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Letter of Joint Recommendations 

 
Date: May 17, 2013 
 
To: Brazil Ministry of Foreign Relations 

Office of the United States Trade Representative 
United States Department of Agriculture 

  
From: Brazilian Association of Cotton Producers (ABRAPA) 
 National Cotton Council of America (NCC) 
 
Re: Recommendations for Final Resolution of the Cotton Dispute in the World Trade 

Organization (WT/DS267) 
 
Following extensive discussions, the undersigned organizations, representing cotton interests in 
Brazil and the United States, concur that it is in the mutual interests of both countries to achieve 
a comprehensive and final resolution of the longstanding dispute. Our organizations respectfully 
offer the following recommendations to serve as a basis for a final resolution by our respective 
governments. 
 
The Dispute, though commonly referred to as the Cotton Dispute, also involves the GSM-102 
export credit guarantee program available to a wide range of agricultural products. However, our 
specific recommendations are necessarily limited to modifications of the U.S. upland cotton 
program. Regarding GSM-102, we urge the two governments to continue to seek a resolution 
guided by the parameters in the 2010 Framework Agreement. Furthermore, we pledge to work 
with other organizations to seek a mutually agreeable solution. 
 
Our discussions have addressed policy recommendations for resolving the cotton related portions 
of the Dispute. In addition, we have developed a Memorandum of Understanding (MOU) that 
identifies areas of mutual interest and future cooperation that will be commenced between our 
organizations upon final solution of the Cotton Dispute. This letter includes a brief summary of 
areas of mutual interest and includes recommendations for government actions that will facilitate 
future cooperation between the U.S. and Brazilian industries.  
 

1. Upland Cotton Policy Recommendations 
A WTO Dispute Settlement Panel concluded that the combination of the user marketing (Step 2) 
payments, marketing loan and counter-cyclical program (CCP) caused price suppression in the 
world market, thus constituting serious prejudice to the interests of Brazil. The United States is 
under obligation to take appropriate steps to remove the adverse effects of the programs or 
withdraw the subsidy. 
 
The United States ended the Step 2 payments in 2006. As a result, the only remaining provisions 
in dispute are the marketing loan and CCP payments. We recommend that the two governments 
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agree that the following policy changes will serve as a complete and final resolution of the cotton 
component of the WTO dispute.  
 

• The United States Congress should enact and the President sign legislation that beginning 
with the 2014 crop of upland cotton would: 

o Terminate the Direct and Counter-cyclical Payment (DCP) programs for upland 
cotton; 

o Institute a formula-based marketing loan program for upland cotton. Specifically, 
the marketing loan rate would be set at the two-year moving average of the 
adjusted world price, with a maximum rate of $0.52 per pound and minimum rate 
of $0.45 per pound. 

§ Based on market conditions and costs of production well above the 
proposed rate, the modified marketing loan does not incentivize cotton 
production and can adjust lower in times of low prices. 

o Authorize USDA to implement the Stacked Income Protection Plan (STAX) – a 
voluntary, area-wide, shallow loss revenue insurance program – using a portion of 
the budget authority captured by the elimination of the DCP payments and the 
modifications to the marketing loan.  

§ STAX would be structured along the parameters outlined in the U.S. 
cotton industry’s proposal, with modifications that eliminate the reference 
price and increase the deductible to 10%. 

§ If budget constraints or other considerations cause Congress to adopt 
modifications other than those specified in this letter, as long as those 
changes reduce the expected net benefits to a level at or below those of the 
modifications prescribed in these recommendations, then those changes 
shall constitute a mutually-acceptable resolution. 

 
We recommend that the Government of Brazil convey its acceptance of these modifications as 
resolution of the Dispute to the Agriculture Committees so they may be incorporated into the 
legislation at the appropriate time. In addition, the Government of Brazil will notify U.S. 
Administration officials of their intent to formally convey their written approval to the WTO 
Dispute Settlement Body at the time the President signs into law the legislation containing the 
agreed-upon cotton provisions, thus bringing the cotton portion of the dispute to a final 
resolution. The successful conclusion of the cotton portion of the dispute should be made 
irrespective of resolution of the GSM-102 program. In addition, after reviewing the support 
limits imposed by the general formulas in the December 2008 WTO agriculture modalities, our 
organizations will recommend to the WTO that the proposed changes to U.S. upland cotton 
policy satisfy the U.S.’s requirements for meeting the Hong Kong Ministerial mandate to address 
cotton “ambitiously, expeditiously and specifically.”  
 

