
would be no contracts. to sign or enforce. The allotment 
bases for practically all farms have already been estab
lished. Some revision would, of course, be necessary in 
order to correct inaccuracies, but once satisfactorily estab
lished, no change would be made in them. Each year the 
volume of tax exemption certificates issued would be 
prorated to the holders of these allotment bases. As 
pointed out above, the bases themselves could be sold or 
transferred. The certificates would be collected at the 
gin by the Bureau of Internal Revenue. 

Enforcement of the plan should be relatively easy. 
Noone would be prevented from expanding his produc
tion as much as he wanted to. His consideration of the 
profitableness of such an expansion would be onprac
tically the same economic basis as under a laissez fairs 
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system of economy. Furthermore, the volume of certifi-, 
cates issued might approximate the trend of production 
(so far as it could be estimated) in the absence of any 

-control. Under these conditions the market price of these 
certificates would tend to be low, and the potential gains 
from violation small. The market value of the certifi
cates would in fact be some indication of the amount of 
reduction being secured in the production of cotton. 

Such a plan, however, is subject to a number of criti
cisms. In the first place, the fact that allotments of tax 
exemption certificates are issued to farm owners and not 
to tenants may be objected to. However, these owners 
now control the land on which cotton is produced. Issu
ing certificates to them would not change the situation 
materially, except as pointed out later. Furthermore, 
new producers could engage in the production of cotton 
at any time on the same basis as without such a control 
plan. In buying farms on which they expected to grow 
cotton, they would merely buy the land and the rights 
to tax exemption certificates separately. 

In the second place, the issue of permanent rights to 
these certificates to present farm owners may be criti
cized. But this criticism is not serious. In a sense, the pres
ent owners of farms in the Cotton Belt already have title 
to the permanent rights to produce cotton in the United 
States. And if the production of cotton during the base 
period were distributed according to the comparative ad
vantage of producing it, then the issue of such rights in 
proportion to such production would not penalize any
one. Of course, cotton production was not distributed ex
actly in this way during the base period. There would 
be many cases of individual injustice just as under the 
plan of the past three seasons. 
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In the third place, if this or any other plan were used 
to secure a large reduction in cotton production, it might 
easily result in the displacement of a considerable num
ber of tenants. If only a small volume of certificates were 
issued, their value would presumably be high. Some 
farm owners would decide to sell their certificates, dis
continue their farming operations, and displace all of 
their tenants. Other farmers would buy enough addi
tional certificates to operate at full capacity or even to 
expand. A reduction in the acreage or planned produc
tion of cotton by 30 per cent under such a plan would 
tend to displace a considerable number of tenants. Such 
a displacement would create a relative surplus of tenants 
and give the landlords a decided bargaining advantage 
in hiring them as laborers or employing them as crop
pers or renters. Such a tendency, however, does not rep
resent as severe an indictment of the plan as might ap
pear at first glance. The major question involved is 
whether or not the cotton crop should be reduced by 30 
per cent. If economic forces would tend to cause a reduc
tion in our crop of 30 per cent, these tenants would be 
displaced in any event. In fact when the boll weevil in
vaded many parts of the Cotton Belt, many tenants and 
others left for the N orth.1 

• From a constitutional standpoint, it may be argued that such a plan 
does not attempt to control cotton production by an invasion of states' 
rights. As pointed out in preceding paragraphs, every grower would be 
free to increase or decrease his production of cotton on practically the 
same basis as under a laissez faire system of economy. Shifts in produc
tion between states would take place as freely and perhaps more freely 
than at present. In reality, the government under this plan would be 
merely presenting the farmers who were growing cotton during the base 
period selected with a gift, the value of which would depend upon 
future developments. This gift would be paid for. by the. rest of the 
people of the United States, and would not penalize partIcularly any 
potential cotton growers. 
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DETERMINING HOW MUCH COTTON SHOUlD BE 
PRODUCED 

This brings us to the central economic problem in
volved in government control over the production of 
cotton-.that of determining how much cotton should 
be produced. Can a central governmental agency deter
mine how much cotton should be produced in a single 
year or over a period of years in the best interests of the 
farmer, the South, and the nation as a whole? 

The Bureau of Agricultural Economics issues outlook 
reports in which it indicates the changes in production 
'that farmers should make, primarily from the stand
point of their own interest. To a certain extent these 
reports represent a forecast of the response that farmers 
are likely to make to current prices, and a forecast of the 
prices that are likely to be received for the following 
crop, taking into consideration the probable size of the 
crop, business activity, and other factors. But the task of 
deciding the amount to produce under such conditions, 
as well as the task of appraising the probable prices of 
competing products, is left to the farmer. 

The determination of how much farmers as a group 
should produce is a far more difficult undertaking. The 
analyses presented in Appendix D are excellent illus
trations of the limitations of existing methods of de
termining how much cotton should be produced. There 
is a wide range in estimates of the effect of cotton prices 
on foreign production and on consumption of cotton, as 
well as the effect of changes in supplies on cotton prices. 
Besides, in order to reach any general conclusion as to 
the effect of the cotton program of the AAA on the 
income of farmers from cotton, it is necessary to build 
estimate upon estimate. While the analysis presented, 
in spite of all its limitations, seems to indicate rather 
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conclusively that the income of farmers from cotton 
was increased by the cotton program, it furnishes little 
or no basis for choosing between 10, 20, or 40 per cent 
reduction in production. Actually the amount of reduc
tion during the last three seasons was not determined 
by any such calculations, but on the basis of the largest 
amount of reduction that could be secured with the funds 
available for the program. 

Such methods of appraisal are practically useless in 
determining how much cotton should be produced under 
a long-term control program. It would be impossible 
to tell on the basis of past experience how much the pro
duction of cotton was reduced below what would have 
been produced if no control program had been un
dertaken, or how much the consumption of cotton had 
been reduced or the production of cotton in foreign 
countries increased. Analysis of the response of con
sumers or of foreign producers to yearly changes in price 
in the past furnishes little or no measure of the effect 
of raising the level of prices for a series of years in the 
future. 

Even though such forecasts of prices and production 
without control could be accurately made for a long 
period, they would not tell us how much cotton should 
be produced. This question is much more involved in 
that its answer depends in part upon the returns ob
tainable from some other use of resources now employed 
in producing cotton for ~xport. It is sometimes argued 
that a foreign market in which cotton can be sold only 
at a loss might better be lost. But at what price is cotton 
sold at a loss? Some would say 6 cents per pound, some 
8, and others still higher prices. Obtaining the answer 
to this question is the central problem of government 
control. In the absence of such control a market might 
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be lost in the competitive struggle of foreign and do
mestic producers; but there is little possibility of esti
mating accurately the price at which the loss would, 
or should, occur. 

Although the last plan described in the preceding sec
tion might solve, or rather avoid, the problem of deter
mining where cotton should be grown, it would not solve 
the problem of determining how much cotton should be 
produced. If drastic cuts were made in the amount of 
cotton produced, the market value of tax exemption 
certificates issued would be high, but as foreign produc
tion increased or as cotton consumption decreased, both 
cotton prices and the value of certificates would tend to 
decline. The market value of tax exemption certificates 
at any time would not furnish a satisfactory indication 
of the amount of cotton that should be produced. 

The goal established by the Agricultural Adjustment 
Act for the control program, as pointed out in Chapter 
I, was the re-establishment of "prices to farmers at a 
level that will give agricultural commodities a purchas
ing power with respect to articles farmers buy equivalent 
to the purchasing power of agricultural commodities in 
the base period." This goal was usually termed the re
establishment of "parity" prices. 

From a long-time standpoint, it seems reasonable to 
expect that cotton prices will again rise to "parity" with 
or without control of cotton production, unless some un
usual improvement in the means of producing cotton is 
developed. Since 1910-14 there has probably been less 
improvement in producing cotton than in producing the 
things that farmers buy. The situation is quite different 
from that of wheat, for example, where the tractor and 
combine have greatly reduced costs of production. 

As a long-term goal, therefore, parity price does not 
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appear to be particularly high, barring the development 
of a successful mechanical cotton picker. But how long it 
would have taken to reach this goal without control is 
not known. There was a tremendous expansion of cot
ton production in new areas between 1920 and 1930 in 
response to relatively high cotton prices, due partly and 
perhaps largely to the ravages of the boll weevil. After 
the expansion occurred in new areas, fairly effective 
measures of controlling the boll weevil came into gen
eraluse in the older part of the Cotton Belt. This situa
tion by itself might, in the absence of control measures, 
have delayed the rise of cotton prices to parity levels for 
some time. However, the trend in the demand for cotton 
has been upward for a long time and may continue up
ward for some time in the future. 

But such a conclusion does not make parity price a 
very satisfactory guide for the operation of a control pro
gram. The general analysis of economic forces in the 
preceding section indicated that reduction of production 
in the United States could not long maintain cotton 
prices more than a cent per pound above what they 
would otherwise ha.ve been. In other words, approxi
mately parity prices might be attained under control 
some time in the future by cotton crops in the United 
States that average 10, 12, 14, or 16 million bales per 
year. 

Furthermore, even though parity prices were satis
factory as a long-term goal, they would not necessarily 
be a suitable short-term goal during a severe economic 
depression. If the United States had maintained parity 
prices throughout the present depression by reducing the 
amount produced, it is practically certain that foreign 
production would now be much larger than it is. 

A concept of parity value (see note, page 12) would 
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be even less useful as a guide for determining the 
amount of cotton that should be produced. The analysis 
in the two preceding chapters indicated quite conclu
sively that the incomes of farmers are greater from small 
cotton crops than from large crops for a year or two. 
It is only the longer time effects that tend to make in
come for a series of years less for small crops than for 
large ones. But the longer term effects can be determined 
only in a general way, by forecasting the probable work
ing of economic forces. 

The use of parity income and supply-price curves as 
guides in the development of cotton control programs 
from year to year inevitably leads to smaller and smaller 
crops. They indicate, for instance, that if only 10.0 mil
lion bales of cotton had been harvested in 1935 instead 
of 10.7 million, the income of cotton growers would 
have been increased in 1935-36. 

Furthermore, even though an economic committee 
were able to determine the amount of cotton that should 
be produced in the United States each year, there is no 
assurance that the government would attempt to secure 
such an amount. Economists are pretty well agreed that 
the United States should operate on a free-trade basis 
but we still have high tariffs. And the analysis presented 
in this book indicates clearly that the cotton program of 
the past three seasons has been modified in important 
respects by political influence exerted in the interest 
of particular groups. 

In the course of our analysis of the Agricultural Ad
justment experiment certain points stand out clearly. 
One is that cotton acreage can be effectively controlled 
by a combination of benefit payments, individual farm 
contracts, and a cotton ginning tax such as was provided 
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by the Bankhead Act. While the administration of this 
program was difficult it did not prove to be the insoluble 
problem which many people thought it to be when the 
venture was undertaken. 

