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Marketing involves much more than buying and 
selling. It is the performance of all business activities 
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involved in the flow of goods and services from the point 
of initial agricultural production until they are in the 
hands of consumers. 

Marketing is a process which (a) consists of a series 
of actions and events that take place in some sequence 
and (b) requires some form of coordination among these 
actions and events. 



The marketing process involves the following basic 
functions: 

1. Exchange functions 
a. Buying 
b. Selling 

2. Physical functions 
a. Assembling 
b. Storage 
c. Transportation 
d. Processing 

3. Facilitating functions 
a. Standardization and grading 
b. Financing 
c. Risk-bearing 
d. Market information 

Much of the discussion at this conference has direct 
relevance to the facilitating functions of standardization 
and grading and market information. It should be 
realized that attempts to alter the way these two func
tions are performed will probably generate controversy 
and debate, because they have direct implications for 
the distribution of market power among the various 
participants in the market system. 

It should also be realized that the above marketing 
functions are basic ones; i. e., they cannot be eliminated. 
They can perhaps be performed more efficiently or by 
different marketing agencies, but they must be per
formed by someone in order to make orderly marketing 
possible. 

A market channel is the sequence of firms through 
which a product moves from producer to consumer. A 
generalized representation of some possible variations in 
market channels is given in Figure 1. This serves to 
indicate some of the variety possible in organization of a 
domestic marketing channel; varying from direct farmer
to-consumer marketing through the intervention of re
tailers, wholesalers, processors, assemblers and brokers. 
A typical marketing channel for export sales is also 
illustrated in Figure 1. 

Questions of efficiency will generally be viewed 
differently by participants at different levels in the mar
keting channel; i.e., by consumers versus retailers ver
sus processors versus farmers. Often, however, partici
pants all along the channel fail to realize the "dual 
nature" of economic efficiency. The two distinct compo
nents of economic efficiency are: 

1. Operational (technical) efficiency - Involves 
more efficient utilization of expensive inputs to 
produce valuable outputs. 

2. Pricing efficiency - Involves ability of the 
market system to efficiently signal the correct allo
cation of resources and coordinate the various func
tions. 

An illustration of existing wholesale cotton market
ing channels available to U. S. cotton producers is given 
in Figure 2. Of basic concern is whether or not the 
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Figure 1. Variations in marketing channels. 

pricing system is currently able to carry the correct 
signals from the textile mills back through the system to 
the grower. Much of this conference has focused on the . 
possible need for altering the classing system for cotton 
in order to improve this pricing efficiency. 

The issue can perhaps best be examined in the 
context of what is required of the marketing system. The 
requirements of the wholesale cotton marketing system 
may be summarized by four major points: 

1. Maintain competitive conditions whereby: 
a. Cotton producers have adequate access to 
the full spectrum of buyers in the market. 
b. Textile mills can obtain cotton for their 
particular needs from the full spectrum of cot
ton available for sale. 

2. Provide a continuously operating market that· 
discourages artificial elevation or deprcssion of cot
ton prices. 

3. Provide appropriate price signals, through ef
fective premiums and discounts, to help guide the 
production sector toward improved practices and 
adoption of superior cotton varieties. 

4. Adequately describe the cotton fiber according 
to important processing characteristics in order to: 

a. Allow assessment of the value of cotton 
versus other fibers. 
b. Allow efficient procurement and handling 
of cottons that facilitate quality control in the 
manufacture of textile products. . 

Taking each one of these requirements"in t~rn: 
1. The access of both producers and mills to the 
total market will be enhanced by improved capabili
ty to evaluate cotton according to relevant fiber 
properties - regardless of production regions, 
varietal tendencies, and other "rules of thumb" 
which must be used when working with less-than
complete information. Perhaps a large portion of 
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Figure 2. Flow of ownership Documents for merchandising U.S. cotton. 
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the cotton produced in some regions is not general
ly appropriate for use in manufacturing a given end
product; however, the production in some years 
and/or in some sub-regions may well be appropri
ate. If improved fiber property information were 
available on individual bales of cotton, then each 
region would compete on a much more objective 
(and equal) basis. It would certainly make search 
procedures less expensive and less risky; therefore, 
it could result in cost savings (i.e., improved opera
tional efficiencies) to brokers, merchants and ship
pers. 

