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Movements in an index of export competitiveness for U.S. cotton are updated 
through 1988-89 and implications of USDA projections for 1989-90 are d.rawn. 
Appropriate use of the index is discussed. The report concll!des with an 
examination of progress through December toward reachmg USDA's 
December projection for U.S. cotton exports. 

Introduction 

This report is to update and further explain a previous one given at the Cotton 
Economics and Marketing Conference in January, 1989, titled "A Measure 
of Export Competitiveness for U.S. Cotton". Emphasis is put on uses and 
limitations of the measurement technique and on export prospects for the 
1989-90 marketing year. 

Measure Used 

The approach was to compare the U.S. share of exportable supplies with the 
U.S. share of actual exports--the comparison being based on the~roup of 
countries designated as net exporting countries by the Forei~n Agncultural 
Service of the U.S. Department of Agriculture. The reasorung was that, if 
U.S. cotton is competitIve in the world market, then it should generally have 
a share of total exports among the net exporting countries that is approxi
mately equal to its share of total exportable supplies held by the same 
countries. 

The comparison was expressed by taking a ratio of the U.S. share of exports 
to the U.S. share of exportable supplies. If the ratio is greater than one, the 
U.S. has a larger-than-proportionate share of world trade in raw cotton. If it 
is less than one, the U.S. has a smaller-than-proportionate share. This ratio 
was converted to a percentage in order to get an "index of export competi
tiveness". The index was further normalized at zero, so that positive values 
indicate a larger-than-proportionate share for the U.S. and negative values 
indicate a smaller-than-proportionate share. 

If the U.S. cotton industry were generally competitive in world cotton markets, 
the export competitiveness index would be expected to exhibit both positive 
and negative values as the years pass, but to average near zero. Certainly an 
average value over several years tbat is negative and in the double digits would 
imply a lack of competitiveness. 

Results Obtajned 

The "U.S. export competitiveness index" for each marketing year since 1963-64 
is shown in Table 1 and illustrated in Chart 1. Over the 26-year period covering 
1963-64 through 1988-89, the index is negative in 18 marketing years; there
fore, the U.S. was getting a less-than-proportionate share of world trade more 
than two-thirds of the time. The index is substantially above zero in only two 
marketing years, 1973-74 and 1984-85. The average index value over the 26 
year period was -15.7%. 

The cotton program contained in the Food Security Act of 1985 utilized a 
"market loan". Whenever the estimated world price falls below the calcula.ted 
loan rate, the market loan enables redemption of cotton at the world pnce. 
The purpose was to assure that U.S. cotton is priced competitively on the 
world market. Nevertheless, during the three completed m.arketing years 
since the new cotton program took effect, the export competItIveness mdex 
has never been positive and has averaged -14.7%. If USDA's projection of 
~Iobal SUfply, demand and trade in 1989-90 are approximately correct, the 
mdex wil be approximately -4%. 

Uses and Limitations 

The last column of Table 1 provides an alternate expression of conclusions 
from this technique of measuring export competitiveness. The "implied 
competitive U.S. export level" is the level at which the index would equal zero. 
For example, in the last complete marketing year (1988-89) the index was 
-26.3%. If the index where to be raised to zero, then exports would have been 
approximately 8.3 million bales, rather than the 6.15 million bales that were 
actually exported. 

In the current marketin~ year, USDA is projecting U.S. cotton exports of 7.5 
million bales versus an Implied competitive export level of 7.8 million bales. 
Uncertainty about what thIS competitive export level will ultimately be derives 
from uncertainty about exportable supplies and exports for both the U.S. and 
all net exporting countries. 

The extent of uncertainty about the current year may be demonstrated by 
referring to the original paper given at this conference a year ago. At that 
time, USDA's numbers for 1988-89 were just projections. U.S. exportable 
supplies were put at 10.3 million bales, or almost 1.2 million below the revised 
estimate for 1988-89. Exportable supplies of the net exporting countries were 
put at 33.2 million bales, or about a half million below the current estimate. 
U.S. exports were previously projected at 5.2 million bales, while actual 
exports were almost 6.2 million. Cotton exports by all net exporting countries 
were projected at 23.0 million bales, versus actual exports of more than 24.5 
million. 
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All the projection errors for 1988-89 resulted in a projected export compet
itiveness index of -37.8% becoming an ex IUl.51 index of ·26.3%. It is note
worthy, however, that the implied competitive U.S. export level was much 
less sensitive to the revisions. The old level was 8.35 million bales, while the 
new level is 8.34 million. This occurred because increased exports by the net 
exporting countries were offset by a decreased U.S. share of exportable 
supplies. 