Another is that thus far the income of cotton farmers 
has been increased by the program. This increase has 
been relatively large during the past three seasons but 
will be offset to a considerable extent by losses in the 
future because of expansion in foreign production and 
decreased foreign consumption of American cotton 
caused by the program. On the whole these future 
losses will probably much more than offset any increase 
in farmers' receipts from the sale of cotton during the 
past three seasons but will probably not completely off
set the increase in their income including the cash benefit 
payments which they received. Thus benefit payments, 
and not the price enhancement caused by production con
trol, constituted the source of any net gain obtained. 
Raising cotton prices by drastic curtailment of production 
increases growers' incomes for a time, but in the end 
results in losses to cotton growers. 

Still another conclusion is that the government's cot
ton loan policy was a serious mistake. It greatly handi
capped the operation of the cotton control program be
cause it led to larger rates of reduction than otherwise 
would have been attempted. Also, it was responsible for 
a large part of the decrease in consumption of American 
cotton which occurred while the program was in effect. 

Finally, there is the fact that the AAA has not been 
able to solve the basic problems involved in government 
control over the production of cotton--determining 
where cotton should be grown and how much should be 
produced. 
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APPENDIX A 

IMPORTANT BENEFIT PAYMENT AND 
PROCESSING TAX PROVISIONS OF THE 

AGRICULTURAL ADJUSTMENT ACT, 
AS AMENDED AUGUST 24, 19351 

PART 2. COMMODITY BENEFITS 

GENERAL POWERS 

Sec. 8 (I) Whenever the Secretary of Agriculture has reason 
to believe that: 

(a) The current average farm price for any basic ag
ricultural commodity is less than the fair exchange value thereof, 
or the average farm price of such commodity is h'kely to be less 
than the fair exchange value thereof for the period in which the 
production of such commodity during the current or next suc
ceeding marketing year· is normally marketed, and 

(b) The conditions of and factors relating to the pro
duction, marketing, and consumption of such commodity are 
such that the exercise of anyone or more of the powers con
ferred upon the Secretary under subsections (2) and (3) of 
this section would tend to effectuate the declared policy of this 
title, 
he shall cause an immediate investigation to be made to deter
mine such facts. If, upon the basis of such investigation, the 
Secretary finds the existence of such facts, he shall proclaim such 
determination and shall exercise such one or more of the powers 
conferred upon him under subsections (2) and (3) of this 
section as he finds, upon the basis of such investigation, admin
istratively practicable and best calculated to effectuate the de
clared policy of this title. 

(2) Subject to the provisions of subsection (I) of this 
section; the Secretary of Agriculture shall provide, through 
agreements with producers or by other voluntary methods, 

(a) For such adjustment in the acreage or in the pro-
s For a complete record of the terms of the original act, see CO,m

-pilation of II gricultural II djustment II ct as II memletl and II cts Relotmg 
Thereto, AAA, June "9,1934, and the same, Aug. "7, 1935· 
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duction for market, or both, of any basic agricultural commod
ity, as he finds, upon the basis of the investigation made pursuant 
to subsection (I) of this section, will tend to effectuate the 
declared policy of thi& title, and to make such adjustment pro
gram practicable to operate and administer, and 

(b) For rental or benefit payments in connection with 
such agreements or methods in such amounts as he finds, upon 
the basis of such investigation, to be fair and reasonable and best 
calculated to effectuate the declared policy of this title and to 
make such program practicable to operate and administer, to be 
paid out of any moneys available for such payments or, subject 
to the consent of the producer, to be made in quantities of one 
or more basic agricultural commodities acquired by the Secre
tary pursuant to this title. 

(3) Subject to the provisions of subsection (I) of this 
section, the Secretary of Agriculture shall'make payments, out 
of any moneys available for such payments, in such amounts as 
he finds, upon the basis of the investigation made pursuant to 
subsection (I) of this section, to be fair and reasonable and 
best calculated to effectuate the declared policy of this title: 

(a) To remove from the normal channels of trade and 
commerce quantities of any basic agricultural commodity or 
product thereof; 

(b) To expand domestic or foreign markets for any 
basic agricultural commodity or product thereof; 

( c) In connection with the production of that part of 
apy basic agricultural commodity which is required for domestic 
'consumption. 

(4) Whenever, during a period during which any of the 
powers conferred in subsection (2) or (3) is being exercised, 
the Secretary of Agriculture has reason to believe that, with re
spect to any basic agricultural commodity: 

(a) The current average farm price for such commod
ity is not less than the fair exchange value thereof, and the av
erage farm price 'for such commodity is not likely to be less than 
the fair exchange value thereof for the period in which the pro
duction of such commodity during the current or next succeed
ing marketing year is normally marketed, or 

(b) The conditions of and factors relating to the pro
duction, marketing, and consumption of such commodity are 
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such that none of the powers conferred in subsections (2) and 
(3), and no combination of such powers, would, if exercised, 
tend to effectuate the declared policy of this title, 
he shall cause an immediate investigation to be made to deter
mine such facts. If, upon the basis of such investigation, the 
Secretary finds the existence of such facts, he shall proclaim such 
determination, and shall not exercise any of such powers with 
respect to such commodity after the end of the marketing year 
current at the time when such proclamation is made and prior 
to a new proclamation under subsection (I) of this section, 
except in so far as the exercise of such power is necessary to 
carry out obligations of the Secretary assumed, prior to the date 
of such proclamation made pursuant to this subsection, in con
nection with the exercise of any of the powers conferred upon 
him under subsections (2) or (3) of this section. 

(5) In the course of any investigation required to be 
made under subsection (I) or subsection (4) of this section, 
the Secretary of Agriculture shall hold one or more hearings, 
and give due notice and opportunity for interested parties to be 
heard. 

(6) No payment under this title made in an agricultural 
commodity acquired by the Secretary in pursuance of this title 
shall be made in a commodity other than that in respect of which 
the payment is being made. For the purposes of this sub~ction, 
hogs and field corn may be considered as one commodity. • •• 

PROCESSING TAX 

Sec. 9(a) To obtain revenue for extraordinary expenses in
curred by reason of the national economic emergency, there 
shall be levied processing taxes as hereinafter provided. When 
the Secretary of Agriculture determines that anyone or more 
payments authorized to be made under Section 8 are to be made 
with respect to any basic agricultural commodity, he shall pro
claim such determination, and a processing tax shall be in effect 
with respect to such commodity from the beginning of the mar
keting year therefor next following the date of such proclama
tion •••• The processing tax shall be levied, assessed, and col
lected upon the first domestic processing of the commodity, 
whether of domestic production or imported, and shall be paid 
by the processor. The rate of tax shall conform to the require-
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ments of subsection (b). Such rate shall be determined by the 
Secretary of Agriculture as of the date the tax first takes effect, 
and the rate so determined shall, at such intervals as the Secre
tary finds necessary to effectuate the declared policy, be adjusted 
by him to conform to such requirements. The processing tax 
shall terminate at the end of the marketing year current at the 
time the Secretary proclaims that all payments authorized under 
Section 8 which are in effect are to be discontinued with respect 
to such commodity. The marketing year for each commodity 
shall be ascertained and prescribed by regulations of the Secre
tary of Agriculture. • •• 

(b) (I) The processing tax shall be at such rate as 
equals the difference between the current average farm price 
for the commodity and the fair exchange value of the commod
ity, plus such percentage of such difference, not to exceed 20 per 
centum, as the Secretary of Agriculture may determine will re
sult in the collection, in any marketing year with respect to which 
such rate of tax may be in effect pursuant to the provisions of 
this title, of an amount of tax equal to (a) the amount of cred
its or refunds which he estimates will be allowed or made dur
ing such period pursuant to Section 15 (c) with respect to the 
commodity and (b) the amount of tax which he estimates 
would have been collected during such period upon all process
ings of such commodity which are exempt from tax by reason of 
the fact that such processings are done by 'or for a state, or a 
political subdivision or an institution thereof, had such process
ings been subject to tax. If, prior to the time the tax takes effect, 
or at any time thereafter, the Secretary has reason to believe 
that the tax at such rate, or at the then existing rate, on the 
processing of the commodity generally or for any designated 
use or uses, or on the processing of the commodity in the produc
tion of any designated product or products thereof for any desig
nated use or uses, will cause or is causing such reduction in the 
quantity of the commodity or products thereof domestically con
sumed as to result in the accumulation of surplus stocks of the 
commodity or products thereof or in the depression of the farm 
price of the commodity, then the Secretary shall cause an ap
propriate investigation to be made, and afford due notice and 
opportunity for hearing to interested parties. If thereupon the 
Secretary determines and proclaims that any such result will 
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occur or is occurring, then the processing tax on the processing 
of the commodity generally or for any designated use or uses, 
or on the processing of the commodity in the production of any 
designated product or products thereof for any designated use 
or uses, shall be at such lower rate or rates as he determines and 
proclaims will prevent such accumulation of surplus stocks and 
depression of the farm price of the commodity, and the tax shall 
remain during its effective period at such lower rate until the 
Secretary, after due notice and opportunity for hearing to inter
ested parties, determines and proclaims that an increase in the 
rate of such tax will not cause such accumulation of surplus 
stocks or depression of the farm price of the commodity. There
after the processing tax shall be at the highest rate which the 
Secretary determines will not cause such accumulation of sur
plus stocks or depression of the farm' price of the commodity, 
but it shall not be higher than the rate provided in the first 
sentence of this paragraph. 

(2) In the case of wheat, cotton, field corn, hogs, 
peanuts, tobacco, paper, and jute, and (except as provided in 
paragraph (8) of this subsection) in the case of sugar cane and 
sugar beets, the tax on the first domestic processing of the com
modity generally or for any particular use, or in the production 
of any designated product for any designated use, shall be levied, 
assessed, collected, and paid at the rate prescribed by the regula
tions of the Secretary of Agriculture in effect on the date of the 
adoption of this amendment, during the period from such date 
to December 31, 1937, both dates inclusive •••• 

[Sec. 9-b] (6) (A) Any rate of tax which is prescribed in 
paragraph (2), (3), (4), or (5) of this subsection or which is 
established pursuant to this paragraph (6) on the processing of 
any commodity generally or for any designated use or uses, or 
on the processing of the commodity in the production of any 
designated product or products thereof for any designated use 
or uses, shall be decreased (including a decrease to zero) in ac
cordance with the formulae, standards, and requirements of 
paragraph (I) of this subsection, in order to prevent such re
duction in the quantity of such commodity or the products 
thereof domestically consumed as will result in the accumula-
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tion of surplus stocks of such commodity or the products thereof 
or in the depression of the farm price of the commodity, and 
shall thereafter be increased in accordance with the provisions 
of paragraph (I) of this subsection but subject to the provisions 
of subdivision (B) ofthis paragraph (6). 

