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Introduction
o Cotton accounts for around 40 percent of the world’s 

annual textile fiber production 
o Cotton provides income to millions of farmers in 

both industrial and developing countries worldwide: 
1-2 million households produce cotton in West 
Africa;
Cotton provides 3-5% of GDP in Benin, Burkina 
Faso, Mali, and Chad 
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Introduction
o The issue of U.S. cotton subsidies has been studied 

and debated since it was first raised by Brazil in 
2002 
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Objectives
o This paper extends previous studies by 

comparing how the alternative market 
structure assumption alters the magnitude of 
U.S. commodity program impacts on global 
cotton market 
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Two Steps
o Market power test using the Residual Demand 

Elasticity model

o A dynamic partial equilibrium model
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the Residual Demand Elasticity (RDE) 
model
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the Residual Demand Elasticity (RDE) 
model
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Dynamic partial equilibrium model 
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Dynamic partial equilibrium model

12



Contents
o Introduction
o Objectives
o Methods
o Results
o Conclusion
o Policy Implication

13



Results
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Results
o For the US inverse RDE, the U.S. cotton residual supply for 

China, U.S. corn price and time trend are statistically 
significant

o The parameter for the U.S. cotton residual supply for China 
is the price flexibility of the US cotton inverse supply 
function. It’s used to measure the market power of the 
Chinese cotton importers. The results suggested that the 
marketing margin for the cotton importers in China is 5.04% 
of the import price from the US plus tariff and transaction 
cost

15



Results
o For the Chinese inverse RDE, the Chinese residual 

demand for US, income per capita, time trend, 
Chinese domestic corn price, WTO dummy are 
statistically significant. 

o The results did not support any significant effects 
from cotton exporters. 
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Results
o Next we compare the impacts of US cotton 

programs on cotton market based on different 
market structure assumption:

1. Competitive market
2. Double power market
3. Monopsony market
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Results
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Results
o Based on the table, the price effects of US 

commodity programs would be much less 
under monopsopny or double power market 
scenarios than complete competitive market.

o If the world market is determined by open 
market, the effects of US programs on world 
price (A-index) would be significant,  while 
not in other two cases. 
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Results
o Removal of US commodity programs would 

gain more benefits for western central Africa 
countries under complete competitive market 
than monopsony or double power market.
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Conclusion
o The results of market power estimation 

support the proposition that the international 
cotton market is imperfectly competitive.

o The results indicate that China dominates the 
international cotton price with a significant 
market power in China (5.04%).
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Conclusions
o Subsidy programs cause the world cotton 

price decrease.
o the magnitudes of the effects of cotton 

subsidy programs  are significant different in 
the literature.

o The main reasons for the difference include 
cotton market structure difference as well as 
the elasticity difference. 
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