The foregoing example does reveal, however, that this technique is not good 
for ex an1l: decisions about export competitiveness. Therefore, it does not 
provide a mechanism for administration of the cotton program during a 
marketing year. It was developed only to help answer a question being asked: 
"How do we know we are not competitive in world markets?". This question 
was asked by many well-intentioned people because, as acknowledged in the 
original report, there is no simple answer as to what constitutes competitive 
prices. Ther may be judged as being achieved, however, if the record shows 
that competitive market shares are achieved across time and across the ranges 
of types and qualities. 

Given that debate about the achievement of competitiveness in world markets 
can best be settled by looking back on the record, this technique is of little 
use for prescribing how to achieve competitiveness. There is a large body of 
economic theory and investigation that ties competitiveness problems to 
structural causes; it is these causes that must be addressed in order to solve 
the problem. 

Some concern has been expressed that this method promotes a criterion for 
competitiveness that is too strict, because some non-price competition cannot 
be overcome except by extraordinary and len~thy efforts. Given that this is 
true, this method allows a straight-forward adjustment for specific non-price 
factors. Furthermore, it may not be greatly distorted by them. Consider, for 
example, the position held by some people that about 3 million bales of annual 
exports by net exporting countries occur outside the price system (e.g., from 
Russia, China, Pakistan, and South America). These may be removed from 
consideration by simultaneously subtracting them out of both exportable ,' 
supplies and exports of the net exporting countries. Doing this for 1989·90 h' 
results in a U.S. share of exportable supplies of 36.6% (rather than 32.6%) ; 
and a U.S. share of exports of 35.8% (rather than 31.3%). Therefore, the 
U.S. export competitiveness index becomes ·2.3% (rather than -4.0%) and , 
the implied competitive U.S. export level becomes 7.7 million bales (rather , 
than 7.8). 

Outlook For 1989-90 

USDA is projecting that the U.S. will show a competitive performance in the 
current marketing rear, with exports of 7.S milhon 480-pound bales being 
96% as large as the Implied competitive export level of7.8 million 480-pound 
bales. The 7.5-million-bale projection represents a downward revision 
however, from 7.8 million bales a month ago. ' 



During the 26-year period covered in this report, U.S. cotton exports have 
reached 7.5 million 480-pound bales only once before, when they were 9.2 
million bales in 1979-80, Indeed, exports have reached as high as 6.5 million 
bales only five times before; i.e" 1979-80, 1981-82, 1983-84, 1986-87, and 
1987-88. These "large export years' provide benchmarks for assessing progress 
so far in this marketing year, 

Using monthly data, the progress of export shipments in the selected years is 
shown in Chart 2. Note that all years except 1979-80 barely exceeded 6.5 
million bales. Therefore, USDA's projection for this year must fall in between 
these four similar years and the unusually large year of 1979-80. Export 
shipment data are available only for August through December of this mar
ketingyear, Chart 2 shows that cumulative shipments in the current year were 
on the top side of those in past years until December, when they fell back into 
the group, 'nlC dashed line segment from December to July illustrates what 
the 1989-90 export shipments will have to look like over the rest of the 
marketing year in order to reach USDA's projection. If the curve does not 
pull away from the group over the next couple of months, then prospects for 
reaching the projection will be dimmed. 

Of perhaps greater importance for assessing progress this year is export 
commitments--which are equal to sales plus shipments. These are shown for 
each of the selected years in Chart 3. TIle fact that export commitments have 
generally started the marketing years in excess of 2 million running bales is 
due to forward sales and to carryover of unshipped commitments from pre
vious years, Due to this carryover, commitments generally exceed export 
shipments at the end of the marketing years by about 8%. 

Chart 3 reveals that eXfort commitments this marketing year are running 
behind those in three 0 the five years compared, and the pace slowed dra
matically in December, 1989. Thus, 1989-90 has not had the benefit of a fast 
start toward exports of 7,5 million bales. This is worrisome, because 80% or 
more of total commitments for the entire marketing year are generally 
realized by December; this was true even for the record-setting performance 
in 1979-80. This tendency will have to be violated this year if commitments 
are to reach a level commensurate with USDA's export projection, 

Developments to datc do not mean that the U,S. cotton industry cannot 
achieve the outstanding export level projected, They do lead to the sobering 
conclusion that vigorous competition during the last half of the marketing 
year will be necessary to do it. It helps to realize, though, that above-average 
export years almost always require above-average performance in the last 
half of the year. Thus, the level and shape of export commitments and 
shipment curves tend to be determined in the first few months, due in large 
part to the U.S. capability of making forward sales, Unfortunately, fast starts 
are much more likely than fast finishes, yet both may be needed to achieve 
genuine competitiveness. Since U.S, export commitments did not mana~e to 
get a head start toward an outstanding export level in 1989-90, maintaming 
competitiveness during the last half of the year will certainly be a requirement 
for reaching USDA's projection, 
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