(B) If the average farm price of any commodity, the 
rate of tax on the processing of which is prescnoed in paragraph 
(2), (3), (4), or (5) of this subsection or is established pur
suant to this paragraph (6), during any twelve months' period 
ending after July I, 1935 consisting of the two months im
mediately preceding and the first ten months of any marketing 
year-
_ (i) is equal to, or exceeds by 10 per centum or less, 
the fair exchange value thereof, or, in the case of tobacco, is less 
than the fair exchange value by not more than 10 per centum, 
the rate of such tax shall (subject to the provisions of subdivision 
(A) of this paragraph (6) ) be adjusted, at the beginning of 
the next succeeding marketing year, to such rate as equals 20 

per centum of the fair exchange value thereof. 
(ii) exceeds by more than 10 per centum, but not 

more than 20 per centum, the fair exchange value thereof, the 
rate of such tax shall (subject to the provisions of subdivision 
(A) of this paragraph (6) ) be adjusted, at the beginning of 
the next succeeding marketing year, to such rate as equals 15 
per centum of the fair exchange value thereof. 

(iii) exceeds by more than 20 per centum the fair 
exchange value thereof, the rate of such tax shall (subject to 
the provisions of subdivision (A) ofthis paragraph (6) ) be ad
justed, at the beginning of the next succeeding marketing year, 
to such rate as equals 10 per centum of the fair exchange value 
thereof. 

(C) Any rate of tax which has been adjusted pursuant 
to this paragraph (6) shall remain at such adjusted rate unless 
further adjusted or terminated pursuant to this paragraph (6), 
until December 31, 1937, or until July 31, 1936, in the case 
of rice. 

(D) In accordance with the formulae, standards, and 
requirements prescnoed in this title, any rate of tax prescribed 
in paragraph (2), (3), (4), or (5) of this subsection or which 
is established pursuant to this paragraph (6) shall be increased. 
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(E) Any tax, the rate of which is prescribed in para
graph (2), (3), (4), or (5) of this subsection or which is 
established pursuant to this paragraph (6), shall terminate pur
suant to proclamation as provided in Section 9 (a) of this title 
or pursuant to Section 13 of thi$ title. Any such tax with respect 
to any basic commodity which terminates pursuant to proclama
tion as provided in Section 9 ( a) of this title shall again become 
effective at the rate prescribed in paragraph (2), (3), (4), or 
(5) of this subsection, subject however to the provisions of sub
divisions (A) and (B) of this paragraph (6), from the begin
ning of the marketing year for such commodity next following 
thee date of a new proclamation by the Secretary as provided 
in Section 9 (a) of this title, if such marketing year begins prior 
to December 31, 1937, or prior to July 31, 1936, in the case 
of rice, and shall remain at such rate until altered or terminated 
pursuant to the provisions of Section 9 or terminated pursuant 
to Section 13 ofthis title. 

(F) After December 31, 1937 (in the case of the com
modities specified in paragraphs (2), (4), and (5) of this sub
section), and after July 31, 1936 (in the case of rice), rates 
of tax shall be determined by the Secretary of Agriculture in 
accordance with the formulae, standards, and requirements pre
scribed in this title but not in this paragraph (6), and shall, sub
ject to such formulae, standards, and requirements, thereafter 
be effective. 

(G) If the applicability to any person or circumstances of 
any tax, the rate of which is fixed in pursuance of this paragraph 
(6), is finally held invalid by reason of any provision of the Con
stitution, or is finally held invalid by reason of the Secretary of 
Agriculture's exercise or failure to exercise any power conferred 
on him under this title, there shall be levied, assessed, collected, 
and paid (in lieu of all rates of tax fixed in pursuance of this 
paragraph (6) with respect to all tax liabilities incurred under 
this title on or after the effective date of each of the rates of tax 
fixed in pursuance of this paragraph (6) ), rates of tax fixed 
under paragraph (2), (3), (4), or (5), and such rates shall 
be in effect (unless the particular tax is terminated pursuant to 
proclamation, as provided in Section 9 (a) or pursuant to Sec
tion 13) until altered by act of Congress; except that, for any 
period prior to the effective date of such holding of invalidity, 
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the amount of tax which represents the difference between the 
tax at the rate fixed in pursuance of this paragraph (6) and the 
tax at the rate fixed under paragraphs (2), (3), (4), and (5) 
shall not be levied, assessed, collected, or paid. 

[Sec~ 9] (c) For the purposes of Part 2 of this title, the fair 
exchange value of a commodity shall be the price therefor that 
will give the commodity the same purchasing power, with re
spect to articles farmers buy, as such commodity had during the 
base period specified in Section 2; and, in the case of all com
modities where the base period is the pre-war period, August 
1909 to July 1914, will also reflect interest payments per acre 
on farm indebtedness secured by real estate and tax payments 
per acre on farm real estate, as contrasted with such interest 
payments and tax payments during said base period; and the 
current average farm price and the fair exchange value shall be 
ascertained by the Secretary of Agriculture from available sta
tistics of the Department of Agriculture. The rate of tax upon 
the processing of any commodity, in effect on the date on which 
this amendment is adopted, shall not be affected by the adoption 
of this amendment and shall not be required to be adjusted or 
altered, unless the Secretary of Agriculture finds that it is neces
sary to adjust or alter any such rate pursuant to Section 9(a) of 
this title •••• 



APPENDIX B 

-PROPOSALS FOR A 1934-35 COTTON 
ACREAGE REDUCTION PROGRAM1 

Immediately after the 1933 sign-up campaign was 
completed, an attempt was made to formulate a program 
for 1934 and 1935. At a meeting of Southwestern agri
cultural workers, in Atlanta, Georgia, on August 5; 
1933 the adoption of an allotment plan for cotton along 
the following general lines was proposed and urged. 

TIm ALLOTMENT PLAN AND COTTON 

As we understand it the application of the allotment plan to 
cotton would be approximately as follows: 

The average production of cotton in the United States for 
a period, say of five years, would be determined. The average 
domestic consumption for the same period would be determined. 
Let us say it was 45 per cent of production. The domestic 
allotment of the entire Cotton Belt would be 45 per cent of the 
average production. The allotment to each state would be 45 
per cent of its five-year average production. Likewise for each 
county within each state. A county organization would take the 
county allotment and divide it among the cotton growers ac
cording to the average production of each. The period for bas
ing individual allotments might be a two- or three-year period 
and allotments would be adjusted pro rata to fit the county 
allotment. With the purpose of raising the price to pre-war 
parity levels the Secretary of Agriculture would call for a 
reduction in acreage, say of 30 per cent, on the part of those 
growers who are to receive the benefits of the allotment plan. 
The grower would agree in return for benefits received under 
the allotment plan to reduce his acreage and would be paid by 
the federal government an amount that would in effect give 
him the parity price on his individual allotment of approximately 
45 per cent of his usual production. For the rest he would re
ceive nothing more than the usual market price. His entire crop 

, Taken from mimeographed statements by the AAA. 
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would be sold in the usual way the allotment benefits serving 
to raise his cash income offsetting the possible loss from re
ducing his acreage. Growers not co-operating would receive 
the ordinary or prevailing market price on their entire crop. 
The benefits for a particular year would be paid to co-operating 
growers who reduced acreage according to agreement with the 
Secretary regardless of the price of cotton for that season by 
reason of the- fact that the processing tax would have been ap
plied and collected and the acreage would have been reduced 
by the individual. The details of the plan would be similar to the 
plan now being applied to wheat. 

A base period for applying the allotment plan to cotton. It 
would seem that the period which is to be used as the base 
period for determining the allotment to be made to each of the 
several states should be not greatly removed in time from the 
present and reasonably uniform in acreage planted, yield per 
acre and total production in the United States as a whole and 
in each of the states and in rate of domestic consumption of 
American cotton. The period 1926-30 is probably better in these 
respects than any other five-year period. The acreage planted 
was high but fairly uniform varying from 39,479,000· to 
45,847,000 acres, the yield per acre and consequently the total 
production were except for one year, fairly uniform throughout 
the period. The rate of domestic consumption, except for 1930, 
was rather uniform. 

Although this plan provided for a five-year period 
as the basis for distributing state and county allotments, 
"the period for basing individual allotments might be a 
two- or three-year period and allotments would be ad
justed pro rata to fit the county allotment." 

No provision for paying rent on land taken out of 
cotton production was suggested, but the resolution did 
state that the grower "would be paid by the federal 
government an amount that would in effect give him 
the parity price on his individual allotment of approx
imately 4S per cent of his usual production." 

Many other plans were suggested but none received 

• Given as 43,339,000 in the mimeographed statement but changed 
to 39,479,000 by the AAA. 
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or could hope to receive serious consideration that did 
not provide for some reduction in the production of cot
ton. Mr. Cobb, in outlining the objectives at a meeting 
in Dallas, Texas on September 5, 1933, limited the dis
cussion to a consideration of ways and means of balanc
ing the supply of and demand for cotton and of estab
lishing a relationship between cotton prices and prices 
of things farmers buy similar to that existing during the 
period 1909-14. Plans submitted to the AAA for ac
complishing these objectives were classified by Mr. 
Cobb as follows: 

I. The complete cotton holiday. 
2. Complete cotton holiday west of the [Mississippi] river 

in 1934 and east of the river in 1935. 
3. Limiting the amount of cotton ginned through licensing 

of gins and the issuance of permits to gin a certain number of 
bales of cotton by each grower based on previous production. 

4. Numerous plans for control through acreage restriction. 

The following tentative plan for cotton acreage re
duction in 1934 and 1935, proposed by the AAA, was 
read by Mr. Cobb at this meeting. 

TENTATIVE PLAN FOR COrrON ACREAGE 
REDUCITON IN 1934 AND 1935 

Foreword: The principles contained in the following have 
been selected from numerous plans and suggestions made to the 
Agricultural Adjustment Administration from representative 
producers and others interested in the cotton problem. The plan 
outlined in tentative form is possible under existing law and 
practicable in that it should accomplish the desired end by limit
ing cotton production. 

(I) Provide for the establishment of county cotton production 
control associations, following substantially the plan used for 
wheat, the present county [association] constituting the county 
campaign committee. The local county agent, the official repre
sentative of the U. S. Department of Agriculture, shall be the 
secretary of the association. 

( 2) Determine the amount of acreage to be planted to cotton 
in 1934. That amount should be, approximately 25,000,000 
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acres, approximately 60 per cent of the five-year average. The 
Secretary of Agriculture shall have the right to increase the 
acreage which may be planted if circumstances appear to justify 
such action. That determination shall be proclaimed on or be-
fore January I, 1934. ' 

Allocate the acreage to be planted amongst cotton-producing 
states on the basis of a ratable proportion of the five-year average, 
1928-32 inclusive. Further allocate to each county the ratable 
portion of the state's five-year average. The county association 
shall allocate to each farm its portion of the acreage to be 
planted by the operator on basis of five-year average. If land 
has not been planted to cotton continuously, adjacent or land 
of similar character shall be used to determine basis. 