2. A continuously operating market is also pro
moted by expanding the pool of cotton from which 
selection can be made. The "artificial" elevation orc 
depression of prices applies for both "price determi
nation" and "price discovery." Price determination 
is the process by which the broad forces of supply 
and demand establish a general, market'::dearing, 
equilibrium price for a commodity. Price discovery -
is the process by which buyers and sellers arfive ata ' 
specific price for a given lot of produce in a given 
location. Thus, price discovery is really a two-staged 
process: estimating what the general market price 
is and then bargaining for a specific price which 
considers product quality, services included, rela
tive bargaining power, etc. Of course errors can 
arise at either stage of the process, but they prob
ably occur more often in the second stage. 

3. Providing appropriate incentives through mar
ket prices paid to farmers is basic to the long-term 
Viability of cotton as a major textile fiber. The cotton 
pricing system renders its most valuable service 
when prices paid to farmers are reliable guides in 
directing both the quantities and qualities of cotton 
produced. Given the competitive structure of 
American agriculture, producers cannot be expect
ed to consistently furnish cotton with, say, a strong 
fiber unless they receive an adequate price incen
tive. There are currently over 600,000 bales classed 
by HVI systems which have strength measure
ments. If data on prices paid for this cotton were 
available, then perhaps an estimate of the relative 
values of the fiber properties could be derived. 
Only by making these properties "visible" to the 
pricing system can incentives be established. If 
farmers are not getting paid for a specific fiber 
property, then the average or expected value of this 
property within a region will be the basis for setting 
an average price for the regional cotton. Therefore, 
those producing the inferior cotton receive the 
same payment as those producing a better-than
avarage quality, and there is no incentive to up
grade quality. 

4. Sufficient description of fibers to allow efficient 
selection, procurement and handling of cotton is 
critical to operational efficiency all along the market 
channel. A basic question in this regard is the 



following: Are textile mills generally able to pro
cure suitable cotton and manage it to achieve ade
quate quality control? If the answer is yes, then 
existing grades and standards for cotton fibers are 
probably adequate from the mills' viewpoint. But 
the answer, in general, seems to be no. 

A hypothetical illustration is given in Figure 3, 
where the end-product quality is assumed to be yarn 
strength and the acceptable level of yarn strength is 
shown by the horizontal dashed line. Levels of yarn 
strength achieved by three textile mills are plotted over 
time. Firm #1'exhibits a fairly stable strength which is 
close to the threshold line for acceptability, but which 
does not ever fall below it. Firm #2 exhibits an average 
yarn strength that is significantly above that for Firm # 1, 
but which is also considerably more variable. (Thus, if 
Firm #2 were to lower its average yarn strength, it 
would probably produce some yarn that was unaccept
able.) Firm #3 exhibits a still higher average level of 
yarn strength, but an extreme amount of variability. 

Remember that the essence of quality control is 
control over variability in quality levels. If the causes of 
variability can be mastered, then the average level can 
eventually be put wherever desired. In Figure 3, the 
poorest quality control is exhibited by the firm with the 
highest average quality level; i.e., by Firm #3. The firm 
which has greatest confidence in its quality control 
mechanisms is Firm #1, which has the lowest average 
quality level. 

The reduced uncertainty under which Firm # 1 
operates will result in increased operational efficiency. 
Since the mill need not engage in the practice of "over
buying" cotton in order to assure an acceptable level of 
quality, the raw material will cost less. Having a well 
defined criteria for selecting cotton will save time and 
will help keep the size of its operating inventory at a 
minimum (which is an important consideration with high 
interest rates). Also, there will probably be less handling 
of the cotton after it is purchased, due to the fact that its 
suitability will have been established once and for all. In 
short, Firm # 1 can be confident of meeting the neces
sary quality requirements with smallest possible ex
pense, and its profit levels should be consistently higher 
than for the other two firms illustrated in Figure 3. 

Why do more textile mills not incorporate some of 
the new technology of fiber measurement into manage
ment of the procurement and production process? It is 
probably due in part to a simple lack of knowledge. In 
general, neither middlemen nor textile mill managers 
understand what is necessary to incorporate this new 
technology into the overall management of textile manu
facturing. But it is also due to a lack of motivation, 
especially by textile mills. The majority of textile mills 
do not emphasize cotton products. They do not necessar
ily want cotton badly enough to undertake the effort and 
expense needed to find it within the existing marketing 
system. Remember that cotton's share of total fiber 
consumption by U. S. textile mills is less than 25 percent 
and still falling. Only the cotton industry has a vested 
interest in the utilization of cotton in textiles. Therefore, 
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Figure 3. Hypothetical yarn strength values. 

the responsibility for market development must be as
sumed by the cotton industry. 