2. Termination of Government-to-Government Framework Agreement 
The mutually-agreed resolution of the Cotton Dispute presented in this letter should be 
considered as meeting the conditions of the 2010 Memorandum of Understanding and 
Framework Agreement.  
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In making these recommendations, we are fully aware of the difficult task the U.S. and Brazilian 
governments have in resolving the cotton portion of the dispute. In view of a variety of possible 
outcomes, we recommend the two governments maintain the specific provisions of the 
Framework Agreement that authorize the transfer of funds during the process of legislating the 
reauthorization of the Farm bill and for a period of 18 months from enactment of new multi-year 
farm legislation that contains the upland cotton policy recommendations outlined in this letter. 
 
While the general requirements of the Framework Agreement are terminated, the industries 
recommend that the remaining BCI money, as well as future payments, be used to fund activities 
enumerated in Section IV of the 2010 MOU, but also including the establishment of production 
credit financing for rural producers. 
 

3. Cooperative Industry Efforts 
In addition to conveying the policy recommendations outlined in the previous paragraphs, we are 
also writing to inform the two governments about industry cooperative efforts aimed at 
promoting consumer demand, improving grower productivity, and enhancing cotton’s 
sustainability. These cooperative efforts will commence with the resolution of the Dispute. While 
the focus will be on industry-to-industry activities, the two governments can play important roles 
that will enhance the success of these projects. 
 
The U.S. cotton industry has a lengthy and distinguished track record in promoting cotton 
demand. ABRAPA will work with U.S. industry associations Cotton Council International and 
Cotton Incorporated to develop Brazilian and international market promotion campaigns, with 
the goal of increasing cotton’s share of the global fiber market. Unfortunately, government 
policies that set artificial price floors for cotton fiber or provide excess subsidies to manmade 
fibers cause a competitive imbalance that undermines even the most effective promotion efforts. 
We recommend that both governments take a strong stance against these types of policies and 
collectively voice their concerns within the WTO. 
 
The U.S. industry has been involved in a successful public-private partnership to eliminate the 
boll weevil, and the result has been improved yields and reduced chemical use. Growers in 
Brazil are now dealing with similar issues due to increased boll weevil infestations. As we 
commence these joint efforts, we recommend that the two governments also explore cooperative 
efforts that can facilitate a government-industry partnership in Brazil that can provide the same 
success as U.S. efforts. 
 
A third area of industry collaboration involves efforts to enhance cotton’s sustainability. This 
will not only look at the environmental footprint of cotton production, but also work toward 
cotton’s economic sustainability. While sustainability is a multi-faceted concept, one critical 
aspect is the identification and traceability of cotton. The U.S. industry has established the ability 
to track cotton from the farm to the textile mills through the classification and identification of 
each bale.  
 
A privately-funded and publicly-administered classification program is critical to the success and 
reputation of U.S. cotton. The two associations believe that such a program would bring similar 
benefits to Brazilian cotton growers. However, we also recognize that Brazilian cotton producers 
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can develop a similar classification program and administer each step of the process. It is our 
recommendation that the two governments work toward establishing a classing system in Brazil 
with no less integrity and accuracy than the U.S. system.  
 
We thank the two governments for their serious consideration of these recommendations. The 
ongoing dispute has diverted too many resources away from the myriad of challenges faced by 
both industries. It is critical that a resolution be found without further delay, thus fostering an 
environment of cooperation that will allow the industries to capitalize on future opportunities. 
 
 
Sincerely, 
 

                  
James F. Dodson    Gilson Ferrúcio Pinesso 
Chairman     President, 
National Cotton Council    Brazilian Association of Cotton Producers (Abrapa) 
 
 