(3) Compensate producer in part by paying cash rental for 
acreage left out of cotton production. This rental shall be paid 
in three installments and on appropriate dates to be determined 
by Secretary of Agriculture. No Iental shall be paid producers 
in advance of actual planting. The amount of the cash rental 
shall be determined by the county association subject to the ap
proval of the Cotton Section of the Agricultural Adjustment 
Administration and shall be based upon the following: 

Pounqs per Acre 

Approximately 75 to 125 Not over $ 3 
cc cc $5 150 to 200 

225 to 300 " cc $ 7 $83,000,000 
rent 

325 to 400 cc cc $ 9 
400 and over cc cc $11 

The per acre production shall be determined by the county 
association based on the preceeding five-year average production 
of the land in question or lands of like character where not 
planted to cotton continuously. 

(4) The producer, through the county association, shall enter 
into contract with the Secretary of Agriculture agreeing to 
rent land proposed to be left out of production. It shall be made 
clear that Secretary of Agriculture may prescribe uses for 
acreage rented and limit or restrict crops to be oroduced thereon. 

(5) Each producer shall file written application for member
ship in county association and an offer to enter into an acreage 
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restriction contract. When such membership shall have been 
granted and offer accepted, producer will have agreed to abide 
by rules and regulations promulgated. Memberships shall be 
granted for period of two years, 1934 and 1935, the member 
agreeing to comply with any requirements made by the Secre
tary of Agriculture with reference to acreage production and/or 
crop production for each year. Regulations for 1935 shall not 
require the producer to restrict acreage in excess of 25 per cent 
of the five-year average planted to cotton as set forth in his 
application. Compensation for 1935 shall be on the same basis 
as 1934. 

(6) The average annual domestic consull!ption of cotton for 
the five-year period ending July 31, 1933, was approximately 
5,565,000 bales. Allocate this average to the cQunties of each 
state in proportion to five-year average production of each 
county. County allotment committees shall allocate to individual 
producers ratable portion of county's allocation, such allotment 
being based on individual's five-year average per acre produc
tion. On the allotted baleage, Secretary of Agriculture shall 
agree that producer will receive payment tending to give him 
parity price plus his ratable proportion of any surplus of funds 
,available for benefit payments resulting from failure of some 
producers to co-operate. In the event Secretary of Agriculture 
must pay producer a sum representing the difference between 
average farm price and parity price, rental payments shall be 
deducted from such sums. 

Miscellaneous Provisions: 

Agreement to give producer parity price on domestic por
tion of his crop shall apply to 1935 if Secretary determines to 
reduce acreage. 

Permits to plant shall be issued members of county associa
tion. To obtain permit applicant must give such data concern
ing acreage to be planted, by whom acreage has been farmed 
for past five years and other data, if required. 

No lands which have not been planted to cotton at some time 
during five-year period may be planted' except with express 
permission. 

No permit shall be issued to plant land which has not averaged 
in production as much as 75 pounds of lint cotton per acre during 
the five-year period. 
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Co-operation of Farm Credit Administration, Federal Re
serve system, local banks and other agencies supplying agricul
tural production credit to farmers shall be procured, if possible, 
such agencies agreeing to withhold production credit from pro
ducers who refuse to participate in the program. 

This plan was very favorably received by most of 
those present at this meeting. Little. opportunity was 
given for questioning the speaker or for opposing any 
feature of the plan, although the opposition was later 
invited to submit briefs. 

It will be noted that the proposed amount of reduc
tion provid~d for in this plan was 40 per cent as com
pared with 30 per cent suggested at the Atlanta meeting 
on August 5 • 

. This plan was generally recognized by those at the 
Dallas meeting as being very favorable to landowners 
as compared to both the cotton plow-up contracts and 
.the plan adopted by the Wheat Section. Under the 
wheat plan the tenant was to obtain approximately two
thirds of the benefit payments, whereas in this cotton 
plan it was generally understood, although not ex
pressly stated, that a great many landlords would re
ceive all of the rental payments and the usual crop 
share of the benefit payment. Besides, the landlord was 
permitted considerable liberty in dealing with his ten
ants. This caused the T exas Weekly in its issue of Sep
tember 9, 1933, to state: "On a conservative basis we 
estimate that in Texas the plan will eliminate no less 
than 80,000 tenants and in the South no less than 
200,000." Furthermore, "by creating a large surplus 
labor supply it is insured that cotton farmer wages will 
be held down to a minimum, while the income from land 
will be increased. It is a good plan, we say, for the land
owner, whether he be a working farmer or a landlord. 
But it is extremely questionable that it is a good plan 
for society taken as a whole." 

Meetings similar to the one at Dallas were held on 
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the same day at Memphis, Tennessee, and Atlanta, 
Georgia. At both of these meetings the general features 
of the proposed plan were endorsed but there was a 
great deal of agitation and sentiment expressed in favor 
of a baleage control plan similar to that now embodied 
in the Bankhead Act. At the Atlanta meeting the baleage 
as well as the acreage control plan was endorsed, but at 
the Memphis meeting a baleage control plan lost by a 
vote of 96 to 70. The general consensus at the Memphis 
meeting, however, was that the baleage plan was de
feated by the opposition of Oscar Johnston of the AAA 
and because additional legislation might be needed to 
put it into effect. 

In opening the Memphis meeting Mr. Johnston set 
up the following requirements for any plan to be dis-
cussed: ,. 

I. Must be capable of immediate adoption. [It was essential 
that the plan be announced within two weeks, started in four, 
and signed up in eight weeks so that the full effect of it would 
be felt during the marketing of the 1933 crop.] 

2. Must conform to the Agricultural Adjustment Act in 
that it must be voluntary. 

3. Must not require future legislation to make it possible. 
4. Must not be doubtful as to judicial interpretation. 
5. Must appear to be economically sound to the administra

tion. 

Mr. Johnston stated that over 100 different plans 
had been submitted to Secretary Wallace for control 
of cotton in 1934. These plans were classified as follows: 

I. No cotton legislation. 
2. Plans to prohibit cotton-growing in one half of the Cotton 

Belt in 1934, and the other half in 1935. The producing area 
to be taxed to pay the non-producing one. 

3. Privilege tax to plant cotton-to be avoided if the acreage 
of cotton was reduced. 

4. Export debenture. 



356. COTTON dND THE ddd 

5. Baleage or gin c~ntrol. 
6. Acreage control or renting plan. 

Most of the discussion at this meeting, however, cen
tered around the last two types of plans. 

Mr. C. B. Smith, a planter of Blytheville, Arkansas, 
and special investigator in the 1933 plow-up campaign 
in charge of the Smith-Hughes men of Missouri, Ar
kansas, and Tennessee, made the following proposal: 

I. If and when a certain proportion of planters (suggested 
75 per cent) offered to join in the plan, that Secretary Wallace 
through ginners and warehouse codes make the plan compulsory 
for all producers. 

2. The desired baleage for each year be apportioned to each 
state, county, and individual producer on the basis of total culti
vated acreage. 

3. Declare a cotton processing tax of 9 cents per pound and 
pay back the proceeds to producers at rates and by methods desig
nated by the Secretary. 

4. Issue duplicate gin tags, one of metal and one of card
board, to each producer for each bale of cotton allotted him. 

This general plan was supported particularly by 
Harry D. Wilson, commissioner of agriculture in Louisi
ana, and Dr. Tait Butler, editor of the Progressive 
Farmer. An acreage control plan was vigorously sup
ported by Oscar Johnston of the AAA, Bob Snowden, 
a Hughes County, Mississippi, planter, State Senator 
W. B. Roberts, and Charles McNeal, manager of the 
Mississippi Farm Bureau Federation and a cotton 
planter. 

Mr. Johnston pointed out that the proposed cotton 
plan differed widely from that for wheat in providing 
for both rental payments and a parity bonus, whereas 
the wheat plan provided only for a parity bonus. He 
held, furthermore, that "the rental prices in the schedule 
are as much as you could get from the land from your 
neighbors."· Yet the rental payments were later in
creased about 25 per cent. 

• Commercial Appeal, Sept. 6, 1933. 
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PROCEDURE UNDER THE BANKHEAD 
ACT 

In order to give in Chapter 8 a general view of opera
tions under the Bankhead Act, many exceptions and de
tails were reserved for this appendix. In the sections 
which follow, the qualifications and additions necessary 
to round out the abbreviated portions of the chapter are 
given. 

Section 7(a) of the act set up the general procedure 
by which the national quota of tax-exempt cotton should 
be awarded to counties within a state and to individuals 
within a county. This section reads as follows: 

Sec. 7 (a). The amount of cotton allotted to any county 
pursuant to Section 5 (b) [regular county allotment] shall be 
apportioned by the Secretary of Agriculture to farms on which 
cotton has been grown within such county. Such allotments to 
any farm shall be made upon application therefor and may 
be made by the Secretary based upon-

(I) A percentage of the average annual cotton production of 
the farm for a fair representative period; or 

( 2) By ascertaining the amount of cotton the farm would 
have produced during a fair representative period if all the 
cultivated land had been planted to cotton, and then reducing 
such amount by such percentage (which shall be applied uni
formly within the county to all farms to which the allotment is 
made under this paragraph) as will be sufficient to bring the 
total of the farm allotments within the county's allotment; or 

(3) Upon such basis as the Secretary of Agriculture deems 
fair and just, and will apply to all farms to which the allotment 
is made under this paragraph uniformly, within the county, on 
the basis or classification adopted. The Secretary of Agriculture, 
in determining the manner of allot~ent to individu.al farmers, 
shall provide that the farmers who have voluntarily reduced 
their cotton acreage shall not be penalized in favor of those 
farmers who have not done so. 

357 
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(b) After the crop year 1934-35 the apportionment shall 
not be on the basis set out in paragraph (I) of subsection (a) 
of this section. 

( c ) The total allotment to farms in each county under this 
section shall not exceed the approximate number of bales allotted 
to that county under Section 5 (b).1 

When it came to the actual apportionment of the na
tional quota in accordance with the act, however, many 
special cases arose in connection with establishing both 
county and farm allotment bases. 

County allotments. In compliance with Section 5(b) 
of the act, the national quota of tax-exempt cotton was 
apportioned among the counties of a state in accordance 
with the ratio of the average number of bales produced 
in each county during 1928-32 to the average number 
of bales produced in all counties in the state during the 
same period. But certain exceptions to this general prac
tice were introduced by Section 5 (b) of the act, which 
specified that if the production of cotton in any county 
was found to have been abnormally low for one or more 
years of the base period as a result of unusual and un
controllable natural causes, such years were to be ex
cluded in determining the average production for that 
county. 

In 1934, a year of abnormally low cotton production 
in a county was defined as one in which the average yield 
per acre was about 25 per cent or more below the 1928-
32 average yield for the same county. Nearly two-thirds 
of the cotton counties had one year coming within this 
definition. Only a few counties, however, had their allot
ment of certificates determined by production in less 
than four years, as shown by the table on page 359. 