Having said the above, it should be emphasized that 
some textile mills are utilizing the new technology. In 
fact the industry is undergoing a process of technological 
change, which by definition involves much more than 
simple innovation. Technological change is a process of 
discovery and general adoption of new and improved' 
methods of production. The speed at which the adoption 
phase of the process occurs will depend on the following 
factors: 

1. Willingness of production and marketing firms 
to adjust. 

2. Availability of information. 

3. Complexity of the new techniques relative to 
prevailing practices. 

4. Level and distribution of costs associated with 
the new technology relative to benefits over time. 

5. Competitive structure of the market. 

Where are we now in the adoption process? Afew 
clues are available: ' 

1. Apparently we have reached a point of fairly 
general recognition of usefulness of instrument 
measurements in quality control. A survey con
ducted by the Economics and Statistics Service and 
the Agricultural Marketing Service of the/U.S. 
Department of Agriculture indicates that around 
three-fourths of all U. S. textile mills useinstru
ments some. Perhaps about 20 percent are begin
ning to systematically incorporate some instrument 
measurements with the goal of identifying their 
usefulness. Less than 5 percent have begun to 
refine such measurements into an integrated quality 
control program. (All of these percentages would be. 
higher in Europe than they are in the U. S.) 
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2. There is no doubt that the research and devel
opment sections of textile mills are watching closely 
for ways of incorporating these techniques. 

3. Growing interest is revealed by the increasing 
number of requests for fiber testing to be furnished 
by the Textile Research Center and by the HVI 
classing office at Lamesa, Texas. 

4. Growing interest is also revealed by increased 
purchases of HVI testing systems by both mer
chants and mills. 

5. There is some limited evidence of market 
penetration by High Plains cotton, due to reliable 
fiber strength measurements which qualifY some 
cottons for use in specific markets. Forward con
tracts have also revealed some premiums for cotton 
varieties known to have high strength. But the 
extent of latent demand for higher strength is still 
not known. (The very small number of middlemen 
selling on the basis of fiber strength is a great 
hindrance to a revelation of the extent of latent 
demand.) 

6. Some inter~st in buying on the basis of addi
tional fiber measurements has been shown by Euro
pean buyers. 

It should be remembered that approximately two
thirds of Texas' cotton goes to export markets, and in 
excess of 90 percent of Hfgh Plains cotton exported goes 
to the Far East. We must. strive to better understand and 
serve the existing and evolving demands of these mar
kets. 

Japan used to buy predominantly Texas cotton 
(when it was primarily interested in tonnage and price), 
but during the last 10 years or so Japan has switched to 
emphasizing California and Arizona cotton. This oc
curred partly because of rising wage rates in Japan and 
the changing emphasis in Japanese textiles toward the 
finer count yarns and high-valued end-use products. 
This scenario could be repeated in other Far East coun
tries that are currently major customers for Texas' cot
ton, unless the Texas cotton industry can meet their 
changing needs. Part of the battle is simply convincing 
these countries that Texas produces a full range of the 
commodity in quantities adequate to supply the various 
end-use markets. 

There is a critical need to monitor the changing 
demands not only in various geographic markets, but 
also in major end-use markets. Without a threshold level 
of such information, planning ahead becomes practically 
impossible. The cotton industry has a unique data base 
that could perhaps be used more effectively in monitor
ing end-use markets. It is the National Cotton Council's 
annual report Cotton Counts Its Customers. 

For greater market efficiency, the system needs to 
encourage two results: (1) a pricing system that directs 
producers toward a consistent upgrading of average 
quality levels and (2) a system of grades and standards 
that allows mills to select that most advantageous raw 
materials and manipulate them in such a way that accu
rate quality control is possible. 

VII. Basic Issues in Planning for the Future 

A couple of years ago one of the biggest mills in the 
Southeast, which has bought most of its cotton from 
Texas, shifted to California cotton whenever it installed 
open-end spinning equipment. The reason given by the 

. mill buyer was the belief that strong fibers were neces
sary. When assured that Texas had plenty of high 
strength cotton, the buyer said that it was too risky that 
some low strength cotton would get into the mixture. 

