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A STUDY ON PERFECTING THE SUBSIDY POLICY OF CHINA’ S COTTON INDUSTRY

Abstract

Cotton is an important economic crop in China. The development of cotton
industry is the source of income to 100 million cotton producing farmers as well as
more than 18 million workers related to textile industry. Long term development of
cotton industry, helps in development of agriculture in China and impacts overall
economy. Every main cotton producing country takes different subsidy policies for
its cotton industry due its weaknesses and externalities. After entering into WTO,
lack of perfect subsidy policy in China, has resulted in huge import of cotton, es-
pecially the highly subsidized import from USA. So, how to establish and improve
the subsidy policy in cotton industry, constant income increase for cotton produ-
cing farmers, ensuring healthy and stable development of China’s cotton industry,
are urgent issues to be further analyzed.

This book deeply analyzes the economic effects of cotton subsidy, by compl-
ying with the changes in cotton industry support policies, current status of its im-
plementations, after China entering into WTO. Through multi-constrained and
multi-objective stochastic optimization model, this book also analyzes effects of
incentives for the subsidy to the inputs on China’s cotton production
empirically. Further, this book analyzes the subsidy measures that the major cot-
ton producing provinces should take. This book also analyzes subsidy policies in
USA, does comparison of the subsidy policy with different countries, and discus-
ses the progress of cotton negotiations in DOHA round. Finally, summing up the
overall conclusions, this book proposes some measures and recommendations to

establish and improve China’s cotton industry subsidy policy system.



Abstraet..

The main contents and conclusions are as follows:

(1) The cotton seed subsidy policy which was introduced in 2007 has the
dual economic effects of subsidized production inputs and acreage. On the one
hand, it helps in promotion of improved varieties, lower production costs and im-
proving the quality and quantity of cotton. On the other hand, it stabilizes and in-
crease crop area to increase cotton output. It shows that the implementation of the
cotton seed subsidy policy has some demonstrative and inductive effects. In 2007,
the yield of cotton increased about 1.2% as compared to 2006, reaches about
7. 6 million tons.

(2) This book analyzes the Sliding-Scale Duty on imported cotton which was
introduced in May 2005, theoretically and empirically. It shows that the Sliding -
Scale Duty really plays a very significant role in stabilizing the selling price of im-
ported cotton in China. But its effects on the protection of local farmers’ income
are not significant. Comparing to fixed tariffs, Sliding-Scale Duty easily reduces
the welfare in China; and in the permit management system. Existence of differ-
ential tariffs enables some importers and foreign suppliers collude to evade tariffs
by quoting a higher price.

(3) This book presents a complex multi-constrained and multi-objective lin-
ear regression model (named T-W model) and tests the effectiveness of cotton
subsidy. The results show that the subsidy of 15 Yuan / Mu in some provinces
does not maximize the overall subsidy effects; there should be some different sub-
sidy amounts according to acreage in different provinces. This book also finds that
the economic effects of subsidy policies aimed at increasing cotton acreages are
feasible in the short run, but it can not promote cotton production effectively in
the long run; what’s more, effect of input subsidy is quite limited, with the con-
stant price and yield, when the subsidy on inputs increases to 6. 65 billion, the
cotton yield can only increase to 7. 76 million tons.

(4) This book analyzes the flexibility and marginal effect of input subsidy,

which is implemented in some major cotion producing provinces, on cotton yield,
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cost and profit. Our study suggests that all the cotton producing provinces, except
Shandong and Henan, should introduce cotton seed subsidy, which indicates that
the current cotton seed subsidy is somewhat reasonable. We also found that, the
first choice of input subsidy in Shandong and Henan should be subsidy on irriga-
tion. There are several different subsidy combinations if each provincial govern-
ment considers more than one subsidy plans.

(5) This book analyzes the performance of the 2002 US cotton subsidy i-
tems. It indicates, from 2002 to 2005 the US government annually subsidized its
cotton industry at an average of 3 billion US dollars. This huge amount increased
the cotton production as well as income of cotton farmers in the USA. In 2008
New Farm Bills, new policy has been introduced, such as “Average Crop Reve-
nue Election Program”, “ Upland Cotton Economic Adjustment Assistance”
. This bill indicates that the core objective of US cotton subsidy policy is to guar-
antee the income of cotton producing farmers, whereas the real goal of the subsidy
is to maintain and increase the international competitive power of the US cotton.

(6) Cotton is now the key blocking DOHA round negotiations, since the
new round WTO agricultural negations. At present, African proposal to reduce
cotton subsidy substantially was not fully accepted by some developed countries
(US, EU etc) and that is the key issue blocking the WTO cotton negotiation pro-
gress. China made positive efforts and played an important role in promoting cot-
ton negotiation and DOHA round of agricultural negotiations. In upcoming cotton
negotiations, China should support the proposal to reduce cotton support bills
substantially, and stress the important role of Chinese cotton in stabilizing global
cotton prices and reducing poverty in cotton areas in the Middle Kingdom. China
should seek international technical and financial support for the improvement of
cotton quality and provide solid basis for introducing production support policy in
China.

(7) On the basis of the overall analyses, this study proposes some measures

and suggestions to perfect cotton subsidy policy system in China. These steps in-
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clude further improvement of cotton seed subsidy policy, continuous supply of
subsidized cotton inputs, and introduction of subsidy policy which protects
farmers’ income. Other measures include intensified investment on scientific re-
search and infrastructure development, farmland infrastructure construction
etc. All these policies play a significant role in promoting cotton production, in-
creasing farmers’ incomes, which ultimately leads to national economic develop-

ment in China.

Key words: cotton subsidy; subsidy method; policy system
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