
IPurpose:

The purpose of this paper is to outline the Australian cotton industry's concerns and
position on the newUS Fann Bill, (Bill) currently being negotiated by the House of
Representatives (House) and Senate and the potential ramifications for Australia, as
an efficient producer and exporter of rawcotton.

This paper will be usedby an Australian govenunentand industry delegation that will
visit Washington in early December to lobby againstthe Bill. The delegation will be
led by the Minister for Agriculture, Fisheries and Forestry, The Honourable Warren
Truss.

IIS Farm Bill, Trade Distortions and Cotton Markets
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Background:

The currentFann Billintroduced in 1996 is due to expire in September 2002. Due to
the current domestic political situation in the USA, the timetable forthe scheduled
introduction of the newBillhas beenbrough. t forward. It is possible the newBillmay
be rushed through the legislative processes priorto Chistmas, but more likely, in
early January when Congress resumes after the Christmas recess.

To datethe House has drafted aten-yearBillcostedatUS$174 binion and on 15
November, the Senate Agriculture Conrrnittee agreed aUS$88 billion five-year draft
Billthat winnow go to Senate for voting daring week conmiencing I December 2001

Subjecttothe Senate vote, the Billwillmove to ajoiritHouse/Senate conference
where it will be negotiated.

Latest advice suggeststhatthe Bill'could be introduced as early as Tuesday, yet
issues facing the Senate, namely a stalled economic stimulus package desired by
PresidentBush, make any farm billtimetable unsubstantiated. Jay Carson, Tom
Daschle's (Senate Majority Leader) press secretary, stated, "it's our hope we can
introduce it this week. .. and we would hope that debate would begin shortly after it is
introduced. "

'It is also unclearhow soonthe Senate may vote on the final version of aBill,
particularly because several senators displeased with the legislation will try to amend
it before a full Senate vote. Carson said Daschle would keep the Senate in session as
long as necessary to finish work on pending legislation. But sources indicated the
Senate probably would at^jouniforthe holidays December 15. A spokesman forthe
agriculture connnittee, said both Daschle and Senator Tom Harkin, andthe agi'iculture
committee chainnan, would like the senate to approve a fann billbythen. '.

'The reality is the House and Senate bills are aways apart and eventhough it is
difficultto predictthe outcome, what we kilow for certain is that the implications for
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the Australian cotton industry will be detrimentalunlessthe industry takes a proactive
stance to confrontthis piece of legislation. '

While AustralianEmbassy officials have worked tirelessly to voice Australia's
concern with the Bill, it is judged critical that the Australian cotton industry explain
how continued Us production subsidies have a dettimental impactby artificially
separating Us growersftom the dynamics of the world market place. Most recently
this has led to increased production and contributed significantly to driving price
downwards.

The IIS Farm Bill

Below is a comparisonofthe existing Fann Bill, and that passed by the House of
Representatives andttie Senate Agriculture Committee.
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manalysis of the draft Bills shows they have little to reconunendthem from our
Australia's perspective.

Preliminary indications are that both the House and Senate Bills are within spending
authority established by the FY '02 BudgetResolution. However, some will argue
that the FY '02 BudgetResolution was approved under economic circumstances that
have changed appreciably, along with national priorities since 11 September 2001,
andtherefore FarmBillspendingshould be scaled back from the levels authorised in
these bills.

Australian Cotton Industry Stance:

Whilstthe outlook does notlook prointsing for areduction in govennnentsupported
production subsidies to Us farmers, we must voice our concerns to the Us
govermnent and others who will listenaboutthe impact caused to other cotton
producing and exporting countries.

The Australian cotton industry stance in reference to the Billis undeniably for it to
not be passed in its present form. The Billis unreasonable;the Us is artificially
distorting the world market prices for cotton; the Us governmentshould be
substantially reducing its support programs, rather than enhancing them.

his not difficult to see that the problem underlying the Australian cotton industry is a
world oversupply of cotton coinciding with declining consumer demand. In more
nonnalcircumstancesifthere is an oversupply of a cornmodity, farmers will tend to
reduce their nextseasons plantingsreducingthe overallsupply. Market forces then
take over anddemand naturally increases. However, with the existence of the current
Fann Bill, American producers have no reasonto reducettieirplantings. While
market prices are driven lower for Us producers, the Us government is paying an
additional 25c/Ib to compensate. Us farmers are now receiving up to 50 per cent of
theirincome in subsidies.

In Australia, our growers produce forthe international marketand respondto market
signals. When supply exceeds demand, Australiancotton growers, decrease their
plantings in order to nitnimise theirlosses. This year's plantings have decreased from
approximately 500,000 hectares in 2000/2001to approximately 420,000 hectares this
season.

Ifthe Us wereto remove both currenttrade barriers on textileand clothing imports
and currentsubsidiesto its producers, the Centre for International Economics
estimates that prices for Australian raw cotton exports would increase by around 7 per
cent. The impact on Australian cotton production would showa increase by nearly 7
per centandthe aggregate income of Australiancottonproducers would rise by
around 19 per cent, equivalentto aboutA$42 000 for each cotton grower'.

' Centre for international Economics, Trade Distortions and CottonMarkets, Page 39, April 2001



Aperception existsinthe Us that Australian cotton growers receive a subsidy in the
form of therelative values betweenthe Us$ andA$. Whatis overlooked is the fact
that international markets determine the relative strength (or weakness) of the
Australian dollar.

Whatis further overlooked is the factthatmost of our industry's majorinput costs are
paid in for Us dollars. For example, gene technology, farm machinery, ginntng
machinery, chemicals and fertiliser. It can also be argued that the cost of money is
imported in Us dollars.

Whatshould the Australian cotton industry do?

. Lobby for production subsidies to be no greater than in the currentFannBill.

. RecommendthattheUS goveiiui, ent provide directincome supporttotheir
fannersinstead of production enhancing subsidies.
Make Us cotton growers aware of the negative impact of their farm support
programs have on other cotton producing countries like Australia.
Seektlirouglithe newWTO trade round, the removal of anytype of market
distortion:

o Domestic market subsidies that artificially increase cotton production.
o Export subsidies that distortintemationaltrade in cotton.
o Tariffand non-tariffbarriers that artificially restrict entry to markets.

How cam the Australian cotton industry achieve these desired outcomes?

. Through the establishment of the ACIC Trade COILu, titlee to develop and sign-
off on cotton industry positions in relation to trade issues.

. Continue working with Federal government departments(DFAT and AFFA)
andl. IFF in lobbying Us and other govenrrnents.

. Ensure senior cotton industry representation accompanies Minister Truss's
delegation to Washington.

. Ensure the ICAC Private SectorAdvisory Panelcontinuesto focus on hade
distorting issues and argue forthe reduction and eventual removal of
subsidies.

. Higlilightthe outcome of the recently completed WTO Dohameeting in which
Us Government conmiitted to a reduction in agricultural production andtrade
distorting subsidies. We need to Termnd allinthe US that a newUS Fann Bill
will fly in the face of the Doha coriumiinient.

. TargetkeyUS mediato fuelaUS taxpayer protest mregardsto howmuch
money goesinto supporting already large and profitable Us farm enterprises
andUS trade houses.

. Build further on the recoinniendations made in the CRDC publication 'Trade
Distortions and Cotton Markets - Implications for Australian Cotton
Producers. '

. Seek to identify and build alliances with groups who are against agricultural
subsidies in the USA.

. Work with the Cairns Group of countries to continue to pursue refonn as part
of the new WTO roundofnegotiations.
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. Publicise our industry's position against the use of production and export
subsidies in Australiato build industry support.

Cotton Australia
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