. (Even though he knew that there was much satisfactory 
cotton, he could not feel confident about accurately. 
identifYing and selecting it.) Now, however, middlemen' 
who can guarantee to deliver cotton with adequate 
strength are again selling Texas cotton to this mill. 

During the last five years we have come a long way 
toward changing a 150 year-old system of marketing 
cotton. Four major changes are: 
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1. Dramatic improvements in cotton varieties. 
2. Advent of open-end spinning, which is general
ly advantageous to Texas cottons. 

3. Advent of the TELCOT electronic marketing 
system, which offers potential for improved market 
accessability and information flows. 

4. Advent of the HVI testing system, which makes 
accurate selection of cotton feasible. 

Mills are currently shifting, at a rate of more than 
one mill per month, to the use of HVI data as a basis for 
selecting cotton. After they change, they swear they will 
never go back to the old way of over-buying cotton. 

Several thousand acres of cotton have been con
tracted this year to mills paying a one cent/pound pre
mium for selected varieties believed to be of higher 
strength. 

The producer is increasingly able to advertise and 
sell his cotton based on properties known to be valuable, 
even if the system has not yet fully internalized the 
information. 

Effective competition with man-made fibers is pos
sible. Due to escalating oil prices, man-made fiber prices 
are expected to increase relatively more than cotton 
prices in the years ahead. 

The USDA was proposing in early 1981 to impose a 
$1.00lbale user fee for classing cotton. Such an action 
could have many ramifications: 

1. Since the High Plains tends to trade on the 



basis of the USDA green card more than any other 
region, shocks to the system are most serious to 
farmers in the High Plains. Also, government loan 
values are based on USDA classing. 

2. High volume production areas can class cotton 
cheaper than the low volume areas, and some of the 
high volume areas are threatening to do their own 
grading. This could fragment the grading system. 

3. If the universal acceptability of grades is lost, 
then remote trading becomes virtually impossible 
and market accessability is lost to both producers 
and mills. 

a. Reliability of a grading system is not suffi
cient. It must also have credibility, which usu
ally requires that a disinterested third party do 
the grading - such as the USDA. 
b. Acceptability of the USDA green cards is 
illustrated by the fact that representatives of 
the People's Republic of China have already 
requested to become signatores on USDA offi
cial standards. 

4. Ironically, this could give added impetus to the 
use of HVI lines for classing cotton. 

VIII. Some Major Conclusions 

1. Do everything possible to improve fiber 
strength without seriously damaging other critical 
fiber properties or lowering yields. 

2. In making variety selections, do not ignore the 
whole complex of factors affecting both yield and 
quality. Plant breeders must continue with a bal
anced approach in their programs. 

3. In addition to striving for improved fiber quali
ty in all dimensions, take more initiative in helping 
the textile industry efficiently locate the various 
types of cotton that it requires. 

4. While continuing to serve the foreign markets 
that emphasize high tonnage and low price, also be 
prepared to serve these markets if and when they 
begin to demand higher quality cotton. Texas has 
adequate supplies of both categories of cotton, in 
spite of its reputation for lower quality. 

a. One line can class 600-800 bales per 8-hour 
day, once the system is fully functional. This is 
much faster than classing by hand and will 
therefore enable labor savings. 
b. These lines can give more information for 
less money and in a form readily usable within 
the marketing channel. 

We in the cotton industry must face the challenge of 
putting our already substantial knowledge on new tech
nology to use in the marketplace, yet realize that we are 
on the verge of being able to make some major new 
progress in the state of the arts. The major new thrust 
should come in marketing. Only one fiber organization 
has done a worse job than cotton of identifying, packag
ing and selling: the wool industry. And wool accounts 
for less than two percent of consumption by textile mills. 

There were several areas of general consensus 
among the conference participants, concerning what the 
Texas Cotton Industry should attempt to do in the years 
ahead. 

5. Learn more about the size and growth potential 
of various geographic and end-use markets, in order 
to have perspective for targeting alternative mar
kets. 

6. In the selling of Texas cotton, learn to em
phasize getting payment for the good properties and 
minimizing the discounts associated with the less 
desirable properties. Cottons of various staple 
lengths, for example, have distinct alternative end
use markets where they can be efficiently utilized. 
The same is true for cottons of various fiber 
strengths, etc. It is necessary to become more adept 
at finding the markets which are willing to pay for 
the specific properties existing in the cotton. 
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