This method of determining county allotments natu-
• 73 Cong., Public No. 169. The apportionment in 1934-35 was made 

in accordance with Sec. 7(a) (3) of the act and therefore did not have 
to be changed in 1935-36 even though it conformed closely to Sec. 7(a) 
(I). 
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rally favored those with highly fluctuating yields or 
production. The straight five-year average production 
would have been a more nearly correct basis, from an 

NUMBER or COUNTIES IN EACH STATE RECEIVING ALLOTMENTS OJ' TAX. 
EXEMPT CoTTON IN 1934 IN PROPORTION TO TREla AVERAGE 

PRODUCTION IN ONE TO FIVE YEARS OJ' THE BASE 
PEIlIOD 1928-32-

Number Number of Years Included in 

State of Average 

Counties 
5 4 3 2 1 ------

Alabama •••..•..•....... 35 22 13 
Arizona •••..•..•........ 6 5 1 
Arkansas ..•.•.........•. 71 71 
California .........•..... 16 14 2 
Florida •.•............... 37 25 1 5 6 

Georgia .••...........•.. 156 55 99 1 1 
Illinois .•......•......... 2 2 
Kansas ..••••............ 2 2 
Ken.tI!cky .•............. 12 2 4 6 
LowSlana .•............. 62 23 39 

M!ssissippi .............. 82 46 36 
Missoun •......•........ 12 12 
New Mexico ............. 12 7 5 
North Carolina ........... 79 54 25 
Oklahoma ............... 75 29 45 1 

South Carolina .•......•.. 46 15 31 
Tennessee ••............. 51 29 22 
Texas ................... 237 40 183 13 1 
Virginia ..•..•........... 22 20 2 

- --
Total ............... 1,015 365 615 16 12 7 

• Data furnished by the AAA. 

economic standpoint, for allotting certificates to most 
counties. . 

In 1935, county allotments were determined on a 
basis more closely approximating the five-year average 
than in 1934. In effect a four-year average was used. The 
same years were excluded in determining the allotment 
basis of each county as in i934 except where the exclu-
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sion of some other year in the base period in place of any 
year excluded in 1934 would raise the allotment basis. 
In addition, the year of lowest production during the 
base period was excluded'in determining the allotment 
basis of every county whose allotment basis was deter
mined in 1934 by average production during the full five
year period 1928-32. 

If the average annual production during 1928-32 had 
been used in determining the allotment basis of all coun
ties in 1934 and 1935, the tax-exempt quota of each 
group of counties shown in the table on page 359 would 
have been changed by the following percentages: 

Years in 
County Base 1934 

5 .................. + 4.1 
4 .................. - 1.9 
3 .................. -18.7 
2 .................. -12.7 
1 .................. -73.3 

1935 
+ 2.0 
- 0.7 
-18.1 
-12.0 
-73.3 

Since practically all the counties in 1934 (980 out of 
1,015, or 98.5 per cent) used average production in either 
four or five years during 1928-32 as the basis for com
puting allotments, a comparison of the percentage 
changes given above for the four- and five-year groups 
enables us to draw the following conclusion: The allot
ment bases established in 1935 deviated less than half as 
much as in 1934 from what they would have been if no 
years of the base period had been excluded in determin
ing them. 

Farm allotments. On page 164 it was stated that. the 
Secretary of Agriculture did not require a producer to 
sign a 1934;-35 cotton acreage reduction contract in order 
to participate in the Bankhead program. In general the 
basis for allotment of tax ~xemption certificates from the 
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"regular" state quotas to non-signers was determined in 
a manner similar to that used for contract signers. There 
were some differences, however. For instance, all farms 
on which cotton had been planted during the period 
1928-32 could qualify for a share of the regular county 
quota of tax-exempt cotton, but not all of them could 
qualify for a contract. In 1934, the county and com
munity committees were also authorized to assign yields 
for all farms of non-signers on which cotton was grown 
in less than four years during 1928r-32, whereas they as
signed yields to farms of contract signers only when 
their acreage base represented cotton planted in 1933 or 
1932 and 1933. This change tended to give local com
mittees greater control over the non-contract signers than 
they had over contract signers. 

In 1934 the allotment bases of farms covered by a 
1934-35 cotton acreage reduction contract were calcu
lated by multiplying the maximum acreage of cotton 
permitted by the· adjusted average yield.! Allotment 
bases of farms not covered by such a contract on which 
cotton had been grown in any of the years 1928-32 in
clusive were calculated in a manner similar to that used 
in determining the permitted acreage and adjusted aver
age yield of contract signers. • 

The production data submitted by non-signers were 
first adjusted by the county committee to conform to all 
adjustments made in each county in the production data 
of contract signers. (The adjusted average acreage and 
production estimates of contract and non-contract signers 
in each county during the base period, however, were 
not required to come within the official estimates of the 

I These data were to be copied from the notice of acceptance if a vail
a,ble. If it was not available, similar data were copied from the contract 
as approved by the state board of review. If the county committee was 
convinced beyond reasonable doubt that the contract data were not 
correct, or in accord with the facts, it was permitted to adjust them. 
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Division of Crop and Livestock Estimates.) Each non
signer's allotment basis was then determined bv multi
plying his estimated production during the base period, 
as adjusted, by the average percentage of their base acre
age that contract signers in the county were permitted 
to plant. The allotment basis of farms not covered by a 
1934-35 cotton acreage reduction contract, however, 
could not be less than 40 per cent of the acreage planted 
to cotton on such farms in 1932 (or, if cotton was not 
planted thereon in 1932, then the latest year in the 
period 1928-32 in which cotton was planted thereon) 
multiplied by the average or assigned yield for such 
farm. No minimum of this kind was established in 1935. 

In 1935 the allotment bases were calculated in prac
tically the same manner as in 1934 except for the substi
tution of base acres (adjusted average acres planted dur
ing the base period) in place of permitted acres (the 
maximum acreage contract signers were permitted to 
plant and comparable acreage for non-signers). This 
difference, however, is significant. For instance, a grower 
with a base of 20 acres would in 1934 have received a 
15 per cent smaller allotment of tax exemption certifi
cates if he rented 45 per cent of his base acreage to the 
government than he would have by renting only 35 per 
cent, whereas in 1935 he received the same allotment of 
certificates regardless of the acreage rented to the gov
ernment. The net effect of this change was to increase 
the incentive of farmers to rent more acres to the gov
ernment. 

It will be remembered that in addition to the "regu
lar" allotments a "state reserve" of 10 per cent of each 
state quota was set aside in 1934 to take care of special 
classes which were not equitably provided for by the 
regular allotments. In 1935 the percentage set aside as a 
state reserve varied from state to state according to the 
estimated need for it. The four classes specified in the 
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act as eligible for a share of this reserve, together with 
the manner in which their allotment bases were estab
lished in 1934, are given below: 

I. Farms where for the prec~ding three years (1930-32) 
less than one-third of the cultivated land had been planted to 
cotton! Such farms were given an allotment from the state 
reserve equal to the difference between one-third of the culti
vated land in 1934 (less the percentage rented to the Secre
tary) and the average annual cotton acreage of the farm during 
1930-32 (less the same percentage rented to the Secretary) 
times the estimated yield per acre for 1928-32 as approved by 
the state allotment board. Example: A farm having 300 acres of 
cultivated land in 1934 with 40 per cent of its base cotton 
acreage rented to the government, and having the following 
production record in 1928-32. 

Average 
Year Acreage Yield Production 

Planted (In pounds)(In pounds) 
1928 ............... ., ... '" ., . . .. . 0 200 0 
1929 ......... , ... . .. . . . . . . . . . . .. . 0 200 0 
1930 ............................. 25 200 5,000 
1931 ............................. 25 200 5,000 
1932 ............................. 25 200 5,000 

1930-32 average, and base production. .. 25 
1930-32 average less 40 per cent, and 

regular allotment basis. . . . . . . . . . . . . IS 
60 per cent of one-third of cultivated land 60 
Difference (allotment basis for state re

serve) 

200 

200 
200 

5,000 

3,000 
12,000 

9,000 

2. Farms not used in cotton production prior to 1933.' This 
definition was applied to farms on which cotton was grown in 
1933, or 1934, or 1935 for the first time since 1927. Such 
farms, if covered by a cotton contract, were usually given an 
allotment basis equal to their permitted acreage (bas~ acreage 
in 1935) times an assigned yield. The allotment baSIS of new 
cotton-producing farms not covered by contract was deter
mined in a similar manner. 

In general, the AAA took a liberal ~ttitude toward new pro
ducers. The county committees were Instructed to accept them 

• Sec. 8(a). 
"Sec. S(b). 
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on the same basis as old producers. For instance, a new 1934 
cotton-producing farm on which 25 acres of cotton were planted 
in 1934 might receive a base acreage equal to that of a farm 
growing 25 acres of cotton every year since 1927. This liberal 
ruling, however, was subject to a number of restrictions. 

In the first place, the maximum base acreage of a new pro
ducer was limited by one of two methods, the restriction pre
scribed being the one which would make the base lower: (I) 
the base could not exceed one-third of the cultivated land on 
the farm in 1934, and (2) the base could not exceed, in per
centage of cultivated land, the average percentage that the base 
acreage of the contract signers in the county was of their culti
vated land in 1934. Under this ruling a farm in the Mississippi 
Delta on which cotton had not been grown since 1927 might 
receive a base equal to a third of its cultivated land. But such 
farms are very scarce in the Delta. In counties on the border of 
the Cotton Belt-where most farms adapted to the production 
of cotton but not planting cotton since 1927 are located-the 
base acreage of contract signers is usually a small percentage of 
the total cultivated acreage on their farms. 

In the second place, the allotment bases of new cotton
producing farms were determined to a large extent by the county 
committee. This committee was authorized to assign an average 
yield for such farms. In 1935 it was also authorized to adjust 
the base acreage of new 1935 producers "to conform to a fair 
and just acreage in cotton ••• as measured by the cotton acreage 
on other farms within the county."s 

3. Farms on which normal cotton production during any 
one or more years of the base period 1 928-32 had been reduced 
by reason of drought, storm, flood, insect pests, or other un
controllable natural cause.· Farms on which the average yield 
of cotton in any year during 1928-32 was 33 1/3 per cent or 
more below the adjusted average yield for the entire period 
1928-32 were given an allotment basis equal to the difference 
between their adjusted average annual production and their 
average annual production excluding years in which yields 

• "Regulations Pertaining to Allotments and Tax Exemption Certifi
cates under the Cotton Act of Apr. :n, 1934," AAA No. B. A. 219, Art. 
II,Sec.:n(d) (3). 

• Sec. S(e). 
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were 33 1/3 per cent or more below the five-year adjusted 
average.' Example: A farm having the indicated production 
record in 1928-32 and growing cotton in 1935. 

