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Subsidy policy adjustment, comparative benefit change and farmers’ cotton production
decisions: Based on the provincial dynamic panel data of the major producing areas
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Abstract: Based on the provincial dynamic panel data of 12 major cotton producing areas from 2001 to 2019, the effect
of China’s cotton subsidy policy and the impact of the comparative benefit change of alternative crops on farmers’ cotton
production decisions have been analyzed by using Nerlove supply response model. The results show that farmers have a
certain inertia in cotton production and they wouldn’t change the sowing area at will for the cotton producing areas of the
previous term may have a strong effect on the present cotton production; cotton production is price inelastic in the short
term but price elastic in the long term; subsidy policy increases the sensitivity of cotton sowing area to price changes;
higher production costs would squeeze out the cotton plantation profits, so farmers would curtail the cotton sowing area;
in the long run cotton production would be more responsive to price changes of alternative crops and the cotton subsidy
policy would, to some extent, reduce the possibility of farmers switching to other crops; the implementation of the target
price policy of cotton plays a positive role in stabilizing cotton production.
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