Year Acreage 
Planted 

1928 ...••..•.•..•.•.... ... ....•.. 25 
1929 ..... . . .. .•. . . . . •. . . . . . . . . . .. 25 
1930 •........ -... . . . .. •. . . .••. . ... 25 
1931 .•...... .......•. ..... .•..... 25 
1932 •. . .. .. . .•.. . •. . .•.••. . . .••.. 25 
1928-32 average, and regular allotment 

basi. in 1935 .........•.......•.. 25 
Average (omitting 1930) ........... 25 

DiHerence (allotment basi. for state 

Average 
Yield Production 

(In poundsXIn pounds) 
200 5,000 
200 5,000 
100 2,500 
200 5,000 
200 5,000 

180 
200 

4,500 
5,000 

reserve) .............•........... 500 

4. Farms on which the acreage planted to cotton during 
1930-32 had been voluntarily reduced by an amount greater 
than the Secretary deemed would have been equitable in carry
ing out a reasonable reduction program.s When the average 
acreage of cotton planted during these years was less than 60 
per cent of the acreage planted in 1929 (or 1928 if no cotton 
was planted in 1929) such farms were given an allotment basis 
equal to the difference between 60 per cent of the acreage 
planted in 1929 and the average acreage planted in 1930, 1931, 
and 1932 multiplied by the adjusted average yield for the farm. 
Example: A farm having the following production record in 
1928-32, and growing cotton in 1935: 

Average Average 
Year Acreage Yield Production 

Planted (In pounds) (In pounds) 
1928 ........••..•..••••.......•.. 100 200 20,000 
1929 •. . • . . . . . . . . • . . . . . . . . . . • . . . .. 100 200 20,000 
1930 •......... . . . . . . . . • . . . . . . . . .. 25 200 5,000 
1931 ..•..•..•.....•........•..... 25 200 5,000 
1932 •..•.... .. . •. . . . .. . . .. .. .• . .. 25 200 5,000 
1928-32 average, and regular allotment 

basis in 1935. . . . . . • . . . . . • . . . . • . .. 55 
60 per cent of 1929 acreage and pro

duction, assuming the same average 
yields .......................... 60 

DiHerence (allotment hasis for state 
reserve) ....................... . 

200 11,000 

200 12,000 

1,000 



366 COTTON AND THE AAA 

Special consideration for small producers. Farms in 
1934 having an average base acreage of five acres or less 
or farms in 1935 having an average base production of 
two bales or less were allowed tax exemption certificates 
to cover their entire production. Provision for such spe
cial consideration, however, was changed in the two years 
during which the Bankhead Act was in effect. 

In 1934, farms not covered by a cotton contract on 
which the average annual acreage planted to cotton dur
ing the years of the base period 1928-32 that cotton was 
grown was less than five acres were given an allotment 
basis equal to their acreage planted in 1934 (if no greater 
than average from 1928-32) multiplied by an average 
computed or assigned yield per acre. It In 1935, the regu
lations provided that all farms on which cotton was 
grown after 1927 and before 1935 with allotment bases 
of 956 pounds (two bales) or less were to receive tax 
exemption certificates equal to those bases, and that such 
farms with allotment bases of more than 956 pounds 
were to receive certificates of tax exemption for a mini
mum of 956 pounds of cotton. The term "farm" was 
defined in the following manner: 

( a ) The term "farm" shall, in the case of land covered 
by any 1934 and 1935 cotton acreage reduction contract 
(whether entered into in 1934 or 1935), mean the land 
covered by any single one of such contracts. 

(b) The term "farm" shall, in the case of land not covered 
by, any 1934 and 1935 cotton acreage reduction contract, mean 

'In 1934, years which had been excluded in calculating the cou~ty 
allotment could not be excluded under this regulation in calculating an 
individual farm allotment basis (see p. 358). This qualification was 
dropped in 1935. In addition, the county committee was instructed to 
recommend an allotment basis for farms which could not qualify under 
this regulation because of low yields due to uncontrollable natural 
causes in three or more of the five years 1928-32. 

• Sec. 8(d). 
• "Amendments to Art. II of the Regulations under the Cotton Act of 

Apr. 21, 19H," AAA Form NQ. B. 4. zg-D. 
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( I) any land used in the production of cotton within a county 
under the same ownership plus any land within such county 
rented for cash or standing rent to such owner(s), provided all 
such land is operated from the Same farming headquarters (i.e., 
dwelling house, barns, etc.), or (2) any land used in the pro
duction of cotton within a county rented to the same per
sones) for cash or standing rent and operated from the same 
farming headquarters (i.e., dwelling house, barns, etc.). (See 
exceptions set forth in Sec. 34.)10 

Any increase in the allotment of tax exemption certifi
cates resulting from the establishment of such minimum 
allotments in 1935 was to come out of the state reserve. 
An amendment to the act approved August 24, 1935, 
however, provided that after 1935-36 "the amount of 
each such allotment ..• which is in excess of the allot
ment which, without regard to this subsection ... would 
have been made to any farm, shall be in addition to the 
national allotment and the allotments to the state and 
county in wh"ich such farm is situated."l1 

These exceptions for small producers are of relatively 
minor importance so far as the total production of cot
ton is concerned, as the first table on page 368 shows. 
Only 5.2 per cent of the total base acreage approved in 
1934 on all applications for allotments of exemption cer
tificates was for farms having a base production of less 
than three bales. 

The number of farms allowed a base production of 
less than three bales was fairly large, as shown by the 
last table on page 368. For the whole United States the 
percentage was 2 5: in the eastern part of the Cotton Belt, 
30 per cent produced less than three bales while in the 
western part only 1 6 per cent came in this class range. 

10 ''Regulations Pertaining to Allotments and Tax Exemption Certifi
cates under the Cotton Act of Apr. 2.1, J934," "AAA Form No. B. A. 
2I9, Sec. S, Mar. 6, J935. . 

21 74 COng., Public No. 320 (H. R. 8492), Sec. 39(e) addmg Sec. 
7 (d) to original act. 
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PERCENTAGE OF THE TOTAL BASE ACREAGE OF SIGNERS AND NON-SIGNERS 
ON FARMS IN EACH PRODUCTION RANGE, CLASSIFIED BY REGIONSG 

Base Production Range 
Percentage of Total Base Acreage 

{Ill bales} Eastern Central Western United 
States 

Less than 3 .............. 8.1 6.2 3.3 5.2 
3 to 5 .............. 10.9 8.7 5.7 7.8 

5 tq 10 ........•..... 22.8 16.4 15.9 17.7 
10 to 20 .............. 21.9 16.3 24.9 21.9 
20 to 45 .............. 17.8 15.4 28.8 22.6 

45 to 100 .............. 10.4 11.7 12.9 12.0 
100 to 500 .............. 7.5 18.2 7.1 10.1 
500 or more ............. 0.6 7.1 1.4 2.7 

• Computed from data furnished by AAA. 

The percentage of all applications in each production 
range for farms covered by cotton contracts in 1934 in
creased sharply as the base production per application 
increased, as shown by the table on page 369. Only 37 
per cent of the applications for farms allowed a base 
production of less than three bales were covered by 
contract in 1934 compared with 93 per cent for farms 
allowed a base production of 45. to 100 bales. 

NUMBER OF ApPLICATIONS FOR ALLOTMENTS OF TAX EXEMPTION 
CERTIFICATES IN EACH PRODUCTION RANGE, CLASSIFIED BY REGIONS 

Base Production United Range Eastern Central Western States {In bales} 

Less than 3 ..... 158,167 108,716 76,726 343,609 
3to 5 ....... 107,328 80,199 73,095 260,622 
5to 10 ........ 139,468 93,960 122,405 355,833 

10 to 20 ....... 75,113 53,260 107,709 236,082 
20 to 45 ....... 30,219 26,745 69,976 126,940 
45 to 100 ....... 8,010 9,591 16,194 33,795 

100 to 500 ....... 2,250 5,264 3,921 11,435 
500 or more ...•.. 39 504 184 727 

Total ......... 520,594 378,239 470,210 1,369,043 
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PERCEIITAGE o. ALL ApPLICATlOII'S III' EACH PRODUCTlOII' RAII'GB roR. FAIUlS 
COVBUD BY COTTOII' COIITRACTS, CLASSlnBD BY RBGIOII'S 

Base Production Percentage of Total Applications 

Ra';3e United (In b es) Eastern Central Western States 

Less than 3 ...... 37.5 43.7 28.0 37.4 
3to 5 ....... 78.7 80.0 58.3 73.4 
5to 10 ....... 88.1 88.2 71.3 82.3 

10 to 20 ....... 93.2 92.6 81.5 87.7 
20 to 45 ....... 94.8 95.1 88.4 91.3 
45 to 100 ....... 96.5 96.7 90.0 93.4 

100 to 500 ....... 97.0 98.2 89.7 95.1 
SOOormore .•••.. 94.9 98.6 87.0 95.5 

All ranges •••• .72.1 75.2 67.9 71.5 

Right of appeal. In 1934, owing to lack: of time, there 
was no definite provision for appeal by individual pro
ducers dissatisfied with their allotment of tax exemption 
certificates. In 1935, however, the same procedure was 
adopted for handling appeals respecting these allot
ments as for appeals arising with respect to the 1934-35 
cotton contracts. (See page 108.) 

No provision was made under the Bankhead program 
for publishing the allotment bases used in determining 
allotments of tax exemption certificates to each farm. 
The allotment bases used in apportioning the "regular" 
county allotment, however, could be calculated for 
farms covered by contracts signed in 1934 from the base 
acreage and adjusted average yield posted by committee
men, in accordance with instructions for 1935.n 

U AAA Form No. Cotton, lOS. See p. 111. 



APPENDIXD 

ESTIMATING THE EFFECTS OF THE COT
. TON PROGRAM ON INCOMES 

The basis for estimating the effects of the cotton pro
gram upon incomes, as explained in Chapter XIV, has 
been the relationships existing during some recent pe
riod between year-tO-:year changes in the production, 
consumption, and price of cotton, and the major factors 
responsible for such changes.· These relationships have 
been expressed in the form of curves fitted to annual 
data for a selected period. In general the closeness of 
fit indicates the degree to which variations in the de
pendent factors-production, consumption, and price
are explained by variations in the selected independent 
factors-income, price, supplies, business activity, etc. 
However, estimates of this character are subject to a 
number of important limitations. For this reason the 
more important sources of error in estimating the effect 
of the cotton program upon incomes are discussed in this 
appendix. 

All of the relationships shown in this appendix were 
determined by the method described in A Simplified 
Method of Graphic Curuelinear Correlation by L. H. 
Bean.1 This method is subject to a number of limitations. 
In the first place, a wide variety of curves give a reason
ably good fit when the number of observations is small, 
as in the present analysis. In the second place, if there is 
inter-correlation between the independent variables, 
it is impossible to determine the net effect of a change in 
one of them when the other is held constant. In the third 
place, other factors besides those included in the analysis 
are known to affect the dependent factors. A good fit, 

• Journal of 1M Amerktm Statislical Assoc;,uiors, December 1929, pp. 
°3 86-97. 
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therefore, may not indicate the true net relationship be
tween the dependent factors and the independent factors 
used. And, finally, the curves furnish a less reliable basis 
for estimates in periods when extreme variations occur. 

By this method the net relationship between the vari
ous factors selected. is an average for the entire period 
chosen. Their true relationship, however, may have been 
changing throughout the period. In other words, the 
true relationship of the factors at any given time may 
not have been the same as the average relationship dur
ing the selected period. This may have been particularly 
true during the past three seasons because a new influence . 
of unknown significance was introduced-that of pro
duction control accompanied by a processing tax on cot
ton. 

Besides these limitations of the method itself, others 
appear when it is applied to cotton. These more specific 
difficulties are brought out in the following sections. 

SUPPLY·PRICE RELATIONSInPS 

The curves shown on page 372 represent the relation 
between the price of cotton each season from 192 I to 
1924 inclusive and the per capita supply of American 
and foreign cotton used in estimating the price that 
would have been received for cotton in the absence of a 
cotton program. By per capita supply is meant the total 
supply of American and foreign cotton divided by the 
population of Europe and America. In effect, the period 
was divided into two portions, which may be defined 
roughly as depression years and non-depression years. A 
separate curve was fitted to each period for American 
cotton. Both curves, however, are of the same curvature. 
The one for depression years is merely on a lower level 
than the one for other years. In other words, these curves 
imply that the depression lowered the average price of 
cotton by a fixed amount, but that variations in per capita 
supply had the same effect on cotton prices during the 
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RELATION OF PRICES TO PER CAPITA SUPPLY OF AMERICAN 

AND FOREIGN COTrON, 1921-34" 

I. American Cotton 2. Foreign Cotton· 
15 

, 
hI 

~-~ g.-• W2 

z. ~~ 

-I 
ISO 200 2S0 

P£R CAPITA SUPPU' 
OF AMERICAN COTTON IN POUNDS 

"Supply ot American and foreign cotton as given in Cotto" ProJuc
tio" AJjustment No. "5, AAA, Tables I and a, p. 3, divided by popu
lation of Europe and America combined in each year. 

Price data are average annual prices of middling ~-inch cotton at 
ten markets in the U.S.,.furnished by the Bureau of Agricultural E~ 
nomics. 

b For the years 19:&1 and 1930-34 the deviations are from curve K j 
for the years 19:&:&-:&8, from Curve Aj for 1929, from curves A and A'. 

depression as in other years. Both assumptions are very 
questionable. The period for which reliable data are 
available, however, is too short for the determination of 
reliable supply-price curves, either in depression or non
depression years, or both. It is known, of course, that the 
demand for cotton varies in general with business activ
ity, but the relationship is not considered a constant one. 
For instance, the transition from boom to depression 
years and back again probably has a varying effect on 
the relationship of business activity to the demand for 
cotton. There may also have been a considerable change 
in the relation of the demand for cotton to indexes of 
business activity, as explained on page 377. For these 
reasons it is thought that an allowance for a constant 
difference between the level of the supply-price curve in 
depression and non-depression years is as satisfactory a 
method as any other. The largest errors in estimates for 
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this period are for 1921 and 1929. Both might be con
sidered transition years. Naturally the estimates for 
1933 and 1934 are low because of the devaluation of 
the dollar. For instance, estimates based on these curves 
indicate that cotton prices should have been 7. I cents per 
pound in 1933-34 and 9.8 cents in 1934-35. Actual 
prices were 10.8 and 12.4 respectively . 

. In estimating the prices that would have been ob
tained without the program, the procedure followed was 
to calculate the prices indicated by these curves for both 
actual and estimated supplies of foreign and American 
cotton. The actual price was then multiplied by the ratio 
of the price indicated by estimated supplies to that indi
cated by actual supplies. This procedure assumes (I) 
that the difference between the estimated and actual price 
each year is due to factors which have a percentage effect 
on any change in price due to a different supply, and 
(2) that the effect of supplies on prices was the same as 
during the period for which the curves were determined. 
The first assumptio~ is reasonable because the most im
portant factor causing a difference between actual and 
estimated prices during the last three seasons is dollar 
devaluation, which would have a percentage effect on 
any estimate of price for a different supply. The second 
assumption, however, is questionable. The relationship 
between supply and price under a control program may 
be quite different than it is in the absence of such a pro
gram. This is particularly true when the control program 
is accompanied by a processing tax on cotton. Consumers 
may not have been willing to buy the same quantity of 
cotton goods at prevailing prices as in former years 
merely because they knew that the prices were higher be
cause of government operations. Then too, there is some 
reason to believe that a high level of prices continued 
over a series of years would cause a greater annual reduc
tion in consumption than the same level of prices for one 
year. Furthermore, during most of the period under 
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study the cost of cotton goods to consumers was increased 
more than the price of cotton would indicate, because of 
the rise in wages due to the NRA program. 

On the other hand, the cotton program may have 
caused an increase in industrial activity, and thus in
creased the demand for cotton. The estimates presented 
in Chapter XIV are based upon the assumption that busi
ness activity was not affected by the program. 

There is, however, a wide range in the shape of the 
curves that can be drawn to these supply-price data
particularly in periods when extreme variations occur. 
Consequently there is a wide range in the estimates of 
cotton prices that can be made by this method for ex
tremely large or small supplies. And if no cotton pro
gram had been undertaken, supplies of American cotton 
during the past three seasons would have been unusually 
large. For instance, if no cotton had been plowed up in 
1933, world supplies of American cotton would probably 
have been 4.2. million bales larger, and of all cotton 3.9 
million bales larger-or more than that of any previous 
year. We have had no experience in the marketing of a 
2.8.8 million bale supply of American cotton or of a world 
supply of 46.5 million bales. The "bottom might have 
dropped out of the market" with such a large supply. On 
the other hand, prices might have dropped very little. In 
general, however, it seems reasonable to expect that the 
decline in price resulting from such an increase in sup
plies would have conformed to the shape of the supply
price curve determined on the basis of prices received for 
smaller supplies. 

A relatively wide range in the estimates of cotton 
prices for any year with a given increase in supply is not, 
however, of major significance in estimating the effect of 
the cotton program on the value of cotton produced 
during the last three seasons. If the same supply-price 
curve is used throughout the analysis, a wide variety of 
curves give about the same result. For instance, if a 
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curve which indicates a relatively high price in 1933-34 
without the program is used, it will also indicate that 
farmers would have received a relatively large income 
from their 1933 crop if no cotton had been plowed up. 
The production curves would consequently indicate a 
larger production in 1934 than if the estimated income 
in 1933-34 had been smaller. Similarly the consumption 
curves would indicate a smaller consumption because of 
the higher prices. As a result, the estimated supplies of 
cotton would be larger for 1934-35 than they would 
have been if a lower estimate of prices in 1933-34 had 
been used. Curves indicating widely different prices for 
cotton in 1933-34 would indicate considerably less dif
ference in 1934-35 and 1935-36. 

CONSUMPTION RESPONSB TO PRICE CHANGES 

The relationship of cotton consumption in the United 
States and foreign countries to prices, shown on page 
376, indicates that the consumption of cotton in the 
United States would have been 1.26 million bales larger 
and that in foreign countries 1.6 million bales larger
a total increase of 2.8 million bales-if, in the absence of 
our cotton program, farm prices in the United States had 
been reduced from 10.2 cents per pound to 6.4 cents in 
1933-342 and the average price of American middling 
cotton and Indian cotton in Liverpool had been reduced 
from 5.67 pence per pound to 3.78 pence.8 

• The average farm price in the United States was 10.2. cents per 
pound and the average price of ~-inch middling cotton on ten spot 
markets was 10.8 cents per pound. Consequently a farm price of 6·4 
cents per pound was considered equivalent to 6.78 cents per pound in 
the central markets in 1933-34. 

'The average margin between our central market price of 10.8 cents 
per pound in 1933-34 converted to pence and the average price of 
American middling spot cotton in Liverpool (6.02. pence) was 0.80 
pence per pound. In arriving at an estimated price in Liverpool, without 
the control program, the estimated central market price of 6.78 cents 
per pound was converted to pence and added to the average margin of 
0.80 pence, resulting in a Liverpool price of 4.07 pence. 

The average price of Indian t:otton (average of Broach, Omra, and 
Sind) was estimated by multiplying the Liverpool price of American 
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RELATION OF UNITED STATES AND FOREIGN COTTON 

CONSUMPTION TO COTTON PRICES AND 

BUSINESS ACTIVITY, 1921-34* 

I. United States Consumption 2. United States Consumption 
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* The plus mark in the upper sections of the chart indicates that the 
data exclude the cotton equivalent of the clothing obtained from tbe cot
ton given to the Red Cross by Congress. 

The dotted lines in the first section of the chart indicate the point 
to which the price of cotton to processors was increased by the process
ing taxes. The tax was in effect only the last nine months of the year 
beginning Apr. I, 1933. Therefore only two-thirds of the 4-cent tax 
was added to the market price • 

• Average prices at ten markets in the U.S. This curve, together with 
the others shown on this page, are from unpublished charts in the 
Bureau of Agricultural Economics selected by the author and slightly 
modified. 

b Average price of American middling and three grades of Indian, 
in pence at Liverpool. 

• Federal Reserve Board index of U.S. industrial production as per
centages of an estimated trend. 

d Index of world industrial production (exclusive of U.S.) as a per
centage of an estimated trend. 



ESTIMATING INCOMES 377 

The reliability of these curves as an indication of the 
effect of prices on consumption may be questioned for a 
number of reasons. In the first place, as pointed out in 
the discussion of supply-price curves on page 372, the 
period covered by the analysis is short and there have 
been many unusual factors affecting the demand for cot
ton. In the second place, the consumption data used are 
mill consumption, and may not accurately reflect changes 
in the purchases of cotton goods by consumers. When 
prices of cotton decline, stocks of cotton goods may be 
increased and vice versa, without a corresponding change 
in purchases of cotton goods by consumers. In the third 
place, the indexes of business activity used represent the 
actual index expressed as a percentage of a more or less 
arbitrary trend line. This adjustment has been made be
cause it is thought that an increasing portion of business 
activity was in capital goods industries up to 1930 and 
did not represent a corresponding increase in demand for 
cotton goods throughout the period. Since 1929, how
ever, a larger part of business activity has been in con
sumers' goods industries. 

Furthermore, the procedure followed in estimating 
the increase in consumption that would have resulted 
each year, in the absence of the cotton program, was to 
add the difference between the consumption indicated on 
the curves by the actual price and that indicated by the 
estimated price without the program, to the actual con
sumption. This procedure assumes (I) that the factors 
responsible for the difference between actual consump
tion and the consumption indicated by the curves se
lected for actual prices would not have a percentage 
effect on the increase in consumption indicated by the 
by 0.856 (the average ratio of Indian to American middling cotton prices 
in Liverpool in 1931-3" and 193"-33 when supplies of American cotton 
were relatively large compared with supplies of foreign cotton). The 
estimated price of Indian cotton was 3.48 pence per pound. An average 
of these two estimates, 4.07 and 3.48, is 3.78 pence per pound, cQmpared 
with an actual average of 5.67 pence (average price for year beginning 
Apr. 1, J 933 times ratio of average central market price in United States 
for the same period to the average price for year beginning Aug. 1, 1933). 
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same curves for a lower price, and (2) that the effect of 
prices on consumption of cotton was the same as during 
the period for which the curves were determined. There 
does not appear to be any reason why the first assump
tion should not be true. However, if a percentage rela
tionship had been used, as for prices (see page 373), 
estimates of consumption without the program would 
have been larger. With respect to the second assumption, 
see page 371. 

Another limiting factor is that the consumption of 
cotton may have been affected to a considerable extent 
by changes in the structure of cotton prices in the market 
caused largely by the cotton loan. During a large part 
of the last three seasons, spot cotton prices have been 
above prices of cotton futures, thus making it difficult to 
follow customary hedging operations in the merchandis
ing of cotton. This tended to cause mills to follow a 
more conservative and cautious policy in their operations 
and may have resulted in smaller sales of cotton textiles. 

The relationship of cotton consumption to prices 
shown by these charts, however, corresponds closely to 
the results obtained by Victor von Szeliski, as given in 
his report on The Demand for Cotton Textiles (NRA, 
Division of Research and Planning, May 1935). Von 
Szeliski included the following factors in his study for 
the period 1919-34 inclusive: 

(I) Per capita production of cotton less exports; 
(2) Index of national income per capita; 
(3) Bureau of Labor Statistics price index; 
(4) Price index for November divided by price index for 

the preceding November; 
(5) Demand factor calculated by dividing the long-time 

trend of per capita production by the production index 
for the previous year; 

(6) Trend of per capita production less exports. 

The conclusion reached was that ce ... a price decrease 
of one per cent tends to increase consumption (appar-
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ently) by 0.28 per cent; a price increase 6f one per cent 
tends to decrease consumption by 0.28 per cent." 

This relationship indicates that removal of the proc
essing tax in 1933-34 would have caused an increase in 
consumption of cotton in the United States of 455,000 
bales, and that if our cotton program had not been 
undertaken and farm prices had averaged 6.4 cents per 
pound, consumption of cotton in the United States would 
have been 880,000 bales larger than it was. Further
more, foreign consumption of all cotton would have been 
1.8 million bales larger, according to this relationship, 
if it is assumed that the level of cotton prices in foreign 
countries would have declined 33.3 per cent (see page 
375). These estimates indicate that the world consump
tion of all cotton in 1933-34 was reduced 2.7 million 
bales by our program. 

Still another approach to the problem is by compari
son of changes in cotton consumption in the United 
States and foreign countries. Foreign consumption of all 

, cotton in 1933-34 and 1934-35 increased 11.16 per cent 
over that in 1931-32 and 1932-33. In the United States 
there was practically no change. If the United ,States 
consumption had increased II. I 6 per cent, 1.3 million 
bales more cotton would have been consumed. Our pro
gram, however, raised the cost of cotton to mills in the 
United States not only by the tax but also by the amount 
(about one cent per pound) that American cotton prices 
were held above their usual relation to foreign cotton 
prices. Assuming that this increase in consumption would 
be caused by a drop of 5.07 cents per pound in the cost 
of cotton to United States mills, a further drop of 2.80 
cents per pound/ assuming the same relationship, would 
indicate an increase in consumption for the two-year 
period of 0.7 million bales. And if foreign consumption 
would be increased proportionately, with a drop of 2.80 

• Farm price of cotton per pound (10.1.0 cents) plus tax (4.07 cents) 
less estimated farm price without program (6.40 cents) less 5.07 cents. 
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cents per pound in the price of American cotton, after 
allowing for an increase in spread of one cent per pound 
between foreign and American cotton, 2.5 million more 
bales would have been consumed during the two-year 
period .. The total of these increases is 4.5 million bales, 
or 2.25 million bales per year. 

Stocks of cotton goods, however, may have been built 
up more in the United States than in foreign countries 
prior to the imposition of a processing tax on August I, 

1933, and may have declined more by August I, 1935 
because of the possibility that the processing tax would 
be declared unconstitutional. 

The preceding analysis indicates that 2.0 million bales 
would be a conservative estimate of the decrease in con
sumption of all cotton in the world in 1933~34 due to 
our cotton program. 

For 1934-35 the relationship between consumption 
and price shown on page 376 indicates that, had the farm 
price of cotton in the United States been 7.3 cents per 
pound instead of 12.4 cents, the consumption of all cot
ton in the world would have been 2.6 million bales 
larger than it was.6 Von Szeliski's analysis indicates an 
increase of 2.5 million bales. Consequently, in view of 
the relationship of changes in foreign consumption to 
changes in consumption in the United States from 1931-
32 to 1934-35, explained on page 379, it was estimated 
that if our cotton program had never been adopted the 
increase in consumption of all cotton in the world in 
1934-35 would have been at least 2.0 million bales 
larger than it was. 

It may be noted that if world consumption of all cot
ton had been increased by 2.0 million bales in 1933-34 
and also in 1934-35, all previous records of consumption 
would have been exceeded. Consumption per capita of 
population in Europe and America, however, would 
have been less than in 1926-27 or 1927-28, even though 

• Other phases of the analysis were worked out in the same manner as 
for 1933-34-
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the per capita supply would have been nearly 20 per 
cent larger in 1933-34 and 1934-35. Furthermore, the 
consumption of cotton in 1931-32 and 1932-33 was very 
low and should have resulted in an accumulated demand 
for cotton goods. 

PRODUCI'ION RESPONSE TO INCOME CHANGES 

The acreage of cotton which farmers would probably 
have planted in response to the estimated income they 
would have received if no cotton program had been 
undertaken is shown in the charts on this page, which 
were prepared by the Bureau of Agricultural Econom-

RESPONSE OF UNITED STATES COTrON ACREAGE TO INCOME 

FROM COTTON AND COTrONSEED AND PRICES OF CERTAIN 

COST FACTORS, 1910-33" 
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ics.8 The influence of costs of production, weather condi
tions, prices of competing commodities, and other fac
tors which farmers consider in planning production is 
well set forth in the following comments by the Bureau 
on the ,charts (its Figure IS). ' 

In Figure 15 is shown an analysis of the relation of the total 
United States cotton acreage annually from 1910 to 1933 to 
the total gross income from cotton and cottonseed the previous 
season and an average index of the prices of the principal fac
tors used in the production of cotton for the current and previous 
season, after making an allowance for trend. This analysis is 
intended to show that acreage in cotton varies directly with 
income from the cotton crop and inversely with prices of pro
'duction factors. It also shows that the major shift in acreage 
between the pre-war and post-war years (as shown by the trend, 
Curve C) is due to [factors] other than the income from cot
ton imd prices of items used in cotton production. 

As may be noted from the curves in Sections A and B of 
Figure 15, the acreage in cotton tends to vary directly with the 
gross income from cotton and cottonseed the previous year and 
inversely with the average index of production costs for the 
two years. Allowance was made in each curve for changes in 
the other factor and in the trend as shown in Section C. For 
instance, Curve A represents the acreage that might be expected 
in a given year from a certain gross income the previous season, 
if the index of costs were about average (approximately 130) 

and after allowance is made for the place that particular year 
falls on the trend line shown in Section C. In 1919 and 1920, 
for example, it would have been expected from Curve A alone 
that, in view bf the very large gross income from cotton and 
cottonseed in each of the two previous seasons, the acreage in 
cotton would have been 47,000,000 to 48,000,000 acres, 
whereas the acreage actually planted was about 33,000,000 and 
34;000,000. At that time, however, the prices of the factors 
used in producing cotton and the prices of other farm products 
were very high, as may be seen in Section B. In addition, the 
area in cotton up to that time had never exceeded 36,000,000 

acres, which is taken into consideration by the trend factor, 
• The response of foreign acreage to price changes resulting from our 

cotton program is discussed in Chap. XIII. 
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Curve C. A consideration of all these factors together with the 
income factor indicated the probability of about 33,500,000 
and 34,000,000 acres, respectively. 

In 1932 and 1933, on the other hand, the gross income from 
cotton and cottonseed in the previous seasons was lower than 
during any of the other 30 or more years, but the acreage 
planted in those years was higher than in any year prior to 
1924. But in those years, costs were comparatively low owing 
especially to the large amount of cheap labor, and the upward 
trend in cotton acreage was at a new high level (Sections B 
and C). 

The trend in cotton acreage, shown by Curve C, reflects in 
part the increase in the area in cultivation in the South, and 
shifts in the center of production (discussed in the preceding 
section) that probably resulted in a decrease in costs of pro
duction not measured by the index of prices of certain cost fac
tors. This seems to be confirmed by the fact that the greater 
part of the rise in the trend occurred during the years when the 
marked expansion into the western sub-humid areas took place. 

Other factors which no doubt accounted for some of the year
to-year changes in acreage include variations in prices of com
peting crops and livestock enterprises, other than those that have 
affected, and have been similar to, the variations in the cost 
index, and weather conditions at planting time. Their net in
fluence over a long period of years for the Cotton Belt as a 
whole seems to have been small, however, as compared with the 
influence of the two major factors-income from cotton and 
cottonseed and production costs. 

This analysis indicates why in the spring of 1933 domestic 
cotton producers increased their cotton acreage 11.6 per cent 
over the acreage planted in 1932 despite the fact that the price 
received for the previous year's crop was only 6.5 cents, whereas 
in 1930 they decreased their cotton acreage following a season 
in which they had received an average of nearly 17.0 cents per 
pound. It also indicates why in 1919 they reduced their acreage 
despite the fact that in the previous season they had received a 
price of nearly 29 cents per pound and why if production control 
were discontinued domestic cotton acreage in 1936 would prob
ably rebound to more than 40,000,000 acres. 

This analysis indicates that it is not simply the level of cotto~ 
prices that determines the acreage planted to cotton, but that It 
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is the income from cotton relative to the incomes from alternative 
opportunities, and the prices of the important factors used in 
producing cotton. In addition, it brings out the fact that once a 
large increase in acreage has been brought about by relatively 
high cotton prices or for any other reason which results in addi
tional land being brought into cultivation and additional gin
ning and other facilities for producing and distributing the crop 
established, that a part of this acreage tends to remain in cotton 
even when cotton prices drop to very low levels. 

It will be recognized, of course, that all of the limita
tions of this type of statistical analysis also apply to the 
determination of producers' responses to income changes. 
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